New Networks Institute


Bell Mergers and Outcomes
AT&T= SBC, Southwestern Bell, Pacific Telesis, Ameritech, SNET, BellSouth and AT&T.

Verizon= Bell Atlantic, NYNEX, GTE, Alltel, and MCI

The Bell mergers should act as a guide to future mergers pointing to one important fact:  the statements, commitments, enforcement of those commitments and the outcomes never matched what was expected to occur in the public interest.  Without serious commitments and enforcement of those commitments, the benefits of the mergers accrued to the merged parties and not  the public interest.  
Broadband Commitments and Closures: In all cases, the pre-merged companies had made commitments to upgrade the public switched telephone networks with fiber optics for  broadband; In every case, post-merger SBC or Bell Atlantic closed down whatever was being previously deployed, even though there were state-alternative regulation plans to fund these networks via increases to local rates, tax perks, etc. 

· SBC-Pacific Telesis:  In 1993, Pacific Bell had committed to spend $16 billion and rewire 5.5 million homes in California by 2000. By 1997, the merger closed all previous broadband commitments prematurely, with only a fraction of the money spent and no finished fiber-based homes deployed. 
· SBC-SNET. SNET had stated it would spend $4.5 billion and deploy “I-SNET” to the entire state to be completed by 2007. SNET rolled out cable services, which were closed post-SBC merger; the networks were abandoned and competitors were blocked from using them. 

· NYNEX-Bell Atlantic: Bell Atlantic had stated it would spend $11 billion on 8.75 million fiber optic-based upgraded homes by 2000. NYNEX claimed it would have 1.5-2 million fiber optic based homes completed. Post merger, all projects were canceled.
Competition and Broadband: SBC-Ameritech and Bell-Atlantic-GTE (Verizon) mergers were both predicated on the commitments of companies to compete outside their own territories with all of the other Bell companies.
· SBC-Ameritech:  (Illinois, Indiana, Ohio, Wisconsin, and Michigan) The company committed to compete in 30 cities outside their region by 2002.  The company also committed to Project Pronto,  to spend $6 billion  so that ”80 percent of SBC's United States wireline customers in three years”… “moving many customers from the existing copper network to a new fiber network.”
· Outcome: There was no serious competition outside the companies’ territories; The FCC’s commitments only required “at least 3 unaffiliated customers” in a market. Project Pronto was never completed.
· Bell Atlantic-GTE-(Verizon) claimed they would “spend a minimum of $500 million to provide competitive local service, including traditional local telecom services and advanced services, outside of its service areas or will provide competitive local service to at least 250,000 out-of region customer lines.”
· Outcome: The company never seriously competed outside its region either in local service or ‘advanced’ services, and there are questions if they actually spent the money.
Buying the Long Distance Competitors: AT&T-SBC and Verizon-MCI. 

· The FCC wrote: “The mergers should result in substantial cost savings, which should benefit consumers throughout the country.”
· Outcome: AT&T and MCI were the 2 largest competitors and both were sold; their previous long distance clients received large rate increases, as did the incumbent local and other services in the majority of states. The 2 almost simultaneous mergers reduced competition, as  we as political-balance as AT&T and MCI acted as a competitive voice balancing the incumbents. 
AT&T-BellSouth
· AT&T-BellSouth: Committed to providing “Internet access service at speeds in excess of 200 kbps in at least one direction) to 100 percent of the residential living units in the AT&T/BellSouth in-region territory”. The company also committed to sell DSL service for $10.00 to new customers. 
· Outcome: Most customers were not offered $10,00 DSL and the company never fulfilled providing 100% of their territories (in 22 states) with broadband capable of 200kbps in one direction.
Reference Quotes: 
· SBC-Pacific Telesis (California and Utah) Pacific Telesis’s 1993Annual report: "In November 1993, Pacific Bell announced a capital investment plan totaling $16 billion over the next seven years to upgrade core network infrastructure and to begin building California's "Communications superhighway". Using a combination of fiber optics and coaxial cable, Pacific Bell expects to provide broadband services to more than 1.5 million homes by the end of 1996, 5 million homes by the end of the decade." SBC merged with Pacific Bell, then SBC closed all of the fiber-optic-based broadband deployments, even though state laws had been changed to fund the increased infrastructure spending that was scheduled.

· SBC-SNET Merger:  1993 Annual Report “On January 13, 1994, the Telephone Company announced its intention to invest $4.5 billion over the next 15 years to build a statewide information superhighway ("I-SNET"). I-SNET will be an interactive multimedia network capable of delivering voice, video and a full range of information and interactive services.” To be completed in 2007.  SNET rolled out a cable network which was closed by SBC in X, and SBC blocked competitors from using the abandoned network. 
· SBC-Ameritech:  (Illinois, Indiana, Ohio, Wisconsin, Michigan) Ameritech Fact Book, March 1994: 22 “We're building a video network that will extend to six million customers within six years.” In 1994-1995, state laws were changed based on Ameritech’s  fiber optic based broadband plans. Ameritech rolled out cable services over fiber. SBC sold off the networks that were built in X. 

· SBC-Ameritech: “SBC 2001 Annual Report “Out-of-Region Competition: In accordance with this condition, we will offer local exchange services in 30 new markets across the country. We are required by the FCC to enter these 30 markets as a provider of local services to business and residential customers by April 2002.
· Outcome: There was no major competition in 2002 or later from SBC in local exchange service.

· Merger Condition flaw:  the FCC’s conditions required only 3 customers in a market: 
”On April 9, 2002, the Company notified the Commissioner that it had installed by April 8, 2001 local exchange switching capacity and was providing local exchange service to at least three unaffiliated customers in the following 10 markets: Baltimore, Bergen-Passaic, Middlesex, Nassau, Newark, Orlando, Salt Lake City, Tampa, Washington DC and West Palm Beach.
· FCC’s reason for the merger: out of region competition: "This will ensure that residential consumers and business customers outside of SBC/Ameritech’s territory benefit from facilities-based competitive service by a major incumbent LEC. This condition effectively requires SBC and Ameritech to redeem their promise that their merger will form the basis for a new, powerful, truly nationwide multi-purpose competitive telecommunications carrier. We also anticipate that this condition will stimulate competitive entry into the SBC/Ameritech region by the affected incumbent LECs." “Applications of Ameritech Corp., Transferor, and SBC Communications Inc.,” CC Docket No. 98-141 Memorandum Opinion And Order, FCC Adopted: October 6, 1999 Released: October 8, 1999
· Project Pronto:  SBC annual Report 1999:  “Broadband Initiative in October 1999: As the first post-Ameritech merger initiative, SBC announced plans to offer broadband services to approximately 80 percent of SBC's United States wireline customers over the next three years (Project Pronto). SBC will invest an estimated $6 billion in fiber, electronics and other technology for this broadband initiative. The build-out will include moving many customers from the existing copper network to a new fiber network.”
· Outcome: Dave Burstein, publisher of the respected DSL Prime, did this account of the rollout of DSL by SBC in October 2001. We couldn’t have said it better. “Subject: SBC's disingenuous financials and Pronto 'cutbacks'. Sent: Monday, October 22, 2001 4:01 PM
· SBC-AT&T: 
· Outcome: AT&T’s previous local and long distance customers, who chose the company as a competitor to the incumbent, were merged into the local phone business. Prices of these customers, based on phone bills increased for both local and long distance in our study of San Diego Ca, done in 2004 and repeated in 2008.  Competition in the market was greatly diminished, as the only remaining large competitor (MCI was also ‘harvesting customers) was the cable co., who had about 20% of the local market. AT&T controlled the rest.  
NYNEX-Bell Atlantic (Renamed Bell Atlantic: 

· “NYNEX proposes to deploy hybrid fiber optic and coaxial (HFC) broadband networks that will provide advanced voice, data, and video services, including interactive video entertainment, multimedia education, and health care services. NYNEX plans to deploy this type of network to the majority of its customers by the year 2010.” (video-dialtone filing by NYNEX, MA and RI)
· Bell Atlantic 1993 Annual Report79 "First, we announced our intention to lead the country in the deployment of the information highway.… We will spend $11 billion over the next five years to rapidly build full-service networks capable of providing these services within the Bell Atlantic Region."…"We expect Bell Atlantic's enhanced network will be ready to serve 8.75 million homes by the end of the year 2000. By the end of 1998, we plan to wire the top 20 markets.... These investments will help establish Bell Atlantic as a world leader…."
· Outcome: Instead of  NYNEX and Bell Atlantic competing, post-merger Bell Atlantic closed all fiber optic based broadband activities in 13 states. 
GTE-Verizon: 

· “In 1991, GTE Telephone Operations became the first telephone company in the United States to offer interactive video services…. Expanding on this success, the company in 1994 announced plans to build video networks in 66 key markets in the next 10 years. When completed, the new network will pass 7 million homes and will provide broadcast, cable and interactive television programming.
· Verizon-GTEFCC: “4. The Applicants, however, have proposed conditions that will alter the public interest balance. These conditions are designed to mitigate the potential public interest harms of the Applicants’ transaction, enhance competition in the local exchange and exchange access markets in which Bell Atlantic or GTE is the incumbent local exchange carrier (incumbent LEC), and strengthen the merged firm’s incentives to expand competition outside of its territories. We believe that the voluntary merger conditions proposed by the Applicants and adopted in this Order will not only substantially mitigate the potential public interest harms of the merger, but also provide public interest benefits that extend beyond those resulting from the proposed transaction.”
· "First, the merger will finally enable one of the Bell companies to attack the local markets of the other bells on a widespread and effective basis. “In the Matter of GTE Corporation Transferor and Bell Atlantic Corporation, Transferee for Consent to Transfer Control,” FCC, October 2, 1998
· “The commission has concluded in recent orders that the Bell companies themselves may be among the most significant potential competitors to each other in the major metropolitan markets where their geographic regions are contiguous. However, Bell Atlantic today is not a significant potential competitor to any of the other Bell companies, its service areas are geographically separate from the major service areas of the other Bells and it lacks the presence that it needs to be effective to enter and compete in key urban markets of the other Bells' regions. The merger with GTE will immediately erase that limitation." "GTE Corporation Transferee Bell Atlantic Corporation for Consent to Transfer Control of Domestic and International Sections 214 and 310,” FCC, CC Docket No. 98-184, Memorandum Opinion and Order Adopted: June 16, 2000 Released: June 16, 2000. 
· “Bell Atlantic (NYSE:BEL) and GTE Corp. (NYSE:GTE) today will file reply comments with the Federal Communications Commission (FCC) on their proposed merger, saying the transaction would ignite nationwide competition in local, long distance, wireless, Internet and data communications services.” Bell Atlantic press release.
· “Within 36 months from merger closing, Bell Atlantic/GTE will spend a minimum of $500 million to provide competitive local service, including traditional local telecommunications services and advanced services, outside of its service areas or will provide competitive local service to at least 250,000 out-of-region customer lines.”
· Verizon closed almost all of the GTE broadband/cable buildouts, Verizon has never competed against another Bell company with any rigor in wireline service. 
AT&T-BellSouth:
· AT&T BellSouth--- APPLICATION FOR CONSENT TO TRANSFER OF CONTROL FILED BY AT&T INC. and BELLSOUTH CORPORATION COMMISSION SEEKS COMMENT ON PROPOSALS SUBMITTED BY AT&T INC. AND BELLSOUTH CORPORATION WC Docket No. 06-74
·  By December 31, 2007, AT&T/BellSouth1 will offer broadband Internet access service (i.e., Internet access service at speeds in excess of 200 kbps in at least one direction) to 100 percent of the residential living units in the AT&T/BellSouth in-region territory.2 To meet this commitment, AT&T/BellSouth will offer broadband Internet access services to at least 85 percent of such living units using wireline technologies (the “Wireline Buildout Area”). The merged entity will make available broadband Internet access service to the remaining living units using alternative technologies and operating arrangements, including but not limited to satellite and Wi-Max fixed wireless technologies. AT&T/BellSouth further commits that at least 30 percent of the incremental deployment after the Merger Closing Date necessary to achieve the Wireline Buildout Area commitment will be to rural areas or low income living units.
·  AT&T/BellSouth will offer to retail consumers in the Wireline Buildout Area who have not previously subscribed to AT&T’s or BellSouth’s ADSL service broadband Internet access service at a speed of up to 768 Kbps at a monthly rate (exclusive of any applicable taxes and regulatory fees) of $10 per month.
· 2 As used herein, the AT&T/BellSouth “in-region territory” means the areas in which an AT&T or BellSouth operating company is the incumbent local exchange carrier, as defined in 47 U.S.C. § 251(h)(1)(A) and (B)(i). 3. 
Outcome: Based on our California phone bill survey and other data, AT&T did not advertise this $10.00 service to dial-up customers; AT&T did not reach 100% of their market with 200Kpbs in one direction – 
AT&T and MCI mergers 

“The Commission concluded that consumers will reap the rewards of the public interest benefits that will flow from these mergers.  These benefits include integration of complementary networks, which will increase efficiency and provide consumers with new services and improved network performance and reliability.  The mergers will create stable, reliable U.S.-owned companies that will provide improved service to government customers and benefit national defense and homeland security.  In addition, the mergers will give the companies increased economies of scale and scope, which should increase their incentives and resources to engage in basic research and development.  Finally, the mergers should result in substantial cost savings, which should benefit consumers throughout the country.”
