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P-ROCEEDI-NGS
9:06 a.m
MR, ROSSTON: Good norning and

wel cone.

"' m G eg Rosston, Senior Econom st
for Transactions at the Federal Communications
Conmi ssi on.

Thank vyou for attending today's
confidenti al econom st wor kshop  on t he
proposed ATT/T-Mobile nerger, which is W
Docket 11-65.

Joi ning me today fromthe Federal
Communi cat i ons Conmi ssion, at |east up here,
are Patrick DeGraba, Chief Economi st in the
Wreless Tel ecommuni cations Bur eau, and
Jonat han Baker, who shares the title of Senior
Econom st for Transacti ons.

Today's proceeding is subject to
the Commission's ex parte rules. Alimted
summary ex parte notification stating that
this neeting took place and identifying all

participants, both on the panels and in the
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audi ence, wll be placed on the public record
wi thin 48 hours.

So, please make sure you see
Charles or go back to the desk if you have not
yet signed in.

That notice wll also indicate
that it will be supplenented by a redacted
transcript. A non-redacted transcript of this
ex parte neeting will be available within 10
busi ness days. The redacted transcript wll
be placed in the public record thereafter.

So, first, for the panelists, you
need to do what I'mtrying to do, whichis to
speak into the m crophone when you speak

W have two panel discussions
pl anned for today. W w Il have breaks m dway
t hrough the sessions as well|l as a break at
noon for lunch, hopefully for 90 m nutes, if
we' re on schedul e.

And t he purpose of this neeting is
to get information fromthe parties onto the

record and to help the FCC staff Dbetter

Neal R Gross & Co., Inc.
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understand the econom ¢ argunents that are
being made by AT&T and Sprint in this
pr oceedi ng.

Jon, Pat, and I wll ask a nunber
of questions. W hope to pronote a dialog in
which a variety of economc theories and
positions that are potentially relevant to the
eval uation of the transaction are tested and
assessed. Nothing that occurs in this session
shoul d be construed as a representation of the
views of any agency participants, the FCC
staff, nore generally, any Conm ssioner or the
Comm ssion, and the U S. CGovernnent as a
whol e.

In general, we expect to ask a | ot
of probing questions, and in the course of our
di scussi on may nmake sone statenents that do
not come in the formof a question. You
shoul d treat everything we say, even if it
cones out in the formof "That nakes sense" or
"I understand" -- (laughter) -- as not

position or agreenment with a position taken by

Neal R Gross & Co., Inc.
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either party, but an attenpt to ensure the
process today noves toward our goal of
eliciting as nmuch and as clear information as
possi bl e.

W will identify an initial side
to respond to a question and try to permt
both sides to engage in a dialog. That's why
we are so close together here and doing this
in this way.

Wio we pick initially wll be
roughly split, but we won't rigidly alternate.

To keep things noving, the noderators will
manage the tinme and questions and will all ow
coments fromboth sides, as appropriate. O
course, we reserve the right to interrupt and
nove t hi ngs al ong.

W are asking the panelists to
speak candidly today. Much of the materi al
that will be discussed is subject to
protective orders issued in this proceeding,
and we expect that everyone in the audience

and on the panel will treat the information

Neal R Gross & Co., Inc.
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| earned today in accordance with the terns of
the protective orders.

Okay. Now participating in our
first panel today from Conpass Lexecon, on
behal f of the applicants, are Dennis Carlton,
Robert WIlig, and Mark Israel. And joining
us from Charles River Associates, on behal f of
Sprint, are Steven Sal op, Serge Mresi, and
Crai g Ronai ne.

And again, | am going to encourage
you to speak into the m crophone.

There was an agenda passed out,
and we will roughly go according to that, but
this is not a public forumor sonething where
it isrigid. W are flexible and academ cs.
So, we want to rmake sure we can get to the
answers.

So, with that, Jon Baker is going
to start the questioning.

MR. BAKER: (Good norni ng.

So, Geqg, if you could put up the

first slide here?

Neal R Gross & Co., Inc.
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Can you all see this? You guys
can | ook over there.

MR. ROSSTON. There should be hard
copi es.

MR. BAKER:  Charles, did we nake
just hard copies of all of themor just the
ot hers? Just the two? GCkay. So, you've just
got to look on the screen.

And what you see on the screen are
-- 1"l just describe it -- these are indices,
various price indices for various time series.
The top line is a Consuner Price |Index for
wi reless or cellular tel ephone. The second
line is average revenue per unit, the green.
The third one is a Producer Price Index for
Wi rel ess. The blue one wunder that is a
Consuner Price | ndex for i nformation
technol ogy. The red one under that is dollars
per mnute, revenue per mnute, for wreless
from CTI A dat a.

And al | those series are

normal i zed. So, they start at 100, and they

Neal R Gross & Co., Inc.
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are inflation-adjusted.

The purple is a series reflecting
t he average revenue per negabyte for AT&T that
came out of one of the reports that the AT&T
econom sts submtted. And so, it starts at
100 with 2007 because that's when the tine
series began in the data.

So, ny question is for the AT&T
folks. Just to start us off, which of these
series is the best reflection of recent price
trends in the wireless industry?

MR CARLTON: Hell o.

MR. BAKER Leave up the slide, |
t hi nk.

MR. CARLTON. The sinple answer is
| don't know because | can hardly see that
far.

(Laughter.)

So, | wasn't followi ng --

MR. BAKER Here, we'll give you
one of those.

MR, CARLTON. So, your question,

Neal R Gross & Co., Inc.
202- 234- 4433
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Jon, is which is the nost accurate pricing?

MR. BAKER Correct. Trends in
the wireless --

MR. CARLTON: | would have to | ook
through them and think about it, but ny
general reaction is that these are nom nal
prices, | nean real prices. But you want to
gquality-adjust and | want to certainly | ook at
t hat .

But |I'm not sure | necessarily
have a preference anongst themall. | would
say that what woul d be i nportant going forward
i's thinking about what is going to happen to
margi nal prices, and that in the future with
capacity constraints growing and quality
di m nishing, in the absence of taking account

of a lowered quality, ny expectation is when
you start adjusting series for quality
deterioration, that prices will not continue,
for exanple, on the rapid downward adj ust nment
that will be shown wthout adjusting for

quality. And | also think that we wll be

Neal R Gross & Co., Inc.
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noving to plans in which we have nore narginal
pricing of usage.

MR. BAKER If we were to adjust
for quality, how would we do it?

MR,  CARLTON: Vell, | can explain
that rn a while because we have actually tried
to make sone of those adjustnents. The other
cases | have been involved in, for exanple,
the airline industry, the same problem cones
up. How do you adjust for quality as quality
changes?

And one way in which you can do
that is you can ook at a denmand rel ationship
in which you |look at quantity demanded as a
function of price and quality. Then, we w ||
talk nore about that probably |ater today.
But you <can then figure out what is a
conpensating price adjustnment if there is a
quality adjustnent. And that has been done by
the Departnment of Justice, for exanple, in
airline mergers, and it is sonmething, when we

go forward a little bit, | will explain, if |

Neal R Gross & Co., Inc.
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have sone tinme and you ask nme the question,
how | have actually done it because we have
done sone additional work.

MR. BAKER No, why don't you take
a second and tell us now?

MR, CARLTON. Ckay, Jon. Ckay.
First, let me say | amgoing to report on sone
additional work, and |I fully understand that
t hose nodel s haven't been presented yet, and
maybe there are slides you're going to
present. But | understand that the backup for
that, you haven’t seen it. So, |I fully intend
to provide whatever backup you need so
everyone under stands what we are doi ng.

But we have done several things in
order to try to calculate the effect, the
conpetitive effects, of this transaction.
What we have attenpted to do is refine the
anal ysis that we had previously done in order
to estinmate various types of narginal cost
curves into the future for the nmerged firm and

t he non-nerged firms, assumng that in the

Neal R Gross & Co., Inc.
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case of the non-nmerger they would optimally
invest and in the case of the nerged firmit
woul d optinmally invest. W have done a nerger
si mul ati on.

Then, what we have done is we have
al so calculated fromthat nerger sinulation,
using that nerger simulation, what quality
changes are likely to occur. | will say --

MR. BAKER May | just stop you?
It sounds |ike you are describi ng sonet hi ng
forward-1 ooki ng rat her than adjusting these
time series backwards for quality?

MR, CARLTON: Yes.

MR BAKER  Ckay.

MR. CARLTON: | have not done
backward adj ustnment, but let me just explain
what | have done.

So, when  we do t he nmer ger
simul ati on, we cal cul ate, consistent with our
prior statenent, output is going to go up,
total output in the industry, and then price

will go down.

Neal R Gross & Co., Inc.
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We have also, in the context of
that nerger sinulation, there are certainly
sone quality attributes, not all but just sone
-- we are still working to refine it -- sone
qual ity attributes such as signal strength
that inprove. And we have tried to figure out
how woul d you adjust the prices that conme out
of the nerger simulation for the quality
change?

Then, what we have done is we have

| ooked at churn.[Begin T-Mobile
Confidential |nformation]

[End T-Mobil e Confidenti al
| nf ormati on]. And we have used that to
figure out the marginal tradeoff between the
two. W have used that, for exanple, for the
signal quality adjustnment. And there are sone
ot her adjustnents we have made, | can explain
those later, but, basically, that's how we
have done it.

MR. BAKER: Yes. So, what | think

you are saying is that we could take from your

Neal R Gross & Co., Inc.
202- 234- 4433
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work here you are, in effect, conputing a
mar gi nal value of a quality change in dollars.
And we could look, if we wanted to, in
theory, earlier and apply that sanme nmargi na
val ue to previous quality changes and correct
sonme of the series that are on the figure in
order to create a quality --

MR. CARLTON: Yes, that's
certainly sonething you could do. Like
said, we have only made one or two quality
adj ustnents - -

MR. BAKER | see.

MR. CARLTON: -- because that is
what is in our data, and we are trying to push
t hat forward.

| should al so say that the general
technique is to estimate a demand structure.

We have a churn analysis. [Begin AT&T
Confidential |nfornmation]

[ End
AT&T Confidential Information].

MR. BAKER | see. (kay.

Neal R Gross & Co., Inc.
202- 234- 4433
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Do you fol ks have anyt hi ng t hat

you want to say about this or can | just --

MR, SALOP: | guess |I'm | ooking
forward to seeing this to see how this works
out and being able to respond in witing to
it.

| nean |'ve got, | guess, a couple
comrents. One is that | w sh you woul d have
taken this back, this series back further
because we have run this novie before. And if
you | ook at the period of tine in the nineties
when entry occurred, prices went down by a | ot
when we noved from duopoly to nore conpetition
and they have continued to cone down, real and
nom nal prices, in quality --

MR. BAKER Do you view that
series as prices still com ng down?

MR. SALOCP: It starts in 20083.
would like it to go back to 1990.

MR. BAKER But let's stipulate
prices have fallen since 1990. But do you

viewit as still falling, |ooking at those

Neal R Gross & Co., Inc.
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series?

MR. SALOP: | think if you | ook at
t he whol e series, and we have got a figure in
our report, you will see that prices fel
faster when we noved fromduopoly to a nore
conpetitive market, and they have sl owed down
sonmewhat over tinme. You can see it --

MR. BAKER: But you al so weren't
tal ki ng about quality-adjusted prices? W are
just tal king about the prices on these kind of
series?

MR, SALOP: Yes, exactly. | nmean
| think one thing you can learn fromprices is
that, when there was a duopoly, prices were
hi gher than when there was conpetition, and
you may find that relevant for predicting what
woul d happen to prices if conpetition is
reduced as a result of the nerger.

MR BAKER  Ckay.

MR. SALOP: The second comment
woul d make, | guess, is really kind of |ooking

forward to the work that Dennis and Bobby are

Neal R Gross & Co., Inc.
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doing. Quality is going to go up whether or

not there is a nmerger. Capacity is going to
be expanded whether or not there is nerger.

It wll be inportant, in |ooking
at this work, to distinguish the capacity
i ncreases, the quality increases, that are
nerger-specific rather than sinply nerger-
rel at ed.

MR. BAKER.  Ckay.

MR WLLIG Real quick, if you
wer e doi ng a back-casting, and noticing that
prices have come down in sonme neaningful
sense, if that's right, that m ght be caused
by a change in the conpetitive environnment,
but it also m ght have been the result of a
change in the overall balance of capacity
avai | abl e as agai nst denmand.

OfF course, we go back to 1990, and
| haven't tried to re-engi neer any study that
you have done on that subject. But if | were
to, | would certainly want to pay attention to

just the supply-and-denmand el enent of what

Neal R Gross & Co., Inc.
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have been changes in prices as well as changes
in quality over tine, with capacity novenents
and spectrum changes bei ng, obviously, very
great in inportance.

MR. SALOP: Right, for sure. For
sure. W know that concentration, there are
| ots of reasons why concentration could go up,
and they may or may not be related to prices.

What we do have in this industry
is there have been sonme econonetric studies
t hat show, when conpetition went up, prices
went down significantly.

MR. BAKER  Ckay. Thank you.
want to nove on. | want to nove on to the
next question and ask you. That's fine.

So, | wanted to ask this question
first to the Sprint folks. There is a table
in your declaration that we don't need to | ook
at that is derived fromporting data that

shows that, as it turns out, [Begin NRUF/ LNP Hi ghly
Confidential Information] [ End NRUF/ LNP H ghly

Confidential Information] percent of
the custoners | eaving AT&T switch to T-Mobile.

Now, if we wanted to turn this

Neal R Gross & Co., Inc.
202- 234- 4433
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statistic into a demand cross-elasticity, we
woul d need to conpare it to the percentage
change in the quality-adjusted price that
pronpted those custonmers to switch, | would
think. And so, if we were going to do that,
what shoul d we assune about the average price
change? O can we do that at all?

MR, SALOP: Well, I'mnot sure you
can do that. But what | say is that | am not
sure why you need to convert it into a cross-
elasticity of demand. W know that the
diversion ratio tinmes the margin is a good
i ndi cator of the cl oseness of conpetition, and
you coul d use that.

MR. BAKER \Well, the sane issue
woul d apply if we were to think of it as a
diversion ratio, wouldn't it? W have to
under stand what the inplicit price changes

that are pronpting this |arge a percentage

swtch --

MR,  SALOP: First, the porting
data is not tied to price changes. You cannot

Neal R Gross & Co., Inc.
202- 234- 4433
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connect --

MR. BAKER: Yes.

MR. SALOP: That would be a big
econonetric project that we haven't done, and
' ve never seen anybody do it, to connect al
the diversions to price changes.

But what | am saying is sonething,
we are limted to alimted type of analysis
that you m ght want to do. W do know t hat
the first-round effects, if you assune that
t he diversions that you saw came from price
changes, then you can -- it is that they are
nmeani ngful for understandi ng what woul d happen
if there were price changes. Then you can
cal cul ate the UPP indices.

MR. BAKER  So, are you saying
that, regardl ess of precisely how we interpret

this [Begin NRUF/ LNP Hi ghly Confidenti al
| nf ormati on] [ End NRUF/ LNP Hi ghly Confidenti al

Information] percent figure, it creates a
presunption that the diversion ratio from AT&T

to T-Mobile is [Begin NRUF/ LNP H ghly Confidenti al
| nf or mat i on] [ End NRUF/ LNP H ghl y
Confidential Information]? I's that how we

shoul d thi nk about it?
MR SALOP: Yes, | think so.

Neal R Gross & Co., Inc.
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MR. BAKER  Ckay. Do you have
anything you want to say or shall I go on?
MR. CARLTON: | agree that a

diversion ratio, as you said, should be based
on the response to price. And | think that

one of the perhaps drawbacks of UPP, not by

t he aut hors who are pronoting UPP, because

t hey under st and this. But in its

i npl enmentation, | think people use market
shares or proxies for what 1is really the
change in quantity over the change in high
price, the ratio of the two, that it is a

price sensitivity.

The fact that they can use narket
shares, for exanple, or other neasures rather
than price sensitivity creates a false
i npression, | think, that you don't have to
really worry about the demand el asticities and
demand structures. That can be m sl eadi ng.

Now, in this case, |like Steve, |
am not aware that anyone in this proceeding

did a demand study to calculate those

Neal R Gross & Co., Inc.
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diversion ratios. So, we are left wth, what
are the data? There is share of gross adds,
mar ket share reporting. None of themare
really getting at exactly the right things.

On the other hand, if any anal ysis
depends on which one of these neasures, all of
whi ch have advant ages and di sadvant ages. You
know, market share has enbedded custoners who
don't care to switch. So, it is not telling
you about the marginal custoners. And we can
go through each one of them sone benefits and
sone rel ative di sadvant ages.

| f an anal ysi s depended on whi ch
one of these noi sy neasures were the right
thing -- and by right thing, | nean the
di version rati o based on price response -- if
t he anal ysi s depended on whi ch one of those
t hi ngs you picked, | would be pretty nervous.

Now what | am going to show you in
sone of our work is that, no matter which one
of those you choose, you get an output

expansion. And that is why | find what we

Neal R Gross & Co., Inc.
202- 234- 4433




10

11

12

13

14

15

16

17

18

19

20

21

22

REDACTED - FOR PUBLIC INSPECTION

Page 25

have recently done confirmatory.

MR. BAKER But let nme just follow
up with two quick things. One is | take it
t hat, when you say "response to price," what
we have been tal ki ng about, you nean response
to quality-adjusted price, that if we had a
gual ity change in confidence, we could convert
it somehow into a price change that woul d be
good enough?

MR. CARLTON: Yes. Exactly.

MR. BAKER: And second, do you
believe that it gives you nore confidence in
using the market shares as a basis for
conputing diversion ratios, that the porting
data -- my factual presunption, propositionis
that the porting data is roughly consi stent
wi th what one would predict if diversion were
proportional to market shares. So, you would
see the kind of percentages you would see in
the porting data using at | east sonme neasures
of mar ket shares.

| f that were so, would that give

Neal R Gross & Co., Inc.
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you confidence that the nmarket shares are
reasonably sensi ble as a basis for diversion
ratios in the kind of analysis that Steve is
t al ki ng about ?

MR, CARLTON. No. Let's suppose
that the diversion ratios were the sane, no
matt er whet her you used gross adds, porting
data, or market share. That would tell nme
that it is not going to matter which one of
the three | use; it is not going to tell ne
that they are «correctly nmeasuring price
sensitivities.

But if you go through the data,
there are, for exanple, the porting from
think it is from if you |ook who's with whom
when you | eave T-Mobil e, when custoners | eave
T- Mobi | e, where do they go? If you nade an
anal ysi s based on market shares, you woul d
under predi ct how many peopl e are going to say,
Metro.

So, I'm not sure they exactly

squar e.

Neal R Gross & Co., Inc.
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MR. BAKER  Ckay.

MR. CARLTON:. Wth porting data,
the other thing you would be careful of is
there's sanple selection problenms in the
porting data. You probably know that not
everybody reports.

MR BAKER Yes.

MR. CARLTON. And not everybody
who | eaves takes their nunber wwth them So,
you have to correct for that or try to.

MR. BAKER Ckay. If it's quick,
pl ease.

MR. SALOP: | guess | think the
first point is we have these different
measur es. There's proportional diversion
There's porting data. There's porting out
per cent ages and you can cal cul ate porting in.

Denni s has suggested we use gross adds. W
have tal ked about that. W have debated t hat
in the reports.

| think the first point is that we

have all used ported data. | nean it would

Neal R Gross & Co., Inc.
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just be wong to say that porting data is

usel ess.

Denni s used porting data in his
report for analyzing AT&T to Metro. If it
were worthl ess data, he woul dn't have done
that. Dennis also used porting data in his
Alltel declaration. | don't renmenber whether
he actually cal cul ated the GUPPI, but he used
di version rati os, based on the porting data,
to say there was not a problemfromthe Alltel
merger. Well, that door has to swi ng both
ways, | think.

[ Begi n NRUF/ LNP Hi ghly Confidenti al
I nf or mat i on]

[ End NRUF/ LNP Hi ghly Confidential |nformation]
[ Begin AT&T Confidential |nformtion]

[ End AT&T Confidential Information] [Begin
NRUF/ LNP Hi ghl'y Confidential Information]

[ End NRUF/ LNP Hi ghly
Confidential Infornation]
| f you | ooked T-Mbile to AT&T --

MR BAKER: | don't think we need

Neal R Gross & Co., Inc.
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to do all of this.

MR, SALOP: Ckay. But there the
[ Begi n NRUF/ LNP Hi ghly Confi denti al

| nf or mat i on]

[ End NRUF/ LNP Hi ghly Confidenti al

I nformation] are the outlier.

MR BAKER  Ckay.

MR. SALOP: And the others were
cl oser.

MR. BAKER Ckay. | would like to
nove on to the next slide here. Can you see
this? Mybe if you could find it for Dennis
in that package?

This slide conpares six providers
of wireless services with national averages.
The first four rows, which are retai
subscri ber shares, non-contract subscriber
shares, retail ARPU, and nonthly churn, are
copied fromthe initial declaration of AT&T' s
econom sts. So, it is directly out of the
report.

The | owest two  rows, whi ch
i ndi cate the average spectrum hol dings in the
top 10 CMAs and nati onwi de on a popul ati on-

wei ghted basis, were conputed by the FCC

Neal R Gross & Co., Inc.
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staff. The spectrumat stake here was the 700
VHZ, 800 MHZ, 1900 MHZ in AWS bands.

The figure in parentheses in the
Sprint box recal cul ates its figure,
attributing Clearwire’s BRS band to Sprint.
So, you can look at it both ways, if you care.

But my question is about, if you
| ook at like the last three columms, conparing
T-Mobile with MetroPCS and Leap. Wat | am
wondering -- and it doesn't necessarily have
to be fromthis figure, but this figure is
what pronpts ny question -- is there anything
about T-Mobile that would | ead you to think it
offers less of a conpetitive constraint to
AT&T than Leap and MetroPCS? That's ny
guestion. |Is T-Mbile | ess of a constraint
t han MetroPCS and Leap?

MR. CARLTON:  You know, | think
its market share, there's no question about
it. So, its presence in the narket, however
you want to define the market, is going to be

hi gher. So, there's no question, if you are

Neal R Gross & Co., Inc.
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asking me do | think T-Mbile is nore

I mport ant t han Metro or Leap in t he

mar ket pl ace, yes. And if vyou asked, has

T-Mobil e's market share been falling recently,

and you woul d expect it would be |l ess of a

conpetitive presence than it has been, the

answer to that question would probably be yes.
Do you think that T-Mobile's failure to have

a path to LTE is going to nmake it |ess of a

conpetitive presence? The answer is yes.

If you asked ne those sane
guestions for Metro, if you |l ook at Metro's
share, it has been growing. |If you asked ne,
do | think Metro is going to be growi ng, the
answer woul d be yes.

MR. BAKER: But there's nothing in
the structural characteristics that you are
observi ng that's | eadi ng you to these
conclusions? It's sonething el se?

MR. CARLTON: Well, no, | nean |
think it is the structure of T-Mbile. Its

infrastructure is such that they can't figure

Neal R Gross & Co., Inc.
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out howto get to LTE

Metro has devel oped a technol ogy
where they have inplenmented LTE. So, they’ ve
ki nd of | eapfrogged.

So, | think that, going forward
you can predict Mtro is going to be
increasingly inportant and T-Mobile Iless
important. But | think that really the key,
|"mcertainly agreeing with you that T-Mbile
is nore inportant in sort of market presence
t han Met r oPCS

But it is also the case that, and
| am understanding you are asking that
guestion to try and figure out, could there be
an anti-conpetitive effect fromthe renoval of
T- Mobi | e? But the key point in this
transaction, key point -- | nmean there are
ot her points. I'm sure we are going to
di scuss the efficiencies, and it is going to
be the efficiencies fromAT&T and T-Mbile
that is going to |ead to a output expansion

regardl ess of which of our diversion ratio

Neal R Gross & Co., Inc.
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neasures we use.

MR, BAKER: well, we will do
efficiencies this afternoon. But |let ne just
foll ow up one thing, then, before |I ask you
folks if you want to comrent.

So, T-Mobile says it's stuck in
the m ddl e, was the phrase you used. And so,

t hat experience of being stuck in the mddle
woul d seemto suggest that repositioning is
difficult in this industry.

Now Metr oPCS and Leap woul d seem
to start froma worse position than T-Mbile
wth a | ess extensive tower systemand | ess
spectrumand | ess brand recognition. Should
we expect that MetroPCS and Leap would
reposition to replace conpetition |ost by

T- Mobi | e' s departure?

MR. CARLTON: | would say that it
depends in part. If AT&T, after the
transaction, left a gap in the product

spectrumthat T-Mobile was providing, then |

expect there would be market incentive for

Neal R Gross & Co., Inc.
202- 234- 4433




10

11

12

13

14

15

16

17

18

19

20

21

22

REDACTED - FOR PUBLIC INSPECTION

Page 34

ot her people to cone in.

My inpression of soneone |Iike
Metro is that, with its new technol ogy, LTE
technol ogy, for exanple, planned, that Metro
sees itself as becom ng nore and nore data-
centric. | think it will be expanding sort of
up the data-centric | adder as to which type of
consunmers it will continue to be attracting in
addition to the consumers it is currently
attracting.

But | think repositioning is
certainly sonmething that could occur. Wether

it is Metro or Leap or even Sprint that tries

to replace a gap, fill a gap, if the gap
appears, | think that is sonewhat specul ative.
But | do think it is also inportant to

understand it is not so obvious a gap wl |
occur. Because as a result of the
efficiencies, output is going up. So, | am
not sure there is going to be a gap.

And what our sinulations showis,

as you woul d expect, if output goes up and it

Neal R Gross & Co., Inc.
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i s because of an efficiency, the conbined firm
is going to expand relative to everybody el se.
MR, ISRAEL: Can | just junp in
with one other? Wen | hear the phrase stuck
in the mddle -- you hear this in business-
speak a lot -- | nean often | think what
people are referring to is sort of an
install ed base and a capital infrastructure
based on an installed base of custoners. So,

| nean, [Begin T-Mbile Confidential |nfornmation]

[ End T-Mobil e Confidenti al
Information]. It is obviously a
fundanentally di fferent question for a Metro

and a Leap who cone into new CMAsS where they
tend to grow quite rapidly. Actually, Mtro

has cone in with an LTE product that has done
quite well.

Wen you look at the average

Neal R Gross & Co., Inc.
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shares, they can be lower in certain markets,
but quite high in certain markets. So, |
think the repositioning challenge is quite
different on a sort of a fresh firmw thout an
installed base wth a different capita
structure, able to nmake different decisions
about how they serve a new nmarket.

| think that is pretty reflected
in how T-Mbile sees itself relative to those
ot her conpetitors.

MR, ROSSTON. Can | just ask, you
tal ked a | ot about Metro's LTE product. From
what | read sone places, it was that the LTE
product for MetroPCS wasn't as good as HSPA+.

| s that your understanding or is it actually
a better product? M understanding is LTE
comes in alot of different flavors. Is it as

good or not?

MR | SRAEL: [|'mnot a network
engi neering expert. So, | will only say what
| know. | do know t here have been sone recent

news reports and sone tests where the Metro

Neal R Gross & Co., Inc.
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LTE speeds have been |lower than certainly
ot her LTE speeds and | think | ower than 3G
speeds.

My under standi ng of where that has
happened, what | understand is in the places
where the Metro LTE speeds were | ower, they
had sone i ssues with backhaul. dd copper
backhaul m ght be the issue.

And ny understanding -- and,
again, this sort of pushes the edge of what |
know about the network -- is that T-Mbile has
had a path to get kind of fiber and upgrade
their backhaul, and sonme view that is an
easier transition that Metro can potentially
make.

So, there wll be LTE kind of
ecosystem handsets, LTE spectrum LTE
technol ogy. There m ght be one piece, the
backhaul piece, where they mght have to
follow a path to invest in that.

MR. BAKER And the |low | evel s of

spectrum that Leap and MetroPCS have here

Neal R Gross & Co., Inc.
202- 234- 4433




10

11

12

13

14

15

16

17

18

19

20

21

22

REDACTED - FOR PUBLIC INSPECTION

Page 38

relative to T-Mobile don't give you pause with
respect to the ability of those firnms to rol
out hi gh-speed services in a way that would
replace any conpetition |lost from T-Mbile?

MR. | SRAEL: So, just to nmake sure
| understand the bottomtwo rows, are these
aver age spectrum hol di ngs across the top 10
CVAs by popul ation?

MR. BAKER The top 10 in the U S

MR. | SRAEL: So, in some sense,
what we are seeing here is that Metro is
stronger in sone areas than other areas.

MR. BAKER:  Yes, yes.

MR. | SRAEL: So, one piece is that
in markets where they hold spectrumthey have
shown the ability to capture share. | nmean
they are not in every narket.

My understanding is that, from
where they stand, as far as we're thinking
about their ability to grow, although there's
di fferent nmeasures of this, they have sort of

nore, if you look at things |ike spectrum

Neal R Gross & Co., Inc.
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t hey appear to have nore head roomthan sone
of the other guys in this ability to grow.

MR. BAKER. Do you want to chip
in? Go ahead.

MR, SALOP: You guys have put an
enor nous anount on t he t abl e. (%Y
understanding of the facts is that Metro's LTE
is not as good. It's only in 14 markets, and
t hey have no plans to expand beyond that.

It's slower than other 4G Where they don't
have 4G t hey only have 2G

You know, Metro has basically got
a different business plan. They have gone
into sone hi ghl y-ur ban mar ket s Wi th a
di fferent product, catering to a different set
of consunmers. They don't have a nationa
rollout plan. In fact, they cater to
consuners that don't want nuch roamng. |If
you roamtoo rmuch, they cut you off.

On the other hand, T-Mbile is a
nati onal conpetitor. You can | ook at nationa

shares. One thing we did was | asked, what

Neal R Gross & Co., Inc.
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[ Begi n NRUF/ LNP H ghly Confi denti al

| nf or mat i on]

[ End NRUF/ LNP
Hi ghly Confidential Information].

And if you | ook at their networks,
if you look at the type of handsets they have,
if you |l ook at the type of service they have,
it is just not conparable. And they're
growi ng, but not nmuch. | think they grew | ess

t han [ Begi n NRUF/ LNP Hi ghly Confidenti al

| nf or mat i on] [ End NRUF/ LNP Hi ghly
Confidential |nformation]percentage point
bet ween 2010 and 2011

The projections | have seen don't have them
projecting out to become a major carrier.

If you look at an AT&T/Metro
hypot heti cal merger and do the GUPPI, it would

Neal R Gross & Co., Inc.
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be [ Begin NRUF/ LNP Hi ghly Confi denti al

I nf or mat i on] [ End
NRUF/ LNP H ghly Confidential Information] than
you woul d from

an AT&T/ T- Mobi | e GUPPI .

MR, WLLIG But renenbering, of
course, that the GUPPI of the whole UPP
framewor k has, as one of its well-understood
deficits the unwillingness or the inability,
to consi der reposi tioning, t he dynani c
effects, where business strategy, whether
brandi ng or the type of custoner, with the
nature of the brand, the pronotion, the
character of the rate plans that are offered
are all up in the air and endogenous.

If it were to happen per the
simulations as a result of this nerger, the
new AT&T/ T- Mobi | e conbi nati on woul d have nore
ability to serve at Dbetter prices, better
quality, nore output. It is not clear what
that would do in the future to MetroPCS. It
woul dn't be a good environnent for Metro to be
expandi ng by | eaps and bounds. Never m nd.

(Laughter.)

But in a scenari o where soneone

Neal R Gross & Co., Inc.
202- 234- 4433




10

11

12

13

14
15
16
17
18
19
20
21

22

REDACTED - FOR PUBLIC INSPECTION

Page 42

woul d i magi ne that, as a result of a deal
contrary to our analysis, that sonehow t he
of ferings of the new AT&T woul d be ruch | ess
advant ageous to consuners, that, of course,
creates what would be a giant market
opportunity for the like of Metro and Leap and
ot hers.

And an awful |ot of the so-called

detrinments, [Begin AT&T and T-Mbile H ghly
Confidential Infornation]

[ End AT&T
and T-Mbile H ghly Confidential I|nformation].

They are business plan issues;

what exactly Metro decides to do in the way of
pronotion, in the way of offering the rate
pl ans i s thoroughly endogenous.

MR. BAKER  But wouldn't we have
said that about T-Mobile? Yet, they're stuck
in the mddle?

MR WLLIG Wll, yes. They do

tal k about being stuck and being unable to see

a clear path or any path to LTE. That sounds

Neal R Gross & Co., Inc.
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sonmewhat | ess endogenous, to |isten to what
t he busi ness peopl e are saying.

MR. BAKER  Yes, go ahead.

MR. SALOP: | have a coupl e of
t hi ngs.

MR BAKER Yes.

MR. SALOP: First of all, on this
| ast point, MetroPCS -- I'msorry -- T-Mbile

certainly has hit a speed bunp, but there's

no reason to think they are in termna
decline. Just like Sprint came back from
hitting a speed bunp, we have every reason to
think that T-Mdbile is going to cone back.
They announced a challenger strategy in
January to invigorate their conpetitiveness.
They are noving forward even -- well,
suppose this is not a natural experinment for
anyt hi ng that has happened since just m d-
Mar ch.

(Laughter.)

But t hey have the strategy.

There's no reason to think that DT woul d just

Neal R Gross & Co., Inc.
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l et this asset disappear. DT also says, oh,
we don't want to invest any nore, as if they
are just going to mlk and let T-Mbile go
into the ground. Well, we have seen many
docunents -- and these are not Charles River
docunents; these are T-Mbil e docunents. W
have seen sonme T-Mobil e docunents -- | can
tal k about that, right?

MR. BAKER  Yes, anything on the
record.

MR SALOP: And those T-Mbile
docunent s say t hat they [Begin T-Mobile
Hi ghly Confidential |Information]

[ End
T- Mobi l e Highly Confidential Infornmation].
There is no reason to think that T-Mbile
woul d have di ed.

As for T-Mbile network not being
very good, well, T-Mobile has got the fastest
4G network in the world. Their HSPA+ network,
not quite 4G but they were foll owed by AT&T,
who expanded its HSPA+ network as a result.

HSPA has done better than anybody

ever expected in terns of speed, faster than

Neal R Gross & Co., Inc.
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MetroPCS, and it's getting faster all the

time. There was an announcenent in the press
several nonths ago that T-Mbile has been
working with Qualcomm one nore T-Mbile
i nnovation, to expand the speed of HSPA to
doubl e the speed.

And finally, to say that HSPA+ is
not useful, what | found as the nost kind of
ironic statement in the entire record so far
is that M. Hogg says AT&T woul d not have
roll ed out LTE everywhere to all 97 percent.
They wouldn't roll out from 80 up to 97
percent of the market because there's not much
value to it because we already have HSPA+. |
mean, now that is saying really good things
about what T-Mobile has done as an innovator

MR. BAKER Let ne follow up. You
t al ked about the resurgent Sprint a nonment
ago. Suppose we started with the sane kind of
guestion | began with with the AT&T fol ks. If
you put aside exclusionary conduct by the

merged firm is there anything about Sprint

Neal R Gross & Co., Inc.
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that would lead you to think it couldn't
expand to replace any conpetition |ost by
T- Mobi | e' s departure?

MR, SALOP: Well, you nean replace
i ke becone just as powerful as T-Mbile and
Sprint together?

MR. BAKER. | nean let's suppose
we had a unil ateral effects problem Sol ve
the problem through output expansion and
what ever kind of repositioning that it would
need to do.

MR SALOCP: | mean having two
conpetitors out there with tw ce the market
size is certainly going to give you nore
powerful constraint than if there is only one.

Sprint is handicapped wth they
have [Begin Sprint Confidential |nformation]

[ End Sprint confidential
I nformation] than AT&T. They

have got inferior handsets, either as a result
of exclusives or exclusionary conduct or just
being smaller. But their handsets aren't as
good.

They don't have GSM except on a

Neal R Gross & Co., Inc.
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coupl e of phones. They don't attract people
that want to go abroad as nuch. There are
various ways in which Sprint is at a
di sadvantage relevant to AT&T. And there is
no reason to think that they would be able to
reposition to the point of being able to nake
up for it.

When you say absent t he
exclusionary conduct, there's a lot of
meani ngs of that, Jon. | nean you could say
suppose whatever exclusion there were in
roami ng and backhaul got corrected, okay,
which | think is "iffy".

But there's still the issue that
AT&T would be at a greater advantage in
getting handset exclusives. | don't know how
you are going to regul ate that.

And on network infrastructure,
which is a really inportant point, right now,
in terns of financing network infrastructure
for the next generation, T-Mobile is in there

as a supporter, just like they supported the

Neal R Gross & Co., Inc.
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Android, that they would be in there as a

supporter of new spectrum But w thout them
it all falls on Sprint.

MR. BAKER  Ckay, but we will do
the exclusionary conduct in nore detail this
aft ernoon.

MR  SALOP: But since we're
tal king --

MR. BAKER No, it's okay, and
t hese fol ks have previewed efficiencies, too.

So, it's okay.

But just one quick questi on.

MR. SALOP: But they haven't done
the -- tradeoff --

MR. BAKER  But | gather Dennis’
simul ation plans to do that.

But with respect to MetroPCS, are
these problens that you nentioned about

roam ng costs and handsets that Sprint would

have also problens that MetroPCS and Leap

woul d have?

MR, SALOP:

Neal R Gross & Co., Inc.
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| think they have themin spades. | nean

we tal ked in our report

about the inpedinments facing the fringe for
expansi on and new positioning, and they are
enornous. | nean they have got slower -- they
have a different product. They have sl ower
data networks, inferior handsets, degraded

roam ng features because they don't have a

nati onal networKk.

MR. ROSSTON:. Can | interrupt for
a second? On the handset thing, you say
Sprint wouldn't get access to handsets. Right
now, T-Mobile is in the sane position. You
woul d need to be repl aci ng T-Mobile's
conpetition, right, not replacing AT&T? And
so, getting access to handsets is trying to
replace the conpetitive effect of T-Mobile,
not necessarily the conpetitive effect of
AT&T, right?

MR. SALOP: Right now, you have
two peopl e conpeting with AT&T and Veri zon.

MR. ROSSTON: R ght
MR, SALOP: And, then, you're only

Neal R Gross & Co., Inc.
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going to have one. Now you're going to say,
wel |, that one, |ike Super Mario, is going to
suddenly become nuch nore powerful. | don't
see how that is going to happen, okay, how
they are going to be able reposition to
basi cally double their conpetitive vigor.

MR, ROSSTON: Do they have to
double it or just take out the part that would
be cut back in the quantity reduction from
AT&T, if it were to do unilateral effects to
raise price? Wiether it is actually they have
to double their output or just make it so the
price increase isn't profitable?

MR, SALOP: |'mnot sure. | nean

| guess, if you are going to |ower the DR down

to --
MR. BAKER The diversion ratio.
(Laughter.)
MR, SALOP: Sorry. Thank you,
Jon. | would have to think about that.

But | think you would have to

reposition significantly, and | don't see it
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happeni ng, ei t her t he ability or t he

i ncentive.

MR. BAKER  Yes, we need to nove
on. So, please be quick, but go ahead.

MR,  CARLTON: In response to
sonething Steve said earlier, it is not the
case that the economc case for this
transacti on depends upon T-Mobile's dem se or
the T- Mobil e market share fadi ng away.

| think it is the case that the
current conditions show that T-Mbile is not
expanding, it is in decline, and is not
expected to introduce LTE. That does not nean
it is going to disappear.

Now merger sinulations, we have in
the "but-for" world T-Mbile having a margi nal
cost curve, that it's continuing to invest if
it has to. And it is against that "but-for"
worl d that we are going to find that output
goes up.

Second, PCS has been expanding.

It is true, if you viewit on the national

Neal R Gross & Co., Inc.
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basis, as Steve said, over the |last year or
two, [Begin NRUF/ LNP H ghly Confidenti al
| nf or mati on]

[ End NRUF/ LNP Hi ghly Confidential |nformation]
MR. CARLTON: | don't think these

types of nunbers really are going to nake the
heart of the deal. The heart of the deal,
when you do these GUPPlIs, when you do a nerger
simulation, is how nuch extra output are we
going to get? It's not whether T-Mbile can
reposition and can it rebreathe life back into
it, sothat it will take off.

The fact of the matter is, if AT&T
gets T-Mobile's spectrum it's |ike one plus
one equals three. You get three units of
output. You know, we can explain why that is,
but that is what that is going on. That is

the kick. That is why our sinulations show

there is an output expansion. That is why it
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is pro-conpetitive.

Now | understand we can tal k about
PCS, T-Mobile, and the | ost conpetition, but
that is really what is driving our results.
It is not an assunption that T-Mbile is
di sappeari ng.

MR BAKER  Ckay.

MR. CARLTON: So, | wanted to nake
sure --

MR BAKER: So, this one | think
will be quick for vyou folks, AT&T folks.

Sonetinmes a wirel ess provider can address a

spectrum constrai nt by I ncreasi ng
infrastructure or I mpl enment i ng a nor e
spectrally-efficient technol ogy. At ot her

ti nmes, these options are inpractical.

Suppose we were to | ook at CMAs
where AT&T observes a reduction in its service
gquality, and maybe an increase in the
frequency of dropped calls or slower network
speed, sonething like that. And suppose in

t hose CMAs we find AT&T has not reduced the
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extent of its price discounts and pronotions
to new custoners. \What would we, then, infer
about AT&T's margi nal cost of expansion there?

MR. CARLTON: Actually, that is a
good question. The way in which we do the
nerger simulation we need the narginal cost
curve. What we asked AT&T to do is go through
engi neering estinmates in five cities, exactly
t he question, what capacity do you have to
add, how nmuch does it cost to serve these
extra custoners in order to keep quality
constant? And that's how we cal cul ate our
mar gi nal costs.

Now What you can observe locally
is that the quality differs across the

country. And they have investnent processes
in which they try and inprove quality where
there is degradation. So, for exanple, [Begin AT&T
H ghly Confidential |Information]

[ End AT&T H ghly Confidential Information]
woul d be a good exanpl e. They are going
make a lot of investnents to inprove

gquality, and that is on the draw ng board.

So, ny inpression fromspeaking to

Neal R Gross & Co., Inc.
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peopl e at AT&T is they are aware of quality

degradation in particular cities and want to

make sure it doesn't happen. And therefore,
in allocating capital, they do allocate

capital to try and renedy those probl ens
MR. BAKER But what are they

doing with local price discounting in those
cities? Are they increasing discounting or
reduci ng di scounting? Wat would you expect,
if you don't know?

MR. CARLTON: | would say | don't
know all the details of that, but ny

understanding is, and talk about Mrk's
definition, ny understanding is that there are
national pricing plans. There are deviations
fromthose in the sense that there are | ocal
pronotions; there are handset deals. [Begin AT&T

H ghly Confidential |nformation]
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[ End AT&T Hi ghly Confidenti al
| nf ormati on] .

MR, I SRAEL: Can | add just one
thing, sort of fromthe T-Mbile point of

view? | think you guys know
from t he

Page 56
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docunents T-Mobile, sort of recently, over the
| ast six nonths or so, has done a fair anount

of reorganization and [Begin T-Mbile Confidenti al
| nf or mat i on]

[End T-
Mobi | e Confidential |nformation]
[ Begin T-Mbile H ghly Confidenti al
| nf or mati on]
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[End T-Mbile H ghly Confidenti al
| nf ormati on]. It cones out to the tradeoff

bet ween what woul d the nmargi nal cost be of
addi ng anot her sub, what would the effect of
anot her sub be on the quality of the existing
subs, and what do we need to do to nake

our sel ves price-conpetitive I n t he
mar ket pl ace?

[ Begin T-Mbile H ghly Confidenti al
| nf or mat i on]
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[End T-
Mobil e Highly Confidential Infornation]

MR. BAKER: ~Okay. Anything you
want to say?

MR, SALOP: Yes, | want to respond
to this. The local pronotions, you can talk
about these later, but in our view they don't
anount to rmuch. And | didn't see anything in
the Christopher declaration or anything el se
that suggested that they were related to
qual ity.

AT&T taking all these actions to
econom ze on capacity, | believe M. Stravitz,
our engi neer, made the point that AT&T is
still selling GSM phones, which are so
spectrally-inefficient. So, they are doing
things that are inefficient as well.

But the broader point | want to
meke is that, well, while we're getting ahead
of the gane on efficiencies, when you do the

ef fi ci ency/ consuner benefit tradeoff that

Dennis is talking about in the to-be-seen
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simul ations, you need to take into account

that this is going to take place in the
context of a national market where sone
markets nmay be congested and nmany ot her
mar ket s may not be congested.

And if you have uni form nati onal
pricing, then, actually, the effect on
consuners is conplicated and needs to be taken
into account. So, for exanple, just to nake
it sinple, suppose AT&T increases quality in

market A, and as a result, it raises the

nom nal price in Market A -- would like to
raise the nomnal price in Market A -- but
would like to reduce the quality-adjusted

price in Market A

Well, if they do that to get that
| ower price in Market A, which is what |
assume the sinulations are going to talk
about, well, if they raise the nom nal price,
then in Mirket B, where there were no
congestion probl ens, the Market B consuners

are worse off and the Market A consuners are

Neal R Gross & Co., Inc.
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better off.

And if you are going to ask the
guestion, “are consuners overall better off?”
you are going to have to wei ght the nunber of
consuners in Market B, or Market B, C, E, D
F, and so on, against the ones that benefit in
Mar kets Al, A2, A3.

Now that is a nmuch trickier sort
of bal anci ng.

MR, BAKER: And this requires
national pricing, and you fol ks were assuni ng
that -- the underlying factual dispute here is
how much | ocal discounting and pronotion there
really is, correct?

MR,  SALOP: Il would say | am
| ooking forward to seeing the anal ysis that
shows that local prices differ systematically
according to the quality. The | ocal pronos

are things like -- | | ooked up carefully the
Washi ngt on, D. C. -area, pronos that were
menti oned by M. Christopher.

[ Begi n AT&T Highly Confi denti al
I nf or mat i on]
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[ End AT&T Hi ghly Confidenti al
| nf ormati on]

MR. | SRAEL: Can | nmake one just
very short -- this is just on a statenent of
fact. M understanding is that, as of -- just

on the question of selling GSM phones -- ny

understanding is that dealing wth these

Neal R Gross & Co., Inc.
202- 234- 4433




10
11
12

13

14

15

16

17

18

19

20

21

22

REDACTED - FOR PUBLIC INSPECTION

Page 63
i ssues, as of late 2010, AT&T stopped selling

GSM phones to its post-paid base and conti nues
to sell post-paid phones and things |ike
GoPhones in somne and its | ow cost
alternatives, but it is sort of a statenent of
needi ng to continue to serve the base that

wants those, but is considering or thinking of

novi ng towar ds phasi ng those out.

But | think that actually reflects
the issue. It is difficult to transition off
of GSM altogether. | think it is entirely
unfair to say that AT&T hasn't been doing

everything it can where that is sort of
efficient in the sense that they can
transition enough people off to get enough
spectrumto help with the probl ens that they
are facing.

MR. BAKER  Well, we'll tal k about
t hat .

MR. SALOP: | would like to take
issue with that.

MR. BAKER  Ckay.

Neal R Gross & Co., Inc.
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MR. SALOP: | nean the prepaid

peopl e, they use up spectrum too. So, if
AT&T gi ves a GSM phone to a prepaid custoner,
it is still using up this very val uable, so-
cal l ed very val uabl e spectrum

MR ISRAEL: But | think that is
exactly the issue, right? | nean their GSM
transition is one way you can try to deal with
these issues. | think AT&T is doing that
where it is cost-effective, but there is also
a custoner base that wants those options.

MR SALOP: Yes, but AT&T, while
they don't want to mgrate their own GSM
custonmers, they are happy to mgrate the
T- Mobi | e GSM cust oner s.

MR. BAKER. (Ckay. W're going to
get into all this in the afternoon. And so,
let's hold off on this.

| think we are going to change the
schedul e slightly. Instead of one nedi um
si zed break in the mddl e of the session, we

will do two shortish breaks.
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MR CARLTON: Let nme say one

thing. The intensity with which you go after
a custoner is going to be related to your
capacity in a city, even if you have nationa
pricing. So, that it is wong to say that
capacity constraints won't have any effect.

I nmean Chri st opher's Repl y
Decl aration tal ks about sonme of the efforts.
But just even if you have national pricing,
how hard | go after a custoner is going to
matter. I n sone sense, that is going to have
to cone through.

MR. BAKER  But, again, you are
assunmng sone kind of |local pronotiona
activity to say that.

MR, CARLTON. Well, just how nany
stores | have, how many custoners | have. How
| ong do you have to wait in line? Wat are
the hours of the store? | nean those are
harder to detect in the data, but it is not
i nconcei vabl e that that is what is going on

MR. BAKER Hold on. All right,

Neal R Gross & Co., Inc.
202- 234- 4433




10

11

12

13

14

15

16

17

18

19

20

21

22

REDACTED - FOR PUBLIC INSPECTION

Page 66

we'll look for the studies conparing store
hours across CMAs.

(Laughter.)

And in the neantine, let's try to
come back in five mnutes and just do a quick
br eak.

(Wher eupon, the foregoing natter
went off the record at 10: 05 a. m and went
back on the record at 10:13 a.m)

MR,  BAKER: Al right, let's
reconvene.

One housekeeping note, which is
that those hard copies of those slides we
handed out, we've got to collect themat the
end of our session.

And second, the Sprint folks
wanted to say sonething succinct about
sonet hing that we tal ked about before. So, |
will let themsuccinctly add to the record.

MR, SALOP: (Ckay. Geg raised the
guestion of, could Sprint just nmake up for the

| oss of T-Mbdbil e? And | think, if it were a
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honmogenous product market, which is sort of
the reasoning, | think, then, well, in sone
sense of Sprint had enough excess capacity, it
could just nake it up with an epsilon price
decr ease.

But with differentiated products,
it is nore expensive. |If Sprint tried to make
it up by cutting its price, then it would have
to cut the price to all its custoners. And
so, that woul d be expensive. You know, it's
hard -- they face a downward sl opi ng demand
curve.

And the other possibility, it
seens to ne, would be suppose Sprint reduced
its costs, which is nore in the spirit of
repositioning. Sonehow seeing an opportunity,
Sprint reduces its costs and, therefore, gets
nore customers. But that is going to take
huge i nvestnent costs for Sprint to reduce its
costs sufficiently to prevent price from goi ng
-- to undo the unilateral effect. W could do

that exercise, but | amquite sure that it
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woul d take a massive reduction in Sprint's
mar gi nal costs.

MR. BAKER: All right, succinct
Bobby, really short.

(Laughter.)

MR WLLIG Wat Steve has just
said m ght nake sense if, indeed, as a result
of the nmerger, what AT&T post-nerger did was
of fer the sane old prices and the sane old
quality or inproved price and inproved
guality, as our sinmulation suggests.

But in the wevent, as Steve's
personal theory or Sprint's theory would
ot herwi se suggest, the nerger m ght el evate
price or elevate quality-adjusted price, now
Sprint doesn't have to lower its price to
of fer custoners a better deal than what woul d
be offered in the aftermath of the nmerger, if
the nerger is, indeed, an anti-conpetitive
one, as you suggest.

So, what you just said nmakes no

sense at all.
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MR, SALOP: Well, let nme try to

explain it in a way that even you can
under st and.

(Laughter.)

MR. BAKER: This is going to be
the | ast coment.

MR, SALOP: | believe that Geg's
hypot heti cal was supposing there IS a
unil ateral effect, a unilateral price increase
as a result of the nerger. Well, we all know
that Sprint's optiml response in that woul d
be to partially respond by raising its own
price, not 100 percent perhaps --

MR WLLIG But not lower it, as
you were sayi ng.

MR, SALOP: Not | owered by what |
was sayi ng. So, t heref ore, Geg's
hypot hetical would say, no, Sprint is not
going to do it, would not undo the anti -
conpetitive effect.

And | took it a step further.

Perhaps that is where it becane conpli cated.
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Suppose Sprint decided to reposition that, for
some reason, irrational, as you point out, to
make up for the | oss, by how nuch would it
have to reduce its own costs in order to have
incentive to do that?

But, of course, the investnent
cost would not be free. So, it would be
unlikely to occur.

MR. BAKER Okay. | amgoing to
| eave this now and ask a different question.

| nstead of analyzing wunilateral
effects in the GUPPI framework, which assunes
that both brands remain after the merger, |
want to discuss the consequences of AT&T
phasing out the T-Mbile brand for the
elasticity of the demand function facing AT&T
with respect to its retail custoners and its
prices.

So, | want to ask a question that
puts aside, for the purpose of the question,

i ssues about the repositioning and entry and

efficiencies that you fol ks keep wanting to
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talk about <collectively, and just ask:
suppose we consider -- | guess this is for
your folks, the AT&T side -- suppose we

consi der the pre-nerger AT&T custoners, retai
custoners, who are going to |l ose an attractive
substitution option with the exit of their
second choice, T-Mbile. So, it is not
necessarily all the pre-nerger AT&T custoners,
but some of them had T-Mbile as a second
choice, and they are going to I|ose that
opti on.

If there are a lot of these,
should we conclude that, all else equal
AT&T's denmand function would grow |ess
elastic, giving it an incentive to raise
price, or is there sone reasonabl e possibility
t hese custoners think of Verizon, Sprint, and
other providers as just about as good a
substitute as T-Mbile woul d have been, and so
t hat woul dn't happen?

MR. WLLIG The st rai ght

di version effect, which | think is what you
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are alluding to, is what is the foundation for
the sinulation work and the UPP work that we
have been tal ki ng about so far. Wen you

unl eash us, we wll talk about that further.

The other influence, | would say,
that | think your question does touch on,
which is not really part of the nore
conventional sinulation work that we have
done, is that when you ask, what is the price
el asticity or the range of elasticities of
AT&T' s pre-nerger custoners, and then ask,
what happens to the elasticity of AT&T' s
new y- enl arged body of custoners, well, now
there is a mx of different people.

There's t he ori gi nal AT&T
custonmers mxed in with those T-Mbile forner
custoners who are now in sonme hybrid state
because they' re being offered, |I presune, the
sane rate plans that T-Mobile used to offer
them and, yet the branding is different. Now
it's AT&T. The network is better, is what our

si mul ati ons woul d certainly suggest, but they
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are also a different body of people.

It is plausible, although this is
not sonething that we have studied in any sort
of enpirically-accurate way, but it 1is
certainly plausible that those new T-Mbil e,
former T-Mobil e customers who now are part of
the extended AT&T have different price
elasticities and di fferent price/quality
tradeoffs, and perhaps nore price elasticity
than the typical AT&T custoner had been pre-
deal .

MR. BAKER  But if npbst of them
stick wwth their | egacy plans for a while,
aren't they, in effect, insulated from
what ever happens wth the rest of AT&T s
pricing?

MR WLLIG In part, vyes,
al t hough they have new options now, to the
extent they can nore snoothly nove to ot her
options that AT&T after the deal offers them

But they can still stay with the old.

MR. ROSSTON: But, if AT&T
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raised its prices, they're protected against
price increases because they are in this
| egacy plan box, right?

MR WLLIG Yes, while they still
have their ol d plans available to them

MR ROSSTON:  Yes.

MR  WLLIG Al t hough they are
experiencing the enhanced quality of the new
network, even though they still have the
opportunity to be on the old price plan, which
made commerci al sense as it was offered for
the quality of service that T-Mbile was
of fering.

MR. BAKER  But that doesn't nake
t he demand curve -- | nmean we were tal king
about how t he demand curve for AT&T changes.

MR WLLIG Right.

MR. BAKER  And so, the fact that
there m ght or m ght not be a benefit for the
T- Mobi | e custoners who are sticking with their
legacy plans in ternms of quality doesn't

affect the elasticity of the demand facing the
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previ ous AT&T custoners.

MR. WLLIG Right, although this
goes beyond, | think the usual state-of-the-
art of UPP. But if you think that the step
that you are trying to take it now, you could
i magi ne that the AT&T pricing for those who
are not on the old T-M plans m ght actually
experience nore elasticity than before to the
extent that the fornmer T-Mbile custoners are
now nore notivated to cone over to the other
AT&T plans in response to changes in those
prices. There may be an enhanced i npact on
the price of elasticity of demand that goes
al ong with even the heritage AT&T services.

MR, BAKER: You nean you're
sayi ng, that you're assunmi ng, for purposes of
argunent, that the typical pre-nmerger T-Mbile
custonmer would be nore likely to switch than a
typi cal pre-nerger AT&T custoner? And, then
you're saying maybe this custoner doesn't
stick into the box that Geg tal ks about, but

shifts over to an AT&T plan? And, then, that
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makes the AT&T demand that is not in the box

nore elastic? |Is that what you're --

MR WLLIG Yes, that's a real
possibility, although it is not a study we
have been able to do.

MR. BAKER  But the ones who are
shifting over aren't the ones who are, they
are not necessarily the ones who are the
sSwi tchers, are they?

MR. WLLIG They are fol ks who
used to be T-M custoners, and if your viewis
that, in general, T-M custoners, by their own
sel f-sel ection process pre-deal, are a body of
custonmers apt to be nore price elastic --

MR, BAKER  Yes.

MR WLLIG -- than, say, the
pre-merger AT&T folks. Then that is a double
effect.

MR  BAKER But there is a
sel ection process of which ones shift fromthe
| egacy T-Mobile plans to the AT&T pl ans?

MR WLLIG Right.
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MR. BAKER: And so, that could be

fromanong the T-Mbile group, a different
group than the average --

MR WLLIG This, too, is too
conplicated for me. That's why it is a little
beyond the state-of-the-art.

MR. BAKER | think so.

MR WLLIG It goes right to your
guesti on.

MR. BAKER But | think Steve
m ght want to hel p.

MR SALOP: Well, | think it could
go either way.

MR. BAKER. He'll explainit to
us.

MR, SALOP: But | was really, on
this whole issue of the newy-satisfied T-M
| egacy custoners, if the average contract
| asts two years, and the expansion of the AT&T
network is given to relieve these congestion
problens, and it is going to take one year,

then hardly anybody is going to be on a | egacy

Neal R Gross & Co., Inc.
202- 234- 4433




10

11

12

13

14

15

16

17

18

19

20

21

22

REDACTED - FOR PUBLIC INSPECTION

Page 78

plan, is going to be protected by a | egacy
plan, it seens to ne, in terns of getting the
so-cal l ed higher-quality AT&T network.

Now maybe | am m sunderstanding
exactly what AT&T's prom sing to do, but --

MR. CARLTON: Well, let ne just
say ny understandi ng of the question is, when
you are tal king about the | egacy plan, there
is the notion that AT&T, as it has done in
past transactions, has typically kept the
pl ans in place, so that the T-Mbile custoners
who are currently on a T-Mbile account will
have the option of those pl ans.

| medi ately, when the transaction
occurs, even if you stay on a |l egacy plan, you
will get the inproved quality of the |arger
net wor k. So, the T-Mbile custoners wll
actually be getting a better deal, not just
t he sane deal .

Now in terns of what happens to
AT&T, obviously, their quality has inproved.

But, also, as | say, | won't bring in the
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efficiency. The main thing is they are going
to be expanding capacity and be expandi ng
output, and that is going to be their

i ncentive.

MR. SALCP: That was not ny -- it
is going to take a while to integrate the two
networks. It is not |like the nerger is going
to close on January 1st, and, then, the
T- Mobi | e subscribers, all of a sudden, are
going to benefit fromthis nmuch better AT&T
net wor k.

MR. CARLTON. | agree integration
can take a while. On the other hand, ny
under st andi ng, for exanple, for roamng is
they can swtch that over pretty quickly.

MR,  SALOP: Well, they can
al ready, they are al ready roam ng.

MR. CARLTON: Roam ng on the AT&T
-- a T-Mobil e custoner who is using T-Mbile
ri ght now can use the AT&T network after the
transaction --

MR, SALOP: But | thought you said

Neal R Gross & Co., Inc.
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t he AT&T network was hi ghly congested, and

AT&T says the T-Mobile network is not very
congested. Wuldn't it be the AT&T custoners
that woul d do better?

MR. CARLTON: It is this sinple.
Ri ght now, T-Mobile in certain areas of the
country roans on its own network. There are
parts of the country where the AT&T network is
superior, and therefore, that can i mediately
all ow better roam ng and better quality for a
T- Mobi | e cust oner.

MR, SALOP: So, ny question was
the protection of the | egacy custoners. |
t hought nost peopl e upgrade their phone every
two years. And at that point, you no |onger
woul d be, if you want to upgrade your phone,
you would no Ilonger get the |I|egacy plan.
Isn"t that right?

MR. | SRAEL: From ny
understanding, | think the details are -- |

don't know all the details. [Begin AT&T Highly
Confidential |nfornmation]

Neal R Gross & Co., Inc.
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[ End AT&T Highly Confidential |nformation]

MR. BAKER. Okay. Let me nove on
and ask about, suppose we conclude that
geographic markets for retail wrel ess service
are local, but that many of themare simlar
in structure. And so, the Iikelihood of
unil ateral effects is correlated highly across
t he | ocal markets.

So, as a mtter of antitrust
policy, would it make sense to capture that
correlation by defining a national market in
addition to the many | ocal markets?

| guess you folks don't want to
define the national markets. So, that's for
you.

MR WLLIG Let nme speak directly

Neal R Gross & Co., Inc.
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to your question. The guidelines are
perfectly clear, and |logic backs this. [|If you
have got a nunber of markets that are really
di stinct because the demand is distinct and

t he pricing can be di stinct, t hen,
nevert hel ess, the conpetitive analysis of a
nerger is much the sane in each of them

Then, as a matter of anal ytic conveni ence,
there is no problemw th aggregating them for
t he sake of the anal ytics.

That doesn't mean necessarily that
the prices aren't tied to each other and that
they literally are one market when it cones to
i ssues that actually involve the question of
whet her pricing can be distinct or not.

MR. BAKER  (Ckay. Let ne just ask
you Sprint folks, if we decide to analyze the
transaction in a | ocal geographic narket and
decline to also | ook at a national geographic
mar ket, what m stake could we nmake? What
would we mss in our conpetitive effects

anal ysis of unilateral effects?

Neal R Gross & Co., Inc.
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MR. SALOP: Aside fromwhat the
casebook woul d say - -

MR. BAKER You can quote the
casebook if you would like. This is -- never
m nd.

(Laughter.)

MR SALOP: We think that the

nerger, that you would find the nmerger anti -
conpetitive whether you analyze it as a series
of local markets or whether you analyze it in
a national market.

My concern is that, if you analyze
it purely on a |local market basis w thout
awar eness of the national narket aspects, you
can m sdi agnose it or mss sone of the anti-
conpetitive problens that could occur. And
nost inportantly, could cone up with a renedy
t hat does not address the national issues.

MR. BAKER Wl |, that was the
guestion. Wat would we m sdiagnose in this
in conpetitive problens?

MR SALOP: Well, let's |ook

Neal R Gross & Co., Inc.
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first, at the interdependenci es across the

mar kets, you know, the narrowest idea. The
gquality of service depends on not only the
quality in the hone market, but the quality in
ot her markets because we travel. So, if |
live in Market A, but | travel to Market B
then the quality of the network in Market B
woul d be relevant to ne. So, that is one

ki nd of interdependency. And you m ght ignore
that if you just |ook at the | ocal markets one
at a tine.

The second is that there is
uni form pricing. That changes, t hat
fundanental | y changes the way the anal ysis
wor ks because like in the quality differential
case that | discussed before.

You could also, if you stick at
the | ocal level, you mght m ss aspects of
nati onal conpetition that are very inportant;
for exanple, handset conpetition or the
i nportance of brand nanes. And you m ght

i gnore innovation conpetition.
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So, if you take everything into
account, t hen, of cour se, t he mar ket
definition doesn't matter. |f the only reason

why you were defining mnmarkets, geographic

mar kets, was to calculate an HH , well, the
national HH is |like [Begin NRUF/ LNP H ghly
Confidential Information] [ End NRUF/ LNP

H ghly Confidential Information]. And if you | ook
at

the local HH's, [Begin NRUF/ LNP H ghly

Confidential Information] [ End NRUF/ LNP

H ghly Confidential Information] percent of

t he popul ation

lives in CMAs that well exceed the screen

So, at that level it doesn't
mat t er. It is just a question of the
conpetitive effects could get screwed up.

MR. BAKER. Okay. Let's go on to
this slide here, Geg.

This slide here indicates prices
and plans for wireless voice service that are
currently avail abl e for AT&T, Verizon, Sprint,
and T-Mbile off the websites. This is voice
service.

You can see there is a lefthand --
so, to explain the dots there, on the bottom
left is a price point for the sane nunber of

mnutes, | guess it's 200 mnutes, that
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Verizon and AT&T offer to senior citizens and
Sprint offers to everyone. And there are
three firms clustered at that first black dot.

Bobby says too many m nutes, Mark.

(Laughter.)

So, then, the next black dot is,
for that $40 price, Verizon and AT&T and
Sprint all offer 450-mnute plans, and
T-Mbile offers a 500-m nute plan. And, then,
t he next one you see, it is the sanme kind of
thing. Verizon, AT&T, and Sprint offer the
sane price point at 60, and T-Mbile has a
slightly | ower-priced and hi gher-m nute pl an.

And, then, the unlimted, T-Mbile, | think
it mght be, yes, there is an unlimted plan
there for T-Mbile, too, that's cheaper.

But nmy questionis, why are -- for
the AT&T folks, | guess -- why are the
dat apoi nts clustered so tightly? Wy don't
these firnms conpete by offering voice plans
that fill in the gaps nore than they do in the

figure?
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MR. CARLTON: It nust not be
sufficient market demand to justify filling in
the gaps. O herw se, | assume they woul d have

done it if it would have been optinmal to do.
But there is a product spectrum and | assune
that there is a discrete nunber of products
they decided to offer. | amnot sure | have
any deeper -- | amnot sure, Jon, exactly,
actually, what your questionis. Are you
aski ng whether there's only a finite nunber,
why there's not a contiuunf

MR. BAKER: Well, you could take
this a lot of ways. O there are a bunch of
guestions. | wasn't sure how you were going
to answer, either.

One thing I am aski ng you, also,
what we could be seeing is pre-nerger

coordi nation around a set of prices. Another

t hi ng we could be seei ng i's price
di scrim nati on, where  you are sorting
custoners  who are sel f-sel ecting into

different price points. And that if soneone

Neal R Gross & Co., Inc.
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were to really junp in the mddle there, it
woul d defeat all of the -- you would get a
pool ing equilibriumrather than a separating

one.

| nean, | am actual |y aski ng, what
should we nmake of this figure? That's really
my question.

MR, ISRAEL: And it's also price
pl ans are nore di nensional than are captured
on this figure, right? So, | nean, sonetines

we are seeing clustering, but you understand,

if you really have clustering, | think you
woul d want to |l ook at -- there's two exanpl es
that junp to mnd: the size of handset

subsi di es and one that | know T-Mobil e thinks
about is how you deal with overages, which can
be an issue for custoners. A lot of people
have overage charges. T-Mobile has shifted

t owar ds not overage charges, but if you go
over a certain nunber of mnutes, even if it

is an unlimted plan, your speeds sl ow down.

So, | nean, | think Dennis' point,
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there is sone evidence that people are using,

if you think about the nulti-dinensions of the
pl an, using different dinensions to try to
fill where there is demand in the market.

MR. BAKER This was honestly
just, how do we explain this econom c fact
guestion. It didn't have a real point other
than --

MR WLLIG Well, you suggest
that in a market you see different rivals
offering essentially, nore or less simlar
products at pretty simlar prices. It is
certainly not a synptomof coordination. It
is a synptomof conpetition, not to say that
there m ght not be coordination going on in
sonme abstract market, not this one.

(Laughter.)

Thi s IS a hi ghl y-conpetitive
mar ket, as your own agency has careful ly taken
note fromthe data.

But to say that -- and |I know t hat

this was just to get the conversati on goi ng
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-- but, surely, we shouldn't let the record
reflect any possible inference that, from
simlar prices and the existence of simlar
plans, that it is not a wildly conpetitive
mar ket .

MR. BAKER. \What do you make of ny
price discrimnation suggestion?

MR WLLIG On, well, for any one
carrier, it mght well make sense to offer a
variety of plans that fit the profiles of
different custonmers in terns of what they want
and how to match up the pricing, and the
conpensati on, with needs.

| also agree with Mark -- and,
obvi ously, you know this also -- but filling
in the gaps between the points is what are the
treatments of the custoners who don't exactly
use the 900 m nutes that the plan has. And
sonetimes sone plans say, yes, you can store
up sonme unused mnutes to the next nonth or
the next six nonths. Sonetinmes they hit you

over the head if you go one m nute over.
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There's a I ot of variation.

MR. BAKER  So, your point, you
and Mark are saying essentially that price is
nore conpl ex than this nunber --

MR. WLLIG That's surely true.
That's right.

MR. BAKER | see.

Anyt hi ng you want to say?

MR. SALOP: Yes. Well, | would
like to see the data on the handset subsi dies
and the overages to see what they anount to.

But what | take fromthis picture
is the fact that post-paid carriers conpete
with other -- post-paid plans conpete with
post - pai d pl ans and prepaid plans conpete with
prepai d pl ans.

| think the clearest exanple is,
if you look at the trajectory of prices for
the unlimted plans, if vyou l|ook at that
chronol ogy, what you see is, what you saw is
that Sprint offered a | ow price and, then,

T-Mobi |l e responded to the Sprint |ower price.

Neal R Gross & Co., Inc.
202- 234- 4433




10

11

12

13

14

15

16

17

18

19

20

21

22

REDACTED - FOR PUBLIC INSPECTION

Page 92

And, then, Verizon responded a couple of
nmonths later to the |l ower Sprint and T-Mbile
price, and AT&T mat ched Verizon that very
sanme day.

MR. BAKER Vi ch was for
coordi nati on?

MR,  SALOP: No, for conpeting
agai nst one anot her.

MR. BAKER | see.

MR,  SALOP: I"'m not going to

-- you know, whether that shows coordi nation

or not --

MR. BAKER | see. (kay.

Let me go to the next slide here
because we are still in the sane area of

conversation

So, what this slide shows -- and
it isalittle hard to see on the screen, but
you fol ks have it on the page -- this is, what
this shows is the section up at the top,
voice, little "I" wup there, are the data

points that were plotted on the graph. And,
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then, there's sone additional prices, and the
rest does not purport to be the full nmenu of
what's available, but it's a lot of it.

So, there are add-on prices for
smart phone data, for smartphone plans with
data. So, for exanple, just to look in the
first columm, an extra 2 gi gabytes of data on
your plan for Verizon; you add $30 to that
voi ce plan, whichever one you started wth.
And there's sone add-ons for texting. And,
then, there's sonme, quote, "unlimted" plans
in the bottom because | think they cap data
al l omance; they are unlimted in voice and
texting.

So, the slide is just show ng you
there is a nmenu of voice plan price points
and, then, there are add-on prices for data

and text bel ow.

And so, | want to assune, for the
purpose of argument -- and | think this is for
Sprint -- that these four firns, Verizon,

AT&T, Sprint, and T-Mobile -- are sufficient
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for successful coordination, and that pricing
is effectively national. So, | just want to
assune that for the purpose of the question.

So, wth all these additional
options below, does that nake the product
space too conplex to nmke coordination
feasible? O, for exanple, could the firns
coordi nate and reach a consensus just for,
say, raise the price of all the voice plans by
$5, and would that do it?

MR SALOP: If this is all that
there was, you wouldn't even need conputers.
You could just eyeball it.

But, even i f it wer e nor e
conplicated, there are webcraw ers that they
could foll ow each other's prices day by day.
It's not very conplicated.

MR. ROSSTON:. He was aski ng about
coordi nati ng on what you should do as opposed
to nonitoring, | think.

MR. BAKER Yes. On reaching

consensus, not deterring cheating.
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MR WLLIG Wll, | nean, you're
| eavi ng out handsets, of course.
MR, BAKER  Ckay.
VR. WLLIG Not to avoid

answering this question, but even though
you' ve got an extra few dinensions in this
tabl e, and even though Steve can do a ful
anal ysis by eyeball, we know very well that
there's lots of inportant conpetition. Just
| ook at the pronotions and what it is they're
tal ki ng about on TV all the tine.

In terms of grabbing each other's
custoners, it's not just pricing, although
t hat does cone into play, but, it's also the
feature sets of the instrunents that are being
mar keted along with the plans. And that is
just wldly conplex and diverse, as the FCC
report tends to docunent.

MR. BAKER | will concede for
pur poses of ar gunent t hat coordi nati on
woul dn't be perfect if you didn't touch the

handsets. But would it be successful if all

Neal R Gross & Co., Inc.
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you did was, if all the firms, these four
firnms, added $5 to each of their voice plans?
Wbul d that be a successful, if they could
deter cheating, could they reach a consensus
t hat way?

(Laughter.)

MR WLLIG That's a bigif. If
t hey could collude, could they collude? Wll
maybe - -

MR. BAKER: No, no, no, no, no,
because collusion, it could be that they can't
figure out -- they all have different

incentives and they can't agree on where to

go. | nean there's a problemthere.
MR WLLIG Wll, it's not at all
clear that they would all want to go to

whatever it is that you' re hypothesi zi ng.

But, al so, keeping in mnd that an
inmportant elenment of the way consuners
perceive the offers -- and the conpani es are,
obvi ously, pronoting that and responding to it

-- 1s by the design by the handsets.
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| f you ask the average person that

| ever talk to about this space, not doing a
formal study, but

just tal king to people, people tal k about the
handsets, and what do they do and what are the
features, and how nuch did it cost, instead of

t hese particul ar features of what the usage
plans are. Although that is inportant, too.

MR,  SALOP: Okay. So, you're
saying it would be easy to, maybe it woul d be
easy to collude on price, but they would stil
face conpetition for handsets?

MR WLLIG No, the two are
inextricably |inked, as sone m ght say. |If
you are in sone hypothetical world that
thi nk Jon is asking us about, but totally
hypot hetical, if there was sone attenpt to
coordinate on the profitability of offering a
service and market share, which | imagine
woul d be necessary, even in your nake-believe
wor | d, one of the nobst natural ways for a
carrier to break ranks, as it were, and to try

to grab share, and nmaybe even benefit fromthe
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fact that in your hypothetical other carriers
t hought they had sone sort of a collusive
deal, naybe one of the npbst effective ways to
junp forward is to unl eash the | atest new
handset that has been arranged wth sone
manuf acturer and advertise it, and get the
real nmarket edge for a while.

And would the other firnms then
say, "Oh, no, wait a mnute. W really can't
cut price because we had a Sal op agreenent not
to, but here ny rival is trying to steal ny
custonmers with a handset."? |It's hard to
imagine, it would be inpossible to i nagi ne
stability on the price front if there is
endem c instability on the technol ogy front.

MR, SALOP: So, did AT&T cut price
when Verizon getting the i Phone?

MR WLLIG | don't know that
fact, one way or the other. There was a | ot
of specul ati on about what was going to be the
i npact of Verizon having the i Phone.

MR. SALOP: One thing | know, AT&T
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tried to lock people in to longer-term
contracts. It allowed unlimted data if you
gr andf at hered in.

MR. | SRAEL: [Begin AT&T Highly
Confidential Infornmation]

[ End AT&T Highly
Confidential Information].

MR, SALOP: Right, right.

MR. CARLTON. So, the point of the
qguestion was to distinguish nonitoring from
reaching a consensus when the wunderlying
carriers have very different infrastructure,

i ncl udi ng capacity constraints?

MR BAKER Yes.

MR. CARLTON: And | think it's
cl ear, though, the nore di nensions you have,
especially even if everybody is honbgenous, it
is harder to reach agreenent. And, then, it
j ust gets nor e conpl i cated when t he
infrastructure is different, as it is in this

case. And that is in part in this merger

because the infrastructure is so different.
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But the elenent that is not here
is quality, and quality is quite varying. So,
if my quality is going dowmn, and |I'mlosing a
| ot of customers because of that, | am going
to have to respond in sonme way. And whet her
it is giving away i Phones, whether it is not
trying to coordinate as well as | was perhaps
bei ng hypothesized to do, | nean | think it is
clear, the nore you i nmagi ne the di nensi ons of
t he product space I ncreasi ng, and ny
expectation it is only going to continue to
increase as data becones nore and nore
inportant, you are going to find whatever
hypot hesi zed | evel of coordination nore and
nore difficult.

Now that is a different question
than nonitoring and, then, punishnent. Those
are separate.

MR BAKER Yes.

MR CARLTON. But | thought the
guestion was really going to agreenent.

MR. BAKER  Yes, you do have ny
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question correctly. And I think, am| right

that your answer is that there are other
di mensi ons besi des the pernmanent price of plan
-- and the ones you have highlighted are
quality of service and handset features

-- that cannot be held constant? O let ne

put it this way: that consuners i medi ately
convert into price units, so that the ful

price that they're thinking about is the price
adjusted for all of these other things. So
that a change in the price here would not be
adequate to reach a consensus because you
woul d have to al so sinultaneously do sonet hi ng
in these other dinensions. Is that what

you' re sayi ng?

MR. CARLTON: | think that's too
extrenme. | really don't think the world is no
coordi nation or perfect coordination. | nean

| think it's a spectrum
| think the right place to start
as your diagramis saying is, this is the

existing state of the world, howw Il the
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mer ger change the existing state of the world?

My own sense is the nore product dinensions
you have, the harder it is to nmintain any
sort of theory of coordination both froma
nonitoring and a detection point of view, as
wel | as a consensus point of view.

But, certainly, | think all these
features nmatter. As we get nore conplicated
and nore advanced in data use, the features of
a phone will becone nore and nore inportant
than they are now even. And | think they are
nore i nportant than they were 10 years ago.

So, | think the world is getting
nore conplicated, not less. So, if you are
| ooking forward, it 1is the <change in the
i keli hood of coordination that you shoul d be
f ocusi ng on.

MR SALOCP: I think that, you
know, the phones are doing nore, but | think,
as this chart shows very clearly, consuners
value sinplicity. And you are always going to

have price points. Firnms are always going to
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l[imt the menu so that it is nmanageabl e for
CONSUMErs.
But | agree there's a spectrum of

coordi nation, and there's all different types

of coordination as well. | nean there's the
Stigler form of coordination. There is
paral l el accomobdati ng conduct. There is

maveri cks. There is Stackel berg, and so on.

And coordi nation may not be
perfect. | agree with that as well. And |
al so agree the issue is, what will the nerger
do to the Iikelihood of coordination?

And on that, the nerger wll
reduce the nunber of dinensions because you
wi Il have this T-Mbile just X ed out, and it
will also affect the cost and benefits of
coordinating in various ways. And on that,
think that the nerger will make the market
nore  vul nerabl e, nor e likely to cause
coordi nati on

MR. BAKER Let ne followup with

you on sonething related to this. Suppose we

Neal R Gross & Co., Inc.
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di d have successful coordination after the
nmerger, and the firns managed to |ift prices
on the entire nenu of plans that they sold
national ly, that maybe ny theory worked.

But, then, suppose one of the
provi ders obtains the exclusive rights to sel
an attractive, new snartphone nodel or it
i ncreases the speed of its network in some
cities nore quickly than its rivals, sone of
t he ki nds of responses that Bobby, Dennis, and
Mar k were tal king about .

Woul d you expect t hose
devel opnents to lead to a breakdown in a
coor di nat ed ar r angenent on service plan
prici ng?

MR. SALOP: | think | have to
t hi nk about that question. | think probably
not, but | would want to think about that sone
nore and | ook at the evidence.

When AT&T got the i Phone, did plan
prices between Verizon and AT&T di verge? That

woul d be one question | would ask. Wen

Neal R Gross & Co., Inc.
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Verizon got the iPhone, did it elimnate price
di spersion on the basic plan between AT&T and
Verizon? | think the answer to the latter is
no. | don't think Verizon getting the iPhone
did affect the price.

And when T-Mbile came out with
the very first Android phone, and it was
foll owed by Sprint with anot her phone, and,
then, Verizon foll owed Sprint and T- Mobil e,
did Verizon's overall plans get out of |ine?

That is the sort of data that you
woul d want to ook at. | haven't | ooked at
t hat data yet.

MR. BAKER: Are those appropriate
to take a | ook at?

MR WLLIG Yes, it's not really
responsi ve to your hypothetical, Jon, which is
an interesting question, and | think the
answer to it is very clear.

| f you | ook at the world through
t he | ens of sone ki nd of repeat ed

ganes/interaction anong the players, and you
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say, okay, there's two fronts. One is the
handset front; the other is the pricing front.

Then ask whet her, if sonmebody goes maveri ck
agai nst the purported agreenent, as you were
suggesting, say on the handset front, as a
matter of just garden-variety first-year
organi zati on economni cs, that change agai nst
what was anti ci pated upsets what had ot herw se
been the ability of the firnms to coordinate on
t he pricing dinmension.

One firm junps ahead with a
handset in a way that was unanticipated by its
hypot hesi zed cartel mates. Then the need of
the other firms to break ranks in price and do
sonething to catch up and hang onto their
vol ume becones enornously magnified by the
fact that sonebody el se went nmaverick on the
t echnol ogy front.

So, the tw fronts are really
i nextricably i nked in a ganme t heory
formul ati on of the analysis of cartelization

and generally goes in the direction of
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sonebody breaks ranks on one front, nakes it
much nore |ikely that others are going to have
to break ranks on the other.

MR. SALOP: Yes, | think that we
need to | ook at the various nodels, and we
need to look at the real world, at how
busi ness peopl e actual ly behaved when
sonet hing did happen to it.

MR. BAKER  That's what | want to
tal k about. GCkay. Wat did you make of
St eve' s data suggestion?

MR WLLIG Ilt's totally
irrelevant.

MR  BAKER Because there's no
coordi nation of --

MR WLLIG Jon asked about a
preexi sting situation where there is collusion
and what woul d happen if that collusion broke
down on handsets --

MR. BAKER. Ckay. | think we're
far enough along in this to --

MR, SALOP: Jon, | would just like

Neal R Gross & Co., Inc.
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you just to expand your hypothetical. As you

thi nk about it, it's not just raising price.
It is also the failure to decrease price.

MR. BAKER Yes. Wen | think
about raising price, that woul d enconpass a
sl omdown in the rate of decrease of price in a
situation where that woul d have occurred nore
rapidly in the "but-for" world.

MR, SALOP: | nean the point | am
trying to make is that, when these firns
coordinate, if they coordinate, they may limt
-- they may not go to optimal coordination.
| nstead, they may do sonething sinple that
wor ks on a practical basis, even though it
woul d not get themto the joint profit --

MR. BAKER: But , see, ny
suggestion for sonething sinple was raise the
voi ce prices by $5 on all the map. And so,

t hen, we have been tal king since, | thought,
about, suppose that worked?

And you guys were saying, well, it

woul dn't work. As sinple as it may be, it is
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too sinple, | think was your position

MR WLLIG Not at all. As you
know, the whol e prom se of everybody el evati ng
price by, say, $5, at that new position, by
construct, the $5 elevated price is not
individually profit nmaximzing. It is only
profit maximzing because of the supposed
adherence by all of themto the new price
point. But if one of themis going off and
breaking ranks wth technology, why would
anybody anticipate that the prices are going
to hang up at the individually irrational
| evel s?

It would only be rational for
fol ks to break ranks on the price --

MR. BAKER. But, surely, you are
not suggesting that --

MR WLLIG | nean given that it
has fallen apart on the technol ogy --

MR. BAKER You surely not
suggesting, or maybe you are, that you have to

coordi nate on every dinension in order for
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coordi nation to be successful ?

Suppose t he aut omakers wer e
coordinating on the cars, but then one of them
deci ded to introduce a new color. Wuld that
defeat the coordinationin the auto --

MR WLLIG You're noticing that
handsets are different by color. That could
be conpetitively inportant.

But , no, when sonet hi ng IS
extrenely inportant, sonme intrinsic dinension
of the product that people care about a great
deal, it is going to have to be part of a
successful collusive --

MR, SALOP: Also, there are ways
to punish. | mean you're not getting us into
all the coordination, but, you know, they can
puni sh by of fering to pay t he early
termnation fees just of one carrier. So, if
AT&T breaks ranks, Verizon can say, "Well,
we're going to offer an early term nation fee.

We are going to pay the early term nation

fees, but only for AT&T."
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MR. BAKER | want the | awers in

the roomto realize that you' re not to pass
t hat back to your clients.

(Laughter.)

This is not going to be a forum
for howto fix prices.

(Laughter.)

MR,  SALOP: | actually believe
that was one of M. Christopher's exanpl es.
So, they already --

MR. BAKER They already knew.
Ckay.

MR. CARLTON: You want to contrast
i nnovation conpetition to price conpetition.
There's a difference between the two. [If |
conme out, all of a sudden, with a new i Phone
or a new phone and I catch ny rivals by
surprise, 1'll get a whole chunk of business
of people com ng over. There's a discrete
nunmber of people who will cone over, and it
will take ny rivals a while to respond.

That can be extrenely disruptive
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to any set of coordinati on because now you
have changed the structure of the nmarket
shares. And so, what Bobby was saying is you
change the underlying incentives to keep going
al ong wi t h what ever agreenent you --

MR. BAKER But not all new
snmart phone i ntroductions are as inportant as
t he i Phone. Sone of them may be just changes
of color or closer to that --

MR. CARLTON: And the nore
di mensions you have, the nore ways which
mar gi nal extensi ons of other dinensions can --

MR. BAKER. Ckay.

MR. SALOP: There's no surprise.
| mean there are | ong periods of announcenents

Wi th respect to new handsets comng into the

mar ket .

MR. BAKER.  Ckay.

MR. SALCP: It coul d be
di sruptive. I'm not saying it's not

di sruptive, but it's not a surprise.

MR. BAKER  Ckay.

Neal R Gross & Co., Inc.
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MR WLLIG It could be a

surprise if they're successful because no one
actually --

MR. BAKER Ckay. Thank vyou,
Bobby.

Suppose we concl ude that the four
|argest firns, Verizon, AT&I, Sprint, and
T-Mobil e, could successfully coordinate in an
appropri ate geographi c market, whatever that
may be, without regard to other providers,
Leap, MetroPCS, and whoever el se.

Now there are sone structura
reasons to think T-Mbile nmay have |ess
interest in coordinated pricing pre-nerger
t han AT&T and Verizon. This is going to be
for the Sprint folks. It has a relatively
smal | share and it doesn't also sell wreline
service. So, maybe it will benefit |less from
coordinated pricing. And its HSPA+ network
|l ets them of fer network speeds conparable to
what AT&T and Verizon hope to offer for the

next few years, potentially allowing it to
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expand out put i nexpensively.

But Sprint also has a relatively
smal|l share in the wireline affiliate and a
fast national network. So, should we concl ude
t hat coordi nati on woul d remai n constrai ned by
Sprint after the departure of T-Mbile?

MR. SALOP: So, we're in a Jon
Baker maverick world here.

MR. BAKER O course.

(Laughter.)

MR. SALOP: As between the two, |
nean, | certainly would I|like to have two
potential mavericks rather than one because
sonetimes you can't tell who the maverick is.

Now i f you were sure that Sprint and T-Mobile
wer e equal | y-strong mavericks, then the
elimnation of T-Mobile, by definition, would
not have an effect.

But you don't know that. Either
one could be the maverick. And, of course,
the merger could affect -- you are also

assum ng away excl usionary conduct, and so on

Neal R Gross & Co., Inc.
202- 234- 4433




10

11

12

13

14

15

16

17

18

19

20

21

22

REDACTED - FOR PUBLIC INSPECTION

Page 115

and so forth.

MR BAKER Yes.

MR. SALOP: So, | would say, you
know, you are hal ving your chance that you are
still going to have a maverick, as good a
maveri ck after the merger.

MR. BAKER So, would it be
possi bl e that you actually need both to play
that role, that because of differentiations in
this industry --

MR, SALOP: And you could, yes.
That coul d occur as well.

And, of course, there are other
types of coordination besides that.

MR, BAKER  Yes.

MR. SALOP: But even within the
maveri ck nodel, they could each be a maverick
on sone di nension, you know, different on the
di mensi on in which they constrain things.

MR. BAKER. And so, you woul d be
| osing part of your maverick. You need both

to be the maverick. You're losing part of it,
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and you don't have a full maverick left, is
ki nd of your sort of sense?

MR  SALOP: Wll, there are
various --

MR. BAKER  The possibility --

MR. BAKER: There are various ways
you can look at it, but you're losing, if you
have an i ndex of maveri ckness, your
maveri ckness i ndex woul d go down.

MR. BAKER Wuld that be the "M?

What woul d you call it?

(Laughter.)

Do you have anything you want to
say about this or shall I go on?

MR. CARLTON: The only thing I
woul d say is | think your question highlights,
and Steve's answer, that if Sprint, if there
were coordination, and that's what you're
worried about, and T-Mbile was hel pful was
reducing it, Sprint is going to benefit
because it'’s not going to totally replace

according to Steve's answer. And, then
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Sprint would be in favor of this transaction.

MR. BAKER  Unless it's excluded,
whi ch Steve sort of said.

MR, CARLTON. No, not just unless
it's excluded. That's one possibility. The
ot her possibility is Sprint is worried about a
nore efficient rival, and you will have to
sort through, review ng the evidence, which
one you think is nore reasonable to justify
why Sprint is conpl aining.

MR SALOP: Well, actually, AAl
did an event study. Denni s had done an
events study in the Alltel deal. And what AAl
did was they repeated Dennis' analysis for
this deal wth respect to Verizon. And they
found that Verizon stock price went up as a

result of the nerger. So, that would be

consistent with anti-conpetitive -- and, of
course, Sprint's price went down, but
Verizon's went up. So, that would be

consistent with the anti-conpetitive theory,

not the pro-conpetitive theory.
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MR. CARLTON. Maybe, naybe not.

It m ght be specul ati ng what the FCC m ght
require for spinoffs and whet her Verizon coul d
buy sone spectrum So, it is alittle nore
conplicated without figuring out what it is --
MR. SALOP: They have t hought that
this spinoff, that what the FCC would do woul d
be require AT&T to divest T-Mbile spectrumto

Verizon as a way to correct the conpetitive

pr obl ens.

(Laughter.)

MR.  CARLTON: It could be an
option, yes. It could be an option.

MR. BAKER (Ckay. Let's nobve on
her e. Yes, that is another part of the
agency.

Al right. So, T-Mbile was the
first nobile provider to |aunch a network and
WFi hotspots and the first to allow
Bl ackBerry phones to push email, the first to
i ntroduce an all-in-one consuner device with

the Sidekick, the first to challenge the
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i Phone with an Androi d- based handset, and the

key adopter of a fast HSPA+ network, and this
year released a phone with Near Field
Conmmuni cati on Technol ogy for nobile paynents,
and the first voice over internet protocol
application that Ilets people call friends
wi t hi n Facebook to | eave a voice nessage with
one cl i ck.
So, gi ven this record of
i nnovation, shouldn't we worry that |osing an
i ndependent T-Mobile will reduce conpetition
in the introduction of new wireless services?
MR WLLIG In a world where
gquality nmatters as nuch as it does, and this
goes back to your | ast question, too, any
i magi ned i npact of going from four-plus good,
useful fringe players to three plus that sane
useful fringe, has got to be put in the
br oader cont ext of t he very i nport ant
efficiencies that we will talk about, | guess,
this afternoon or repeatedly this norning.

But we have actually shown you the
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content, which is of very great inportance,
both to consuners and to the quality of the
conpetition. So, we have these innuendos that
going fromfour to three of the players, the
so-called mpjor players, is in sone ways,
there's theories about harmto conpetition,
but equal ly strong and st ronger t he
simulations show is the inpact on the
consuner, val ues obtained fromconpetition in
terms of pricing, in ternms of the quality of
the service, that the efficiencies wll
create. That's the key point.

MR. BAKER  So, the answer is,
even if there were a |l oss of innovation, there
are consuner Dbenefits in the form of the
efficiencies fromthe transaction that one
woul d hope woul d at | east nore than nmake up
for any possible | oss of --

MR WLLIG Vel |, Wi t hout
assenting to the idea that the record of good
t hings that T-Mbile has done, and I'm sure

those are all very real, can sonehow be | ost
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to the marketplace after the nerger. It is
the market's record of innovation that
matters, not each individual player’s.

And the idea that the market woul d
achi eve better outconmes for consuners i s not
at all a statenent that the overall pace of
bol d, new i deas woul d be affected by going
fromthese four to these three, together with
power of fringe.

MR. BAKER So, the assunption
woul d be that, had we not had T-Mbile ever,

t he nmarket would have still gotten the sane
i nnovat i ons. They would have just gone
t hrough sone other firm |Is that the --

MR WLLIG W can't precisely
put our fingers on that, but it is perfectly
cl ear that these efficiencies which you wll
hear about in greater detail are advances to
the nmarket, not just because the consuners get
them but it enhances conpetition as well.

MR. SALOP: | would disagree. |

mean it seens to ne that T-Mobil e has been a
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di sruptive innovator for a long tine. There

seens to be a culture, a real culture, of

i nnovation at T-Mdbile, as shown by your I|ist.
And there are a couple nore. Thee list is

really pretty | ong.

But t hey have al so been a
technol ogy | eader. They were the founding
nenber of the Open Handset Alliance, which
devel oped the Android. They were the first
Androi d phone. They were the a | eader in 4G

The idea that, if you take out one
| eader, you will get another |eader that is
just as fast, that seens to go the wong way.

| f you take out the firmwho is | eading, why
woul d the other people run faster? You would
t hi nk they would run sl ower.

Now, I nmean, t here may be

conpl i cated nodel s where you can nake it work
But just the sinple nodel, it seens to ne
that you | ose the | eader and things sl ow down.

MR. CARLTON: | think it is a

little odd to be characterizing T-Mbile as a

Neal R Gross & Co., Inc.
202- 234- 4433




10

11

12

13

14

15

16

17

18

19

20

21

22

REDACTED - FOR PUBLIC INSPECTION

Page 123

| eader. That is certainly not consistent with
what anal ysts say when they say, quote, "stuck
inthe mddle". It doesn't sound |like a
| eader to ne, or that T-Mbile was slow to
nove to 3G or that T-Mbile has no clear path
to LTE.

Yes, you see the annual reports,

when they go through the new services of

pricing plans, they never nentioned -- they
mention a lot of other people. | can't
remenber whether we did five -- however many

years we did, we didn't find T-Mbile.

So, there's no question, if you
just have a few firnms, sonme are going to do
di fferent things than others. No question
about that. \Whether you can characterize them
as a |l eader, as a maverick, | think this
characteri zation can give a msleading
i npr essi on.

You should really | ook how this
| eader has been doi ng over the | ast year or

t wo. Not too well. It has declined market
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share. |1'mnot sure that | woul d characterize
that as a | eader.

So, however you characterize it, |
think the main thing is that, as Bobby said
earlier, it is the efficiencies that are going
to drive this fromthe transaction. It is not
this innovation conpetition that T-Mbile is
provi di ng. I t hi nk t hat really
m scharacterizes the heart of the analysis
t hat you have to do.

MR BAKER  Ckay.

MR, SALOP: | think you can't | ook
at the level of a single year. |1t can't be
that the No. 4 firmin the narket hits a speed
bunp and | oses sone share and you say, "Ah,
okay, the No. 1 firmcan now buy them" That
one-year tinme horizon is not good public
policy.

And T-Mbile has got a 1long
hi story of innovation. The Open Handset
Al l'iance, the first Android phone --

VR. BAKER: But now we're
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recounting the |ist.

MR. SALOP: I|I'msaying it's not
Verizon that did it. And the |last year and a
hal f, they have been expandi ng HSPA+.

MR. CARLTON: | agree with Steve
that --

MR, SALOP: Thank you.

MR. CARLTON: -- a constant market
share does not nean you should allow any firm
to buy it. So, to make it quite clear, the
reason this transaction should go through is
because the efficiencies generated will |ead
to nore output, period. That's it.

It has nothing to do with that
anybody shoul d be allowed to get No. 4 because
its market share is constant.

MR. BAKER  Ckay, the | ast word on

this question from MarKk.

MR. | SRAEL: Ckay. I would
encourage to | ook back at history, and when we
think about these innovations, to |ook at

[ Begin T-Mobil e Confidential Information]
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"End T-Mbil e Confidenti al
| nf or mati on]

So, | think it is worth | ooking at

the history if you are going to think about
whet her T- Mobi | e has been di sruptively
changi ng the market and capturing share with
t hese innovations. | just don't think you see
it.
MR, SALOP: Well, very often, the
i nnovat or doesn't capture share because ot her
peopl e react to the innovation, but they keep
trying. They keep pushing the market ahead.
MR. BAKER: Ckay. Thank you.
Let's cone back in seven m nutes
sharp and start again. So, by that clock, it

woul d be about 17 after.

(Wher eupon, the foregoing natter
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went off the record at 11:09 a.m and went
back on the record at 11:17 a.m)

MR. BAKER: Ckay, let's get
started again, please.

So, | have sone questions now
about segnmenting wreless custonmers when
t hi nki ng about conpetitive effects. And for
the Sprint fol ks, one possible way we coul d
define a class of higher-quality service plans

is to group together plans for which nost or
all of the customers use snartphones, which is
a possibility.

Do you think that at current plan
prices many custoners of snartphone plans are
close to indifferent between choosing their
current plan and a plan that is not a
smart phone pl an? Is this a sensible
di stinction to nmake?

MR SALOP: | don't think I
under st and the question, Jon.

MR. BAKER |s snartphone plans a

mar ket ?

Neal R Gross & Co., Inc.
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(Laughter.)

A |l ot of people who take plans for
whi ch nost or al | t he customers use
smart phones, that is what ny definitionis
going to be. And would they switch to sone
other plan in response to a snmall price
i ncrease?

MR. SALOP: Well, we analyzed
three markets, all wrel ess, post-paid, and
enterprise.

MR BAKER Yes.

MR. SALOP: You know, business and
government. | think your smartphone market is
probably fairly close to the post-paid market
and for the business and governnent market.

So, | think sone post-paid people
have just feature phones. So, | think it is a
good question to ask. W' Il have to think
about that. | think it is a reasonabl e idea.

| think where it mght be the
strongest would be with respect to enterprise.

| nmean the enterprise people, they need the

Neal R Gross & Co., Inc.
202- 234- 4433




10

11

12

13

14

15

16

17

18

19

20

21

22

REDACTED - FOR PUBLIC INSPECTION

Page 129
roam ng. They need the data. They need the

emai | . That mght be part of business
enterprise. That nmaybe 1is the smartphone
mar ket .

MR. BAKER |I'll get to enterprise

in a second, but 1"'mgoing to stick with the
smart phone pl ans nore generally first.

Do you think that custoners tend
to mgrate up a quality | adder over their
l[ifetime as their inconme increases? You know,
the way car buyers, | don't know whether
they've ever actually did this, but, in
theory, we're going to go from Chevys to
Bui cks to Cadillacs in the GM nodel s.

MR. SALOP: | don't know how to
tell you this, Jon, but the fifties aren't
here anynore. People don't --

MR. BAKER: Do t hey have
smart phones now?

(Laughter.)

MR,  SALOP: -- increase their

i ncone over tine.

Neal R Gross & Co., Inc.
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(Laughter.)

MR. BAKER But over their
lifetine.

MR. SALOP: Maybe but it is the
case --

MR. BAKER: Let ne just finish the
guesti on.

MR, SALOP: Oh, |I'msorry.

MR. BAKER In other words, the
point is that that m ght be a reason why, once
you get a smartphone, you never go back, a
smart phone pl an.

And so, suggesting that the demand
for smartphone plans could be relatively
i nel astic, how do you react to that?

MR, SALOP: | haven't anal yzed the
data, but it <certainly is the case that
smar t phones becone, you know, the features of
smart phones becone ubi quitous. You becone
dependent on the use. | nean your enail
you're expected, you know, once you start

havi ng access to your email 24/7, it is hard

Neal R Gross & Co., Inc.
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to give that up. And so, there may be no
ratcheting down.

But in terns of people ratcheting
up, there is a |l ot of segnentation between the
| ower - end phone features offered by Metro and
Leap and Boost, so in the prepaid space, and
t he hi gher-end phones offered in post-paid
plans. | nmean there's a | ot of segnentation.

And in terns of your nodel, the
prepai d tends to be people who are younger.
And certainly, the prepaid tends to be people
t hat have | ower incone.

But there are other dinensions as
wel | that may not change. A |ot of people
Wi th prepaid are on governnent subsidy, and it
is unlikely that they are going to becone rich
eventual |y and get a smartphone.

Over time, | think the | ower end
of the market, the networks are slowy getting
better, but the higher end is getting even
better.

MR BAKER: Let nme see if Mark and

Neal R Gross & Co., Inc.
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Bobby and Dennis have a view on any of this.

The smart phone mar ket , t he
smart phone pl an narket ?

MR. CARLTON: | think all of these
guestions about mar ket definition and
narrow ng them or expanding them | really
don't think it matters, to tell you the truth,
how you are going to define it, for what |
think are the inportant issues of this case.

| think that, even if there is a
segnment ati on on the demand side, you have to
ask, “who are the participants in the
mar ket ?”. And, then, when you decide that,
you' ve got to ask, well, does it really natter
what the current market shares are if they
have the capacity to switch and go into this
mar ket ?

So, | really think, | nean, it’'s a
useful exercise to get an understandi ng of the
mar ket and the demands characteristic, but |
think, in trying to figure out the conpetitive

effects, then the nore narrowy you define
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sonet hing, the nore inportant it becones as to
who is in the, quote, "associated" cl ose-by
mar ket s who coul d, t hr ough supply
substitutability, now be a participant in the
mar ket .

So, your market shares, current
mar ket shares becone | ess and | ess rel evant
the nore narromy vyou define the denmand
mar ket .

So, | haven't done a study of the
demand substitution for just smartphones, so |
don't know the answer if you do the
hypot heti cal nonopolist test, but | think the
real question is, as a result of this
transaction, what do you think is going to
happen in these markets?

Agai n, I know |I'm repeating
nyself. It's efficiencies that are going to
drive this deal and change your understandi ng
of whether it is anti-conpetitive or not.

MR. SALOP: | just don't really

understand that. | nmean Dennis made the point

Neal R Gross & Co., Inc.
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in his coments on the nerger guidelines that
it was essential to define markets, that the
agenci es needed the discipline of defining the
mar ket .

MR. CARLTON: Not the agencies; |
sai d courts.

MR, SALOP: Well, they serve as --

MR. CARLTON. Because the agencies
have smart econom sts and | awers who don't
need as crude devices as courts, but --

(Laughter.)

MR. BAKER  So, on the record,
we're better than a court here.

(Laughter.)

MR,  CARLTON: | think trained
econom sts and antitrust |awers need to rely
less on crude devices than courts do,
definitely, from a -- point of view, it
prevents you fromnmaking errors. And that's
what | said in the article.

Havi ng said that, there's nothing

wong wWith using crude devices initially, and
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it is auseful tool. You just don't want to
be msled by it. That's ny point, Steve.

MR, BAKER  Ckay.

MR. SALOP: Dennis also said that
t he agency shoul d define narrow markets if
that's where the anal ysis goes.

MR. CARLTON: Yes, and | said that
because, when you wuse wunilateral effects,
whi ch t he agencies do, the unilateral effects
anal ysis is equivalent oftentinmes to getting
the sanme answers if you defined a narrow

mar ket. But the agencies, when they go into

court, are unwilling to say that.
And | said that that tension
shoul d be alleviated. |If you really think

there is unilateral effects and that that's
anti-conpetitive, you shoul d not be
enbarrassed to say there is a narrow market,
and, therefore, prices are going to go up.

MR. BAKER. Now | et ne ask you
about another segnent then along the sane

lines. So, enterprise custoners mght vary in

Neal R Gross & Co., Inc.
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the nunber of wusers they bundle and the
geogr aphi c scope of the service that their
users will require. And they, presumably,
make those needs clear to the providers when
they are seeking price quotes.

If we were to think of just not
even all enterprise custoners, just the ones
t hat have | ocations spread across the country,
do those enterprise customers consi der bids
fromany providers other than the four |argest
firms when naki ng procurenent decisions?

MR, CARLTON: | would assune if

you are worried primarily -- | would have to
analyze that. But ny intuition would be, if
you are a large firmwth nultiple | ocations,
for ease of single-source supply, you m ght
prefer, obviously, national carriers.

My understanding of the nunbers
for business enterprise is that T-Mbile has a
share less than [Begin AT&T Confidentia

| nf ormati on]

[ End AT&T Confidential |nformation]

percent, | think we reported. And that's al
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busi ness enterpri ses.

MR, SALOP: W did sone anal ysis
of this fromthe Sprint data. [Begin Sprint
Confidential Infornmation]

[ End Sprint Confidenti al
Information]. We didn't report their

share -- | don’t think we have their share --
but just how often they are there.

And we found that the regionals,
Leap and Metro and U S. Cellular, were

identified [Begin Sprint Confidential

| nf or mat i on] [ End Sprint Confidenti al
| nfformation] percent of the

opportunities weighted by val ue, and [Begin
Sprint Confidential Informtion] [ End
Sprint Confidential Informtion]

percent by another neasure. So, that s

consistent wth the intuition.

MR. DeGRABA: Did you also | ook at
the prices that prevail ed when T-Mbil e was
and wasn't in the bidding?

VMR. SALOP: | don't think we had
t hat dat a.
MR. DeGRABA: (kay.

MR SALOP: But we can check back

and get back to you on that.
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MR. BAKER: Mark | think you were

about to say sonething?

MR. | SRAEL: It does seemto ne
the rel evant questionis, well, first of all,
on the earlier comment about defini ng
smart phone markets or defining markets in
general, | do think whether you go the step of
defining a specific market or not, we are all
in agreenent that it’s a differentiated
products market and the cross-elasticities of
demand matter, and we should be trying the
best we can to understand where those cross-
el asticities lie.

| would note from the T-Mbile
data, and what | have seen from AT&T and ot her

data, [Begin AT&T, T-Mobile and NRUF/ LNP H ghly
Confidential |nformation]

Neal R Gross & Co., Inc.
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[End
AT&T, T-Mobile and NRUF/ LNP Hi ghly
Confidential Information]. [Begin T-Mbile
Hi ghly Confidential Information]

[ End T- Mobile Highly
Confidential |nfornmation]
But, on business, | nean it seens

to me whet her you define a business market or
not, the bottom line -- | think | would
encourage the analysis of, is there evidence
that when you have |arge business buyers,
anong whom T- Mobil e has a quite snmall share,

say between [Begin T-Mbile Hghly Confidentia

| nf or mat i on] [ End T-Mobile Highly
Confidential Information] and [Begin T-Mbile
H ghly Confidential Infornmation] [End T-
Mobile Highly Confidential |nformation]
percent, whether there's

any evi dence that those business buyers woul d

suffer any inability to get a good price or a
good di scount with three conpetitors or four
conpetitors or five, or however many remai ned.

What we know about the busi ness

market is that you have fairly powerfu

Neal R Gross & Co., Inc.
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buyers, and you're taking on a relatively
smal | player, even if you think about T-Mbbile
bei ng renoved fromthat.

MR, SALOP: |'ve got a comment on
t hat .

MR BAKER  Ckay.

MR SALOP: T-Mbile, when it
announced its chall enger strategy in January,
al so tal ked about invigorating itself -- Mark
is shaking his head yes -- taking a bigger
position in the enterprise market.

MR. | SRAEL: [Begin T-Mbile H ghly
Confidential |nfornation]

[End T-Mobile
H ghly Confidential Information].
MR, SALOP: That's i nportant
docunents for you to | ook at.
On the post-paid to prepaid, given
what Mark raised, we did the hypothetical

nonopolist test for post-paid, and with a

Neal R Gross & Co., Inc.
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di version ratio [Begin NRUF/ LNP H ghly
Confidential |nformation] [ End
NRUF/ LNP Hi ghly Confidential |nformation]
percent from post-
paid to prepaid. That is not nearly enough to
br oaden t he market to include prepaid.

You know, the recapture ratio
usi ng KSOW net hodol ogy for market definition,
you woul d need a diversion rate on the order
of [Begin NRUF/LNP Hi ghly Confidential Information]

[ End NRUF/ LNP Hi ghly Confidential |nformation]
percent, not [Begin NRUF/ LNP H ghly Confidentia
| nf or mat i on] [ End NRUF/ LNP Hi ghly
Confidential Information] percent.

MR. BAKER  Ckay. Sonme of the
di scussion earlier this norning kept returning
to the magnitude of |ocal discounting to new
custonmers. I'ma little unclear on what the
facts are here.

So, | am going to pose the
guestion sort of this way: suppose we had a
neasure -- and | guess this is for you guys
because it's really your | ocal discounting
that is at stake; for AT&T.

Suppose we had a neasure of price
that AT&T is charging for a representative
custoner for a typical plan and a handset
conbi nati on, and we coul d define that in sone

way, in every city. And the neasure accounted

Neal R Gross & Co., Inc.
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for the local discounts, including the handset
pronoti ons and what ever activation fee
di scounts there are, whatever it woul d be,
reductions, and any additional m nutes that
were valued, all the different kinds of
pronoti ons.

Do you have a sense, do you have
any idea how nuch that price would vary across
cities in a typical nonth for AT&T? So, it is
a, “what are the facts about the extent of
| ocal discounting?” question.

MR.  CARLTON: | don't have a
numeri cal answer to your question. W haven't
done that calculation. M general inpression
is what | said earlier, that from say, the
period 10 years ago until today, the variation
in local prices, neasured as you discussed,
has di m ni shed, and that it definitely has

been novenent to national price plans. And

agai n, I have not done a nureri cal
cal cul ati on; t hat S j ust ny genera
i npr essi on.

Neal R Gross & Co., Inc.
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| think it is the case, though

that quality variation now has becone quite
inmportant, and as | said earlier, it is likely
to becone increasingly inportant in the
future

MR. BAKER: But you're not

of fering soneone the better quality to sign up

MR. CARLTON: Right. Even if the
nomnal prices are the same, the quality-
adj usted prices nay be varying quite a | ot
across cities.

MR. BAKER  But ny question isn't
how much do prices vary across cities per se.

It's how much -- well, | guess it is. I
guess | did ask that.

But, yes, then, let ne rephrase
the question. |It's really, how nuch is the
conponent of price that is attributable to
| ocal discountingis, let's say as a fraction
of the total price or whether it is including

t he handsets or maybe the total user cost,

Neal R Gross & Co., Inc.
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that is the |ocal discount that you all were

pointing to before as inportant, how big was

it?

MR. CARLTON. Yes, inportant i
the matter of nunerical characterizati
deci di ng whet her sonething is inportant or

not. My understanding is it exists. As I

S

on,

told you before, ny understanding -- again, |

haven't done any calculations -- Dbut

my

general inpressionis that the |ocal variation

in nom nal prices has been changi ng over tine

towards nore national plans. But now qua

ity

variationis quite large, and it is likely to

be increasingly inportant in the future.

So,

the quality-adjusted prices will vary locally.

As far as the actual discounts

t hat, say, Christopher refers to --
MR BAKER Yes.

MR CARLTON: -- in his neno,

have not attenpted to quantify all of themin

a way that | could cal cul ate magni t udes.

But

Neal R Gross & Co., Inc.
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my general inpression is what | have said

would ring true, that [Begin AT&T Highly
Confidential |nfornmation]

[ End AT&T Hi ghly Confidenti al
| nformati on] probably, but | haven't done

a cal cul ation of that anount.

But I j ust want to r epeat
sonething | said earlier. That is that the
effort you use to advertise to get custoners,
| ocal sal esnmen, that, too, should be counted
in these cal cul ati ons.

MR, SALOP: Ckay. We have sone
data on this.

MR. BAKER. Ch, good. On their
prices?

MR. SALOP: No, on Sprint. Sprint
does not do nuch in the way of loca
pronotions. Sprint's entire |ocal pronotion

budget is [Begin Sprint Confidential
| nf or mat i on] [ End Spri nt
Confidential |nformation]

percent, and t hat
includes situations where a store nmanager
gi ves a one-off discount to get a custoner to
buy.

Wth respect to AT&T, | only have

Neal R Gross & Co., Inc.
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what AT&T sai d. I n Cent enni al , M.

Chri stopher said that, "Very infrequently AT&T
can lower plan prices in a local area to boost
sal es by offering pronotion plans, generally
lacking in sone features of our standard
pl ans. All such rate pronotions nust be
approved at senior levels and approval is
rarely granted. No pronotions have been
approved this year."

MR BAKER This was in this
pr oceedi ng?

MR. SALOP: No, in Centennial.

MR. BAKER I n Centenni al

MR. SALOP: I n Dobson, M. Roth
says again, rarely approved; only two such
pronotions in 2007.

And as | said before, we haven't
gone through all of M. Christopher's |ocal
pronoti ons t hat he nment i oned in this
decl aration, but many of them were very, very
short and did not anpbunt to a | ot of nopney.

MR BAKER: So, it sounds |ike

Neal R Gross & Co., Inc.
202- 234- 4433




© oo N o

10

11

12

13

14

15

16

17

18

19
20
21

22

REDACTED - FOR PUBLIC INSPECTION

Sprint has a budget |ine for |ocal

Page 147

pronoti ons.

Does AT&T do that in its accounting?

MR, CARLTON: | don't know. |

don't know for AT&T.

MR. | SRAEL: [Begi n AT&T Highly

Confidential Infornation]

[ End

AT&T Hi ghly Confidential |nformation]

So, it is worth

I nvestigating

Neal R. G oss & Co.,
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nore, | think, to what extent they use those.
| think your first question was, how real are
those dollars relative to the overall price?

The one other thing | would notice
fromthe T-Mbile side, which I know sonewhat
better, | nmean if the question is broadly sort
of local pricing, how inportant has it
becone - -

MR. BAKER: l'm sorry. You
weren't saying this was to every custoner?

MR. | SRAEL: No, no, no.
Certainly not. | think it's worth | ooking
nore at the extent to which they use those,

t he changes in those over tine.

l"'m just saying, to the extent
that the local variation is nore in handset
subsidies, that is a real conponent of the
overal | price.

MR. ROSSTON: Don't we need to

| ook at how a handset subsidy -- [Begin
AT&T Hi ghly Confidential |nformation]

Neal R Gross & Co., Inc.
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[ End AT&T Hi ghly Confidenti al
Information] It's how that differs across the
region, is that right?

MR, ISRAEL: | agree with that.

MR. ROSSTON: Ckay.

MR, I SRAEL: It's just the nunbers

of the volune it could have -- |'mnot saying
you shouldn't -- but one other point to note
is on the T-Mobile side. | think it nakes the

i nportant point that we need to | ook at where
t hese things are going in response to changes
in local market conditions.

There has been a reorgani zation at
T- Mobi | e over the last six nonths, which is
entirely designed around | ocal authority for

thingslike [Begin T-Mbile Confidential

I nf or mat i on] [End T-Mbile
Confidential Information] and

regi onal vice presidents who are in charge of

| ocal markets, which has included, anong ot her

t hi ngs, [Begin T-Mbile Confidenti al
| nf or mat i on]

[End T-Mobil e Confidenti al
I nf ormati on].
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[ Begin T-Mbile Hi ghly Confidenti al
| nf or mat i on]

[ End T-Mbile Hi ghly Confidenti al
| nformation].

MR. SALOP: Maybe this is a way in
which T-Mbile again is going to | ead the
mar ket in a disruptive way. Maybe it is going

to push towards nore Begin T-Mbile H ghly
Confidential |nformation]

[ End
T-Mobil e Hi ghly Confidential |nformation].

But, of course, that would be |ost as a result

of the nerger.
MR. | SRAEL: [ Begi n T-Mobil e H ghly
Confidential Infornation]

Neal R Gross & Co., Inc.
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[ End T-Mbile Highly

Confidential Infornmation]

MR. SALOCP: [Begin T-Mbile Hi ghly
Confidential Infornmation]

[End T-Mobile
Hi ghly Contidential Information]

A nunber of the other pronotions
are |like market research. They are trials to
see whether you want to roll it out on a
nati onal basis.

MR. BAKER. Ckay. 1'Il goto
Steve here and the team

I n many portions of the public's
W rel ess spectrum FCC policy has fostered
multiple firns t hat experi ment ed wi th
di fferent business nodels and technol ogi es and
i nnovations as their industry has grown. |Is

there an option value that the FCC ought to

protect under its public interest standard in
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havi ng di verse owners nmanage a portion of the
spectrum t hat S experiencing rapid
t echnol ogi cal change in growth and demand,

I ndependent of the conpetitive effects and
efficiencies we have consi dered today?

MR. SALOP: Well, | amnot sure
why you woul d nmake it independent. | nean the
i dea that you want to have multiple potenti al
I nnovat ors who have different ideas of what
t he best approach is, that's inportant for
i nnovation conpetition. | mean, when you
consolidate, you tend to foll ow the approach
of the senior nmanagenent of the acquired
conpany. You don't wusually allow the
i ndependent deci si onmaker to remain. There is
usual Iy a conpany policy.

MR. BAKER  But suppose we found
-- let's just nmake a hypothetical -- suppose
we found that this transaction would, on
bal ance, the efficiencies would | ead to,
mean, no change in price or sone slight price

reduction. So that if in a pure conpetition
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anal ysis you didn't see a problem and perhaps
a tiny benefit, is there an independent
justification under our public interest
standard for being concerned sinply because it
IS a good idea to have a diverse set of firns
that are experinenting in how we're using the
spectrun? O should we only be | ooking at
conpetition and not other public interest --

MR, SALOP: What |I'msayingis, to
reach that issue, you don't necessarily have
to go to the broader public interest aspects
of the statute because having a diverse set of
deci sionmakers wll tend to spur greater
i nnovation, greater variety, and greater
vari ety of innovation, and hence nore likely
to get sonething new and good.

Now, if you are saying, could you
al so get at it under your public interest
statute? Wll, you're the lawer. So, 'l
| eave that one to you.

MR. BAKER. Ckay.

MR WLLIG | think it goes the

Neal R Gross & Co., Inc.
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ot her way, actually.

MR BAKER Wy is that?

MR WLLIG | think part of your
guestion is, suppose there are no conventiona
antitrust concerns about this deal. O, in
fact, take it further and suppose there are
percei ved benefits to conpetition, as neasured
by the wusual antitrust analysis, whichis
where we are comng out. |Is there sonething
el se that goes in the opposite direction, from
sone view of nmmintaining diversity that
hi story has created in the managenent and the
use of these public assets, to the extent they
are public legally?

| think it goes the other way. |
think there's a public interest in all ow ng
markets to work to shift in the way of which
enterprise is managing which part of the
spectrum which portions of the spectrum
assets are allowed to be conbined into a
single service. Rather than taking history as

a source of inflexibility in ternms of the
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depl oynent of those public assets, allow ng
the fluidity of markets and controlled
transactions to find the best deploynment is a
matter of genuine public interest.

MR. BAKER Wl |, that nmay be, but
that wasn't quite the question. | nean you're
sort of saying that there's a benefit of
novi ng spectrumto its nost efficient use, and
mar kets do a good job of that, and that's
sonet hing we should applaud. | think this is
what you' re sayi ng.

But I'm asking, is there an
addi tional issue? Suppose that it would seem
as though the market wanted to nove it into the
hands of all one firm Should we be worried
about that, even if there were production
efficiencies that seeminportant, sinply to
protect the option value of having diversity
in the future?

MR WLLIG You tal k about, is ny
ar gunment one t hat goes to nonopol y?

Absol utely not. | was taking as the predicate
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for your question, which is a good question,
absent conventional antitrust concern about a
transaction, is the fact of the transaction a
good thing for the public interest or
sonet hi ng that ought to be stopped generally
because t he nunber s of opti ons from
i ndependent voices in the future m ght be an

i ssue?

And |'msaying that, if we allow
the market to exercise its fluidity of
controlled transactions that do have an
i nfl uence over which parts of public assets
get to be used for which purpose, and in which
conbi nations, that is a plus, given that we
are in a setting where the conventional
antitrust analysis says this is a good deal
viewed narrowWy for the consuner.

MR. BAKER.  Ckay.

MR, CARLTON: | think your
guestion hypothesized that there would be
dimnution in sone sort of innovative effort,

and that should be part of your conpetitive
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analysis. | think in this case there would

not be, for a lot of reasons. And therefore,

| don't see a separate interest for that
reason. You may have ot her reasons.

But | think that was the focus of
your question, about innovation conpetition.

MR. BAKER: | think you actually
answered it the sanme way Steve did. | think
that's what ultimately cane out.

MR. CARLTON: Can | add one ot her
t hi ng?

MR. BAKER Pl ease.

VR. CARLTON: There S a
literature about innovation conpetition, in
how and whet her, how it shoul d be val ued.

This cane up a long tine ago in the GV ZF
case where the Departnent of Justice stopped a
transaction that | was representing GV on.

And one of the nmain reasons was
the | oss of innovation that m ght occur in the
future. They didn’t let the transaction go

t hrough. And every year, and in fact, until

Neal R Gross & Co., Inc.
202- 234- 4433




10

11

12

13

14

15

16

17

18

19

20

21

22

REDACTED - FOR PUBLIC INSPECTION

Page 158
publ i shed t he paper which was 10 years | ater,

| kept calling GM asking, "Well, did that
person who you couldn't merge with, did they
I nnovate, as the Justice Departnent was
suggesting?" "No, no, no, no."

So, it is easy to project that,
gee, they're doing a terrible job now or not
such a good job now, but in the future they
are going to be great and those are going to
be great -- It is easy to say that; it is
very hard to prove.

| think the history of |ooking at
predi cti ng where great innovations are going
to conme fromin any industry, you do a very
poor job. It is very hard. It is a very hard
predi ction.

So, the further out you're going,
if you think there's sonme option value from
prot ecting sonething, you should discount it
by a very large nunber. So, | think in this
transaction, innovation conpetition is not

going to be a driving force.
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MR BAKER: But if the Justice

Departnment had said there's a three chances
out of four that ZF woul d have i nnovated,
the fact that it didn't doesn't actually
di sprove that. The initial probability --

MR. CARLTON: But it does show the
Justice Departnment is a pretty bad predictor.
And if you go back and | ook at the history of
who predicts who is going to innovate in an
i ndustry, very hard to make these predictions
very far into the future as to who are the
actual innovators.

MR, SALOP: | think this actually,
Denni s’ answer relates back to the discussion
we had on coordination a little while ago. |

think if the firms succeed in coordinating on

price, | don't think you can count on the
firms i ncreasi ng their I nnovati on and,
t her eby, el i m nating any of t he anti -

conpetitive harms fromthe higher coordinating
pri ce.

There is this argunent that, if

Neal R Gross & Co., Inc.
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the firns coordinate on price, well, then they
will conpete on quality or on innovation. |
just don't think you can count on that.

| mean | think the classic case is
actually airline regulation, right? | nean,
when the airlines colluded on price through
the CAB, they continued to conpete on how good
a bagel they gave you or the neal or the pitch
of the seat, and all this stuff that we | ooked
at when | was at the CAB. But in the end,
consuners were worse off from having the CAB
engage i n coordinated pricing.

A lot of the profits were used up,
but the fact they had used up the profits
didn't nean the consunmers were nade better
of . Consunmers were worse off for the
price fixing.

MR. CARLTON: Sutton's recent work
is exactly, recent within the last 20 years --
(laughter) =-- in which you have price
conpetition and, then, conpetition either on

guality, advertising, or innovation.
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And Stigler had an article, |

think in the sixties about, when you have

mul tiple products, what you should be naking
agreenents on. And the point is that maybe
the marginal <cost of enticing Carlton to
switch airlines by giving him20 bagels or 30
bagel s, eventually it stops. On the other
hand, the ease with inducing Carlton to switch
fromone phone carrier to another, if you give
hima better handset, that is what you want to
look at. It is that differential --

So, maybe the airline case, you
know, the rising margin of cost for attracting
Carlton with nore and nore bagels is pretty
hard. That’ s not necessarily the case in the
case of phones, where technol ogy i s changi ng,
peopl e' s demands for technol ogy are changi ng.

| f you give thema fancy phone, it allows
themto do a lot of things. You can induce
changes.

So, | don't agree that iif you

el evate the price, if you did, you assune

Neal R Gross & Co., Inc.
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you' ve el evated the price, that that woul dn't
i nduce nore conpetition. That's what cones
out of Sutton's nodels.

MR. SALOP: Ah, so anot her nerger

defense, that it will raise prices and induce
nore conpetition that wll nake consuners
better off.

(Laughter.)

MR. CARLTON: | didn't say that.
The hypot hesi s was, your hypot hesis was you
el evated price, and you said that induces no
nore conpetition. And ny answer to that is
don't think that's right.

MR, SALOP: Ckay. Wiat | think is
| don't think it would induce sufficient
conpetition. |ndeed, your whol e exanpl e of
t he handset is a good exanpl e because not
everybody wants an i Phone. Sone people would
rather have a |lower-quality handset, but
cheaper servi ce.

MR. CARLTON: | agree with that.

|"mnot saying it elimnates -- the whol e

Neal R Gross & Co., Inc.
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point of Stigler's article and Sutton's work
is there's a tradeoff between the two. And
conparing a bagel, an extra bagel, to a fancy
handset | think is not enpirically relevant.

MR WLLIG | think a nore
pertinent | esson fromthe airline history, if
you would like to hear it --

MR BAKER 1'd love to hear it,
Bobby.

(Laughter.)

MR WLLIG The way | conduct
nyself here is to not try to grab the
m crophone and just tal k over people, but to
hope that there will be space for nme. So,

t hi nk you shoul d be accommodating to that.

(Laughter.)

MR. BAKER  Go ahead.

MR WLLIG One of the great
| essons, | think, of the airline deregul ation
hi story was quite apart frompricing, as |ong
as the CAB was in the business as it was of

telling the airlines where they coul d operate
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and what their responsibilities were, and not
all om ng themto change what operations they
chose to use the market for.

W had the system of airline
flight architecture al ong W th bagel
conpetition. But as soon as the CAB got out
of the business of telling the airlines what
they could and could not do, massive
i nnovat i on t ook pl ace, architectura
i nnovati ons.

MR  BAKER You nean hub and
spoke --

MR WLLIG Hub and spoke and all
manner of m xtures in hub and spoke and |i near
operations of the Sout hwest --

MR. BAKER. Well, as interesting
as that experience is, | think we should nove
back to wrel ess.

Pat , did vyou want to ask
sonet hi ng?

MR. DeGRABA: Yes, let nme ask the

foll ow ng question, which is you had a nice
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story about fluidity of markets. And so, one
option is to say, okay, if these guys
organically conpete, and there's a huge shift
towards one firmand maybe even exit of sone
other firnms, that's an okay thing. But should
the regulator draw the line at letting one
firm buy a conpetitor, and a fairly
substantial conpetitor, as opposed to allow ng
conpetition to actually generate that change
in the market share and the reduction in the
nunmber of conpetitors?

MR WLLIG Yes, | nean, what |
was sayi ng was, given the antitrust analysis
cones out saying the deal is okay or even
propitious for consunmer welfare, is there a
separate public interest in stopping sone
consol idation that passes the antitrust test?

And | presune a nerger to nonopoly is not apt
to be in that category is your question?

Gven the antitrust analysis is
fine, market diversity, allow ng controlled

transactions, fluidity is a positive for the
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public interest is what | amtrying to convey.

MR. DeGRABA: If it's hard to
nmeasure the |likelihood of innovation, do we
have to err on the side of overestimating the
chances of innovation or be very conservative
and say we can't nmeasure likely harm to
i nnovat i on, go W th a snal | current
ef ficiency?

MR WLLIG Despite all our
abilities to do analysis, the answer is pretty
flat. Shall we just go with our intuition
about innovation? Mybe so, maybe not.

But | think here we have very
positive evidence that the antitrust anal ysis
cones out positive for consuner welfare. So,
| don't think it's that close a call in the
whol e anal ysi s.

MR. BAKER  Ckay. Well, then |
think we are going to conclude for the
nor ni ng.

One housekeeping thing. W have

been told we have to get those slide packs

Neal R Gross & Co., Inc.
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back so they don't | eave the room So, we

would li ke to hold onto them

MR. ROSSTON:. W'l give them back

to you after lunch, but we need to hold onto

t hem f or now.

MR BAKER: And so, we wll

reconvene at 1: 307

MR. ROSSTON: Yes, 1:30.

MR. BAKER  1:30, the sane pl ace.

See you t hen.

Ch, the topics for the afternoon

are efficiencies, raising rivals' cost, and

exclusionary effects, and the "but-for" worl d.

(Wher eupon, the foregoing natter

went off the record for lunch at 11:56 a. m

and went back on the record at 1:29 p.m)
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AF-T-EERNOON SESSI-ON

1:29 p.m

MR, ROSSTON. kay, wel cone back
for our second panel. Once again, the
noderators are going to manage the tine and
any questions and allow comrents from both
si des, as appropriate.

| would like to issue a rem nder.

Much of the material that will be discussed

is subject to the protective orders issued in
this proceedi ng and we expect everybody in the
audi ence and on the panels will treat the
information |earned today in accordance wth
the terns of the protective orders.

W have the same, Patrick DeG aba,
Jon Baker, and ne, and the same group from
Conpass Lexecon, and joining us on Charles
Ri ver are Steve Sal op, Stan Besen, and John
Wbodbury.

So, this segnent of the neeting |
want to focus on the proposed efficiencies

that AT&T clainms will result from the nerger
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W have heard, we have sort of been
foreshadow ng this all norning. Wat we want
is trying to understand, at |east from our
perspective, what is the shape and | evel of
t he marginal cost curves with and w thout the
nerger. In the sanme vein, | want to focus on
i ncrenmental benefits of the nerger as opposed
to the "but-for" world.

And |'ve got a lot of questions.
So, | want short, crisp answers on facts,
especially upfront where | amgoing to start
just trying to get sone fact questions. So, |
woul d | ove to make sure that we get through as
much as possible in this section.

So, | would like to start -- naybe
if you hit the B key, open it, and go to the
next slide. Geat.

So, this chart, Dennis, should
ook famliar. It is basically a replication
of Chart 1, Table 1 fromyour report. kay?

And to ne, | just wanted to make

sure, | want to do sone factual clarifying

Neal R Gross & Co., Inc.
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guestions to understand what the technol ogy or
assunptions are that go behind the econom c
argunents. And, then, we are going to get
nore into the econom c questions, but, first,
it 1s going to start on sone technol ogy stuff.
| want to nake sure that the
Sprint guys think that this table is accurate
as to what's going on and that this is a
reasonabl e representation of the bands and the
t echnol ogi es that are being used in this, and
nmake sure that no one has any objections to
t hat .

VWhat | want to do is use this
table to figure out how the efficiencies are
going to play out. So, Dennis, in your second
report you had a Table 3 that devel oped a set
of estinmated capacity increases in a base and
final case.

VWhat | wanted to first ask was,
how | ong does it take to get to the base case
and then to get to the final case in that

report? Because it wasn't clear at all from
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what | read how |l ong these transacti ons woul d
t ake.

MR. CARLTON:. M recollectionis
the transitions would take different anounts
of tinme, depending upon which city. | think I
woul d have to check, but the base case woul d
be qui cker.

Certainly, in a two-year period,
if I renmenber correctly --

MR. ROSSTON:. |I'msorry, did you
say two?

MR CARLTON. Two.

MR, ROSSTON: Ckay.

MR. CARLTON: But | would have to
check that. But that my general recollection,
| woul d have to go back exactly to know this,
but there was sonewhere between 2012 at the

earliest and 2016, with I think -- | would

have to check -- 2014 being the nedian.
But probably what | should say is
that, since that tinme, we have done what you

j ust suggested, conparing the marginal cost
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curves, and that the calculation you refer to
in the last witten submssion is not
calculating a margi nal cost curve. And we
have since done that for the ™"but-for"
st andal one worl d, no nerger, and the nerger
wor | d.

MR ROSSTON. Ckay.

MR. CARLTON:. And | could try to
t ake you through that.

MR. ROSSTON: Okay. | think that
is probably sonething we should definitely get
to. It may not be efficient to sort of |earn
that whole thing at this point in tinme. If we
are going to walk through a long set of
cal cul ations, | amnot sure that --

MR CARLTON: It wouldn't be
long --

MR, ROSSTON: Ckay.

MR, CARLTON: -- | assure you.

MR. ROSSTON: Yes. And, then, how
|l ong does it take to get to -- that was to get

to the base case? Howlong would it take to
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get to the final case in terns of the whole
transition? Was that 2016 or was that later?

MR. CARLTON. For the base case,
nmy recollection, is within tw years, but ['1l]
have to check that.

MR ROSSTON. Ckay.

MR. CARLTON. But for the final
case, which involves nore integration and
transition to LTE, ny recollection, |ike
said, was the years were, it covered the years
2012 to 2016. M/ recollection is the nedian
was 2014.

But for t he mar gi nal cost
calculations that | was referring to, those
can be nore specific about. Those were done
for the years 2014 and 2015, because those
were the years that couldn't readily be done
under certain engineering assunptions for us.

MR, ROSSTON. Ckay. So, if | ook
at this chart that is up there and | try to
t hi nk about what are the stages of howthis

transition is going to work, ny understanding
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is, if you could wal k through, there are GSM
efficiencies that conme about i mediately, or
the initial channel pooling efficiencies and
control channel efficiencies that would all ow
some of the GSM spectrumin 1900 to be noved
fromGSMto -- customers would be sort of on

| ess GSM spectrum and, then, sone of that
would go to UMIS, is that right?

MR. CARLTON:. | would really have
to check that. | think that's right, yes.

MR. | SRAEL: To be fair, there
definitely are those control channel and
channel pooling efficiencies you tal ked about
in GSM | don't want to overstate and say
t hey happen i medi ately, |ike you said, but
they happen quickly, and that |eads the
transition of spectrumto UMIS in the 1900
band.

MR. ROSSTON: And then, also, the
UMTS, the AW5, the X at the farthest bottom
right is going to di sappear from UMIS and nove

over to LTE? 1Is that the next transition
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after you -- do you have to transition the
T- Mobi | e subscribers off of that X and onto
the AT&T network? |Is that right?

MR. | SRAEL: There's a lot in
that. Let ne just say, | nean, the short
answer is, yes, the plan is to transition
T-Mobile's AWS, over time to transition
T-Mobile's AWS spectrum over to the LTE
of fering.

[ Begin T- Mobil e Confidenti al
| nf ormati on]

[ End T-Mobil e Confidenti al
Information], a lot of markets in which
T-Mobile has a fair anobunt of spare AWS

capacity which could be noved to LTE ri ght
away. And, then, there would be other markets

in which there would be a transition over tine
as peopl e noved over to LTE.

MR. ROSSTON: So, does this
requi re handset transitions for the T-Mbile

subscri bers to achi eve these efficiencies? Do
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you have to get handset transitions to do
t hat ?

MR. ISRAEL: | nean it depends on

whi ch specific market you're tal king about,
[ Begin T-Mbile Confidential |Information]

[End T-Mbile Confidenti al
I nformation], and not to use what in
some markets is substantial T-Mbile extra or
spare AWS capacity. But, yes, ultimtely,
novi ng custonmers over to LTE is part of the
plan in markets in which that needs to be
done.

MR. ROSSTON:. And so, how did you
determne howlong it is going to take to do
t hese transitions, to nove the custoners off
and to transition the spectrun?

MR CARLTON. Well, | think the
short answer S we didn't make that
determ nation. AT&T engi neering had a nodel
of marginal cost transitions. | nmean we're
not tal ki ng about marginal costs here, but in
what | was talking about earlier for the

mar gi nal costs for 2014, they wused their
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estimates of reasonable tines to do these
transitions in order to figure out what woul d

be the margi nal cost, so addi ng additi onal

peopl e.

MR. ROSSTON:  Ckay.

MR. | SRAEL: They have done
transition -- so, | agree with the answer and

sort of AT&T' s judgnent on our analysis of the
nmovenment . And they certainly -- we wll
probably get nore into this -- have done sone
transitioning of people, say, fromGSMto UMIS
or different kind of customers. So, it's
their analysis of what sort of tine it takes
to get that handset penetration in the narket,
based on the tine it has taken to get handset
penetration in t he mar ket i n earlier
t echnol ogy transitions.

So, that is based on sort of their
hi storical experience with transitions. Like
| said, | nean, obviously, the spectrum
transitions, where there is extra spectrum

avai l able, are easier than to nodel than a
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spectrumintegrati on question.

MR. ROSSTON: So, it sounds |ike
you are relying heavily on the engineering
deci sions of how long they say it is going to
take. It seens to ne like there are |lots of
alternative tools that you coul d take that
m ght either take | onger or shorter, and there
is a fair degree of uncertainty in this? O
is that --

MR. CARLTON: Well, in what | was
descri bi ng about the nmarginal cost curve, |
think it is fair to say that it allowed us to
i nprove our anal ysis and advance our anal ysis
fromwhat we had submtted.

| would also say it's ongoing, our
analysis. But it does rely upon underlying
pr oduction functions or engi neering
cal cul ations that are being supplied to us by
AT&T as to how t hey woul d be produci ng, what
we have done so far, in five cities in 2014 as
a merged firmversus as separate firns.

MR. ROSSTON. Ckay. Before | ask

Neal R Gross & Co., Inc.
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you about your marginal cost curve, is there a
difference in the HSPA that is being run on
T- Mobi | e versus the AT&T HSPA? | n particular,
is one HSPA+ and one not HSPA+ for parts of
t he country?

MR. | SRAEL: | know that T-Mobile
has rol |l ed out HSPA+ and AT&T has rol |l ed out
HSPA -- | don't knowif it matches up in every

mar ket mar ket - by- mar ket, but both of them have
noved - -

As | understand it, [Begin T-Mbile
H ghly Confidential |nformation]
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[End T-Mobile Hi ghly
Confidential Infornation].

MR. ROSSTON: Ckay. Before I go

on, did you guys have any reactions to this
t hat you wanted to correct or think about or
anyt hi ng?

MR SALOP: I think it's
fasci nating.

(Laughter.)

And we would i ke to see nore of
it. We wuldreally like to see the nodel, so
that we can comment on it in an intelligent
way.

MR. WOODBURY: And it's not just
us. | think it is the Conm ssion as well, the
Comm ssion staff. W have to be able to test
what Conpass Lexecon has done on behal f of
AT&T. W can't test that w thout know ng what
the details are.

We have gotten a | ot nore just

Neal R Gross & Co., Inc.
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fromthese few m nutes about the details than
in the declarations. That's useful, but we
woul d certainly |like nore.

MR, ROSSTON:. Al right. Maybe
now we can turn, | don't know, do you think
you could -- | nean ny problemis | have a | ot
of questions and |"'mnot sure howlong it wll
take you guys to describe the nodel. | nean
give ne an estinmate.

MR. CARLTON: It mght go pretty
qgui ckly.

MR ROSSTON:. But | think I may
cut you off because ny guess is that it is
going to take a ot of work for us to sort of
-- you can give us a big picture, but | think
we are going to have work through a nodel to
under st and exactly what happens.

MR. CARLTON: You weren't here
this nmorning, but | did say | understand | am
going to be presenting these results and t hat
they weren't in our |ast subm ssion.

MR ROSSTON: No, |'m sorry,

Neal R Gross & Co., Inc.
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Denni s --
MR. CARLTON: And I fully
understand that, of <course, | wll nake
every --

MR, ROSSTON: Yes. So, if you can
take two or three m nutes and expl ain what you
have done?

MR. CARLTON: The basic logic
woul d be, is the followng: in 2014, we
calculate a margin of <cost <curve for the
nerged firm That cost curve can be thought
of as being built up fromthe fact that in,
say, a particular city, as you need to serve
nore and nore people, you have to go to higher

and hi gher cost technol ogi es.

[ Begi n AT&T Highly Confidenti al
| nf or mati on]
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[ End AT&T Hi ghly Confidenti al

| nf ormati on].

And dependi ng upon the situation
in each city, the technologies that are
appropriate will differ because each city has
very different capacity constraints.

MR. ROSSTON: But doesn't it
differ, presumably, by alnost city block
wWthin acity, as opposed to across cities?

MR. CARLTON: That's correct.

MR, ROSSTON. Ckay. | just wanted
to make sure | understand.

MR. CARLTON: And therefore, the
engi neering nodel is taking account of the
characteristics in the city. W asked that
they try to keep quality constant, as they are
trying to calculate what they need for
investnents in order to keep quality constant
i f demand i s expandi ng.

So, we wuld be tracing out a
mar gi nal cost curve. And we are tracing out a
mar gi nal cost curve using their informtion

for the merged firmin which that nerged firm

Neal R Gross & Co., Inc.
202- 234- 4433




10

11

12

13

14

15

16

17

18

19

20

21

22

REDACTED - FOR PUBLIC INSPECTION

Page 184

is making optimal investnments in the city.
And simlarly, we have the "but-

for wor | d. In the "but-for" world, the
parties aren't nmerged and they are, though,

al | owed to separately be maki ng their
deci sions as to what technol ogi es to enpl oy as
demand i s expandi ng.

| would just make one thing clear.

| amnot allow ng, for exanple, T-Mbile to
be purchased by Sprint. | nean that's not one
of the alternatives that | am all ow ng, though
it is a suggestion in the CRA papers. But |
excl ude that.

So, clearly, what | amdoing is
each firmis staying separate in the "but-for"
worl d, optimal investnents, get the margina
cost curve.

MR ROSSTON: In your rmarginal
cost curve, what is Q2 Is Qlike a nunber of
subscri bers probabilistically across a city?

O how do you neasure Q?

MR. CARLTON: Q is actually --

Neal R Gross & Co., Inc.
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Mark, you can probably explain how we
calculate Q W actually eventually turn it
into nunber of subscribers. | don't knowif
you want to go into that detail.

MR. ROSSTON: No, just sort of at
a big-picture |evel.

MR. | SRAEL: The nodel works at
the sector level. So, | nean, Q has a demand
proj ection, the usage projection growth, but
it breaks down based on current distribution
by sector and then a growth path that AT&T
uses in the ordinary course.

MR, ROSSTON: Ckay.

MR BAKER In the "but-for"
wor |l d, does T-Mbbile get the spectrumin the
br eakup fee?

MR. CARLTON: No. | will have to
go back and check. M understanding is we
just kept T-Mobile as it is right now

It's an i nteresting pol i cy
guesti on.

(Laughter.)

Neal R Gross & Co., Inc.
202- 234- 4433




10

11

12

13

14

15

16

17

18

19

20

21

22

REDACTED - FOR PUBLIC INSPECTION

Page 186

That leads to all sorts of gane
t heoretics, how you wite a deal.

(Laughter.)

But, in any case --

MR. SALOP: Only for the future.
This deal's already witten.

(Laughter.)

MR. CARLTON: It still raises the
appropriate policy response.

But, anyway, so that's what we do.

MR. BAKER. So, does Qin the --

MR. CARLTON. So, let ne just say
one nore thing, then I'Il take your question.
The market cost curve of the conbined firmis
superior to the sumof the nmarket cost curves
of the two firms because of certain
engi neering efficiencies, sonme of which we

t al ked about, sonme of which Hogg tal ked about

in much nore detail in his affidavits.
MR, ROSSTON:. Ckay. | want to
t hi nk about sort of sone of the things -- you

guys seemto have a very big difference of
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opinion on this side of table where it is
extrenely expensive to add capacity and it's
al nost zero to add capacity. It's |ow versus
hi gh.

MR, SALOP: Qur assunption was not
that it was costless to increase capacity.
Quite the contrary.

MR. ROSSTON: | just have said
low. | apologize for mscharacterizingit.

MR. SALOP: Actually, I think a
nore proper characterization of our position
would be it is feasible to increase capacity
beyond t he assunpti ons bei ng nmade.

MR, ROSSTON:. Ckay. So, | want to
start first to try to break down, even though
| don't have your new nargi nal cost nodel, but
| am going to guess, based on your previous
decl arati on, what goes in, and what you have
just described, what goes into it.

MR BAKER: Could | j ust
interrupt? When do you expect to share the

new anal ysi s?
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MR. CARLTON:. Soon, very soon, as

soon as we can --
MR. BAKER: Li ke days or weeks or
what ?
MR. CARLTON: We could certainly
provi de you sonething within days. | can give
you right now some output that | am happy to

tal k about. Because we have done it in five
cities. And in those five cities, when we do

these nerger sinulations, we find output

expansi ons of -- about [Begin AT&T H ghly
Confidential Information] [ End AT&T Hi ghly
Confidential Information] percent --

MR. BAKER W don't need to hear
the details about that. | just wondered how
| ong you expect to take.

MR. ROSSTON. So, one of the key
pieces that was told to wus, and in the

decl arations, was the access to [Begin AT&T
Confidential |nformation] [ End AT&T
Confidential |nformation]

T-Mobile cell sites, and AT&T saying it would

t ake [Begin AT&T H ghly Confidenti al
I nf or mat i on] [ End AT&T H ghly
Confidential |nformation]

years at current speeds to achieve

t he nerger.
How many of these [Begin AT&T
Confidential Information] [ End AT&T
Confidential Information] cell
sites are really critical? I nean,

Neal R Gross & Co., Inc.
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presumably, there are sone nunber that are

i mredi ately i nportant and sone nunber that are
not very inportant for increasing capacity.

If you wanted to really have a big inpact on
the margi nal cost curve, would you need to get

access to 500, 1,000, 10,000? Do you have any

i dea of the magnitude of the nunber of these

[ Begi n AT&T Confidential |nfornation]
[ End AT&T Confidential |nfornation]

cell sites that would be really
i nportant?

MR. I SRAEL: | don't think we have
a nunber on that. | nean | don't know.

There's a sliding scale.

MR. ROSSTON: Right.

MR. | SRAEL: (oviously, this does
have to be AT&T engi neeri ng.

MR. ROSSTON. Ckay. So, if you
wanted to get half the efficiencies, how
many - -

MR. | SRAEL: [Begin AT&T Confidential |nformtion]
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[ End AT&T Confidential |Information].

MR. ROSSTON. So, presunably,
is a declining benefit as you go down the

scale. The [Begin AT&T Confidenti al
| nf or mat i on] [ End AT&T Confidenti al
| nf ormat i on] - -

It

MR. | SRAEL: |"msure that there

are --

MR.  CARLTON: [ Begi n AT&T Hi ghly

Confidential Information]

[ End AT&T Hi ghly Confidenti al

I nf ormati on].

VR. ROSSTON: But not on

[ Begi n AT&T Confidential Information]
[ End AT&T Confidential Information]--

MR. | SRAEL : You nean of

al

t he

T-Mobile? | amsure there are T-Mbil e cel

Neal R Gross & Co., Inc.
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sites that are nore and | ess val uable --
MR. ROSSTON: Right.
MR ISRAEL: ~-- in terns of their

ability to offset investnment. The point is

t hat AT&T makes an engi neeri ng deci si on about
which ones fit into the network and then
nodel s, sort of nodels, they would ordinarily
use, what that does to their ability to serve

t he capacity | oad.

MR, ROSSTON:. So, | assune in your
nodel that you have now got an estimate of
what' s t he cost of replicating t hese
additional cell sites without the nerger, just
the cell site portion of it?

MR. | SRAEL: Correct. | nean the
way the nodel works, and to be clear, is that,

with the nmerger, they take in these [Begin AT&T

Confidential |nformation] [ End AT&T
Confidential Information], or
what ever nunber that they wll cone to,

additional cell sites. And that allows them

to serve a certain amount of traffic at a
fixed quality level. Wthout the nmerger, to

replicate that, they would have to nake sone

Neal R Gross & Co., Inc.
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i nvest ment s.

"1l say one thing the nodel
actually does is, basically, assunme that they
can split cells and make those investnents
ri ght away, as necessary. |In fact, | think,
inreality, that the situationis in sone
cases you can split cells; in sone cases that
is just not feasible, I think, as Jon said
earlier.

So, the nodel is basically |ooking
at, assum ng you can do it, how nuch nore
expense woul d there need to be to do those
cell site investnents that you would not have
to do if you had the T-Mbile cells?

MR. ROSSTON:  Okay.

MR, SALOP: Can | just clarify
wth two clarifications? And these really are
clarifications.

One is, when you refer to nmarginal
cost, do you nean margi nal investnent cost? |
t hought | heard you say that. As opposed to

mar gi nal cost of production?

Neal R Gross & Co., Inc.
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MR. CARLTON: Marginal, it's the

i ncrenental capital cost.

MR, SALOP: Capital cost, marginal
capital cost?

MR. CARLTON: Yes, appropriately
anortized. That is really the part of the
nodel that engineering, the AT&T engi neeri ng
f ol ks have done.

In terms of the marginal cost
curve that would be drawn based on the ot her
parts of the operation, we have not assuned
anyt hi ng about that, other than it is --

MR. | SRAEL: Just to be clear,
because it was a clarification, what we have
is the incremental costs associated with this
network i nvestnent. So, there's a capital
cost piece. There is also an op-ex piece
associ ated with that additional network --

MR SALOP: Is it |ike when you
said that, when vyou conpare it |I|ike for,
absent the nerger, you m ght have not just

cell split? You would have to go into DAS or

Neal R Gross & Co., Inc.
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what ever the next best is? Wlereas, wth the
nmerger, you would be able to get along with

just cell splitting ?

VR. | SRAEL: Yes, t he
hypot heti cal --

MR. SALOP: |Is that the structure?

MR. | SRAEL: Hypothetically. |1
nmean there are cases with the nerger -- | nean
it is trying to nodel what they need to do

with the nmerger. There are cases with the

nmerger where you would still need a DAS in a

certain spot.

MR. SALOP: Yes, but you can use
nore of the nore efficient technol ogi es?

MR. | SRAEL: Exactly. Exactly.

MR, SALOP: (kay.

MR. BESEN. Can | ask just three
qui ck clarifying questions?

Is it only going to be five

markets or is it going to be nore than that?
MR. CARLTON:. We think we will be
able to do it for 19.
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MR. BESEN: For 19?

MR. CARLTON: And -- there are 19
mar ket s that AT&T has run the nodel for. W
have only anal yzed five of those. The 19,
roughly, span a range of capacity
constraints --

MR. ROSSTON: We need to nake this
qui ck. Just say yes.

MR, CARLTON:  Yes.

MR. BESEN Just one nore.
Presumabl y, AT&T was maki ng pl ans, absent the
nerger, for capacity expansion. Have you
calibrated the nodel to conpare it to the
actual capital planning plans that AT&T was
maki ng, absent the nerger?

MR. CARLTON: | think the short
answer to that is the cal culation we are doing
nowis really to enable us to calculate a
mar gi nal cost curve. | was not able to foll ow
t heir business docunents related to sone of

the things they are doing for us now, [Begin AT&T
H ghly Confidential Information]
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[ End AT&T
H ghly Confidential Information]

MR. ROSSTON. So, let ne ask the
Sprint side. So, one of the things that you
guys brought up was that a | arge nunber of the
cell sites would be operated by conpanies |ike
American Tower. Do you have an idea of what
percentage of the T-Mbile towers or towers in
general are operated by third-party tower
provi ders?

MR. SALOP: | don't have those, as
we sit here. Do you?

MR. BESEN: No. We're just
starting to get through the vari ous docunents,
and "'msure we'll find this out.

Maybe Mark knows t he answer.

MR. | SRAEL: | don't know the
percentage, as | sit here. Certainly, a fair
nunber are.

MR ROSSTON. So, couldn't AT&T

gain access to those towers w thout the nerger

Neal R Gross & Co., Inc.
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and, also, even to the ones that are owned and
operated by T-Mbile? You know, thinking
about what's an alternative that doesn't
requrre a merger to get access to this
additional capacity.

MR. | SRAEL.: I mean my
under st andi ng is that there are various

reasons why that would be quite difficult. [BeginT-
Mbbi | e Gonfidential |nfornation]

[End T- Mobil e Confidenti al
I nf ormati on] .

As far as making wuse of the
T-Mobile towers, again, | understand the sort
of network integration and things that would
be required as we said, the idea 1is
eventual |y t hese towers, | nean AT&T
integrates them and is able to put their own
har dwar e on them as they are purchasing

T-Mobile and purchasing those rights to the

towers and the contracts. That would be in
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bot h cases very difficult to do, absent joint

ownership and the ability to integrate those

net wor ks.

MR. ROSSTON. Again, | don't know
this at all. Wat is the cost to | ease a
space on a tower versus building a tower? |
mean, is there any thought in the nodel about
ones that would be built as opposed to | eased,
or not? O just what does it cost to | ease a
space on a tower? Do you have an estimate of

t hat ?
VR CARLTON: | don't have one off

the top of ny head. Ooviously, we can | ook
into the nodel as to what the expenditures
are.
My understanding is -- well --
MR. | SRAEL: The nodel, the way

the nodel works is | think it's [Begin AT&T H ghly
Confidential Information [ End AT&T Hi ghly
Confidential Information] for a

cell tower and then it capitalizes that over

[ Begi n AT&T Hi ghly Confidential |nformation]
[ End AT&T Highly Confidential Infornation] years
to cone up with sort of t he

nmonthly fee. [Begin AT&T Confidenti al
| nf ormati on]
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[ End AT&T Confidenti al
| nf ormati on].

MR. ROSSTON. Except that, if you
| ease space on a tower, you nmay be sharing it
wth two or three or four other people, right,
| woul d think?

MR. BAKER Now vyou're talking
about | easing a tower, not |easing space.

MR. | SRAEL: Sure. So, | nean, it
is a fair question. | don't have, as | sit
here, an estinmate of the ability to share
space. | understand, again, that fromthe
towers that we are tal king about from T-Mbile

the assessnent is that [Begin AT&T and T-Mobile
Confidential Information]

[ End AT&T and T-
Mobi | e Confidential |Information].
MR. ROSSTON: So, one of the

t hi ngs, when AT&T's engineers cane in and

talked to wus, they talked about being

Neal R Gross & Co., Inc.
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extrenely difficult to speed up the process of
acqui ring space on towers and constructing its
own, and that sort of thing.

And | wanted to ask, in your first

report you talked about the conpetitive
effects of Lightsquared, which would have to

go 40,000 cell sites by 2015, and trying to
figure out why AT&T is having trouble
expandi ng beyond [Begi n AT&T

Confidential Information] [ End AT&T
Confidential Information] a year when
it expects

the other to be at 40,000. Shouldn't there be
a way for AT&T to speed up the process, if it
IS going to expect conpetitors to do so?

MR. CARLTON: | don't know the
preci se answer to your question. | assune it
depends on where you want to put the cel
towers. But ny understanding is that in this
engi neering nodel AT&T is by 2014, assum ng
t hey can overcone the practical hurdles there
are to obtain cell space, if they have to do

cell splitting, for exanple.
MR. ROSSTON:  Ckay.
MR. CARLTON: And that's why 2014-
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2015 they feel that they have a nodel that can

be used for our purposes.

MR. ROSSTON. So, even on their
own, they have a nodel that they could use?
In your estimate, they have a nodel for AT&T
Wi t hout the nerger as well?

MR, CARLTON. Yes. They have a
nodel of margi nal cost curve of AT&T w t hout
the nerger as well as T-Mobile w thout the
merger, both doing marginal cost, both
assum ng that they can get access to cel
splitting, if that is the way to handle it.
And, then, at sone point, they have to go to
hi gh- cost technol ogi es, as you poi nt out, that
varies by different parts of the city.

MR, | SRAEL: My understanding is,
when you see cases in which sonebody has built
out a lot in a short period of tinme, there is
a lot of back work that was done and pl anni ng
that has to be done.

So, | think, as | understand it

froml ooking at the stuff, the overall tine

Neal R Gross & Co., Inc.
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period, starting fromwhere AT&T is today,

actually, obtaining the rights to do it and
going out and planning it and doing it is
potentially |l onger than a year. Again, none
of that affects our nodel, which is just cost-
based.

| do think a big part of the issue
is where you need the cells relative to where
your network is. So, it is a very different
guestion on an apartnment building in New York

as opposed to a greenfield build somewhere

el se.

MR. ROSSTON: Are there costs when
you are just integrating the cell, the
T-Mobile cell -- are there costs in your nodel

for adding the radios to a T-Mbile cell site?
O do they have to put in new antennas that

get the 850 and 700 MHZ spectrumon there?

MR | SRAEL: [Begin AT&T
Confidential Information]

Neal R Gross & Co., Inc.
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[ End AT&T Confi denti al
| nf ormati on].

MR. ROSSTON:  Ckay.

MR. BESEN. Can | ask just a quick
guestion?

MR ROSSTON: Yes.

MR. BESEN: Is this a regular
nodel that AT&T uses in the planning process,
apart fromthis transaction?

MR. CARLTON: That's what | tried
to answer earlier. M understanding is, no,

t hese are cal cul ations that nmay be based on
sone of the ordinary nodels they wused in
pl anning. But, in order to assist us, they

di d addi tional cal cul ati ons.

MR. BESEN:. Thank you.

MR. ROSSTON: So, in both cases
you are sort of figuring out exactly what it
woul d cost in integrating it? The techs have
to go and visit the radio sites and put on new

radi os and everything in the merger. O they
have to build new cell sites and do ot her

t hi ngs? Okay.
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So, | started out just focusing on
the cell sites, and there are a whol e bunch of
other things that were |isted. Dennis has
tal ked about WFi and oDAS and other
mechani snms bei ng nmuch nore expensive. And |

was wondering if you had thoughts about how
AT&T has done it? You tal ked about this in
your report, about how AT&T has done it and
could do things to be nore efficient. Do you
have estimates of what it would cost to do,
whet her these things are substantially higher
in marginal costs? And would they have to do
t hese additional systens?

MR,  SALOP: well, | nean, you
know, the Stravitz declaration, which you
have, tal ks about alternative ways that AT&T
coul d expand capacity wi thout the nmerger. |
don't know whet her Dennis' nodel is follow ng
the |l evers that Stravitz was reconmendi ng or
not because we don't have access to the nodel.

It does occur to ne that one | ever

that Stravitz tal ked about was accel erating
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the rollout of Light -- of LTE. And so,

t hi nk the question would be, does the nodel
contenpl ate an accel erated rol lout of LTE and
reject that as being higher cost or does it
not consider it?

MR. CARLTON: M understanding is
it considers the rollout of LTE in both the
nerged firmcase and the standal one cases, and
it is attenpting to mnimze its cost as it
expands and choosi ng that technol ogy which is
nost relevant. Wether it accords w th what
M. Stravitz thinks is the optinmal roll out
versus whether AT&T thinks that, | can't
coment on.

MR. SALOP: As a clarification --
| think this is «clarification -- Stravitz
tal ks about the acceleration of the LTE
rollout; that m ght affect things in 2012 and

2013. Wiether or not it affects things in

2014, | just don't know.
And | guess the «clarification
question, then, is when you're doing this

Neal R Gross & Co., Inc.
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margi nal cost curve to achieve a certain
capacity in 2014, are you focusing only on
2014 or are there inplicit results com ng out
for 2012 and 2013 that you then al so report as
part of the nodel ?

MR. CARLTON: There S a
transition over tine. The reason we are
choosi ng 2014 and 2015, ny understanding is

that the transition period, [Begin AT&T
Confidential Information]

[ End AT&T Confi denti al
Information]. But if you said,

"What are you going to in 2012?" they're not
sure. They think they can get it done by
2014.

So, therefore, if you use their
nodel , this is my understanding, for 2012, you

woul d get nuch | ower estinmates of marginal
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cost than would occur practically if they had
to go out, say, in New York Gty and add al
t hese cell sites.
But by 2014 --
MR. SALOP: Much | ower or nuch
hi gher ?
MR. CARLTON: Much | ower because

they are not building in the fact that
[ Begin AT&T Confidential |nfornation]

[ End AT&T Confidenti al
| nf ormati on] .

MR. CARLTON:. Both for the nerged
firmand the standal one firns?

MR, SALOP: (Ckay. So, the cost
savi ngs between the nmerger and t he non-nerged
firms would be the difference in the costs --

MR. CARLTON: Yes.

Neal R Gross & Co., Inc.
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MR. SALOP: -- as of 20147

MR, CARLTON. 2014, yes, that's
what we're using it for, or 2015.

MR. BAKER | was just going to
ask, it sounds like you are relying on
estinmates fromthe engi neering group about,
for exanple, how long the various steps wll
take. WII they be explaining the bases of
those estimates for howlong it wll take for
the transition tine? O is that already in
our record?

MR. CARLTON: | don't know the
preci se answer to your question. | would
expect that, if you would Iike to see or have
us describe the wunderlying nodeling, or
description of the underlying nodel, we woul d
tell you what they are assum ng about tine and
in transition tines.

[ Begin AT&T Confidential | nformation]

[ End AT&T Confidential |Information].

And obviously, all of what we

are doing is trying to advance the anal ysi s,
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and we will continue to be working on all
parts of it.

MR. BAKER. |I'mlooking forward to
seeing this. But what | was just suggesting
Is we woul d appreciate not just know ng what
the assunptions are, but the basis for those
assunptions and where we have that, if
anywhere, in our record.

MR. | SRAEL: Just to be clear, you
are asking for the tinme it wll take to
integrate the two networks or also the tine or

sort of the engineering assunptions about

doing cell splits versus doing DAS -- ?

MR BAKER: Essentially,
everyt hi ng t hat you're - - everyt hi ng
i nportant.

(Laughter.)

MR ISRAEL: | nean this really
goes to the clarification. So, thinking about
alternatives, | nean AT&T is thinking all the
ti me about at what rate they can transition

spectrum and people to LTE. | think every day
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going out and trying to see where it could |ay
cell towers and what cell towers are possible
to get. Al of these options to nodel, we'l]l
gi ve you as nuch information as we can. But
the nodel reflects what they see as the
ability of the standal one network to pursue

t hese ot her options.

MR, SALOP: Wen you cal culate, in
the end, you're going to calculate the delta
cost, is that right, for a given capacity?

MR. CARLTON: You can cal cul ate
how rmuch | ower narginal cost would be for the
conbined firm than for AT&T or than for
T- Mobi | e.

MR, SALOP: | guess I'mtrying to
di sti ngui sh between margi nal cost and total
cost. So, if you thought that T-Mobile was
going to build to a capacity of X and AT&T was
going to build to a capacity of Y in 2014, you
could calculate the <cost of doing that
st andal one versus the cost of themgetting to

the same X, say the sanme X, in 2014,
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st andal one. Is that the definition of
efficiencies that you're wusing or is it
sonet hi ng el se?

MR, CARLTON. Well, the specific
definition we are using for efficiencies when
we do the nerger simulation is the nmargina
cost savings, which is what you need in order
to do the nmerger sinmulation to figure out, in
a differential product world, if you do a
Bertrand price sinmulation, what the new
equilibrium would be wth and wthout the
nerger. And that's what we do.

If you are asking nme, would it be
possible to integrate under the margi nal cost
curves, | suppose we could do that. We
haven't done that. | suppose that’s a
numeri cal cal cul ati on.

MR. ROSSTON: So, | want to cut
this short because | think we're going to have
a lot nore discussion of your nodel when we
actual ly get your nodel and we hear fromyou

guys in reacting to the nodel and specul ati ng
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about what it is or what it is not doing.

G ven the short amount of time that | have on
efficiencies, | think | amgoing to stop --
St eve?

MR. SALOP: | just wanted to find
out about the sinmulation nodel.

MR. ROSSTON: Well, | think you
will find out about it, you will be able to

hopefully see all the details that go behind

the sinmulation nodel. |If they do a good job
in presenting it to us, then you'll see
exactly what's going on, and we'll find that

out when we see it.

So, sone significant portion of
the efficiency gains, at least at the start,
come from GSM efficiencies that allow | ess
spectrumto be used for GSM and, therefore,
being able to nove to HSPA, at |east according
to the chart, right, that those aren't noved,
at least initially to LTE?

And so, what | wanted to ask the

Sprint guys: should the transition costs

Neal R Gross & Co., Inc.
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incurred by the T-Mbile custoners, how
significant should we <consider those in

t hi nki ng about the net effects of the nerger
the transition costs for T-Mbile custoners
who m ght have to nove away from GSM and HSPA+
t hat they have chosen?

MR. SALOP: Well, integration
costs are negative efficiency that woul d need
to be taken into account in the eval uation of
nmer ger-specific efficiency nethods, sure.

MR. ROSSTON:. Ckay. Are there a
| ot of custoners who would have to nove in
this case, who have to change handsets and
ot her things? And were those included in your
mar gi nal cost estinmates?

MR. I SRAEL: | nean, to be clear,
there's sort of different categories you're
tal king about, right? The GSM | mean
certainly the transitioning GSM -- whet her you
can mgrate people out of GSMas a way to deal
with spectrum capacity is sonething the

conpany is thinking about now.
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You know, AT&T has al ready sort of

explored that option. Well, | think on the
GSM side, what the nerger really does is
things |i ke channel pooling efficiencies and
control channel efficiencies that free up
spectrumwi t hout having to nove custoners to
new spectrum and all ow you to nove spectrum up
to UMIS in order to have nore capacity in

UMTS.

So, there |1 think, 1in fact,
simlar to all of our analysis, what the
analysis is saying is, even if you tried to
m grate people fromGSMto UMIS now, you woul d
have to m grate enough to be able to have
spectrum and that would potentially be costly
in terns of subsidies you would have to give
them The nerger frees up a bunch of spectrum
from these efficiencies to make that done
wi t hout that cost.

So, you're asking about -- | guess
t hat was t he questi on.

MR. ROSSTON. |I'mgoing to get to

Neal R Gross & Co., Inc.
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subsidies in just one second. So, when we
talk to AT&T engineers about magrating
cust omers, ultimtely, t he transition
spectrum you need new base station equi pnent
in spectrumand you al so have to get the
custonmers to get the new handsets, appropriate
handsets, that would work on either UMIS or
LTE.
So, in a wrld without the nerger,

it seens |ike AT&T coul d nove spectrum away
from GSM to UMIS, and ultimately LTE, by
provi ding i ncentives for subscribers to nove
off of GSM right?

MR. | SRAEL: [Begin AT&T Highly Confidenti al
| nf or mat i on]

[ End
Hi ghly Confidential |Information].

MR, ROSSTON. But what you want to
do, | think, is you want to get people to have
handsets that would work on UMIS, maybe work

on GSM and UMTS, but you want them not to have

Neal R Gross & Co., Inc.
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GSM only handsets. This is one way of getting

the spectrumto transition in a non-nerger
wor | d.
If you could go two slides
forward? | think we skipped one of ny slides.
No, the migration exanple. Yes.
So, this is just an exanple. AT&T

| think has [Begin AT&T Confidentia
I nf or mat i on] [ End AT&T
Confidential Information] GSM only
subscri bers,

at least according to M. Hogg. And
presumably, AT&T knows its highest-volune

custonmers. Presunably, it could replace, [Begin
AT&T Confidential |nformation]

[ End AT&T
Confidential Information]?

And | just sort of wanted to think
about, when we tal ked to the engi neers, they
said, no, there's no way you could do this.
And trying to think as an econom st, | think
there's got to be ways to provide incentives
to get people to go off the spectrum isn't

t her e?

Neal R Gross & Co., Inc.
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MR. | SRAEL: Certainly, the idea

that you could potentially mgrate people off
GSMto UMIS i s sonet hing that AT&T has thought
about. | mean, in ternms of your econom c cost
cal cul ati ons here, they have actually done
sone anal yses and experinents, as | understand
it, where they gave people, | think it was

[ Begin AT&T Highly Confidential |nformation]

[ End AT&T H ghly
Confidential Information], to try to get them
to
nmove. And for the custoner base they have on

GSM [Begin AT&T Hi ghly Confidential |Information]
[ End AT&T Highly

Confidential Information] percent take

rate on that [Begin AT&T Hi ghly Confidenti al

| nf ormati on] "End AT&T Hi ghly

Confidential Infornation].

So, they have certainly thought
about this. | think in many narkets, say in

[ Begi n AT&T Hi ghly Confidential |nformation]

Neal R Gross & Co., Inc.
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[ End AT&T Highly
Confidential Information].

MR. ROSSTON: Did you guys | ook at
any exanples where Sprint has mgrated
custonmers or have any idea about the cost of
what it would take to get people to switch
handsets to nore efficient handsets?

MR. SALOP: No, we haven't | ooked
at that. W woul d have to.

| guess the idea that AT&T woul d
not be able to mgrate the people, we didn't
| ook for that data because it just didn't seem
pl ausi ble to us. So, we would be interested
in seeing those docunents.

MR.  WOODBURY: And just as a

clarification, nmy understanding is that the
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[ Begi n AT&T Highly Confidenti al
I nf or mat i on] [ End AT&T Hi ghly
Confidential Information], | don't

know what the subsidy

was before, but the [Begin AT&T Hi ghly
Confidential |nformation]

[ End AT&T
Hi ghly Confidential |Information].
But I t hi nk what we find
perplexing is the fact that -- and we're not
busi nessnmen, all right? -- but we find

per pl exi ng the fact that AT&T obviously cl ains

congestion pains throughout its network and,
yet, has all these GSM subscribers that it
says it can't nove. And that is the thing
that is sort of perplexing to us.

MR. SALOP: And it keeps selling
GSM phones at a very |low price and conti nues

to sell service to TracFone, you know,
presunmably, at a Ilow price. W don't
under st and why AT&T woul d be doi ng that.

MR, WOODBURY: My understanding is
that the GSMonly phone is |like 10 bucks. If
I"'msitting here and |I'm AT&T sayi ng, "Cee, |

really want to get nore spectrally-efficient
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by noving these guys onto UMIS," well, why not
i ncrease the cost of a phone?

MR. | SRAEL: And again, | think
nore will be coming into the record, but in
response to sone of these questions, fromthe

AT&T busi ness peopl e, ny understanding is that

AT&T itself at a retail |evel has stopped
selling GSM phones to post-paid custoners and
i s phasing out the GoPhones, has plans in

pl ace to phase out the prepaid stuff over the

course of, say, [Begin AT&T Hi ghly Confidenti al
| nf ormati on] [ End AT&T
Hi ghly Confidential Information]. But nore

facts will conme in fromthe AT&T busi ness
peopl e on that.

And one other thing to point out
on mgrationis that, if you are going to
m grate spectrumfrom GSMto UMIS, you have
got to do it in blocks of 10 MHZ. You have
got to get channels on the UMIS in 10 MHZ
bl ocks.

So, in many markets AT&T has said,

can we get down to 15, can we get down to 5 in

GSM? There's a cost associated with mgrating
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people. And in lots of situations, if you are
able to mgrate 7 or 8 MHZ, it doesn't do you
any good at all because you can't transition
to UMIS in | ess than a 10- MHZ bl ock.

MR. ROSSTON: Okay. All right.
One of the things that you guys said in your
decl aration was that, gee, AT&T has invested
less in its network, and these capacity
constraints that they are facing now are a
result of underinvestnent. | am wondering
how, as a policy matter, we should think about
who is to judge and how do you figure out what
does underinvestnent nmean in terns of the
context. You guys cl ai munderinvestnent; they
woul d say, well, they invested at a prudent
| evel . And how, as an agency, we shoul d think
about whether we should credit or not credit
themw th having a nerger that does have a
st eepl y-i ncreasi ng margi nal cost curve, and
whether it is a problemof unexpected success
of an i Phone or other things, and how we

shoul d t hi nk about that?
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MR SALOP: Wll, | think the

first question is, should noral hazard matter

in terns of policy? And assum ng that you
think that noral hazard should matter -- |'m
sorry -- assumng that you think that nora
hazard should matter, then you need to
eval uat e whet her they were bei ng prudent or
whet her they were not going as far as they

shoul d have. And for that, an obvious

conpari son woul d be relative to what the other

peopl e did.
MR. ROSSTON: Reaction to that?
MR. CARLTON: When Steve refers to
noral hazard, obviously, | agree you' ve got to

be careful about noral hazard, but | can't
imagine -- first of all, to say that AT&T was
not optimally investing based on what | think
-- I"man economst; | don't run a phone
conpany -- nakes ne a little nervous.

But if you just |ook at the

nunmbers, ny understanding is over the last few

years they have spent $21 billion. Over the

Neal R Gross & Co., Inc.
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| ast few years, if you | ook over the [ast two
years, AT&T's market share has gone up
Verizon's has stayed basically about the sang;
Sprint has gone down; T-Mbile' s has gone
down; U.S. Cellular has gone down. It doesn't
sound to ne they're doing too bad.

So, ['"'m just worri ed about
retrospectively saying sonething |ike, "Ch,

you shoul d have done sonething else,” and “the

fact that you were,” according to sone
econom sts, “not optinmally investing, | know
why you were doing it. It was because you

were always intending to take over T-Mobil e,
and you were going to then get Carlton to say
t hese margi nal cost curves.”

(Laughter.)

Maybe; | can't rule it out, but |
woul dn’t base policy on it.

MR SALOP: | think that it
doesn't matter -- first of all, whether they
were investing optimally for themisn't the

question. |It's whether they were investing

Neal R Gross & Co., Inc.
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optimally fromthe point of view of public
policy in a context in which they are saying
we need to take out T-Mobile from being an
I ndependent conpetitor because we don't have
enough capacity to service our custoners.

Well, vyou know, the custoners
coul d be serviced by other carriers. So, it
is not |like people are out there starving if
AT&T doesn't have enough capacity. And AT&T
is saying, "We need to elimnate conpetition
fromT-Mbile, as nmuch conpetition as there
is." And we disagree on both sides of the
table on how nuch conpetition T-Mbile
provides. But say, "W're going to elimnate
that conpetition in order to give us nore
capacity.”

And that's why the question
arises. It is not whether it was optimal. O
course, it was optinmal for AT&T. That's our
assunpti on. It's always optimal for the

conpany. But is it optimal fromthe point of

vi ew of public policy?
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MR CARLTON: I t hi nk,

retrospectively, asking a firm to make

i nvest nent decisions for some criteria other
than their own profit maxim zation gets into
very difficult ground. But | agree that the
right question today is, if you think that the
elimnation of T-Mbile causes the elimnation
of some conpetition, the questionis, even if
you think that, “do these efficiencies
over conme what ever concerns you have?”. That,

| think, is the right question.

And t her ef ore, | ooki ng
retrospectively, first of all, as | said, if
you | ook retrospectively, it is not clear --
mean |'m not an engineer, and | haven't
attenpted to optimally run a phone conpany,
but it is not obvious AT&T is doing badly.

Second, | think it would be very
bad, retrospectively, to be asking, “is
soneone optimally invested fromthe point of

view of public policy?’. They won't know what

that nmeans. What is a businessman to do?
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MR, ROSSTON:. Mark, you nade a

poi nt about needing 10 MHZ bl ocks to npve.
And one of the things that you think about
antitrust is, is there a way to achi eve the
sane efficiencies wi t hout reduci ng
conpetition? And there have been additi onal

bl ocks of spectrumavail able, |ike Terrastar
and the Lightsquared spectrum Wy coul dn't
AT&T have used those that it says are good for
its conpetitors? Wiy couldn't it, then
access those kinds of blocks of spectrumfor
achi eving these sane spectral efficiencies in
nmoving to LTE?

MR. | SRAEL: | mean, again,

there's a couple of questions in there, right?

| mean ny understanding -- the specific
guestion about GSM spectrum right, and the
ability to nove GSM spectrumto UMIS, is that
T- Mobi | e and AT&T both operate in the 1900
bl ock. And so, with the efficiencies that are
very specific to that, that aren't about

trying to costly nove subscribers, but are
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about channel pooling efficiencies and control
channel efficiencies. They are able with this
transaction to nove spectrumw thin the sane
band to their UMIS service as it stands.

There 1is a separate question
about --

MR, ROSSTON:. Do they have to put
new radios up to switch a band from GSMto
UMTS?

MR. I SRAEL: If you are going to
add another 10 MHZ to UMIS, you are going to
have anot her carrier. There is going to be
some cost to the tower to put in new --

MR, ROSSTON. So, you woul d have
to do that? GCkay.

MR. | SRAEL: [Begin AT&T Highly
Confidential Infornmation]

[ End AT&T Hi ghly Confidenti al
Information]. But, certainly, if you

are going to add another carrier, there is
cost in the tower.

The separate question you're

Neal R Gross & Co., Inc.
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asking, though, is -- and again, just to be

cl ear, now those efficiencies are not com ng
from nmovi ng handsets over or any of that.

They are comng fromthe fact that T-Mbile
and AT&T both operate in the sanme spectrum and
they can get control channel efficiencies and
channel pooling efficiencies that will enable

themto nove that 1900 spectrumup to UMIS.

[ Begin AT&T Highly Confidenti al
| nf ormati on]

[ End AT&T
H ghly Contidential |nNntornation]

MR. SALOP: So, that was not part

Neal R Gross & Co., Inc.
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of , [Begin AT&T Hi ghly Confidenti al
I nf or mat i on]

End AT&T
H ghly Confidential Information]?
MR. | SRAEL: [Begin AT&T Highly
Confidential I|nformation]

[ End AT&T
H ghly Confidential Information]
MR. SALOP: So, for AT&T, but what

about with respect to T-Mbile? D d you | ook
at it to see whether it was a way for T-Mbile
to nove out the marginal cost curve?

MR. | SRAEL: [Begin T-Mbile H ghly
Confidential Infornation]
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[ End T-Mbile Hi ghly
Confidential Information]

MR, SALOP: (Ckay. And this was
all premsed on T-Mbile getting a path to

LTE, this exercise?

MR. | SRAEL: Cetting a path —it’s
all prem sed on the transaction enabling AW

spectrumto be --

MR. SALOP: No, | nean absent the
transacti on.

MR | SRAEL: No.

VR. SALOP: Absent t he
transaction, margi nal cost for T-Mbile --

MR. | SRAEL: Is based on the

business reality that they don't have any way
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to get to LTE.

MR. ROSSTON: | think you're
asking, is Qan LTE Qor is Q an HSPA Q or
what is Q neasured in, units of subscribers?
You said it was ultimately subscribers, but is
it LTE subscribers?

MR. I SRAEL: It is negabytes of
use based on the traffic --

MR, ROSSTON:  Ckay.

MR. | SRAEL: -- projections that
AT&T uses.

MR, SALOP: So, it is prem sed on
HSPA+?

MR. | SRAEL: [Begin AT&T and T- Mobile
Hi ghly Confidential |nformation]

[ End AT&T and T- Mobile Hi ghly
Confidential Information].

MR, SALOP: So, you used, it was
what AT&T would do with T-Mobile's network if
AT&T owned T-Mbile's network, but didn't own

AT&T' s net wor k?
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MR. I SRAEL: It's an engineering

nodel that AT&T put together that made their
best judgnents about what, wth an HSPA+
net wor k, what T-Mobile would need to do to
serve the capacity that it was projecting or

the demand that it was projecting.

In order to have an apples-to-
appl es-to-appl es qual ity-constant conpari son,
AT&T ran through their engineering nodel, what

woul d need to be done to T-Mobile's HSPA --
[ Begin AT&T Confidential | nformation]

[End AT&T
Confidential |nformation].

But it was based on their
proj ections of what would need to be done to a
UMTS network, if they also run one, in order

to neet the capacity at this quality.

MR. ROSSTON: So, this assunes
that neither AT&T nor T-Mbile would get
addi tional spectrunf

MR | SRAEL: That's correct.
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MR, ROSSTON. Ckay. Let ne nove

on.
MR, WOODBURY: Actually, can |
just ask one clarification question? 1In his
declaration, M. Hogg -- is that howit's
pronounced? -- M. Hogg had indicated that one
of the benefits of the deal is that we can
take the noney that we were going to use to
pur chase new spectrum and repurpose it for
other reasons. And | interpret that to nean
that the standalone AT&T, in fact, would
purchase new spectrum Am | nmisinterpreting
t hat ?
MR. SALOP: O was the exercise
carried out, for the purposes of doing the
si mul ati on nodel sonething different than what
t hey woul d have done as a practical matter as

a conpany?

MR. | SRAEL: [Begi n AT&T Hi ghly
Confidential Infornation]

Neal R Gross & Co., Inc.
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[ End AT&T Highly Confidenti al
| nf ormati on]

MR. SALOP: But he said in his
declaration that they would have bought
spectrum

MR. | SRAEL: [ Begin AT&T Highly
Confidential I|nformation]

[ End AT&T Hi ghly Confidenti al
| nf ormati on].

MR. BAKER  But you're planning to
gi ve us the docunentation not just on the
econom cs of the nodel, but the engineering
assunptions? So, this will be incorporated?

MR. | SRAEL: The assunptions that

are built into the nodel as the but-for an ATT
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path --

MR. SALOP: Does this relate to
the LTE i ssue as wel | ?

MR. ROSSTON: Hopefully, they wll
give us all the pieces of the nodel.

| am going to nove on. Since

have 15 m nutes left, let ne --

MR. BESEN: It's actually just
one --

(Laughter.)

MR ROSSTON: You've got 30
seconds.

MR. BESEN It would be very

inportant to <calibrate the assunptions to
conpare it to the plans that each of the
separate conpani es actually had as opposed to
what the nodel s generate, as a separate piece
of information --

MR. ROSSTON: So, let ne shift
gears a little bit and tal k about coverage
expansi on. And one of the things that AT&T, |

understand AT&T clains, with the nmerger, it is
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going to provide LTE service to 97 percent of
the country by sone date, 2017, 2018, as
opposed to 80 percent of the country by 2013,
in the absence of the nerger.

So, what | wanted to know was,
what are the changed econom c i ncentives that
caused this? O should we, as econom sts,
consider this nore of a prom se as opposed to
actually sonething that is now in AT&T' s sel f-
interest to do as profit-maximzing, where it
was 80 percent before and nowit is 90 percent
as a profit-nmaxim zing thing?

MR. CARLTON: First of all, we
haven't investigated the incentives to depl oy
LTE to 97 percent versus 80 percent. M
understanding is that what we are doing in
our, certainly in our margi nal cost analysis,
what ever the mgration path is is built in,
and we could | ook at it.

But if you're asking specifically,
if AT&T has said that, if this nerger goes

t hrough, they are going to do 97 percent,

Neal R Gross & Co., Inc.
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assune they have done that cal cul ati on, and

that's what they're going to do. Wether

that's [Begin AT&T Confidential Information]
[ End AT&T Gonfidenti al
Information] i n the absence of

this transaction goi ng t hr ough, ny
understanding is the answer to that question
IS no.

MR ROSSTON: But with the
transaction, is it something that woul d be
profit-maximzing, so you wouldn't need a
condition or a regulationonit? O is it
sonething that is sort of done as a regul atory
promse to try to get approval for the deal ?

MR CARLTON: You know, ny
understanding is that there woul d probably be
i ncreased, obviously, be increased incentives
to do nore LTE. Wether it goes to 97 percent
| have not investigated.

MR. SALOP: Wiy woul d that be?

Wiy woul d the nerger lead themto want to
increase LTE to 97 percent rather than to 80
percent ?

MR. CARLTON: | didn't say that.
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202- 234- 4433




10

11

12

13

14

15

16

17

18

19

20

21

22

REDACTED - FOR PUBLIC INSPECTION

Page 238

Wat | said was that, because of the
efficiencies of the transaction, they cone
from you know, the shifted out narginal cost
curves. Enbedded in those shifted out
mar gi nal cost curves are the ability to shift
to LTE faster than mght otherw se have
occurr ed.

In answer to your question -- and
that's on the city-by-city basis -- in answer
to your question about the 97 percent roll out
t hr oughout t he country, I have not
i nvesti gat ed whet her their i ncreased
i ncentives to provi de out put from the
ef ficiencies woul d generate LTE to 97 percent
of the <country, because | just have not
i nvestigated that.

Based on what | have seen, they
have certainly got an incentive to provide
i ncreased output. And since LTE is one way to
provi de that increased output, there would be
an incentive to provide nore LTE. But |

cannot say that | have investigated that it
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goes to 97 percent.
MR. ROSSTON: So, would vyour
mar gi nal cost curves be substantially

different in densely-populated areas and
[ightly-popul ated areas? Sorry, | didn't nean
the marginal -- the change in the nmargi na

cost curves because of the nmerger, is what |
neant to say. | would think you woul d have

| ess of a change in lightly-popul ated areas
where AT&T al ready has the 700 MHZ spectrum
that is good for covering lightly-popul ated

areas, so the nerger woul dn't change those

mar gi nal cost curves very nmuch. \Wereas, [Begin
AT&T Confidential |nformation]

[ End AT&T Confidenti al
I nformation], according to your

nodel, it would change it a lot. 1Is that a
reasonabl e i nterpretation?

VR. CARLTON: A reasonabl e
interpretation is the increnent from the
| owering of margi nal cost as a result of the
merger differs across cities. And in a place

i ke [Begin AT&T Hi ghly Confidential I|nformation]
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[ End AT&T Highly
Confidential Infornation].
It is the case, by the way, | nean

you tal k about capacity constraints as if it
is a zero-one. | nean, obviously, you have a
ri sing margi nal cost curve.

It is the case that for one of the

cities we chose, [Begin AT&T Highly
Confidential |nformation]

[ End AT&T Hi ghly
Confidential Information]to
simul ate, which is not necessarily considered

a highly capacity-constrained city, we stil
do get efficiencies, even in those cities,
because of things like cell splitting and the

like.
So, | don't want to inply that

there are no efficiencies in those other

pl aces. In fact, [Begin AT&T and T-Mobile Highly
Confidential |nfornmation]

End AT&T and T-Mobile Hi ghly Confidenti al
| nformati on] percent.

But, certainly, | agree with the
general thrust of your coment that the
i ncremental benefit of this nmerger will differ
| ocal | y dependi ng on capacity constraints.

MR. | SRAEL: | mean | think this

is obvious in what you said. | rmean,
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certainly, sone of the 19 areas that we have
and can |l ook at, or will be |Iooking at, are
very rural areas. It is going to depend on
the balance between spectrum holdings and
usage.

MR. ROSSTON. So, if Verizon, |
nmean sort of getting away fromthe cost side
of things, if Verizon is already planning to
cover nore than 95 percent of the country with
LTE, woul dn't AT&T have an incentive to depl oy
LTE as a conpetitive response so it wouldn't
be attacked with these nmaps that show -- so we
don't get deluged wth those again, even
absent the nerger?

(Laughter.)

MR. CARLTON:. That m ght be. That
creates an incentive. How i nportant it is, |
don't know. Like | say, we have not
i nvesti gat ed whet her the incentive fromthe
nmerger would sufficiently | ower the nmargina
cost curve such that they build out LTE to 97

percent through the country. | can't tell you
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about the 97 percent. Al | can tell you is
that in the cities we’ve investigated, there
are large effects with the nmerger, and part of
that is comng fromthe fact that there is
faster LTE depl oynent.

MR ISRAEL: | think it's also
inportant to be clear that LTE is not all the
same, and sone peopl e have brought up speed
tests on Metro. As | understand it, LTE gets
substantially better as you can roll it out,
say, in a 20-MHZ bl ock instead of a 10- MZ
bl ock wi t hout affecting non-linear -- because

of the LTE technol ogy, as | understand it,
there is an enornous advantage to rolling it
out in larger blocks of spectrum

So, | think a big part of the

advantage fromthe deal is to [Begin T-Mbile
Confidential Information]

[End T-Mobile Confidential Information],
and add it to the AT&T AWS spectrum

to have a nore robust LTE offering, which

woul d be an inportant conpetitive response of
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ot her people. | nmean you can get hit with a
map on LTE speeds instead of just on LTE
| ocati ons.
MR. ROSSTON: So, the |ast

guestion on this piece was one of the things
the Conmi ssion is worried -- concerned about -
- is trying to get broadband to lots of rura
areas. |If Verizon is already going to cover
nore than 95 percent of the country with its
LTE network, would we get a | ot of additional
W rel ess br oadband coverage from AT&T s
prom se? Do you have any thoughts on that?

MR. CARLTON: I have not
i nvestigated that.

MR, ROSSTON:. Ckay. D d you want
to do your foll owps?

You | ook |ike you' re about to say
somet hi ng. No?

MR,  SALOP: | wanted to say
sonet hi ng about the LTE rollout, but I wll
wai t .

MR. ROSSTON: The rollout? The 97
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percent rollout?

MR. SALOP: The 97 percent.

MR. ROSSTON: Yes, why don't you
do that? I'mgoing to | eave that topic. So,
why don't you ask it?

MR. SALOP: Are we allowed to talk

about confidential docunents here?
MR. ROSSTON:  Yes.

MR. SALOP: [Begin AT&T Hi ghly
Confidential I|nformation]

[ End
AT&T Highly Confidential |nformtion]
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So, maybe |I'mm sinterpreting the docunent,
but that's what it said.

MR. ROSSTON: Ckay. So, | want to
ask a question. This sort of goes towards, in
the absence of +the nerger, doesn't AT&T
wi t hout the nerger, or with the nerger, adding
spectrumto AT&T's inventory would be used to
expand GSM and UMIS service, the capability of
serving nore GSM subscribers on the sane
spectrum or converting that to UMS, and
actually reduce its need to roll out LTE and
maybe sl ow own the rollout of LTE possibly,
because it has nore capacity in its GSM and
UMIS  spectrunf l's t hat a possi bl e
ramfication of the nerger, that LTE nmay
actually be slowed down because of this,
because it reduces the capacity constraint

somewhat ?

MR, | SRAEL: [Begin AT&T Highly
Confidential Infornation]
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[ End AT&T Highly
Confidential |nfornmation]

MR, ROSSTON: Sort of follow ng
up, then, in the event the nerger doesn't go

through -- and this goes towards Jon's

guestion -- would the transfer of the AWS
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spectrum to T-Mbile slow down AT&T' s LTE

depl oynent and possi bly accelerate T-Mbile's
LTE deploynent because it now has the

addi tional spectrumthat it could use?

MR, I SRAEL: This is the question
about the spectrumthat --

MR. ROSSTON: This is in the "but-
for" world, right. |If the merger doesn't go
through, if T-Mbile gets spectrum and,
presumabl y, then, according to your answer to
t he previous question, would have the ability
to roll out LTE nore rapidly?

MR CARLTON: T-Mobile gets
spectrum from whon?

MR. ROSSTON:  From AT&T.

MR. CARLTON. Oh, in the breakup?

MR, ROSSTON:  Yes.

MR. CARLTON:. W have not anal yzed
the breakup. And I haven't fully thought it
t hr ough.

It seens to nme an issue as to, if

AT&T is sure this is going to go through, and
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they give a | arge breakup fee, and, then, as a
result of the |arge breakup, it does involve
spectrum the Conm ssion says, "Ch, gee, this
is going to be great. |'mjust not going to

| et the deal go through,” and, basically, AT&T
gets cl obbered and | oses spectrum | am not
sure that's --

MR. ROSSTON: |  wasn't asking
about the incentives or anything. | was just
saying, what is the net effect of it?

MR. CARLTON: We woul d have to
| ook at what the state of the world is in a
breakup. We have not nodeled that. So, we
woul d have to | ook at that.

MR. | SRAEL: [Begin T-Mobile Hi ghly
Confidential Infornation]
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[ End
T-Mobil e Highly Confidential |nformation]
MR. BAKER. (Ckay. | wanted to
ask, even though | know we are going to

actually learn what's in your interesting
simul ation nodel in a short while, | can't
hel p but be |Iike Steve here.

(Laughter.)

So, | have a question. | have two
guestions, just things that occurred to ne,

about how you are doing it. And I'll just ask
t hem bot h here, too.
One is, are you going to account

for the phaseout of the T-Mbile brand when

Neal R Gross & Co., Inc.
202- 234- 4433




10

11

12

13

14

15

16

17

18

19

20

21

22

REDACTED - FOR PUBLIC INSPECTION

Page 250

you sinul ate the pricing, you know, after you
wor k t hrough the margi nal cost effects?

And the second is, what are you
assum ng about what other firnms are doing in
investing in quality inprovenents as the
nerged firmdoes in your analysis? |'mjust
curious.

MR. CARLTON. So, for other firns
-- correct ne; you know, junp in, Mark -- we
have done constant margi nal costs.

MR BAKER  Ckay.

MR, CARLTON:. So, we just |eave
the margi nal costs the sane.

MR. ROSSTON. So, why do they have
constant margi nal costs when AT&T's is steeply
i ncreasing? | guess that gives themthe best
way of responding to any output increases? |Is
t hat why you do that?

MR CARLTON: Well, | think we do
it for sinplicity because we don't know t hat
the marginal cost curves are going to go up.

MR. | SRAEL: | nmean, going
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forward, when the AT&T margi nal cost curves
are hi gher, you can nmake different assunptions
about the other firns. W don't have any
basis for that. | nean it's an interesting
guestion. | nmean, given that what really
drives the results is the change in the AT&T
mar gi nal cost, and whether that's | arge enough
to overcone the conpetitive effects, based on
what we have seen, the nodel is quite robust
to variation in those sorts of assunptions.

MR SALOP: Wll, what would
happen if you would assume that Sprint's
costs, marginal costs, say, were equal to what
a T-Mobile's nmargi nal costs would be, absent
t he nmerger?

MR ISRAEL: It is not an analysis
we have separately done. | nean the key
driver of the analysis is the change, the
efficiencies that AT& and T-Mbile get
col l ectively.

MR. CARLTON: W could do that

experinment. But, just to give ny intuition,
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the intuition is that the margi nal cost change
of these nerged conpanies, that it is going to
swanp t hese out put effects, independent of
what is happening to the other firnms.

Now | understand we are going to
tal k about vertical exclusion and you want to
raise Sprint's costs. M suspicion is you are
going to have to raise thema lot to undo
t hese output effects that are comng fromthe
i ncrenental benefits of the transaction on
mar gi nal cost.

MR  BAKER | have anot her
guestion on the phaseout of the brand.

MR, CARLTON. And | should say,
you know, the robustness experinent, we can do
t he one you are suggesting and we will. But
we have done just a few, we haven't attenpted
to do a lot, but we have done a few W stil
get these output effects, even if we cut in
hal f the margi nal cost savings that we have
esti mat ed.

And we’ ve experinented up and down
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with the profit margins to try, and we have
not raised Sprint's to exactly what you said.
We can do that. But we have changed the
profit margins and the marginal costs that
way, and we still get these results. W think
they're pretty robust. But, as | say, we wll
be happy to do that experinent, and we can
continue to anal yze the nodel.

MR. BAKER  And ny ot her question,
about the brand, the phaseout of the T-Mbile
br and?

MR. CARLTON: W tal ked about this
earlier, about the commtnent to the existing
T- Mobi | e custoners. W have not nodel ed that .

So, that is not in our nodel.

MR. BAKER Meaning that there is
di version to T-Mbile in your nodel ?

MR. CARLTON: Yes. Yes. Both to
and from right. And no constraint that the
price can't go up. So, if that was going to
happen, that coul d happen.

And, then, second, in terns of the
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T- Mobi | e brand, we keep the characteristics of
the products in the market fixed.

MR. BAKER | see.

MR. CARLTON: We are not all ow ng
for repositioning.

MR. BAKER. By anyone el se or --

MR. CARLTON:. By anyone el se or

us.
MR, BAKER: Al right. Wl |,
we'll look forward to the details and the
backup.
MR,  SALOP: By elimnating the

T-Mobile brand, that is like raising the price
of T-Mobile out to infinity, right?

MR. CARLTON. Not quite.

MR SALOP: Qut to the choke
price. |I'msorry.

MR. CARLTON: No, no, that's not
right. It depends. The T-Mobile -- you have
to define what you nean by T-Mbile. I|f what
you nean by T-Mbile is the pricing and the

package of service that it is offering, that

Neal R Gross & Co., Inc.
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we keep. Its true, in our nodel -- the
product demand curve for T-Mbile stays
constant in our nodel with one caveat.

There is a quality inprovenent as
aresult of the transaction. And we talked a
little bit about how it would happen
i mredi ately, but it would happen even over
tinme.

But the quality inprovenent, we do
try to adjust for how that affects the denmand
curves.

MR. DeGRABA: Don't you have to
prevent custoners from Sprint and Verizon from
being able to go to these T-Mobil e products?

MR. CARLTON: W allow that.

MR De GRABA: Ri ght, but ,
presumabl y, they're not going to be avail abl e.

So, wouldn't you have to elimnate that from
t he nodel, to nodel this notion that AT&T
woul d just grandfather in all of the existing
T-Mobi | e custoners, and then not have that set

of -- that nenu of prices won't actually be an
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option for any custoner that wasn't already on
it?

MR. CARLTON: Mark answered the
techni cal details, but we do not inpose the
condition that the price is fixed for the
exi sting base in our simnulation nodel.

MR. ROSSTON: Well, | think we are
at a point where tine is up.

We definitely want your nodel with
all of the assunptions and the ability to play
with the nodel. W want it.

(Laughter.)

MR. CARLTON: | didn't say that we

kept the price constant in the nodel.
MR. | SRAEL: No, no, | nean the
T- Mobi | e products and the price plans we keep.

[ Begin AT&T Highly Confidential Information]

[ End AT&T
Hi ghly Confidential Information].

MR. ROSSTON: So, we definitely

want that as nuch as possible, so we can play
with it and understand it.

W are take a break. And if you
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want to end by four o'clock, we will start
again precisely at three o' cl ock.

That's it.

(Wher eupon, the foregoing natter
went off the record at 2:47 p.m and went back
on the record at 3:00 p.m)

MR. DeGRABA: All right, so let's
get started. W are planning on ending at
4: 00.

Once again, as Geg said earlier,
crisp, short answers for the questions.

So, ny first question is about
roam ng. The sinplest theory presented about

why this nmerger is harnful roam ng is that

there are two national GSM narkets -- or two
nati onal GSM networks -- and they're going to
nmerge into one. And so, a nunber of

comenters have said this is going to reduce
conpetition in the roam ng market .

AT&T has cone back and said, "No,
no, no, none of the people who need to buy

roam ng have handsets that can roam both on

Neal R Gross & Co., Inc.
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AT&T and T-Mobile's network. And so, there

really is no effective conpetition for
roam ng. "

So, ny first question is to
Sprint, which is, is there any evidence that
there actually is conpetition for GSM roan ng
today and, if so, what is it?

MR, SALOP: Ckay. Well, | guess |
want to make just one openi ng remark about
exclusion. And that is the way in which
exclusion fits into this nmerger analysis is
that it reinforces the horizontal effects.
Because the focus is on reinforcing the
hori zontal effects, we need to | ook at all the
sources of exclusion. Looking at them one at
a tinme, you could end up not addi ng t hem up.
They all have to be added up at the end rather
t han each one | ooked at themin isolation.

Ckay. So, having said that, there
appears to be GSM whol esal e roam ng
conpetition today between T-Mbile and AT&T,

and that whol esal e roam ng conpetition woul d
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be elimnated as a result of the nmerger. So,
in terns of the narrow question that you ask
yes, there wll be elimnation of GSM

whol esal e conpetition.

MR. DeGRABA: Ckay. Can you sort
of give nme some exanples of where there is
that conpetition or what it is that | should
be | ooking at? Because there's very little,
if anything, in the record that actually
points to, here's a place where a custoner
is --

MR, SALOP: | nmean | can just give
you sone randomthings that cone to m nd.
Maybe John and Stan have a | ot nore.

T- Mobi | e says that they are just a
roam ng custoner for AT&T. AT&T sells roam ng
to other people. T-Mbile sells roamng to
ot her people. So, it would seemfromt hat
t hat they conpete because the handsets can
pi ck up nore than one band.

Cincinnati Bell tal ks about | osing

roam ng conpetition between AT&T and T- Mobil e.
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The Europeans, of course, could roamw th
ei t her.

So, those are the three things

that cone to m nd.

St an?

VR. BESEN: Just r ead t he
C ncinnati Bell filing.

VR De GRABA: I read t he
Cincinnati Bell filing, and it actually wasn't
all that clear in the follow ng sense: it
says they asked for -- first of all, it said

that they got roamng from T-Mbile very

nicely, and, then, it said AT&T was sonewhat

| ess forthcomng wth roam ng. And when they

finally did, their prices were twi ce as high.
But there is nothing in there that

said, "Oh, then we tried to go back and get
T-Mobile to give us a better price in areas
where AT&T was giving us a high price." So,

it isn't clear to ne that --

MR,  SALOP: [Begin G ncinnati Bell
Wreless Highly Confidential |nformation]

[ End G ncinnati
Bell Wreless H ghly Confidential |Information]

Neal R Gross & Co., Inc.
202- 234- 4433




10
11
12
13
14

15

16

17

18

19

20

21
22

REDACTED - FOR PUBLIC INSPECTION

Page 261
MR. DeGRABA: It's possible, but

there is nothing — it’s a pretty sparse
di scussi on.

MR, SALOP: It wll be a good
thing for you to interviewthem

MR DeGRABA: It will be.

(Laughter.)

MR. BESEN: The question was,
coul d peopl e take advantage of conpetition

bet ween thenf And obviously, Ci ncinnati Bel
did try to, which suggests that, in fact,
their phones would have worked on either
networ k, which |I thought your question was.

MR WLLIG Yes, so just to w nd
it back to your question and then Steve's
openi ng remar ks, and answer, we are talking
about exclusion here, foreclosure, inpact on
conpetition, or at |east Steve wants to, and |
t hi nk we shoul d.

And Steve says we have got to add

up all the different sources of possible

excl usi on and f orecl osur e. lt’s the old “five
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tinmes zero equal s zero” equati on.

We are going to have to | ook at
each one of them to see if there's any
di scerni bl e i npact fromthe deal, the nerger
that you're anal yzing, on exclusion, and it
nmakes sense to start with Sprint since Sprint
is here and, in sone sense, attenpting to
conpl ai n about these kinds of forces.

But just do keep our eyes on that
ball as well as talking nore generally in
worring about Cincinnati Bell, as appropriate,
if that is appropriate.

So, we are starting with roam ng,
let’s tal k about donestic roaming. | just
don't see any economc case for thinking
there's any horizontal inpact fromthe nerger
on Sprint as a custoner for roam ng services.

MR. DeGRABA: We'll get to Sprint
inamnute. | want to talk about things --

MR WLLIG Yes, well, Steve
started --

MR. DeGRABA: Right, | know. |

Neal R Gross & Co., Inc.
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know.

MR WLLIG Yes.

MR DeCGRABA: Right. But | didn't
ask hi mabout Sprint.

(Laughter.)

| just asked about this particul ar
sinple, here's one theory of harm The GSM
roam ng market has got a problem They say
C ncinnati Bell. You said, "No, there really
isn't an issue here at all."

MR WLLIG No, no, I'mtalking
about Sprint. And CDMA carriers generally, of
cour se.

MR DeGRABA: Right.

MR WLLIG So, let's go onto
GSM carriers.

MR. DeGRABA: Well, right, to GSM
carriers, right.

MR WLLIG So, it's ny
under st andi ng, then, for 3G roan ng services,
AT&T, prenerger, and T-Mo are not really

effective or active rivals because of spectrum
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i ssues. Spectrum bands are just different,
that they're offering -- so if a carrier is
| ooking for roam ng, the two are really not
very conveni ent substitutes.

That's not necessarily at all the
case for 2G where that particul ar inpedi nent
to conpetition nay actually not be
controlling. So, we need to go deeper and
| ook nore conpletely at that situation before
reachi ng sone sort of an assessnent.

But, again, the first thing to say
is that whatever issues there are in that
space, they are not going to doubl e-back and
affect the overall conpetition that 1is
i nportant for people as custoners for wrel ess
services, as per Sprint --

MR. DeGRABA: But at |east the

C ncinnati Bell custoners --

MR WLLIG Well, let ne talk
about that.

MR. DeGRABA: -- who claim to
currently have -- yes?

Neal R Gross & Co., Inc.
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MR. ROSSTON. | just want to ask,
your question, your point was that -- Jon, can

you put back up Dennis' Table 17

MR. BAKER  Yes, |'ve got it.

MR. ROSSTON: So, this is --

MR. BAKER: How do we get it from
the --

MR, ROSSTON: It's up on the
screen now.

So, this is just to clarify. Your
point is that T-Mobile operates in the AWS
band for UMIS, the 3G and that AT&T operates
in 1900 and 850, so they're in different
bands, and that's why the roam ng doesn't go
across them

My wunderstanding is that the
T-Mbil e handsets actually operate in all
t hree bands. So, that when T-Mbil e custoners
roam-- so that C ncinnati Bell could use a
T- Mobi | e-conpati bl e handset to roam So, | am
not sure your -- is that what you were

arguing, was that just because they are
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di fferent bands, the T-Mobil e custoner handset
woul dn't wor k?

MR WLLIG Wat | was arguing

was, first of all, not about C ncinnati Bel
because I, like you, find that a very conpl ex
situation. |It's a one-off situation. W can

tal k about it alittle bit, but we should
cloister it as a separate set of facts and
consi derations frommarketw de inpact. It's

really a uni que situation.

[ Begin AT&T and G ncinnati Bel
Wreless H ghly Confidential |Information]

[ End AT&T and
Cincinnati Bell Wreless H ghly Confidential
| nf or mati on]

VR ROSSTON: But , j ust
technically, you said that third-party guys
didn't have handsets that worked on both.

MR WLLIG -- going back to
G ncinnati Bell --

MR, ROSSTON. | would just use
them as an exanple. They could have a

T-Mobil e-1i ke handset that would span all
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t hree bands.
MR WLLIG well, | think
Cincinnati Bell is actually a fairly unique

speci al case and a comercially-difficult one,
and one that is not indicative of a marketw de
problem just to get that out.

MR ROSSTON. Ckay.

MR WLLIG That doesn't nean you
shoul dn' t | ook at it, interview them
what ever, but | think you should keep in m nd
to viewit as a special difficult commercia
conflicting situation.

My understanding is that generally
those 3G GSM carriers don't have handsets that
woul d work alternatively between AT&T services
as offering roamng to those carriers and T-
Mobile. GCenerally, 3Gis not a source of
active conpetition for roamng for the
carriers who are the customers of AT&T and
T-Mobile in roam ng space. G ncinnati Bell
agai n, maybe sone sort of one-off exception.

MR, I SRAEL: It is the spectrum

Neal R Gross & Co., Inc.
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Issue. | nean you are right that there are
phones, T-Mobil e has phones that work in both
spectrum but we are looking for active
exanpl es of conpetition. The issue is that
the phones people generally have in the
mar ket pl ace, aside from AT&T and T- Mobi | e,
generally don't work in both bands.

MR. SALOP: What does one-off nean
in this context? | mean C ncinnati Bell is
the | argest of the fringe players that uses
GSM  So, whether it's one-off or not, they
are one of the few fringe players that
actual ly has a neasurabl e share.

MR. WLLIG [Begin AT&T and

C ncinnati Bell Wreless Hi ghly Confidenti al
| nf or mati on]

[ End AT&T and Cincinnati Bell
Wreless H ghly Confidential Information].

There is a commercial conflict

Neal R Gross & Co., Inc.
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there that is conplex, and every tine | hear
about it, it sounds |ike a business issue, not
an antitrust issue. But it is sonething that
you m ght want to look into and try to help to

resolve with the influence of your offices.

But | don't think it's enblematic
of a marketw de antitrust issue. It shouldn't
be the kind of thing that holds up what is
ot herwi se a good deal for the consuner, the
merger itself.

But let's talk about the market
generally for 2G where the spectrum and
conpatibility is not evident. So, yes, today
there is some degree of conpetition between
AT&T and T-Mobile for those roam ng deal s.

But what is fascinating, and that |ast slide
of the deck that you just confiscated had a

gquote fromny testinony on the subject, [Begin
AT&T Hi ghly Confidential |nformation]

[ End AT&T
Hi ghly Confidential Information] which are

reci procal, AT&T is actually a net buyer, not

a net seller. [Begin T-Mbile H ghly Confidenti al
| nformati on]
[End T-Mobile H ghly Confidenti al
| nf or mati on]

Neal R Gross & Co., Inc.
202- 234- 4433




10
11
12

13
14
15
16
17
18
19
20
21
22

REDACTED - FOR PUBLIC INSPECTION

Page 270

[ Begin AT&T and T-Mobile Hi ghly Confidenti al
| nf or mati on]

[ End AT&T and T- Mobile Hi ghly
Confidential Information].

MR. DeGRABA: Right. And that's
t he next question, which is, right, so why

shoul d we believe that those terns -- you've
argued that all of these contracts are
reciprocal. GCincinnati Bell has argued that

certainly the deal with AT&T that it has is
not reciprocal, at least in lots of other
ternms, in terns of when they have to use
AT&T' s network and ot her concessions that they

claimthey have to nake, that you m ght not
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call concessions, but at |least the terns that
| ook reciprocal. G ncinnati Bell has to do a
bunch of stuff for AT&T, and AT&T doesn't have
to do it back to Cincinnati Bell.

And so, shouldn't we expect that,
whet her a contract is symetrical or not or

reci procal or not is an endogenous deci sion
and wi Il depend on whet her AT&T actual |y needs
the other carrier's network to fill in holes

inits own network or whether it is prinmarily
a conpetitor that wants to roam and that AT&T

doesn't particularly want or need a | ot of

roam ng fromthem

MR WLLIG Yes. So, again, in
[ Begin AT&T Highly Confidential Information]

[ End AT&T Highly Confidentia

| nformation], AT&T is needing what it
gets fromits partner in roam ng, nore, at
| east quantitatively, than what the partner
needs from AT&T.

Cincinnati Bell is an exception to

that. At one time, it was reciprocal, but

AT&T built its own facilities in Cincinnati

Bell territory. It is now sort of a one-way

Neal R Gross & Co., Inc.
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deal, and that is part of, | think, what
generated the conmmercial conflict, was the

change in the rel ati onship.

MR. SALOP: [Begin AT&T Highly
Confidential Information]

[ End AT&T Hi ghly Confidenti al
| nf ormati on]
MR WLLIG Wll, you' re offe

Page 272

ring

an interesting hypot hesis about, say, narket

shares in the different territories of roa
customers of AT&T. | haven't | ooked at th

Have you?
VR. SALOP: A little bit.

m ng

at .

A
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little bit, and |I'm also saying that you

shoul dn't count. | am saying you shoul dn't

count [Begin AT&T Hi ghly Confidential |nformation]
[ End AT&T Hi ghly Confidenti al
| nformati on] AT&T's roam ng

agreenents invol ve them being a net buyer; |
don't think --
MR WLLIG That is actually

true.
MR. SALOP: Yes, it nay be true,

but it may be that the ones where it is a net

buyer are less inportant conpetitively than

the ones in which it is a net seller. But |
basically agree with Pat, that symetry now

does not ensure symmetry in the future, that
that's the real point.

MR. DeGRABA: [Begin AT&T Highly
Confidential Infornation]

[ End
AT&T Hi ghly Confidential Information] for

which the terns could be nuch worse and nuch
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MR WLLIG [Begin AT&T Highly

Confidential Information]

[ End AT&T Hi ghly Confidential |nfornation]
MR. DeGRABA: Right.

MR. WLLIG [Begin AT&T and T-

Mobi |l e Hi ghly Confidential |Information]

[ End AT&T and T-Mbil e

H ghly Confidential Information] --

MR. DeGRABA: No, this is just a

guestion about you said don't worry about

roam ng; [Begin AT&T Hi ghly Confidenti al
| nformati on]

Al&l Highly Contirdential Intornmation

[ End

MR  WLLIG That's really the

guesti on.

Neal R Gross & Co., Inc.
202- 234- 4433




10

11

12

13

14

15

16

17

18

19
20
21
22

REDACTED - FOR PUBLIC INSPECTION

Page 275
MR. DeGRABA: (Xay.

MR. WLLIG Let ne respond to it
bef ore anybody el se cones in.

(Laughter.)

MR. DeGRABA: You've got a m nute.

MR WLLIG [Begin AT&T Highly
Confidential |nformation]

Neal R Gross & Co., Inc.
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[ End
AT&T Hi ghly Confidential |nformation]

MR. DeGRABA: Were those docunents
in your declaration? | don't renmenber seeing
t hose.

MR WLLIG Yes, | think this

MR. DeGRABA: (kay. So, you can
send themto us.

MR WLLIG W can do that, yes.

MR. ROSSTON:. And | assune you
want that marked confidential for the record,
woul d be ny guess.

MR. WLLIG Not personally, but
you can ask --

(Laughter.)

MR. SALOP: | think that notion
that a carrier would |l ook for sinplicity in
its pricing goes back to our discussion
earlier about coordination in the price

poi nts.
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But | think I have got one ot her
point to make. And that is, suppose it is [Begin
AT&T Hi ghly Confidential |nformation] [ End
AT&T Hi ghly Confidential |nformation]
cents per MOU. And there is also an issue
about marginal cost per sub for the AT&T
contracts, for AT&T versus for the other

carrier.

[ Begin AT&T Highly Confidenti al
| nf ormati on]

[ End AT&T
Hi ghly Confidential Information].

MR. DeGRABA: (kay. GCkay. Thank
you.

The next question for Sprint is

Neal R Gross & Co., Inc.
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sort of nore abstract maybe than | would Iike,

but I will try it this way. So, you have a

theory that I wil characterize as the
fol |l ow ng. It's not that difficult, right?
It says, i f you' ve got an

integrated firm that sells both output and an
I nput that soneone else uses to nake that
output, and the price of the output goes up,
it has an incentive to increase the price of
the input. And then, you have applied this to
backhaul and said --

MR. SALOP: And to roanrng.

MR DeGRABA: -- and to roam ng,
right. So, both of these things, and said, if
the nmerger occurs and the retail price goes up
as a result of the nerger, you are also going
to have an increase in the price of backhaul
and roam ng, which is where Sprint cones in,
right? So, that is going to raise the price
not only to Sprint, but everybody else.

And so, ny first question rs, do

we need to find a conpetitive harm at the
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retail |evel before we have to worry about
both the roam ng application of this theory
and the backhaul application of this theory?

MR, SALOP: Well, we'll put sone
of it in the context of roam ng.

MR. DeGRABA: (kay.

MR. SALOP: Because since we get
i nto backhaul --

MR. DeGRABA: Ckay. Wth the
roam ng, that's fine.

MR. SALOP: ~-- | think we are
getting into a | ot of other issues.

MR. DeGRABA: All right.

MR, SALOCP: You've got the |ogic,
basically correct. AT&T unilaterally raises
its retail price post-nerger. That | eads
Verizon to want to respond by unilaterally
raising its retail price, what John Vickers
calls the nultilateral effect. It is stil
uni | ateral . And once Verizon raises its
retail price, then it has an incentive to

rai se the roamng price, too. | have now
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naned this the wunilateral price support
t heory.
MR. DeGRABA: (Xay.

MR, SALOP:. So, it does say that
i f

there were no diversion between AT&T and
T-Mobil e, and there were no unilateral effect,
then it would not affect Verizon's incentives.
Now there is a nore conplicated theory for
Verizon. It's not literally coordinated, but
it's two levels, two production levels. Even
if there is no unilateral effect by AT&T after
the nmerger, the fact that AT&T and T-Mbile
are merged would affect, mght affect their
reaction to Sprint raising its retail price,
so that they would react by nore. And
Verizon, know ng that, would have a greater

incentive to raise Sprint's roamng price

because It woul d cause a differential
reaction.

So, it is, you mght <call it
guasi -coordinated. | nean it's not common
grderstanthrg—a—a—StH-gher H—s—not
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paral |l el accommobdati ng conduct. But it is
Verizon taking into account how AT&T will be
af f ect ed.

But, you know, the wunilatera
price support theory is derivative of the
unil ateral effects.

MR WLLIG Wll, | thinkit is
worthwhile trying to not understand the third-
order theory, which | don't by the way. But
understand the extent to which these excl usion
i deas that have been floating around all day
| ong, because Steve keeps dropping back to
mention it, really do rely in the first
i nstance on the theory that somehow hori zont al
effects will predom nate and that prices wll
go up for consuners, and margins will go up
for end-service providers.

And frankly, | mean if you al
t hought, if we all thought that that was going
to be the result of the nerger, we woul dn't
have to go to conplex theories because that

al one woul d be an antitrust problem

Neal R Gross & Co., Inc.
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But, in fact, what our anal yses
show is that the efficiencies overwhel many
sort of ordi nary uni | at er al or even
coordi nated set of incentives for the carriers
to raise price at retail in the first
i nstance.

And | think naybe we are agreeing
that if that's the case, we don't have to even
continue talking about these wvertical or
exclusionary issues. W'Il|l never get there.

But if we wanted to go honme by 3:30, that

m ght --

(Laughter.)

MR DeCGRABA: | have to work unti
at least 6:00 though. | don't get to go hone

when you say.

(Laughter.)

MR. SALOP: | guess | should show
my reaction to that.

MR. DeGRABA: (kay, Steve.

MR, SALOP: One is, with respect

to the unilateral, it neans there is a bigger

Neal R Gross & Co., Inc.
202- 234- 4433




10

11

12

13

14

15

16

17

18

19

20

21

22

REDACTED - FOR PUBLIC INSPECTION

Page 283

uni |l ateral effect, and you woul d neasure by
the GUPPI, for exanple. The GUPPI, the
ef fective GUPPI woul d go up somewhat .
Secondly, in ternms of, would your
efficiencies swanp unil ateral and coordi nated
effects?, ny wunderstanding is that your
si mul ati on nodel assunes unilateral. Does
your sinul ation nodel also assune that there
coul d be coordination affected by the nerger?
And the efficiencies are big enough to swanp
t hat coordi nation as well?
MR WLLIG Not formally, but I
haven't seen a theory, including your CVM
t heory.
MR, SALOP: It's CPPI, thank you.
MR WLLIG Yes, whatever.
(Laughter.)
-- that has any credible basis for
maki ng us think that there ought to be a
separate worry here about coordinated effects.
| would |l ove to have a theoretical

sem nar on that paper, but it just doesn't --
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it'"s internally inconsistent.

MR. DeGRABA: W can tal k about
it, but not in --

MR WLLIG Yes. Shall we have a
separate day on that?

MR. DeGRABA: Yes, a separate --
yes, no probl em

MR. SALOP: Well, do you have the
paper ?

MR WLLIG The one that you
subm tted the ot her day, yes.

MR, DeGRABA: Right. GCkay, good.
Al right. W don't need to tal k about that
now. Thank you.

MR WLLIG No?

MR DeGRABA: No.

(Laughter.)

MR WLLIG Can we stop tal king
about coordi nation then?

MR DeGRABA: No.

MR WLLIG On.

MR. DeGRABA: Ckay. So, you have

Neal R Gross & Co., Inc.
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no problemin principle with the theory behind
this notion of prices. That if the prices go

up, the retail prices, you just have a quibble
with you don't think that there's going to be

a horizontal effect?

MR WLLIG No, no, there's two
parts. | nmean the first is | don't think
there's evidence around -- and we have strong
evidence in the other direction of a
hori zontal effect --

MR DeGRABA: Right.

MR WLLIG -- at that |evel of
consuners buying wirel ess services.

But, second, | don't see a
particularly strong -- in fact, if anything,
it is third order, de mnims, a small thing
multiplied by a small thing, nmultiplied by a
smal | thing.

G ven just basic factoids in this
mar ket, connecting the horizontal level with
some sort of incentive to make life difficult

for one's rivals, | think the connective is
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extremely weak here.

MR. DeGRABA: So, have you | ooked
at the likely effects on Sprint's roam ng
cost?

MR. SALOP: Well, when the two
CDVA carriers in Mexico nerged, Sprint's

roam ng cost [Begin Sprint Confidenti al
I nf ormat i on] [ End Sprint Confidenti al
| nformation].

When AT&T and Ci ngul ar
merged, T-Mobile's -- was it T-Mbile' s? --

VR. BESEN: AT&T Wreless and
Ci ngul ar ner ged.

MR. SALOP: Yes. Whose cost went

up by [Begin T-Mbile H ghly Confidenti al
| nf ormati on] [End T-Mobile Highly
Confidential |nfornmation]

MR. BESEN. [Begin T-Mobile Highly
Confidential Infornation] [End T-
Mobi | e Highly Confidential |Information]

MR. SALOP: [Begin T-Mbile H ghly
Confidential |nformation]

[ End T-Mobil e Highly

Confidential |nfornmation]

So, you know, there's a potenti al
big nunber here. Now | know that the
Commi ssi on has passed a rul e saying that the
carriers need to char ge comrerci al |l y-
reasonabl e rates for roamng. So, that may
elimnate, except for Verizon's question

whether you can do the rule -- several
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problens with the regulation that | see.

One is, you know, you can, what we
used to call the 3Ds, degrade, deny, and
del ay.

(Laughter.)

So, the roanmng service could
break, even though there's regul ation.

Secondly, a second problemis that
comrerci al | y-reasonabl e IS not antitrust
conpetitivel y-reasonabl e. I nmean it's
comrerci al |l y-reasonabl e for a nonopolist to
charge the nonopoly price. So, | amnot sure
that the rul e hel ps.

But, of course, you could fix
that. You could, in principle, tell AT&T
what ever you want about what they need to do
with their roamng rates. But that is not
going to help Sprint because you can't, as
part of the negotiation with AT&T over this
nmerger, you can't regul ate Verizon.

MR. DeGRABA: Right. So, isit a

potential harmfromthis nmerger that we don't
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have T-Mbile as a benchmark to think about
what a commercial |l y-reasonable rate is?

MR, SALOP: Well, you don't have
conpetitivel y-reasonabl e, and It doesn't
matter because you can't, unless AT&T and
Verizon cooperate in some way, you can't make
a nmerger condition that Verizon does not raise
its roam ng rate.

MR WLLIG Can we just rewind a
little bit?

MR DeGRABA: Sure.

(Laughter.)

MR. WLLIG ['"'m really
confused --

MR. DeGRABA: All right.

MR WLLIG -- listening to
St eve.

We are tal king about Sprint now --

MR. DeGRABA: Yes. Right. Good.
Ckay. (Good.

MR WLLIG -- because that was
the question, and it nmakes sense -- what |

Neal R Gross & Co., Inc.
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said, and you tried to stop ne, but let’s
remenber what | said.
MR. DeGRABA: Right.
MR WLLIG Sprint is not a
roam ng custoner of AT&T or T-Mbile. It's

CDVA versus GSM And so, talking about
hori zontal inpacts fromthis deal on Sprint as
a roamng custoner is just in another
uni ver se.

MR. ROSSTON: But couldn't it be
an LTE roam ng custoner at sone point in the
future?

MR WLLIG Wll, at sone point,
but there would still be plenty of options at
that point. There's nothing special about the
pairing up between AT&T and T-Mbile, as
arguably there is today because of their GSM
st at us.

And if we nove on to backhaul,
which I think was in the air as well, because
we're adding up all these non-excl usionary

effects and getting zero effect.
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MR. SALOP: Can we finish roam ng

first?

MR, DeGRABA: So, let's just talk
about Sprint, yes, right.

MR WLLIG So, no problemwth
roanming. W're okay with that?

MR. DeGRABA: Tell ne about Sprint
and roamng, if you have sonething to say
about that. You seemto |like -- are you done
with that?

MR WLLIG Wll, Steve was now
focusing on Sprint, and if we focus on Sprint,
there is no issue in the backhaul frane either
for Sprint.

MR. BAKER So, we mght care
whet her it's Sprint or not.

MR. SALOP: Don't worry, we'll get
to backhaul. W'Ill go to Starbucks. If we
can't finish it here, you and | will go to
St ar bucks.

(Laughter.)

VR. DeGRABA: Backhaul is next.
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MR, SALOP: On LTE roam ng and

G eg's question, actually, there is an issue
about LTE roaming. | nean we have not nail ed
down t he evidence, but you can.

Cincinnati Bell, and | Dbelieve
sonebody el se, said that AT&T and/or Veri zon,
either individually or cooperatively --
can't really tell fromreading the --

MR. DeGRABA: The subm ssion?

MR.  SALOP: -- declarations --
have pressured handset nmanufacturers to nake
handsets that only work on the bands, on the
B&C bands, | think it is, that Verizon and
AT&T use, and would not work on the A band
whi ch the fringe uses.

And so, there could be a roan ng
problem in essence, a refusal-to-deal problem
in LTE roam ng, not naked refusal to deal,
but, rather, through a control over the
handset manufacturers and the standards that
are used for the handsets. So, that is still,

| believe, a live issue.
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MR. DeGRABA: Ri ght. Let ne

transition to that question because, actually,
| had a nore general question, which is I
don't remenber t here bei ng i ssues of
pressuring. But let ne ask this question: as
networks beconme |larger, they have |ess

i ncentive to cooperate on certain issues of
interoperability. And is it the case or is it
not the case that, if you have | arge networks
and non-i nteroperabl e technol ogies, that you
can effectively get handset exclusivity
Wi thout actually contracting for handset
exclusivity?

So, if AT&T is large enough,
clearly, third-party vendors wll have an
incentive to build handsets to the AT&T specs.

And if there are sone specifications that are
used by a small nunber of carriers, isn't it
the case that vendors mght not have an
incentive to actually build handsets or other
equi pnment to that spec?

MR SALOP: Yes, we tal ked about

Neal R Gross & Co., Inc.
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that in detail wth respect to network
infrastructure. We talk about that in detail
W th respect to net wor k infrastructure
equi prmrent. It could al so apply to handsets.
And, of course, in handsets you al so have the
concern about exclusivity and ot her
excl usi onary conduct for handsets.

MR. DeGRABA: (Ckay. |Is there an
i ssue that the regul ator ought to consider
t hat | arge downstreamcustoners tend to have a
big influence on what | wll call the
ecosystem for lack of a better word?

(Laughter.)

And should the reqgulators be
concerned about nmanaging those sorts of
i ssues?

MR WLLIG So, we're tal king now

about R&D, product devel opnment in the handset

space?

MR. DeGRABA:  Yes.

MR WLLIG Yes, there's alot to
be said -- this is a big space, to be sure.
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MR. DeGRABA: (Ckay. W've got a

few m nutes.

MR WLLIG The first thing on ny
list is that handset design and handset
arrangenents are literally in a worldwde
market. Yes, you might think that AT&T is a
si zabl e player. AT&T is inportant in the U S.

AT&T is sonething |like 3 percent of the
wor | d

when it cones to subscribers and maybe 9 or 8

per cent when It cones to smart phone
subscri bers. So, AT&T is inmportant to us. It

is what this day is about, but in terns of
bei ng a dom nant force on the world stage,
whi ch i s where manufacturers are conducti ng
their R&D to address. There is sort of no
sense of the kind of dom nance that m ght even
raise these kinds of considerations as an
i ssue.

In terns of the scal e econom es
qguestion, which is also running behind your

remarks, | think there's plenty of scale

econom es, very | nportant. R&D scal e
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economi es, when it cones to the core platform
of handset desi gn, and t he ki nd of
breakt hrough is sonething that could be
appl i cabl e worl dwi de, but it costs plenty of
noney to come up with it.

So, the nore sales a manufacturer
can hope to neke, the nore wlling the
manuf acturers are to invest in that R& to get
returns to recover their investnent, should
t hey be | ucky enough to cone up with a w nning
desi gn.

What that nmeans is that the
manuf acturers are very anxi ous to nmake sal es.

And the last thing that would be in their
interest is to design very narrowy for the
platform to fit the interest of any one
carrier or any one collection of carriers on
the worl d stage.

At t he same time, t he
manuf acturers can build in particul ar features
that are suited to the perceived custoner

demands of the particular country or tranche
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of custoners, and, also, to fit a particular
frequency band.

But | understand that the R&D cost
and the effort for those kinds of adaptations
are way snaller than the basic R& costs for
the entire platform And so nuch small er
that, in fact, manufacturers can afford to
address smal l er tranches of custoners with
t hose features, even if not for the entire
platform which is ained at the world market.

MR DeCRABA: Steve?

MR, SALOP: | think Sprint wll
eventual |y get the i Phone.

(Laughter.)

And we're not saying that it is
going to be a pernanent exclusive. But the
| arger carriers can afford to pay nore for
excl usives, and after the nerger AT&T will
have the ability and incentive to pay even
nore for exclusives and extend it a little
| onger and a few nore exclusives than it m ght

have gotten.
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AT&T does not need to corner the
mar ket, or AT&T and Verizon do not need to
corner the market, in handsets in order for
there to be an effect. What they need to do
IS get an edge on the cutting-edge handsets.
| nean we certainly see that the smart phones -
- AT&T and Verizon have a lot nore
smart phones, and they tend to have the higher-
end smartphones over the snmaller carriers. |
mean AT&T has 28 smartphones; Verizon has 21
Met r oPCS has 4.

Yes, so a manufacturer is going to
worry about how many units they sell, but they

are still going to want to go to the | eading
carriers. i1Phone, Apple did not approach
Sprint. They did not, as far as | know, they

didn't approach T-Mbile, either.
And even in

t he second round, when they got rid of the
AT&T exclusive, so it's now a dual - excl usi ve

with Verizon, they are not selling i Phone to

T-Mobile and to Sprint, let alone to MetroPCS

and Leap.
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MR. DeGRABA: Ckay. So, | have

two questions. The first one is, okay, so you
read off the nunbers of snartphones, but
shoul dn’t you expect the nunber of smartphones
to kind of be correlated with the nunber of
custonmers. The math isn't all that quick in
nmy head, but it is not all that far off.

MR,  SALOP: So, they have an
advant age that their subscribers have nore
choice as to the type they want. And al so,

t he questi on woul d be, how nmany of these are
excl usi ve versus non-excl usive?

So, if you look at the top
handsets, the ones that are just com ng out
and are innovative in some sense, how many of
themdid Sprint get versus how many went to
AT&T and Verizon? That would be the
nmeasur ement .

MR. DeGRABA: (Ckay. M second
guestion is, right, so we think that AT&T
would have nore of an incentive to get

exclusives, but isn't the right sort of nodel
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to wite down, take the nunber of exclusives
that T-Mbile has and AT&T has separately;
when you nerge the firm would you expect the
nmerged firmto have nore exclusives or fewer
excl usi ves?

MR. SALOP: Yes, | think the nodel
woul d say AT&T woul d have a greater incentive
to get exclusives. Together, there is an
econony of scope in protecting market power.

The anti-conpetitive incentive to
get an exclusive is that you get to spread the
hi gher price, a higher price because there is
mar ket power, and, secondly, the higher price
over a larger group of subscribers. And those
two pieces together lead you to bid nore for
an excl usi ve.

MR. DeGRABA: Bobby, it sounded
i ke you had a response to that.

(Laughter.)

MR WLLIG Onh, could you hear

MR. DeGRABA: Yes, | heard you.
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(Laughter.)

MR WLLIG First of all, it's
inmportant not to confuse conpetition wth
mar ket power. |If we have these arrangenents
| eading to nore and better designs nore w dely
avai | abl e, even though some of them have sone
exclusivities attached to them that's a sign
of conpetition, and the consuner is better off
for it.

And actually, | think the biggest
|l esson from the iPhone history, which is
certainly quite wunique and probably not
enbl ematic until the next uninagi nable | eap
forward, a great day in ny |ife because ny
AT&T phone doesn't work very well.

(Laughter.)

The biggest lesson is the Android
reacti on and how t he i Phone was anazi ng and,
then, a year, year and a half later, the
Android is out. It is, sone way, ny kids say,
just as good and better, and an enornous

proliferation  of different versions and
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flavors, and everybody has it available. And
it didn't turn out to be comercially best for
the manufacturer and the operating system
provider, Google, to nmake it wuniformy
exclusive. There are sone versions that are a
little bit exclusive, but the basic design of
the Android is everywhere. And that was,
ar guabl vy, ki cked of f by t he i Phone
arrangenent, which, according to Apple, needed
t hat kind of exclusivity.

The other thing I want to say --

MR, SALOP: Which you m ght not
have gotten the --

MR WLLIG The other thing I
wanted to say before | osing the m crophone --

(Laughter.)

MR, SALOP: | thought you were
done.

MR WLLIG That's called a
br eat h.

(Laughter.)

MR SALOP: Well, et ne know when
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you' re done.
MR WLLIG | surewll, and it's
not yet.
(Laughter.)
| t S not j ust size that

determnes the desirability of a wreless
carrier for a deal wth a particular
manuf act urer who has got an interesting new
desi gn with sone di sti ngui shi ng
characteristics. It is howbig a clear field
does that carrier offer to nake sales to the
custonmers? |f you' ve got a big carrier with
lots of exclusives already, and a lot of
peopl e on contracts with their phones, which
they still |like, that nmeans that is not a very
fertile place for the manufacturer of a new
design to mke a new deal, exclusive or
ot herw se.

Much nore desirable would be, if
there were a smaller carrier wth |ess
congestion of the handset matchups with its

customers. So, it is a nore fertile field to
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make an excl usi ve deal .

And, Pat, you posed the question
earlier | think in just the right way. |[If we
are trying to think about a pure economc
conparison, think about a state of play, a
slice of time in the market, and there's
al ready carriers of different sizes and they
have deals of different varieties wth
exi sting handsets.

And now i magi ne two states of the
world, the nerger world where AT&T and
T- Mobi | e are together, and they've got a bunch
of phones wth exclusives and people are
si gned up, versus the world where the two of
themare separate. And now imagine Sprint is
bi ddi ng agai nst all the other players in the
mar ket for a new deal with a new, |ovely phone
t hat' s bei ng shopped around. Wich is a nore
propitious environnment for a Sprint to nmake
t he deal on the new phone? 1Is it the world
where AT&T and T-Mobile are together with a

| ot of congested custonmers and a | ot of phones
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that are already signed up? O is it those
two separate bidders, and each of whom has
fewer ?

| tend to think it is a better
world for Sprint when there's a nerger because
it's fewer bidders. So if you believe in an
auction theory of conpetition, there's |ess
conpetition for Sprint to grab the new design
inthat world. |Is that to be a nore congested
playing field and Sprint is offering a nore
open playing field, on Steve's theory?

So, | think that is the right
t heoretical framework to ask your question.
And while it is a tough problemto work out on
full generality, ny intuitionis that it is a
better world for Sprint to get the new design
when it is facing AT&T and T- Mobil e toget her
t han separately.

MR. DeGRABA: Ckay. Steve, he's
done.

MR. SALOP: Are you done?

MR WLLIG | am done.
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MR DeGRABA: He is done.

MR WLLIG Right, Pat.

MR DeCRABA: Yes.

(Laughter.)

MR, SALOP: Okay. Well, first,
the Android, it is a good exanple. The
Androi d did respond, but the prime nover for
getting the Android out there was actually
T-Mbile. It was the founding nenber of the
Open Handset Alliance, which created the
Android. It had the first Android phone.
And, then, | guess, according to Bobby's way
of analysis, there was free-riding by Sprint,
not by Sprint. They were in the Al liance,
too. They shared the cost. There was free-
riding by Verizon, which was not in the Qpen
Handset Alliance. So, | think the Android
actual ly supports the ot her side.

Wt h respect to t he gener al
guestion that Bobby raised about excl usives
bei ng efficient versus anti-conpetitive, I am

not claimng -- and | hope we were cl ear about
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this in our report -- we are not claimng that
al | excl usi ves are anti-conpetitive.

Excl usi ves, clearly, at |east to sone degree,
are efficient.

The question here is not whether
excl usi ves general ly are efficient or
generally anti-conpetitive. The issue is the
i npact of the nmerger. And | have a different
auction nodel in mnd for Bobby than Bobby
does. | think when you are bidding for an
exclusive or bidding against sonebody who
wants an exclusive, the issue is what the
other personis willing to bid and able to
bi d.

And after the nerger, AT&T will
have the incentive to bid higher for a given
exclusive than it did before the nerger
because it will have nore subs and because,
since it is going to get sone market power, it
wi Il have a higher price to protect than if
T-Mobil e were out there.

So, although Sprint would only
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have to conpete agai nst AT&T and T-Mbile, in

conpeting for an exclusive, Sprint was mainly
wor ri ed about conpeting for the exclusive or
t he non-excl usi ve agai nst AT&T, and AT&T is
now going to have the ability and the
incentive to bid nore.

MR. DeGRABA: (Ckay. So, if you've
got nodels and you want to submt them we are
happy to | ook at them

| want to nove on to backhaul
Al right? And so, sort of the |eading sort
of di scussion of backhaul here basically says
that there are third-party providers in
backhaul out there. They need to reach sone
mnimally-efficient scale. This nmerger wll
elimnate T-Mbile as a custoner for third-
party backhaul. That will tend to drive,
well, it certainly will lower the profits of
third-party backhaul providers that were
signed to T-Mbile, and enough of them have
told us that.

And so, ny question is, what do we
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have to see in order for us to conclude --
well, there's two questions. The first
guestionis, if this does, in fact, raise the
price of backhaul, is it an issue that we
shoul d consi der for the nerger?

And the second one is, assumng it
is an issue, we ought to look for -- for the
nerger, what do we have to see in the narket
or what do | have to do to sort of determ ne
what we have to do to determ ne where, in
fact, this is likely to happen and how big
this effect is going to be?

So, I wll start with Steve.

MR, SALOP: (Ckay. First of all,
there's two anti-conpetitive theories of
backhaul , not one. One theory is the one we
tal ked about earlier, the unilateral price
support.

MR DeCGRABA: Right. W did that
one. (kay.

MR, SALOP: (kay.

VR. DeGRABA: Yes.

Neal R Gross & Co., Inc.
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MR, SALOP: And the other s
customer foreclosure.
MR DeGRABA: Right.
MR SALOCP: And you know, the

hi story of the analysis of cust oner
forecl osure goes back. There is Bobby and
Janusz's brief on behalf of the good old AT&T.

Renmenber, the rul enaking that is
still going on was actually started by Bobby
and Janusz back in 2002 when AT&T was not an
| LEC.

Vhat ?

MR,  DeGRABA: Never m nd. Go
ahead.

MR, SALOP: And there, they talked
about custoner foreclosure. They tal ked about
t he advantages that the ILEC has. So, it's a
very ni ce paper.

(Laughter.)

So, | think the situation nowis
t he question of, what does Ethernet backhaul

do to the story? GCkay? Ethernet backhau
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seens to be com ng.

And | think the issue there, to
just try to unpack it all, because it is
conplicated facts, | think there are various
mar ket situations at different sites and at
di fferent groupings of sites. And we need to
unpack that to answer your question of what
woul d the Comm ssion need to | ook at.

So, | think | agree with Bobby and
Janusz that you need to |l ook site by site or a

small group of sites. National, as they
poi nted out to Fred Kahn and Bill Tayl or,
national statistics just don't cut it, don't

cut it here.

MR WLLIG So, it's a national

mar ket .
MR. SALOP: Thanks, Fred.
(Laughter.)
Bobby's main criticism in his
affidavit, fact ual criticism was that

T- Mobi | e has al ready noved into Ethernet. And
| think that is a very inportant fact that you
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need to trace, track dowmn. So, if they have
al ready noved, then there can't be a custoner
foreclosure issue at the sites to which they

have al ready noved.

So, where backhaul can be a
probl em either for customer foreclosure or
for unilateral price support theories, are
only going to be situations where T-Mbile has

not yet noved, in terns of nerger inpact.

So, there's two kinds of markets.
| f you think about this as a tree, there is
one branch of the tree that T-Mbile has

al ready noved and, then, there is a branch
they haven't noved vyet. And where they
haven't noved yet, there's ones where they

will they nove and then there's ones where

they will never nove.

So, my understanding is that, both
fromSprint and from doi ng sone readi ng about

T-Mbile, that there is [Begin Sprint

Confidential |Information]
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[ End Sprint
Confidential Information].
MR. BAKER UPS is unilateral --
MR. SALOP: Unil ateral price
support.
MR. BAKER -- price support?
MR. SALOP: And so, there, if we
are in the TDMworld -- or willing tal k about

t he advantages that the | LEC have, and there
is the channel term nation i ssue, market power
and - - term nation, even i f there's

conpetition, transport, the whol e deal.

In sone of those, Sprint and the
fringe will not be able to be hurt because
t hey have got |long-termcontracts that nay not

expire for areally long tine. So, then, they
woul d be protected by the long-termcontracts
and hi gher price, but there could still be the
3D's -- delay, degrade, deny -- during the

short-term

Now my under st andi ng from Spri nt
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is [Begin Sprint Confidential |Infornmation]

[ End Spri nt
Confidential Information] And | got a sense
t hat
maybe that was the story for T-Mbile, too,

but whatever it is, I'mnot nmaking a claim
that's a fact you need.

Now where they wll nove, and,
then, there's others where they are going to
nove to Ethernet, but they haven't yet, sone
fraction of those. And anong those, there are
three kinds of sites. There are ones that are
| LEC-only. And so, where it is ILEGonly, it
is the unilateral price support concern. Sone
where there are just, say, two conpetitors,
just the ILEC. And ny understanding from
| earni ng about this is the main conpetitor of
the ILEC is the cable conpany, the |ocal cable
conpany. \Were there are just two, or where
those two have a bi g advantage, you could have
cust omer forecl osure because, if you take up
T-Mobile, then there is going to be | ess room
for the cable conmpany to cone in. There could

al so be unilateral price support. Even though
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there's two, you' ve got -- nore initials --
DLSS probl em

Wth t wo, with the vertical
problem the nerger |eads to higher input
prices, which | eads to higher output prices.
So, in other words, where T-Mbile has not yet
noved into Ethernet, has not signed a
contract, there could be a situation where the
| LEC has a natural nonopoly. There could be
situations where it is just the ILEC and the
cabl e conpany, as the two nmamin conpetitors.

And in the second, vyou have
custoner foreclosure as well as unilateral
price support. In both, you have the
uni l ateral price support.

Then, there could be other markets
where there is the ILEC, well, maybe not the
| LEC at all, maybe just the cable conpany. No
problem O the ILEC, the cable conpany, and
sone ot her AAVs equally well-situated. And
there, you wouldn't have a probl em

Now ny understanding on this
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| atter group, there are sone, fromtalking to
Sprint, there are sone places where the cable
conpany has the natural nonopoly, not the
| LEC. So, there, there wouldn't be a problem

But ones in which it is the |ILEC,
t he cabl e conpany, and ot her AAVs, nost of
them the other AAVs, don't have the econony
of scope. And so, they are going to be at a
significant price di sadvant age.

So, the nunber where it is just
the ILEC and the cabl e conpany that is going
to be the predonm nant nunber, where there is
conpetition, you are not going to have a | ot
of places where the other AAV is going to be a
strong conpetitor, enough to constrain OSS.

So, those are what | think the
facts are. | think you m ght agree with al
of that except the nunbers.

(Laughter.)

What do you di sagree about in the
t heory?

MR WLLIG Is it ny turn?

Neal R Gross & Co., Inc.
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MR, SALOP: Yes.

MR De GRABA: Do you have
sonet hing that you want to add to that? O
subtract fromthat?

(Laughter.)

MR WLLIG Ckay.

MR. DeGRABA: Yes, we've got eight
m nut es here.

MR WLLIG [I'Il use themall.

MR. DeGRABA: No, no, no.

MR WLLIG Wll, that's a |ong
answer to the question that you had asked.

MR. DeGRABA: Right. So, give ne
a qui ck response.

MR WLLIG R ght. Gkay. Wll,
for the starting place, | renmenber, we should
all remenber what we are here for today, which
is to talk about the nerger and its possible
ef fect on conpetition that's negative, instead
of positive.

And so, first of all, T-Mbile

does not supply backhaul so there is no direct
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hori zontal issue. So, there is nothing
obvi ous and direct about the nerger that is
going to harm conpetition when we think about

a backhaul market or sal es of backhaul

Second of al |, I didn't
understand, | think even after reading the
record later, | don't understand nost of the

theories that Steve was spinning. But let ne
poi nt out that, even if you guys understand
one of themor two a little bit, for it to be
of concern today, there has to be sone
connection to the nerger. And so, therefore,
sonme changed i ncentive on the part of AT&T to
make, | guess, T-Mbile do sonething that it
woul dn't ot herwi se do, for the sake of raising
sonebody else's cost of getting Ethernet
backhaul in sone market or two, in terns of a
| ocalized conpetition analysis, instead of
national. And that sonmehow has to have an

i npact on AT&T's ability to nake extra noney
at the retail level. If there are steps

there, every step is just de m nims.
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So, let's go to Steve's pieces of
factoids. | have a few nunbers.

MR. DeGRABA: (Ckay. Proceed.

MR, WLLIG | do know that, from
t he point of view of where T-Mbile is today,

t hat about[Begin T-Mbile H ghly

Confidential |Information] [ End T-Mobile
Hi ghly Confidential Information] of its cell
sites are already

equi pped with fiber and, where they are,
T-Mobile wuses them for [Begin T-Mbile Highly
Confidential |nfornmation] End T-Mbbile
Hi ghly Confidential |nformation] of its
backhaul needs at those sites.

| also know that [Begin T-Mbile H ghly
Confidential |nformation]

[ End T-Mbile Hi ghly Confidenti al

| nf ormati on]. So that, by the end of the year, |
t hi nk, 2011, that [Begin T-Mobile Hi ghly
Confidential |nfornmation] [End T-Mobile Highly
Confidential Information] percent will becone
[ Begin T-Mobile Hi ghly Confidential I|nfornation]

[End T-Mobile H ghly Confidential |Information]
percent, counting cell sites; that those cell
sites account for [Begin T-Mbile Hi ghly
Confidential |nfornmation] [End T-Mobile
Hi ghly Confidential Information] of T-Mobile
subscri bers. So, they are [Begin T-Mbile H ghly
Confidential |nfornmation]

[End T-Mbile H ghly Confidenti al
| nf ormati on].
So, Steve was asking where is

there not already a conm tnent to Ethernet
bui | dout. And so, we are left with those [Begin T-
Mobil e Highly Confidential Infornation] [ End T-
Mobil e Highly Confidential Infornmation]
percent of pl aces.

Verizon has said publicly Ethernet
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everywhere for it. It is certainly in snmal
pl aces as well as big. So, there is really
very little evidence in the environnment, in
t he ecosystem of backhaul, that there's issues

about whet her Ethernet wll be forthcom ng.
And certainly, AT&T has no speci al advantage

in being a supplier of Ethernet backhaul. [Begin
AT&T Hi ghly Confidential |nformation]

[ End AT&T Hi ghly Confidenti al
| nf or mati on]

MR. DeGRABA: Ckay. Al right.
Yes. Al right. So, I'"'mgoing to cut you
off. | have another question that | want to
ask, and I'Il start over here.

A nunber of commenters have said

on the record that sort of [Begin Zayo Hi ghly
Confidential |nfornmation]

[ End Zayo Hi ghly Confidenti al
Information]. And that's probably an

oversinplification, but we'll sort of take

that as a stylized fact.

My questionis, if that, in fact,
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is going on, should we be worried in the
context, of course, of the nerger?

MR. SALOP: There are two reasons
why you m ght worry about that. One reason
mght be if +they charged each other high
prices because then it would be sort of nutual
rai sing each other's cost as a way to push up
the retail price.

MR. DeGRABA: (Ckay. And tie that
to the nerger. So, all right.

MR SALOP: That would be a
Section 1 violation, | guess.

(Laughter.)

MR. DeGRABA: That's not a nerger
issue. That's like, oh, | have to go back to
the FTC and worry about that, right?

(Laughter.)

MR. SALOP: You m ght be in that
busi ness as wel | .

The way in which it could be
related to the nmerger is, to the extent you

are in one of the markets where there is a

Neal R Gross & Co., Inc.
202- 234- 4433




10

11

12

13

14

15

16

17

18

19

20

21

22

REDACTED - FOR PUBLIC INSPECTION

Page 321

custoner foreclosure concern, then if Verizon
is taken out or AT&T is taken out, in addition
to T-Mobil e being taken out, then it is nore
likely to drive a potential entrant to a
situation where they are below a mninmum
vi abl e scal e.

MR DeCGRABA: Ckay. Bobby? O
anyone el se here? |I'mnot restricting it just
t o Bobby.

MR. WLLIG The one fact that you
didn't let me nention --

MR, DeGRABA: (Ckay. Well, thisis
your chance.

MR WLLIG -- and it applies
here as well, is that when you | ooked at
Sprint's econonmcs, the idea i s sonehow t he
merger effect is to foreclose Sprint or raise
Sprint's cost, and maybe that is why Sprint
sent Steve here. It is hard to discern,
actually, from the theories that we are
heari ng anyway.

What Sprint pays to AT&T to
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backhaul is [Begin Sprint Confidential |nformation]

[ End Sprint Confidenti al
| nf or mat i on]
sonething like that. So, if all of these
t heories anbunted to a 10, 20 percent, which
is certainly not ny view, but if one were to
i magi ne that sort of escalation of the already
[Begin Sprint Confidential Information]

[ End Sprint Confidenti al

| nformation].

And what does the nerger have to
do with that? You have to get into the
di version rati o between Sprint not and AT&T,
but Sprint and T-Mbile, because that is the
di fference that the merger nakes.

[Begin Sprint Confidential Information]

[ End Sprint Confidential |Information].
VMR, DeGRABA: Al right. | am
going to add two m nutes of penalty tine here
because you guys were chatting anongst

your sel ves.
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(Laughter.)

MR, SALOP: If we are going to add
two minutes of penalty tinme, |I just want to
say this would apply in the Verizon --

MR. DeGRABA: Ckay. Right. GCkay.

Whol esal e. Cabl evi si on has suggest ed t hat
T-Mobil e was a particularly good network to
cooperate with it and any other wreline
carrier, that thought that maybe there was
sone real good reason to have both wireline
and wirel ess service. And they have argued
that the nerger will take one of those really
good guys out of the market.

|s this sonething that we shoul d
be worried about in this nmerger?

MR. SALOP: To the extent there's
a bundling issue, yes, then it <can raise
barriers to entry to those guys.

MR. DeGRABA: (kay.

MR WLLIG |I'mjust not hearing
fromthe question what is the purported change

in the conpanies' incentives to the nerger.
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MR DeGRABA: It's not a conpany

i ncentive. It is -- there wll be less

conpetition. Call it potential entry, right?
But if you thought that a wireline carrier

needed to pair with a wireless network to

of fer sonme bundl e of products soneday, and

there aren't that many |l eft, and one of them

goes away fromthe nerger, is that sonething

t hat we shoul d be concerned about?

MR WLLIG | don't knowif that
is a discernible relevant market, to worry
about horizontal effects, but | don't know.

MR. DeGRABA: Ckay. Al right.
It's four o' clock. And so, | want to thank
everyone for com ng

Al so, renenber, everything here is
a secret, apparently.

(Laughter.)

MR. ROSSTON: Just the secret
things are --

MR. DeGRABA: Yes, just the secret

things are secret, right? You all signed

Neal R Gross & Co., Inc.
202- 234- 4433




10

11

12

13

14

15

16

17

18

19

20

21

22

REDACTED - FOR PUBLIC INSPECTION

Page 325

protective orders. Don't forget to honor
t hem

| do not know what we wll
actual ly post regarding this, whether we w ||
have -- all right, Geg said sonething nore
was goi ng to happen.

Thank vyou all for comng. We
appreciate it. And we |ook forward to nore
subm ssions from both sides based on what we
sai d here today.

Thank you.

(Whereupon, at 4:01 p.m, the

meeti ng was adj ourned.)
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