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February 11, 1991 

Ms. Blanca Bayo, ~ 
Division of~ Mdlt.tpartilw 
RoomllO.~MI I 
Florida Public S.W.Ca · •·an 
2S40 Slumard Oak BIYd. 
Tallahutoe, Florida 32399-0150 

t 
Re: Dec:lret Ne. 971 ... 1?-•••u11Cior app~"W¥alot ......... ot ce~~trol of MO 
Co••••katl•• ~ C,..t cwporadoll of MO Metro Accal T,....illioll 
Semcel, IIIC., llal ... tl AA V/AIIC c.tlllcate 2916, ud MD Tlleco.•••lcadolu 
~llllllwtiiXCC.J.I te61,PA1SCwtllate,...udAAV/AJ:&C 
Certificate JtN) .. TC .. ,&kllll Cerp.. a....., ....... •blldlarJ to Wo.WC... .. c. 
d/b/81 LDDS W......._ 

Dear MI. Bayo: 

The Comrraminlf-oa~ WOibn of~ (CW A) petitions to intervene and to 4'equest a formal 
proceedifta in the lbow-na•krald Docket No. 971604-TP. Encloled is an ofiainal L-:d IS 
copies of our CO"WWIIII tied ill dlil doc:bt. 

CW A repr111 ~ 111 20,000 worbn ill the 1tate of Florida, the majority of whom are employed in the 
tel~ iadullry. The~ WorldCom-MCI merpr will impKt ow memben u 
workers and u cnnamwa oftelev vry•onjqrions .-vices. 

We request that you piiCI CWA on till .-vice lilt, lilted u follows: 

ac __ r#"neorge Kohl 
Debbie Goldman 

t#A -~Comnuic:atioal WOibn of America 
'pp ·sot Third St. N.W. 

~nO~~ D.C. 20001 

CTR Sincerely, 

fAG T--9-~l~ 
LEG ~rge iobJ 
LIN -$ Senior Executive Director 
OPC llelearch and DevllopNnt 

CornmunicationJ Wort.. of AmRa 
RCH__,--
SIEC__j__ 

WAS~/ 
OTH .AJ..L..-V' 

.... NTN •• R-IATE 

02151t n:a 121 
~lCO«DS/AEPORTu.l 

·' 

·~· 
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Before the 
Pablic Service Comaillioa 

of die State of Florida 
Tallall•••ee. Florida 

In the Mia« af ) 
) 

Request for approval oftl'llllfer of ) 
control ofMCI c--lllkatioal ) 
Corporation (plnlll COipOI'Itiall of ) 
MCI Metro Acce. TriDin-illioll ) Docket No. 971604-TP 
Services, Inc .• bolder of AA V/ AU!£ ) 
Certificate 2986, llld MCI ) 
Telecommlll'ic:ltfa. Carpondoa. llaldlr ) 
ofiXC Certificate 61, PATS Certilclte ) 
3080, and AAV/AU!£ Certibe 3996) ) 
to TC lnvatmentt Corp., a wbaly-owoed ) 
subsidiary ofWorldCom. lac. dlo/tl ) 
LDDSW~ ) 

Peellloa to lnterveae 
ud P,.... of Proposed Aaeacy Action 

of the 
Commaaicadoas Worken of America 

Dated: February 12, 1998 

Georae Kohl 
Debbie Goldman 
Communications Workers of America 
SOl Third Street N.W. 
Wuhington, D.C. 20001 
(202)434-1194 Voice 
(202)434-120 I Facsimile 
debbie@cwa-union.ors 

llc:uMIMT NUMI~-IATE 

02' 54 f£8 121 
FPIC~~ECORDS/RE~ 
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L .. trodacdoa 

Punuant to Rules 25-22.029111d 25-22.036 of the Florida Adminiltrltive Code, the 

Communications Workm of America (CW A) petitions to intervene and submits this Protest of 

the Co11'111li1Sion'a PropOIId Aa-r;y Acdon in Docket No. 971604-TP, the request for approval 

of transfer of control of'MCI Comamications Corporation to TC Investments Corp., a whoUy-

owned subsidiary to WorldCom, Inc. dlblallDDS Worldoom. 

CWA represent~ more tbaa 630,000 workm nationally, indudina 20,000 workcn in Florida, the 

majority or whom work in lllecomnlmicatina. CW A members are alto consumers of 

teJecommunicationa ..W.. 

The Commiuion should bold formal proceedinp on the impaa or the Applic:anta I request for 

transfer or control ofHc.Ht &om MCI Comnunicationa Corporation to WorldCom. Inc. The 

proposed merser raiJa important public interat toncerna that the Cornmiuion should carefWly 

tonsider in the context of formal prvoeodi,... On the merits, the Applicants fail to demonstrate 

the proposed merpr betwe. MCI and WorldCom, Inc. would benefit Florida tonsumers, for 

numerous reuona, inclndiaa tbe foiJowina: 

(I) The propoiOd merpr would adwnely affect the development of oompetition in the lcx:al 
exchanae felidenti.tlllld nnalllMIIiNit market. The merged entity's bulineu plana 
indicate that it plaaa to ftlduce ~ lpeDdina in the local loop by a total of SS. 3 billion 
over the next four yean, complnCI to pre-merger planned lcx:alloop investments by MCI 
and WorldCom. 
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(2) The propoeed IDII'JII' would harm the provilioD of quality leMce at aft'ordlble raaea over 

the public IWitcbld .....,.._network in Florida. 11us, it would not ..w to maintain 
nor 10 ianpn:M die qullity of .-Yice availlble to CODIUIIIIn in Florida, particularty those 
in hiaHolt - · ........ the merpd entity' a focus on lei'Yina buaineu cuatomen in 
urba-willllift .. iAcaat me~~~a fiom tbe publie awitcbed network to the private 
MCI-WortdColla DltWOrt. It wiD increue 1CCC11 cbarp bypua by hiah-value buaineu 
aaltCJnWI. Ia...., a111 to the lhlrp reduction in rewn101 in the local exchanae, there will 
be incr1a1d pr11ae to nile local reaidentia1 rata. to reduce investment in the public 
awitcbed aetwork, or bodL 

(3) AJtbouP die Appicltioa c:oea not dildole or even di~aau the question. the merpd entity 
would COIIII'GI .. 6J ~~~~of the United States Internet bKkbone market. 11us, the 
propoted mqer would ldYmeiy aft'ect competition in the Internet ICCCII market. The 
propoted - wilblw tbc anti-competitive efFee& of lipiftcandy increuina the 
IIICIIpd ....,.. -at ,._.10 lit prices for and acceu to the Internet, puticu1arty in 
biab-COit .... _ iD Plarida. 

(4) The propolld mqer would not benefit 111te and local economiea, local comna&nities, and 
would nUt ill job lallllld ,..Iced liviDa ltlndarcla for telec:omnulicationa worken. 
The lllei'Jidllllity'a.,..... reduction in network invatment and alea and marketing 
expa11e1 wiD re.alt ill lipilc:ant lou oftelecommunieationl jobs in the state of 
Florida. 

2 
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u. 111e.....,.... Merpr w• De1aJ DevelopiMIIt or c .. petitio• 1a t11e Local Eldl••• 
ResideDdalud- ...... MarUt. 

A. MC BIIIN ..... ep111d Merpr witll WottdC .. Wu die Molt A ..... e 
PoteDdll 16iPndlded" C .. pedtor Ia tH Local E•c•••P Relldelldll ud s.all 
.... MMtret 

The propoted mqer would haw 1n antJ-competitive impact in the local exchanp residentill and 

small hnli,.. marbt. P'nt, it would educe investment in facilities in the local exchanae. 

Second, u explained ill detlil below. it wuuld eliminate MCI u an agrcuive potential 

competitor to brelk tbe locll boUIIIIKI&: ill the raidcntial and 111'1111 bulincu local exdlanae 

market. 

Before merger piiDI wereamounced. MCI hid been the molt agreuive among lona diJtancc 

carriers in its piiDI to build &ci'itill to 01J111P11e for residcntill and small bulincu c:uatomcn in the 

local cxchanp. The~ ...,.meed plans to spend S2 billion to build local &cilitia. with 

plans to enter relida1lillllld 1111111 bu..., muketa in 31 cities in 1997 and 7S cities in 1998.1 

"We plan to serve relic,tential CUitomen with our local networks," MCI President and Chief 

Operating Officer Timothy F. Price IIIJIOUDCed.2 Analysts noted that amona the lona distance 

companies. "only MCI wu inanlted in ependina real money on local wires and switches ... , MCI 

2 "One Year After T...._ Act: Mel Agll_.:oel} E.,.... Local Scnice; Briap Local Nctworb 10 Six New 
Cities, Plans Local Service far 'rd d 'iel 0. a 1 1 iD More Slllel; MCI ('.ommiaed 10 Servia& Local Cultomen 
NatioDwidc," Feb. 6, 1997 <'Gp:/lwww.-i.a.'w'mrct/about. .. reltllpublicpol70l06.hlml). 

, Robert Crandlll, .. MCI Pla)'ld die .......... 011111 llld Loll." 7Jw Willi Sbwt JOfii"NNI, Nov. 27, 1997. 

3 
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continued to DJ!Ii,...;, ita comaibDIIIt to the raidential and ama1l bulineu local exchanae market, 

even after July 1997 wt.. it aaaouacecllower than anticipated rewm~a from the local loop.• 

B. Tile ....... Elld&J'• fla•Md Redlldiou ill tile Local Eadaa•p over tile Nat 
Poar Yean W .... DIIIJ die De¥elop .. t of PHilltle8-Bued Co•pedtlo• Ia die 
Local E••ee •• .. •••dtJ alld S.al Buiaea Marbt 

However, on October 3, 1997, two ckys after MCI and WortdCom announced their proposed 

merger, WorldCom'a Vace-Chairman and ChiefOperatins Officer John Sidgmore announced in a 

press interview tblt the _... CGIIIpllly planned to retreat &om the consumer market by 

triDiferrina MCI'a c:urnat lolr8 diltance residentiel cuatomen to another finn. "[We ere] not in 

the consumer bulinell." Mr. SidpMn uid.' "lt'a very difticuJt for us to find 1 way to make 

economic aense out oftbeldwrtiliJia budpta, the customer lei'Vice budaeu. etc. required to be 

in the COIIIUIDII' bu.,_ "' While tbe merpd company miaht continue to earn hish-rnersin 

reveruea by carryiaa COIIUIIW trdlc on ita network. Mr. Sipore llicl, the low-margin work of 

providina cuaton. .-vice, operator .-vicea, and billina would be tnnlfcrred to another carrier.' 

Mr. Sianore'a statement provoked a fireltorm ofneptive reaction. And so, the next day, on 

October 4, 1997, Mr. Sipore tried to soft~ his oriainaJ statement. Tbc plan to transfer 

• .. MCI ,_..CD atediO Ill Local Semcc Strllc&Y." ec-au.ICGIIDfU Today, July 7. 1997 

' Mike Mills, ·wartdCoaa Woald Sldl MCJ•1 POCUI; Bidder Plana 10 Sbod Raiclcntial Savicc." Wtulllrrgt011 
Pon, Oct. 3, 1997. 

'/d. 
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repelled that the ......S CCJ1111*1Y would lbow little interelt in the resicJential market. ""Our 

religious focus ia au the bur• Qlltomer," he llid.' ''It ilajihld."' (See "Altachrnenta".) 

Based on thele public ... ,......, the ftature of the merpd entity'slona distance residential and 

the Securities and ~ C.ommillion (SEC) indicata that the mqed company plana to 

abandon MCra previous pllato build out ita Detwork in order to serve raidenti&l and amaU 

buJineu c:ustomen. 

Indeed, the merpd entity p.. to reduce their nationwide apendiDa in the local exchanae by SS.3 

billion over the next four year~ COIIIpiNd to .,.-.meraer planned loQlloop spendina plana. 10 (See 

Table 1 below.) 

I Mike MiUa, .. WoddCola Olrilll NCIP'-; Bidder Pw,e.ll 'Will No& ........ laidadial Cullomcn, .. 
WAS#tl~~gton P061, Oc:taber 4, 1"99'7. 

'Jd. 

.. WortdCom. lac. form 1-K Exbllit 99.3. 
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Operatlaa 
COitl 

Capital 
EKpe~~dltara 

Total 

• • " 

T .... t ...... ......, ,.__. Red~~Ct~H~ 1a Spelldlaa 
.. Leal811ll1•dlll ad .... ...._ Martlet ., ... 2001 2002 Total 

S500 lllillioe S700million $900 million S1.2 billion $3.3 billion 

S700DIIion $575 million $450 million S300 million S2 biUion 

Sl.2billioD s 1.2 billion S 1. 4 billion S 1. 5 billion $5.3 billion 

Source: WorldCGID Pona 1-K. Ex1111it 99.3, "wei ud WorldCoaa AJIIIylla ...._...ioa GiwD oa Nov. 10, 
1997." 

MCI and WorldCom delcribe tt.e ... ad local loop inYestmenta u "ayneriY' aavinp. aavinp 

to be realized u a r.dt of the...... MCI and WorldCom break thele "ayneray" aavinp into 

two broad Cll~FJiel: operllliaa colt ll¥iap and capital expenditure aavinp." 

Operating Cost ScMng.r. MCI aad WarldCom identify a line item amona operatina cost savings 

called "MCIIocal l&viap." Tbe mqld .mty anticipates MCIIocal operatina cost aavinp of 

SSOO million in 1999, riliD8 to S 1.2 billion in 2002. u 

In their public announcements ad SEC filinp, MCI and WorldCom do not identify anticipated 

MCIIocal opentina COlt aavinp in 2000 and 200 I. However, int«pooalina fi'om the 1999 and 

2002 fiawes that are prcwided in the ftnaneiaJ drx:umenta, one miaht c:onaervatively estimate 

planned aavinp in tbe...,. ol$700 million in 2000 and S900 million in 2001 . Bued on this 

II /d. 

UjtJ. 

6 



.. ' 
" .. 

) • • l 

ab'Nte, tbe ....... .aty ,._ a lOIII reduction of $3.3 billion in MCIIocal operatina COlli in 

the four~ ..... - ... 

savinp in the mtpitude of$3.3 billion over four yean can only be realized by a shift in buJineu 

focus, away &om die liP COltS of Mlfbtina. provilionin& billin& and providina customer 

service to a 111111 nwbt. 

LoctiJ Cotplltll EJptJd"n o.t SGWIJpo MCI and WorldCom abo identifY $700 million in 

reduced capital expniturel iD die local loop iD 1999 and $300 million in reduced local loop 

capital expeMitunl ia 2001.11 1-.poiatina &om tbele fiprea. one might estimate reductions in 

planned local loop me•ment of$575 miDioa in 2000 and $4SO million in 2001. for a total 

planned recluc:tiaa ia die locllloop of lbout S2 billion. This is the same amount that MCI earlier 

announced it planned to i1M11t to "'iiMde the loc:al telephone market. "1
• 

In awn. over the next four yean, the ......S entity plana to reduce local spendina by a total of 

SS.3 billion compared to wblt MCI pW'1811 to 8pelld in the local exchanae absent a merser with 

WortdCom. The overwhllmina portion of the S~.3 billion in aavinp will be realized &om the 

I) /d. 

•• "Ooc Year After T._. Act: MCI qp.iwely BIPindl Local ScMcc; Briap Local Nctworb to SUl New 
Citica, Plus Local Servkle b ,........,... C.. eniD More SIMa; MCI CGem*'hld to Servia& Local CUilOIDCrl 
~ .. ..,.... 

7 
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shift in MC1'1 bulin111 --., away fiom the raidentia1 and small bulineu local exchanae 

market." 

There is stro~ ftidence that prior to the announcement of itJ planned meracr with WorldCom, 

MCJ planned to enter the local exchanp raidential and amall buJineu market with an qgressive 

local build-out aDd marbtiDa commitment." These plana wiD be scrapped over the next four 

yean by the IDeiJICI eadty with iu "nfiaioua foau" on the medium- and large-sized business 

customer. 

Thus, the merpr wiU eliminate the atronaat potential precluded competitor for facilitiet-bued 

competition ill the ..-..u.s aad 1111111 buliDeu loc:al exc:hanp market. In addition, it reduces 

the number ofcompeliton in the local exchanaa in Florida's metropolitan centers. Today, MCI-

Metro and WorldCom (tJnuab ita MFS IUbsidiary) provide loc:al exchanae services in Miami, 

Orlando, and Tampa. Tbe merpr will reduce the number of competiton in these loc:al business 

markets . 

., There arc Giber fi·o cia' lips thlt die ..... llldtJ would reduce MCI'a prc-mcrJCf plaaacd iJM:IImcal ia 
1oc:a1 r.cilitiel. ne _.., C1111itJ will IIIYe a •i"caat dclbl CMfblna • a rault olborrowina 11 billion 10 
purcbale Britilb T*-'s MCIIIDCk, ...... CMil flowllbll .UJIII baYC cOcnrilc boca availlblc for 
explnaioct 

""'ne Year After Telecola Act MCI .. CIIIillly Exp~ndl Local ScMce; 8riap Local Nelwofb 10 Six New 
Cities, Plana Local Scmcc far Pdf Ifill c.a •• ba Mare SU..; MCI C4cnaaitled to Scrvina Local CUIIomcn 
Natioawide," .,.. 

8 
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In both d-. _,... I1ICiucdoD of the aumber of current competiton in the local exchanp. and 

the elimination of the IDOit wrn•·ve potential c:ompetitor in the raidential and small bulinea 

local market-the _..., adwnely dects competition and it not in the public interest. 

DL Tile Ptopolld ......... w• ...... ely Bani dat Pnrilloa oi'Qulky Stmct at 
All'ordablt Ratel • ....... Swlldatd T.,.._ Nttwon. 

A. Tlat M .... .....,,, V-*al .. tepadoa of E11eUIIp Acaa, LH1 Diltuce. 
aad .. ..,... Ace. Martreel Ia Vt baa C•ten WOIIId Ra•lt Ia a Slplflcallt Slllft 
oflteY•MI rr- ... hbllc SwltdMd Network to tilt Private MCI·WOI'tdCo• 
Network 

WortdCorn, throuah ita I'ICIIIt ICqliilitioaa ofMFS and Brooks Fiber, is the laraat competitive 

1cc:t11 carrier in the Dltiaa. providilw eccblnae acceu to business cuatomen in 86 metropolitan 

centers. Nationally, WorldCom'•loaa dilt1nce network customer bue c:onaiJtJ of80 pen:ent 

business CUJtomera; the •••••• 20 pen1111t 11e residential customer~ who purc:hue through a 

wholesale ll'l'lllpiMftt. 11 Leu thin ftve percent of WortdCom '1 reveraaea derive &om the retail 

segment and fUlly 20 perc:eat ofWorldCom's ~comes &om ita private line buaineu. 11 

WorldCorn, and the firms dud it hu ICqUired. have pursued a targeted buaineu ltrltegy, ignorina 

residential customers and IDIII markets, while pullina high-revenue medium- and large-sized 

business customers oft' the public twitched network. 

17 Morgan Stanley Dean Wialer, .. W~ 'l1le 1'1 Hne It; IDicnullioaal aad ..._. fuel a Great Growth 
Slory," June 2, 1997, p. I . 

11 /d, pp. 4 aad I . 
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A merpr ofMCIIIId WortdCom would readt in a vertically intearatecf company ideally 

positioned to arbitnee bu*err opportunities opened by a competitive, dereplatory policy. The 

merged entity would owa lber riiWina the bulineu diltricts in Florida' • urban centers; •Ions· 

distance network with lipifkwlt arket share (25 percent nationwide); and 63 percent of the 

Internet backboae llltWOrk llld die Jaraett Internet service providen.1
' 

In their applicatioa. MCIIIId WorldCom ltate that the propoaed merger will ac:celerate 

competition-apecially in localllllrbb. But in reality the merpcl entity will not be a competitor 

in all ~ts leiWd by inrmnbent loc:ll exchanp carriers. Rather, the merpd entity's bulineu 

plans build upon WortdCom'• put k•*••~trate~Y-to achieve hiah maraina by tarsetina 

entity will be able to attnct hiah revenue bulinea cuaomen by providina a bundled package of 

exchange acceu, lOIII dill~ llld ....._ accas provided entirely on its own network. The 

result will be a ctiveniOil ~mwate off the public switched network and accelerated bypass 

1
' "MCI WorldCom- A New &a oo-.-c·r••io'-•• ~." (llltp:/lwww.IKi.comllboul 

uslcompuy~bbal). 

10 
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B. Tile laenae Ia A... Cllarp Bypau by tlae Merpd Eadty WiD Uadenaiae 
Pa orilioa or Qalltr .. ,. at All'onlable Rata 

A merger between MCIIDd WorldCom would undermine the provision of quality, affordable 

service on the public awitcbed ttiepbaae network in two ways. Fant, u discussed above, the 

merged entity' 1 vertic:aUy .......... ~~~&work in the major urban centen would erllble it to bundle 

exchange acceu, lona diltance., and ~ ICCCII to buaineu customers and shift a IUbatantiaJ 

ponion of revenues offtbe public IWitcbed network. Incumbent local exchange carriers are 

currently unable to provide limillr J*ktpa due to a variety of reaadatory and lepl barriers, 

including regtdated acceu prices IDd nltrictiona under the Telecomnllnications Act of 1996 

Section 271 apinJt providiaa Joaa nl•a .vice. • 

Second, the merged entity' I wrtically iatepated network would accelerate acceu charge bypua. 

Nationwide, MCI and WorldCom lltimate .. aynersy'. savinp in "domestic line costa" of S I. S 

billion in 19991Dd $1.2 biUioll in 2002.21 While MCI and WorldCom do not explain the source of 

these "domestic liDe COlt" uvinp. it is molt likely that the savinp derive from acceu charge 

bypass. Auuming uviap in 2000 and 2001 of$1.3 billion and $1 .4 billior., respectively, we 

estimate the total acceu cbarp uvinp nationally over the four yean cornea to SS. 4 billion. A 

substantial ponion or tho• uvinp will be realized in Florida. 

311 Section 271 prabibidoM oa Bell ()plrlitiJII Compeny cauy inlo 1oa1 dilllnce are uncertain. pcacliaalppCAI 
of rcc:cnt court dccilioal 

11 WorldCom.lnc. Fona 1-K ............ to thellcurtUelllld Exchlnp CommiiiHMa, Nov. 9, 1991, Ex.bdMl 99.3, 
Analylls Praenlllioo CiMD OD *' 1 ltlir 10, 1997, pp. 25-26 (bcreiuftcr WortdCom Form 1-K. Exhibit 99.3). 

II 



The combination of..._ two &cton-the accelerated mipltion oflucrative bulineu tnftic oft' 

the public IWitcbld DltWGit IDd the increue in accea charp bypua-would lead to lipificant 

revenue lou by inculbeat loc:ll ... carriers who contirue to have carri•-of·lut·resort 

obliptiona. Tbe r-Mwloll iD le\WIUe is likely to result in preuure by incumbent LECa to 

raise raidential rat11, putic:ularly ia t-Jab-cost area. decilioftl to reduce network investment. or 

both. 

The rault would uadenDiDe tile proYitioa of quality service at just. reasonable and afFordable 

rata to raideats iD II -of' die ~~ate, apeci•lly thole in run1, hi&h cost area. The result 

would lllo reduce m.IIIIMIIIHe to ~- in uparadina networks. delaying prosraa toward 

brinaiaa acceu to ldviDced ~and information services in all reaiona of the 

state. 

For this reuoa, tile MCI·WortdCom ....-is not in the public interest of Florida conaunen. 

12 
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IV. Tile Paep111d ........ WHid Advenet, Afred Co•peddoll i• die 
....... .uc.Marllet. 

A. Tile M ..... EatltJ Woald O..iaate die .. tenet Backboae Market 

The evideace demoaltr ... that the merpr would adversely affect competition in the Internet 

acceu market by combiDina twc of the three largest Internet backbone providers. 

The Internet it compoleCl of two dilllnct markets: I) Internet service providcn (I SPa) that 

connect end uaen (c:u•omn) to tbe Internet primarily throuah dial-up or dedicated connections; 

and 2) fntemet beckbone pnMden that inter-connect with the ISPs to pus traffic acrou the 

country and UOUDd the alabe. (See .. Conceptull Overview of the Internet," Attachments.) 

While today there arelbout 4,500 JSPt nationwide, there are only a small number of naJional 

backbone providln. A llllltGI'Ml....,.. bKkbone provider i1 defined u one that maintains a 

packet-switched national data network with DS-3 (45 Mbpl) or hip speeds, peen 

(interconnecu) with other netv.-orb on both couts, and is able to carry data traffic from the 

originatina to tbe ta'lninatial user without bavin& to purchase lntcnM"~ acceu from any other 

company. 

Today, a band1W of companiet dominate the Internet backbone market. The only publicly 

available market lhlre data on the bUrnet backbone market is that coUected by Boarrlwalch 

maguine. 

13 
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The data ia Tlble 2 011 the next .-ae prnentl two rneuura for market share: the perc:ent of 

Internet .-vice prOYiden (ISP1) that connect to ach national blckbone and the percent of ISP 

connectioDt M lldllllioall backbone netWOrk hu. (The munbcn differ lliahtJy lila some 

ISPI baYe multiple cowaectioal.) 

The data c1emonstrate1 that today there are three dominant firms in the Internet bldcbone market. 

Bued 011 the peR8It ofiSPI ~to iu network. MCI hu 40.7 perc:ent of the market, 

Sprint bu 30.5 perca, ..... WorldCom (wbic:h owns UUNET, ANS, and CompuMrve) hu 23 

perceal. 88N * AOIS trlil with linale-diait market share; all other Internet backbone 

providen haw wry 1111111 a.rket share. u This market share data is consistent with market share 

infonllllioa that bu .,_ published in the preu and investment analyst reports.» 

12 lick Jticbnl, ..,. Bia. Tile Owf II f, adlbe Nllay: lJUNel Relipl f"oe lbe latcmct-uS Wat ExpR8CI 
Clude8 GNid _.C......_, dll JICC .... oa Mcell Charpl." /JotMdtallld, Juac 1997, 
llllp:/lwww,ILJ '• aa h:C97,,..,.._1...._ (laeiMftcr Bo.dtNidt). AD updlled r.JI 1997 Botlrdwtllclt 
.wy npaltl dill • .._.. c s ; __.. on• .._ 41.43 perca1 o/111 IIIICniCt CXII'nec:tioal (29.43 
pcrccalllr MCI_. It ..... llr WGddCom!UUNET; DO ftpua pa llr ANS or CNS). This updlled -.n'CY 
repoftllhlt Ma ..... lllwe 31.79 ,._ o/IIPI OOIII'OCtOd 10 it, buldall .. niPOft lialilar fipra for 
WorldCom'a twtta• • ......_ s. ••• 1111 n rb, ,,.,.,., Snvic. Prtwt-.: (}wi!Mrly Dlf"«<ory, fall 1997. 

11 Odllr .._dill cill ......... dlla illchlde: 1"hoouu E. Weber aad Rclbclc:ga Quick, .. Would WortdCom
MCI Dell Lift Tollloa Mel?," 7llt Willi Sltwl.lowrttll, Oct. 2, 1997, p. B·l ; "The New World Onkr," BIUiMa 
WHk. Oct. 13, 1997, p. JO; ICrn 11 .. Milr, •MCJ-WorldCom f .......... Probe," C_,.ICGIIOIU WHk 
IIIIVriiiiiOitlll, New. ~. 1997; ...... a...- ..._ • WorldCGID Orilla tar 60% (1/ .......... Co.ptltma. IIIC .• 
nee. 5, 1997; Blsaai a · "· ·w.wco.. MCI, Mdlbe 1a1cn1e1." UMJ, Dec. 1. 1997; Morpa 51aa1ey Delli 
Wialcr, ·w~ n.I'IIM It; .......... adlatcrael fuel 1 0... Growth Slory," Juae l, 1997, p. 22; ·am·. MCJBid ..... A TAT'• NM ........_" ,,.,.,.,.,, WHk, Oct. 20. 1997 . 
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T .... 2. ....... l•dl•••• Plwlden ... , ... CotiHCtiolu %fiiiSPa 

MCI 1569 ... '73% 

Spriat IP Svca 1176 30.53% 

U11NET (W..WC..) Ill 21.05% 

AGIS 303 7.1,.~ 

BBN 119 4.90% 

ANS(W...C..) . '' ··''" 
Dipx 61 .. , .. ~ 
DaaaXcbqe 53 1.37% 

CWIX 45 1.17% 

GoodDel 45 1.17% 

PSI 31 .10% 

NAPNet 23 .601~ 

GridNet 21 .55% 

A'I'MDit 17 .44% 

IBM 13 .34% 

CAIS 10 .26% 

NetCom 9 .23% 

Savvil 5 .13% 

C.. ........ (W.WC..) ~ .13% 

Source: iJotlfrlwtltcJI June 1997. 

%flltaul 
aNIIIICdolll 

35..22% 

26.30% 

11.20% 

6.108~ 

4.24% 

1.55% 

1.37% 

1.19-~ 

1.01% 

1.01% 

.70% 

. 52-~ 

.47% 

.31% 

. 29'~ 

.ne~ 

.208A. 

.II% 

.II% 

Bold i""icatll tblt this Internet .-vice provider would be owned by the meraed 
WorldCom-MCI. 
% oiiSPI•" oiiiiiSPI illta'connectin with this bldtbone provider 
% oltetll a.••~•• •% oftotaiiSP ~with this baUbone provider. 
Tbil table allo iacllldll r...t backbone providen which do not moet the definition 
or national tw*boDe pnMden beeau• they must purcbue some Internet KUU 
fiom other . .u. • 
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Should the WorldCom-MCI meraer occur, the mqed entity would have 63 percent of alliSPs 

connected to the DlltWOik IDd SS pen:ent of aliiSP connection~. :w (See Table 3 below.) The 

merged WorldCom-MCI would have twice the market share of Sprint, the next largest backbone 

provider, with all others tl'lilial far behind. 

Ttlllle 3. l•tenet IIHkboH Pro¥iden 

11Hkb111e Coa•ecdo• %oiiSPI %oltolal 
coaaa."'ioas 

WortdCHI 2.454 63.7% 55.01% 

Sprint IP Svca 1176 30.53% 26.30'.4 

A GIS 303 7.8,..4 6.80'.4 

BON 119 4.90'.4 4.24% 

Source: llDtlrdwaldt. Juae 1997. 
Totala ldd.., to more dllft 100% becau.e aome JSPa are c:onnected to more than 
one ........ 

Thus, the propolld ma .. would reduce competition in the Internet backbone provider market 

among the most lipificant Rlll'ket participants in three ways. First, it would eliminate MCI which 

is WorldCom's llrplt major competitor. Second, it would create a market dominated by one 

powerful provider, with llmolt two-thirds of the market share. Third, it would leave the market 

with only two ~ ...at participants. This would adversely affect competition by creating 

one backbone provider with the ability through unilateral or concerted action to exercise market 

power to control priQel. reduce "'*'· or both. 

)A /d. 
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Evaluatinamarbt -... UliaaiSP connection data is a relevant atartina point for merpr analysis. 

privatization of the IDtmllt bldcbone in the early 19901, there bu been no fellllatory 

requirement tblt Dltworb ~ with each other on the Internet. Rather, private network 

providers have ...... to iaten:onnect with eKh other throuah neaotiated "peerins 

IITiftlementl." 1'hele ...... arranaementa allow Internet service providers and backbone 

providers to exchanp traffic ICI'OII regional and national networks. 

When the IIIIeniit ~ iadultry wu small and frlamented, there wu free peerins IJ110il8 the 

many bacltbola IDd ISPa. Tile voluntary peering arranpmentJ worked well, sparkins 

tremendous powth aad iDDOVItion on the Internet. The number of Internet usen doubles every 

four to six montba. arvwa. tam 9 million customers in 199S to 30-3S naillion today. Analysts 

predict that there wiD be hllf a biDion Internet usen worldwide in the year 2000, with revenue 

srowina fi'om one biUioa dollan in 199S to S23 billion in the year 2000. Many expect that the 

Internet's packet-switcbed cb.ta network wiU replau the public switched tdephone network u the 

predominut COIDIIIUDic:ati in&utructure for voice, data, and video.15 

~ the lnterDet ...at matures and c:oncentratea, the larse backbone providers c:onven former 

"peen" into "CUitomlrl" who pay for interconnection. In May 1997, WorldCom broke ranks and 

bepn cbaraina IIDIIIer ISPa aad blckbone networb not only for Internet transit but a1Jo for 

u Kevin SwM~Do DW/1111 r...-.. nw llft.f'MI Qltd T•I•CDIMIIUtiCIIIIOIU Polley, PCC omcc ol Plus aud 
Policy Wortaaa Piper Seriel, No. 29, MIR:b 1997, p. 12. 

17 
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ac:cess to its CUitomer routes. • Smaller backbones and ISPs had little choice but to agree or so 

out ofbuaineu, Iince reftllll...ant that their Qlltornen could not reiCh WorldCom's customers. 

Once WorldCotn ialaituted tlia aew policy, the other large backbone providers, includina MCI, 

Sprint, and BBN, followed 1Uit.27 

It is important to 1tre11 that it is U:terconnection, not transport capacity, that is the key issue to 

consider repntina eue of or blniers to entry in the Internet lc::<:eiS market. As Ions u no one 

firm dominates the IDtemet blckbone, it is in the interest of all the utional backbone providers to 

aaree to intercoaDect wida IICb .,.._ oa reciprocal terms. However, should one firm grow so 

large, the dominant firm wiD be able to set the terms of interconnection. 

Post-meraer, there would be two luplntemet backbone providers: the dominant WorldCom-

MCI network and aumbertwo Sprint. The meraed entity's dominant control over the Internet 

backbone market, abient reaulatory COIIItrlint, would allow it to exercise its market power to 

control prices and KCeU to the Internet badtbone through unilateral or concerted action. 

The merged entity could ute its muket power to further consolidate Internet access by refusina 

interconnection to smaller backbone provic'~ and ISPs; ldoptins discrimiutory pricina in favor 

• Bell Allllltic: r.ilioll 1o 0., 1M Applic:lltioal CJI WorlciCom or, in tbc Allemativc, 10 lmpoiC Conditions, /11 
the M_,., of Appllctlllolu of WcriiOMt, /ftC. fot' 'Jiwu.fon of C011tfo/ of MCI CotMt111tiCliii01U CtW(IO'at/011, CC 
Docket No. 97-lll, Ju. S, 1991, p. I . S.. ohoUUNct DcWll Pay 'Pecriaa' Polic:y for Smaller ISPs, TR Dally, 
May 12, 1997; R. Blm:a, "'UUNetlell 08k:ial Pecrial Rcquirancata," /llteNCtlw Week OniiM, May 13, 1997 II 
hllpJiwww.zdact.~llfunwoOOOI.btml . 

.,., /d. 
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of ita own ISPI (MCI_. WortdCom'a UUNET, ANS and CNS are both backbone providers and 

amona the llrpltiSPI); dlqina monopoly prices~ or providina poor service to interc.'.,nectina 

providers (clelayilw ClpiCity uparldel, for example). with the rault that compcti&on' c:uatomera 

will awitcb c:arrien .• 

Jle&lalatonllaw 101f1 ~ the unique economic struaure of networks; the value of any 

one network increuea u moae customers and content providers c:onnect to it. Because a meraed 

WorldCoiD-MCI ...._ bedcboae network would connect the vut majority of CUJtomers and 

content providen to ita t.ckbone. other providen will find c:onnectina to the WorlciCom-MCI 

network il vudy mare aeeble to them than their networks are to WorldCom-MCI. Thus. post-

merpr. ocher~ providen and ISPs would have to accept the dominant WorldCom-

MCI'a terma fbr ilarco+•IICiion to enJurC that their customers can reach all destinations on the 

Internet. 

In abort. in a polt-11111'8"" environment, new entrants to the Internet acc:eu market. including 

IDID)' lllp ~firma that employ CWA members, would face barriers to entry 

imposed by tbe dominant t.ddlone provider through its c:ontrol of interc:onnection. This would 

• Bell A•MK;. ia ill~ I ?• ia CC Dodlcl No. 97-211 belore dac FCC .. DOea tbl? evea in the lboct rua 
tberc arc 1D111J • ' ' :J' 1611K'"IO _, IWiPdUaa by ISPIIIIoald tbcir tw lrhoiiC pnMder railc its prica or 
reduce .mea. ..., ,.._ tiiiPI'-e eddral..-e. For tbclo ISPI. IWitchiaa bldcbona would Clllail 
IMipiq iPI C JSa l(lg ..... , II, wbk:ll would RlqWrc ...... mbcriq many banlwarc, opcqUftll)'llem. 
network ICiftwlll. ........... icldoal. I procell which could like up 10 I )'ell. (Bell Atllalic: Petition, pp. 10-
11.) 
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be tn1e ...... of whether new entrants poueu aaperior tochnoJoay or provide higher quality ..... 
The ....... eatity would iD euence have bottleneck control over acc:eu to its dominant backbone 

aitwarlt. ld aatedllrtier, in lddition to its6l percent ownenhip of the lnt«net backbone 

llltWOit, the ....... eality would also own 101M "i the larpst ISP networks, including UUNet 

(tbe ..... ). MCI (theleCODCI larpst), ANS (7* larpst), and Compulerve.Jt The merged entity 

would be lble to Ull dis bottlenock control in a dilc:riminatory fashion. adoptins pricing policies 

that favor~ with ita own I SPa throuah crou-aabaidiea, predatory pricina, or other 

pncticel. 

In the ....- fUture, the lnllmet backbone will become the major communications infrastructure u 

packet-switcbed data beeomea the dominant traffic. Since the Internet is not resulated, the only 

policy tool the Commiuion bu at itt diJposaJ to ensure that oompetition continues to drive 

innoYalioa oa the llltmaet IDd to prevent bottleneck control of Internet ac:c:eu is to ensure that no 

cme firm pins dominance owr the Internet backbone. The threat of market domination over the 

lntemet blckboaetbat would reaalt &om this merger, partiaalarty ~iven the Internet's importance 

to the Florida ecaeomy, is auftideat cause for the Conuniuion to deny the Applicants' merger 

requat. 

8 DaDie:l LJGIII, • ...._ Slmcll PnMdln- Rcw:auc Baoma. Bul Sa.raia oa Profits Prompu New Emplwi• 
on VaJuo.Mded s.mo.,• eo_, • ..,. RMttUw Nw., Juac 2, 1997. 
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enaue that tbe -.. beae&allm'net consumen. Therefore, to protect conJUmerl &om the 

anti-competitive implct oftbe merpr on the Internet market, the Commission should reject the 

Applicants' ,.... 

The U.S. ~of..._ (DOJ) uta the Herfindahi-Hindunan Index (HHI) to conduct 1 

quantitative analylis dllt Cllculat• c:hanps in market concentration due to I merser. The HHJ 

analysis is typicllly Uled u • "'~Creal" to identify cues in which • merser aipificantly agravates 

or creates hiahJy COIICIIIb'lled llllrketa. The results of the HHI quantitative analysis supplement, 

but do not aubstitute for, our more detailed examination of competitive concema. 

The HHI is calaalated by IUIM•i• the IQUII'el of the firms' perc:entase of the market. Accordins 

to the DOra 1991 HOI'Uolrltll Mupr Gtlldelines, 1 market with an HH1 above 1800 is 

considered "hiply concentr'~Nd. "• In 1 market with an HH1 above 1800, the DOJ senerally 

reprcls merpn tlllt iacreue the HID by more than 100 points u "likely to create or enhance 

market power or facilitate ita exercise ... ,, 

• UDitat SIIICI De:.-' IS tJI ,.._A Federal Trade Com•iwion. 1992 HorlzoltiGI M'f'P' GwldeiiMs, 57 
Fed. Rq. 41551, 11.51 (ltn). 

··Jd. 
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Bued •...,....... -at lhlrel of 40.7 percent for MCI and 22.9 percent for the WorldCom 

sroup (UUNet, ANS, and ComputerVC), thiJ producea: 40.7 x 40.7 • 1,656~ 22.9 x 22.9- S24. 

The.,.._.. HH1 fortbetwo firms would be at leut 16S6 + 524. or 2.180. In the post

merpr market. however, the meraed entity's market lhare would produce an HHI of 63.6 x 

This iJ well aMYl the tlllwlllold of the DOJ's /992 Hortzonkll Merger G11ide/ines for identifying 

a merger ......, to Cl'llle or enhance market power or &cilitate ita exercile... Our analylis finds 

that a IMI .. between MCIIDCI WorldCom would rault in a highly concentrated Internet 

V. Tile Paep111d Merpr Wm Red•ce E•ploy•eat Growtll Ia Florida. 

The reduced .,..a,. thlt wiD rault &om the merged entity' 1 planned reduction in capital and 

opaatina eqw 111 wiD reUt in lipificant job lou in Florida. For this reuon. too. the proposed 

merpr is not ia ... public~. 

We haw Uled a~ methodoloaY to estimate the nationwide employment impact of the 

merged entity's ,... ... reductioa in capital and operating expense~ in the year 2002. A 

significant portioD ofdlltjob loll would be in Florida. 

22 
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We estimate that the reduced Dltwork build-out in the local and Ions distance markets. wmbined 

with the redudiaa in customer ..vice in the local exchanae market, translates into the lou of 

7S,OOO telecormuicariool jablllltionwide that would have been created by the year 2002, 

absent the merpr. We delcrh the methodology below. 

Capital ExpendihlrU. In 2002, the merpd entity plana to cut $1.6 billion in capital expenditun·s 

($ 1.3 billion in 1ona distancei'UIIerDitlonalllntemet and $.3 billion in local). n This translates into 

the loss of35,000 jobs. We derive this figure baled on the following methodology. First, we 

telecommunieatioal c:nft wort at $45,000. Second, we divide the $1 .6 billion cut in capital 

expenditures by dU awnp 11D111 compensation of$45,000. Rounding down, we arrive at 

35,000 jobs IOit due to the merpr-nlated cuts in capital expenditures. 

Operating C... Ia 2002, the merpd entity plans to save $2. S billion in job-related operating 

expen1e1 ($1.2 billion in MCl loc:aluvinp and SJ .3 billion in core sales, general, and 

administrative expea1e1).u We pnerouJiy estimate that half these savinp are non-personnel 

related: real e1ta1e, ldvertiJina budpta. etc. ThiJ leaves ua with an estimate of$1 .25 billion in 

personnel-related SGAA l&viap by 2002. We estimate avense annual compensation for non-

union sales, marbtina. customer service, and clerical occupation~ at $30,000. We divide the 

23 
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S 1.25 billion Qlt ia penaaael-relate SG.lA expense by this •venae anmaal compensation of 

$30,000. RcKmclina down. we urive at 40,000 jobs lost due to merger-related cull in SG&A. 

Total Te~ Job Loss. Thus, we estimate that the total rneraer-related job lou in 

telecomnamicatioaa due to reduced network investment and operating colts is 75,000 jobs in the 

year2002. 

Within weeks after the- announcement, MCI announced I,SOO lay-oft's. It also announced 

that it would tab pnta chupa of more than $200 million for restNeturins and job cuts.,. 

In this area, too, tbe ....-.t meraer iJ not in the public interest. These are reduc:tions from 

C~~~Tent .....,_...... At the 111110 time that MCI announced the $200 million dwJe for 

jobs alta. it allo UIICMIDCid a 1300 million dwse to be used to retain top executives. According 

to the merpr ......... upaaiUCCellfi.al completion of the merger, MCI's top five executives 

will pt $78.1 millioa. 

Clearly, IDCIIJII'-nlllted "JYI*giel" ud "efliciencies" that rault in job lou are not in the public 

interest. 
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The Collllllillioft aut Cll"'ftaaJy evaluate a propoted meraer on a cue-by-cue buis. Some 

mergen may ~trea~tben competition by ensuring that the merpd finn hu the raourcea neceuary 

to compete; on the other hand, meraers that result in dominant market power are not in the public 

interat. 

On the merits, this merpr is not in the public interest for four. reasons. 

Fint, the propolld IDIIJII' wiD transform the current vibrant Internet aceeu market into one in 

which the merpd eaaity would bave market power to let the price of and the rules for Internet 

ICCell. It may aot be aa exaapration to AY that the future of the Internet, which is critical to 

Florida'• economic ldure, could well be determined by the Commiuion'a decilions on this 

merger. 

Second, the merpr would delay tr.e development offacilities-bued competition in the market for 

residential and 1111111 buaina1 c:uatomen in the local exchange. 

Third, it will harm the provilion of affordable. quality univerul service, partic:u1ary in high-cost 

Fourth. it would reault ia job loll in the telocommunications indUJtry. 
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The Commillioa lbould c:oeduct a formal proceedina on the proposed mcrpr. In hearinp, 

interested putiel includiaa CW A would have the opportunity to present facta reprdina the 

matters railed in this Protat, u well u other matters reprdina the impact of the propoied 

IDCI'Jel' on tbe public-... 

GeorpKohl 
Senior Executive Director 
Resarch and Developmeal 

Conununic:ationl wen.. of America 

Dated: February 12. 1991 
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