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CASE 99-C 1710 - Joint Petition of MO WbirldCom Inc. and
Sprint Corporation for Approval of the
Transfer of Sprint Corporation's New York
Operating Subsidiaries to MO WrldCom Inc.

ORDER APPROVI NG TRANSFER AND DENYI NG
MOTI ONS FOR DI SCOVERY, HEARI NGS AND | NTERVENTI ON

(1ssued and Effective May 12, 2000)

BY THE COW SSI ON:

By petition filed Decenber 10, 1999, MCI WORLDCOM | NC.
(M2l Worl dCom) and Sprint Corporation (Sprint), requested
approval to transfer control of Sprint's New York operating
subsidiaries to Ml WrldCom pursuant to Section 99(2) and 100
of the Public Service Law

A Notice Requesting Comments was issued January 11,
2000. Comments were filed,* with all of the parties opposing
Petitioners' request. Reply comments were received from
Petitioners and NEXTLI NK on February 15, 2000.

Requests for discovery or additional information were
made by | CP, LULAC, NEXTLINK, PULP, Rai nbow PUSH, and SBC.
Requests for hearings were made by | CP, LULAC, NEXTLI NK,

Rai nbow PUSH and SBC.

' Initial cooments were filed by the NYS Attorney Ceneral's
Ofice (AG on January 11, 2000; by Inner Cty Press/Comunity on
the Move (I CP), the League of United Latin American G tizens
(LULAC), the Public Uility Law Project (PULP), the Rai nbow PUSH
Coal i t1 on (Rai nbow PUSH), and SBC Conmmuni cations, Inc. (SBC) on
February 4, 2000; and by NEXTLI NK New York, Inc. (NEXTLINK) on
February 7, 2000.



CASE 99-C 1710

SUMVARY COF PETI TI ON

Petitioners

MCI Worl dCom a Georgia corporation with principal
offices at 500 Cinton Center Drive, dinton, Mssissippi, offers
i nt er-exchange tel ecomuni cations services in each of the 50
states and the District of Colunbia. Through subsidiaries, M
Wor | dCom has conpetitive | ocal exchange carriers (CLECs) in al
50 states and the District of Col unbia.

Sprint, a Kansas corporation with principal offices at
2330 Shawnee M ssion Parkway, Wstwood, Kansas, offers inter-
exchange tel ecommuni cations services in each of the 50 states and
the District of Columbia.® Sprint's local telecomunications
Di vi sion serves approximately 7.9 mllion |ocal access lines
t hroughout 18 states nationwi de. Sprint has CLEC subsidiaries in
nost states, including New York. These operations, along with
product distribution and directory publishing, formSprint's FON
operating group, which has its own tracking stock.
Proposed Merger

On Cctober 5, 1999, MCI Wrl dCom and Sprint Corporation
entered into a nmerger agreenent whereby Sprint will nerge into
MCI Worl dCom  The proposed nerger is a stock-for-stock
transaction, not requiring either conpany to take on additional
debt . ?

1 Sprint Communications Conpany Limted Partnership was granted
authority in New York to provide inter-exchange services in Case
99- C- 0175 on Novenber 29, 1988, and to provide all forns of

t el ephone service on an intracity basis throughout New York State
in Case 99-C- 0590 on Cctober 18, 1991. ASC Telecom Inc., a
subsidiary of U S. Telecom Inc., one of three partners in Sprint
Communi cati ons Conpany L.P., was granted authority to resell al
forns of tel ephone services in Case 95-C- 1061 on February 1,
1996, as anended in Case 97-C 1478 on June 24, 1998. ASC

Tel ecom Inc. changed its nane to ASC Tel ecom Inc. d/b/a
Alternatel on March 2, 2000.

2 Under the Merger Agreenent, Sprint's FON conmmon stock will be
exchanged for WrldCom group stock. In addition, each share of
Sprint"s PCS common stock wll be exchanged for one share of

Wor | dCom PCS group common stock and 0. 1547 shares of Worl dCom
comon st ock
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Upon nerger closing, Sprint's separate corporate
exi stence will cease and the present wholly-owned operating
subsidiaries of Sprint will survive as wholly-owned subsidiaries
of MCI WrldCom The nerger does not involve any assignnent of
Sprint's certificates, or any change in the entities that hold
such certificates. The sane conpanies will continue to serve the
public. Change in ownership will occur at the hol di ng conpany
level. WorldCom as the nerged conpany is to be known, wll
continue to hold wholly-owned subsidiaries of M Wrl dCom

COWMENTS & RESPONSES

Seven parties filed conmrents regarding Ml Wrl dCom s
and Sprint's proposed nerger. Al recommended that the petition
be denied. The parties raised two principal questions (1) would
t he decrease in the nunber of telecomunications conpetitors in
New York State create a market power problem and (2) would
sufficient public benefit result fromthe nmerger to outwei gh any
increase in market concentration?

1. Local Market Concentration

PULP mai ntained there was little evidence that the
nerged entity woul d enter and conpete for |ocal markets and no
anal ysis of the merger's effects on |local service. PULP
recommended that the Petitioners be required to nake a
suppl enental filing.

The AG asked whet her consuners woul d receive benefits
fromthe nmerger to the sanme extent that M Wrl dCom and Spri nt
woul d, given the reduction in the nunber of well-financed | ocal
conpetitors that would result.

SBC bel i eved that, since Ml WirldCom and Spri nt
al ready conpete in the |ocal service nmarket, consolidation of
| ocal service rather than expansion was nore likely to result,
| eading to | ess conpetition, not nore.

Petitioners responded that the nerger would result in a
nore conpetitive market, that facilities-based service, or a
conbi nation of facilities-based service and unbundl ed network
el enents provided by Bell Atlantic-New York (BA-NY, BA) would
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prove a successful conpetition strategy offering consuner
benefits. Petitioners acknow edged that, while they could grow
separately as CLECs, the nerger woul d make them nore effective
conpetitors by expanding the breadth and scope of the services
they could offer and this expansion would result in consumer
benefits froma nore conpetitive narket.
2. Mar ket Share

On a nationw de basis, the two conpanies rank as the
second and third | argest |ong distance conpanies.! The AG |CP,
LULAC and Rai nbow PUSH of fered the foll ow ng nmarket share
i nformation:

Nat i onal Tot al Top 3 Conpani es 84%
MCI 26%
Spri nt 11%
New Yor k Tot al Top 3 Conpani es 84%
AT&T 61%
MCI 18%
Spri nt 6%
New Yor k % of |ines 89%
Resi dent i al % of revenues 84%
% of revenue, BAin |70%
Whol esal e mar ket Top 3 Conpani es 70%
Busi ness mar ket Top 3 Conpani es 76%
MCI Wor | dCom 44%
Spri nt
Dat a Services Frame Rel ay- 41%
mar ket MCI Wor | dCom
Spri nt
ATM - 56%
MCI Wor | dCom
Spri nt

SBC and Rai nbow PUSH argued that conpetition in the
| ong di stance narket has been the direct result of conpetition
between Sprint and MCl, each a significant supplier of nass

! Based on the FCC Trends in Tel ephone Service report, dated
Sept ember 1999.
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mar ket | ong distance services. Sprint, for the past decade and a
hal f, has conpeted with MCI WrldComto provide service

i nnovations, such as frane relay, virtual private networks, and
enhanced 800 services, necessary to conpete in the business
market. According to SBC, by elimnating Sprint, M WrldCom s
nost significant conpetitor, MZ WrldComelimnates |ong

di stance conpetition benefits to the consunmer as well.

PULP agreed with SBC, noting that Petitioners did not
address the consequences of elimnating Sprint as a potenti al
conpetitor in local, toll, Internet, and wirel ess nmarkets or
assess the relative strength of the merging conpanies in New
York's urban and rural narkets.

a. Her fi ndahl - H r schman | ndex

The Herfindahl-H rschman | ndex (HHI) measures
correl ation between market concentration and the |ack of market
conpetitiveness. |If the HH for a market is greater than 1800
and a merger would increase the HHI by nore than 100 points, the
possibility of increased nmarket power entails a thorough
i nvestigation of the proposed nerger.?

The follow ng summary of HH's was cal cul ated by the AG
and SBC from 1998 annual reports:

Market Pre-Merger HHI ﬁa?t—Merger Change

Nat i onal 2600 points 3100 points 500 points
Whol esal e 1800 2700 900

Lar ge Business | 2160 3000 840

New Yor k 4050 4250 200

NY Resi dence 4221 4424 203

Petitioners argued that the high concentration ratios
in the HH sunmmary above resulted froma nechanical application

! Horizontal Merger Cuidelines, US. Department of Justice and
t he Federal Trade Comm ssion, Issued April 2, 1992, Revised
April 8, 1997 (Cuidelines).
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of the HHI, based on a single "snapshot" that disregarded other
factors influencing the long distance market. Petitioners
contended the neasure of concentration under the HH standards
was nerely a "starting point."! Petitioners also argued that the
rel evant market was | ocal and |ong di stance services conbi ned and
offered their owmn HH analysis bel ow

! Quidelines, § 2.0 ("market share and concentration provide
only the starting point for analyzing the conpetitive inpact of a
nmerger").
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1998 New York Intrastate Revenues

Rank Carrier Revenues? Market Local and
Share Toll HHI
1 BA- NY $5, 669, 713, 000 72. 8% 5297
2 AT&T? 711, 109, 275 9.1 83
3 MCI Wor | dCon? 543, 406, 000 7.0 49
4 d obal 410, 224, 284 5.3 28
Cr ossi ng/
Fronti er
5 Ctizens* 150, 756, 647 1.9 4
6 Spri nt 96, 351, 432 1.2 1
7 | nt er redi a 48, 008, 762 0.6 0
8 Cabl evi si on 43,192, 239 0.6 0
Li ght pat h
9 ALLTEL New 39, 237, 109 0.5 0
Yor k
10 O hers in Top 78, 053, 418 1.0 1
25
TOTAL $7, 790, 052, 166 100. 0% 5464

According to Petitioners, the merger eval uation should
i nstead focus on whether the resulting firmwould have the
ability to increase prices in the relevant market.> The

! Based on New York Public Service Comm ssion, Analysis of Loca
Exchange Service Conpetition in New York State, New York State's
Top 25 Tel econmuni cati ons provi ders,
http://ww. dps. state. ny. us/top25. htm

2 Includes AT&T of New York, Tel eport Communi cations G oup, ACC
Long Di stance, and ACC National Tel ecom

* Includes MCl Tel ecommuni cations, WrldCom Network Services,
Wor | dCom Technol ogi es and MCl netro Access Transm ssion Services.

* Includes G tizens Tel ecomof New York and G tizens
Communi cat i ons.

> See, e.g., Guidelines, § 0.2 "the ultimate inquiry in nerger
anal ysis [is] whether the merger is likely to create or enhance
mar ket power or facilitate its exercise.")
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gui del i nes! provide that other narket factors pertaining to
conpetitive effects, such as ease or difficulty of market entry
in the industry in question should be assessed.? In markets
where entry is easy, "the nerger raises no antitrust concern and
ordinarily requires no further analysis."® Petitioners argued
that their proposed nmerger presented such a case.

Petitioners also state that a second factor to be
assessed i s whether the proposed nerger woul d produce
efficiencies that woul d benefit consuners.* "Efficiencies
generated through nerger can enhance the nerged firms ability
and incentive to conpete, which may result in | ower prices,

i mproved quality, enhanced service or new products."® If a
proposed nerger would result in significant efficiencies that
could not otherw se be achi eved, such as econonies of scale,
| ower production and distribution costs, and reduced over head
costs,® it should be allowed to go forward.

b. Mar ket | npact

i Single Carrier "Packaged" &
Al'l - Di stance Market |npact

The ability to offer packaged nultiple comrunications
services was a primary inpetus for the nerger according to
Petitioners. The AG contended no expl anation had been offered as

' @uidelines § 2.0.

2 1d., 1 3.0 ("Anerger is not likely to create or enhance
market power or to facilitate its exercise, if entry into the
market 1s so easy that market participants, after the merger,
either collectively or unilaterally could not profitably maintain
a price increase above prenerger levels.").

3 1d., 1 3.0.

“ 1d., 1 4.0 ("nmergers have the potential to generate
significant efficiencies by permtting a better utilization of
exi sting assets, enabling the conbined firmto achieve | ower
costs in producing a given quantity and quality then either firm
coul d have achieved w thout the proposed transaction.").

> ld.

6 @uidelines T 4.0.
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to why, if each of these conpanies was able to of fer packaged
services and conpete individually in all-distance market, it was
essential for themto merge.

Petitioners responded that conpetitors nust be able to
of fer a package of services or face the prospect of |osing
customers (since BA is now providing interLATA service).! BA
al ready dom nates the local and intralLATA toll markets, and
expects to gain significant portions of the interLATA market
qui ckly, by as nmuch as 25 percent within two years. BA expects
to gain one mllion custonmers by the end of 2000, with |ong
di stance revenues of $2 billion by 2005.

Petitioners also pointed to AT&T, which now has the
former TCG and ACC | ocal operations, as the |argest provider of
interLATA toll services. Acquisition of TCl and Media One woul d
further extend AT&T's reach to 27 m|lion househol ds.

ii. International Long D stance and
| nternet Conpetitive |npacts

Commenters rai sed various issues about the effects of
the merger on international |ong distance and the Internet.
| nt ernati onal comunications are outside the jurisdiction of this
Commi ssion.? Both the Conmmuni cations Act of 1996 and this
Commi ssion's prior decisions discussing the Internet backbone
denonstrate that public interest in the Internet is properly
addressed by other authorities. To the extent there are concerns
about international |ong distance and Internet backbone services,
any argunents will be reviewed and addressed by federal
authorities.

iii. Broadband Market |npacts

According to the AG neither MZ WrldCom nor Sprint
denonstrated how multi-channel multi-point distribution services

1 Petitioners stated, "while the new WrldComw || be able to
bundl e | ocal, PCS, paging, international and broadband services
i n packages that consuners denmand, custonmers that choose to buy
services separately will continue to be able to do so."

2 47 U.S.C § 2.
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(MVDS) |icenses would be used to depl oy broadband services or how
significant this would be in practice as an alternative to the

i ncunbent | ocal exchange carrier (ILEC) network in practice.

Both the AG and NEXTLI NK observed that the MVDS service appears
to target primarily business custonmers and, therefore, woul d not
benefit residential custoners.

SBC s concern was that Petitioners' expressed hopes for
t he MVDS technol ogy was m spl aced since the MVDS i ndustry has
struggled since its inception, and even with boom ng broadband
service demand, the nunber of subscribers fell by 18 percent
bet ween June 1998 and June 1999.

Petitioners responded that the devel opnent and
depl oynent of MVDS will nean consuners, both residential and
smal | commercial consuners,! would have an additional facilities-
based choi ce beyond BA and AT&T.

Wi | e acknowl edgi ng the apparent nmarket failure of MVDS
noted by SBC, Petitioners believe that their merger and
acconpanying investnment will allow devel opnent of new uses for
MVDS. Three inputs - adequate finances, sufficient channels, and
regul atory approval -- are needed to develop MVDS into a
comercially viable alternative. Separately, MZ Wrl dCom and
Sprint would have difficulty bringing the technol ogy to market
since neither conpany alone currently has enough MVDS |icenses
for nationw de deploynment. By conbining resources and MVDS radi o
frequenci es that conpl ement one anot her geographically, MVDS can
be devel oped as an alternative technology likely to benefit both
residential and business custoners.

C. Specific Anticipated Harms Resulting from Merger

PULP expressed concern that red-1ining, shedding of
customers with credit risk, and service cut-offs would result
with only two major |ong distance conpani es, AT&T and MCI
Worl dCom renmining. According to PULP, affected groups woul d
include custoners in rural areas or |owincone nei ghborhoods.

' Petitioners stated, "As a wireless service, MDS nakes no
di stinction between business and residential custoners."
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LULAC and Rai nbow PUSH wer e concerned about the potential for
col I usi on between AT&T and MCI Wbrl dConi Sprint and the adverse
effect any such collusion woul d have on | owvol une, |owincone
CONSUITer s.

LULAC and Rai nbow PUSH observed that fiber optic
net wor ks were constructed to serve businesses and nerely skirt
areas with lowincome residents, mnority residents, and
m nority-owned businesses. Rainbow PUSH stated that when M
nmerged with WorldCom it promi sed that under-served consuners
woul d be served by fiber optic networks, including New York City
and this comm tment has not been satisfied. Therefore,

Rai nbow PUSH r equest ed a denpnstration that these networks now
serve all areas, and identification by Petitioners as to how the
merger woul d affect urban residential custoners.

PULP argued that enhanced custoner choice achieved
t hrough elimnation of a conpetitor was counter-intuitive. PULP
al so noted that Petitioners did not address custoner protection,
uni versal service, and inprovenent of access afforded | owincone
and rural customers to basic and advanced servi ces.

| CP and LULAC were concerned that the nmerger would
result in degradation in the provision of residential |ocal
servi ce.

Petitioners addressed these custoner service concerns
by noting that a | owvolune custonmer is not necessarily also a
| ow-i ncome custoner, e.g., a customer may be a | owvol une caller
because the phone is |ocated at a second hone or because the
customer uses other services, and that no separate market exists
for | ow volune, |owincome callers.

MCI Worl dCom al so noted that it currently offers | ow
cost options for |owvolune users. For exanple, programs such as
"MCI One Savings," "M Everyday Savings," and "M Everyday
Plus," offer lowvolune callers per mnute rates from4 cents to
10 cents. Alternatively, through casual calling progranms such as
10-10- 321 and 10-10-220, |ow volunme callers can obtain per mnute
rates from7 cents to 16 cents with nonthly or m ni mum char ges.
For qualified | owincone customers, "MCl Fam |y Assist" provides
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a per mnute rate of 8 cents for the first 60 m nutes per nonth.
Finally, M WrldComis introducing a new no fee/no m ni nrum
product in New YorKk.

Regar di ng concerns of price collusion raised by LULAC
and Rai nbow PUSH, Petitioners pointed to ease of market entry,
abundant capacity, and BA entry into the | ong distance market as
factors maki ng any coordi nated pricing scenario unlikely. These
factors would ensure a conpetitive narket.

MCI WorldCom stated that its |ocal residential service
is not limted to particul ar nei ghborhoods or customer incone
l evel s, MCI WorldComi s 200,000 | ocal residential service
custoners are scattered throughout the state. M Wrl dCom
clains that African-Anerican and Hi spani ¢ nei ghborhoods in New
York can now be served using the Bell Atlantic unbundl ed network
pl atform

Petitioners responded to ICP's and LULAC s service
qual ity concerns by maintaining that since the nerged entity wll
find itself in a highly conpetitive market for |ong distance
service and an increasingly conpetitive market for |oca
services, service quality nmust remain high. Petitioners stated
they are coimtted to maintaining and inproving the quality of
their customer service. To this end, M WrldCominstituted new
qual ity assurance practices and created a new organi zation
responsi ble for nonitoring new internal processes. The conpany
is confident that these steps will enhance the quality of the
customer service provided. Likewi se, Sprint maintained that its
strong reputation for quality customer care will not be weakened
as a result of the merger

d. O fsetting Considerations

i Mar ket Entry By BA- NY

The AG questioned whet her BA-NY's |ong di stance market
entry offsets the proposed nerger's increase in market
concentration. Even with a 20 percent BA share in two years,
based on the AG s figures, the nerger would cause a HH increase
of 159 to 203 points, indicating that the |ong distance market
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will still be unacceptably concentrated after the proposed
ner ger .

SBC was concerned that BA would be less that a ful
conpetitor in the |long distance market for two reasons. First,
BA woul d operate prinmarily as a reseller,! so the conpetition
provi ded would be restricted to the retail level. Because the
whol esal e mar ket upon which BA relies would be nore concentrated,
its costs would rise and its ability to cut prices would
decrease. Second, as a long distance conmpetitor, BA-NY is
di sadvant aged by the structural separations requirenments not
i nposed upon MCI Worl dCom and Sprint. These requirenents,
according to SBC, raise the affiliate's costs and preclude it
fromusing its own network on a facility basis, making it a |less
effective conpetitor.

Petitioners disagreed with these anal yses, and argued
that BA's recent entry in the |long distance nmarket woul d have a
significant conpetitive inpact. The FCC recogni zed that the
Regi onal Bell Operating Conpanies' (RBOC) advantage as incunbents
woul d nmake them form dabl e conpetitors in the |ong distance
mar ket and in the market for bundled | ocal and | ong di stance
services. Petitioners noted that BA-NY predicted it would
capture substantial market share in New York.?2

ii. Second-Tier Carriers and Available Capacity

The AG stated the Petitioners' arguments about ease of
entry and unused capacity nust be carefully assessed since these
factors nornmally produce a | ess, not nore, concentrated nmarket.

I n the whol esal e nmarket, new capacity al one does not offset
adverse effects of nerger, according to SBC. Established
cust oner bases, geographic ubiquity, a full range of services,

! Staff noted that BA has a three-year contract with Sprint for
the use of its network in providing its retail |ong distance
services. Sprint has coomtted to honoring that contract in
full, with or without a nerger

2 BA-NY reports approxi mately 428,000 residential |ong distance
custonmers in the first three nonths of operation in New York and
expects one mllion residential custoners by the end of the year.
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and brand recognition are sone offsetting factors required. SBC
contended that second-tier |long distance carriers |ack these
factors.

Petitioners responded that |low entry barriers lead to
market entry by new facilities-based and resal e conpetitors
denying current carriers the ability to increase prices or
restrict services. Available capacity was an undi sputed fact and
key to the FCC s approval of the MC/WrldCom nerger in 1998.
Based on the capacity of four new entrants -- Quest, |XC
Communi cations, WIllians, and Level 3 -- the FCC concluded "t hat
the increase in transm ssion capacity provided by the[se]...new
facilities-based firms should mtigate any increase in
concentration resulting fromthe nmerger."! These four entrants
have increased their conpetitive efforts since the 1998 FCC O der
approvi ng the MCl/Wrl dCom ner ger.

e. G her Comment s

i Carrier Billing D spute

NEXTLI NK asserted in its comments that Sprint was
wi t hhol di ng payment of sw tched access charges, and consequently,
t he merger shoul d not be approved.

Petitioners responded that NEXTLINK s conments,
irrelevant to this proceedi ng, should be disregarded.

ii. Procedural Issues

Petitioners stated that the necessity of an evidentiary
hearing to resol ve factual disputes had not been denonstrated
since only policy issues and argunents had been presented.
Petitioners requested that the Commission, as it has done in nost
proceedi ngs, rule on the policy issues and argunents without the
need for evidentiary hearings or discovery.

Simlarly, Petitioners asked that requests for |eave to
intervene made by I CP and PULP shoul d be denied. Pursuant to the
Noti ce Requesting Comments of January 11, 2000, Petitioners noted
that all interested parties were pernmitted to participate in this
proceedi ng. Consequently, formal intervention is not necessary

Y WorldCom MCI Order, 13 FCC Rcd 18025, T 29.
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as this proceeding has al ready been opened for public debate and
nei t her hearings nor discovery is necessary.

DI SCUSSI ON

The focus of the nerger analysis was the effect of the
resul ting market power change on | ocal and |ong distance?
conpetition and consuners. O greatest concern was the possible
effect of the nerger upon conpetition in the |ong distance
portion of the narket.
1. Market Concentration

I n evaluating the |Iong distance markets, Staff used the
nost recently available O fice of Conmmunication's "1998
Conmpetitive Analysis Report" to calculate market shares and HH 's
rel evant to the proposed nerger. Three different markets were
exam ned: (1) the New York State | ong distance and | oca
exchange markets conbined; (2) the New York State |ong distance
market; and (3) New York State |ocal markets. Belowis a summary
of the HH cal cul ati ons based on the Conpetitive Analysis
Report : 2

HHI Before Merger HHI After Merger
Conbi ned LD & Local | 4526 4599
Mar ket Definition
Local Exchange 7974 7974
Mar ket Only
Long Di stance 2353 3021
Mar ket Only

! Both intrastate and interstate |ong distance figures were

included in our analysis since jurisdictional boundaries are not
recogni zed by the market, i.e. custoners do not typically select
a separate provider for intrastate and interstate |ong distance.

2 Staff made two types of adjustnments to the Conpetitive

Anal ysis Report data. First, each conpany's revenues were
separated into |l ocal service and toll service categories.

Second, whol esal e paynents to ot her conpanies were renoved (e.qg.,
sw tched access paynents) to prevent a doubl e-count.
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a. Conbined Long Distance and Local Markets

The Commi ssion previously decided in the M Wrl dCom
Merger Order that the relevant market for analysis of
t el ecommuni cation nergers is local and | ong distance markets
conbined. This is consistent with the evolution toward ful
service tel econmuni cations of ferings which the Conmm ssion has
endorsed via its actions regarding unbundl ed network el enents,
total service resale, and BA-NY approval to enter the inter-LATA
| ong di stance narket.

As the previous table listing pre- and post-nerger
HH 's for each of the markets indicates, pre-nerger HH's are
wel | above the federal threshold of 1800. However, the HH
i ncreases by only 73 points after the nerger under for the
conbi ned | ocal and toll market scenario.!

b. Local Market

The Staff HH analysis indicated no change in the pre
and post nerger HH for the |ocal nmarket and there are additional
efficiency gains associated with the merger with respect to | ocal
mar ket conpetition.? The nmerger creates a stronger conpetitor to
BA- NY, and shoul d qui cken the erosion of anti-conpetitive
concerns associated with BA-NY's dom nant |ocal market share.

As Petitioners noted, nore than 70 binding
i nterconnecti on agreenents have been entered into wi th BA-NY.
These 70 plus firns currently serve about 1.1 mllion of nore
than 13 mllion New York access lines. The fact that 70 firmns
share in less than 10% nmar ket penetration suggests that no one
firmhas yet broken out of the "conpetitive fringe." Merger wll
increase Petitioners effectiveness as a conpetitor to BA-NY.

! The increase in the conmbined market HH will renain | ess than
100 in the BA-NY 25 percent market share scenario under nost
assunptions. It could exceed 100 if (1) the whol esal e
adjustnments are nodified or elimnated, or (2) M WrldCom and
Sprint gain significantly nore | ocal market share than they |ose
in the long distance market to BA.

2 Sprint recently entered the local market but the associated
effect upon | ocal market HH's shoul d be negli gi bl e.
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c. Long Distance Market

Al t hough the proposed nerger results in a |large
increase in the HH for the |ong distance market (including
intrastate and interstate), the degree of market concentration is
reduced by BA-NY's entry into the interLATA | ong distance mnarket
in New York. BA-NY is expected to gain significant market share
over the next two years at the expense of current |ong distance
conpani es, including M WrldCom and Sprint.

Belowis an alternative analysis that cal cul ates before
and after HH's on the long distance nmarket assum ng that BA
gains a 25 percent market share.

HHI Before Merger HHI After Merger

Long Di stance 2483 2859
Mar ket Only

Under this assunption, a 25 percent BA-NY market share,
the inpact of the nerger now results in a 376 point change in the
| ong distance HHI, as opposed to the initial analysis which
i ndi cated a 668 point change in the HHI

Concerns about the nerged conpany's ability to
negatively influence the | ong distance portion of the conbi ned
market are greatly lessened if the other participants and
potential participants in the New York |ong di stance narket are
considered. In addition to Ml Worl dCom Sprint, and BA-NY,
firns currently conpeting in the Iong distance market in New York
i nclude AT&T, G obal Crossing (Frontier), Qaest (recently nerged
with US West), and Internmedia. SBCis required, as a condition
of the SBC-Aneritech nerger, to conpete within 30 nonths (as of
October 1999) in 4 metropolitan areas in New York State (New York
Gty, Albany, Buffalo, and Rochester). Wth the entry of SBC,
three of the four remaining RBOC s, BA-NY, SBC, and US West,
woul d have a presence in the New York | ong distance mnarket.

Finally, entry of additional firnms in the New York |ong
di stance market is facilitated by significant |ong distance
transport capacity avail able from whol esal e conpani es. These
firnms include | XC, WIIlianms Comunications, and Level 3
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Communi cations, Inc. Long distance transport capacity wl |
further increase since Tel egl obe, Cable & Wreless, and NEXTLI NK
have announced fiber optic network construction plans.
Substantial |ong distance transport capacity is available to
firns for entry in the long distance market in New York. This
increase in long distance fiber optic transport capacity
facilitates additional entry in the |ong distance narket.

Based on the nunber of current conpetitors in the |ong
di stance market in New York, and the potential for entry, it is
unlikely that the merged firmcould profitably sustain a price
increase in the long distance market. The presence of AT&T, BA
two additional RBOCs, G obal Crossing, and other current and
potential conpetitors is sufficient to provide conpetition in the
| ong di stance market in New York.

2. Stronger Conpetition in the Marketplace

Al t hough the AG has correctly noted that the strength
associated with either Sprint's or MCl's brand nane will be |ost,
the inportance of historical brands in the new and rapidly
changi ng "one-stop shoppi ng" marketplace is uncertain. Bel
Atl antic/ GTE/ Ai rtouch/ Vodafone's recent roll out of its new
"Verizon" brand further highlights the resources that gl obal
alliances bring to the market. In short, the possibility of
avoi ding a domnant firmoligopoly by allow ng two current
smal | er players to conbine forces in this case takes precedence
over the concern that, once nerged, these two firms will be able
to harm conpetition via anti-conpetitive behavior.

3. Qui cker Depl oynment of |nnovative Services

Conbi ning the MO WorldCom | ocal nmarket facilities with
Sprint's Integrated Optical Network (I ON) service and nerging
each conpany's MMDS |icenses woul d allow Petitioners to serve the
| ocal exchange market nore efficiently.

Petitioners contended that the MVDS would be a nore
viable alternative platformfor accessing |local custoners if
Petitioners were allowed to conbine their multi-billion dollar
investment in MVDS radi o spectrumlicenses. According to
Petitioners, the conbination of their nostly non-overlappi ng MVDS
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i cense coverage would allow themto pool financial resources and
spectrum al l ocations in order to achieve the viable comrerci al
scal e necessary to engage in a national rollout of MVDS

technol ogy and still realize a return on their investnent.

Al t hough the AG and ot hers have contended that the nmerger is not
necessary for MCl and Sprint to be able to conbine their
respective MVDS resources, it nust be recognized that the speed
of an MMVDS rollout would be greatly increased if the conbination
of licenses were to take place via nerger. A commercially viable
alternative to providing broadband access to custoners (MVDS, as
opposed to RBOC | andl i nes and AT&T cable) would aid in the

devel oprment of robust |ocal conpetition.

Finally, the potential success of Sprint's ION service
depends, in part, upon the availability of broadband access to
consuners. Gven that the nerger would likely increase the rate
at which alternative MVDS access coul d be depl oyed, the nerger
woul d al so increase the potential success of Sprint's innovative
| ON service.

4. Parties' Concerns

The parties' argunents in opposition to the merger, as
set forth in the Conments and Responses section, were fully
considered. Petitioners adequately addressed the concerns and
i ssues raised by the parties. None of the objections raised
provides a basis for rejecting the proposed nerger.

MCI Worl dCom and Sprint are both major providers of
t el ephone service in New York. The proposed nerger will result
in a nore capabl e conpany that should be able to neet the
comuni cati ons needs of New York custoners, and al so should be a
worthy conpetitor to the remai nder of the industry.

5. Procedural Mtters

LULAC, 1CP, NEXTLINK, Rainbow PUSH, and SBC noved for
di scovery and evidentiary hearings. PULP requested a
suppl enental filing. |1CP and PULP al so noved for |eave to
i ntervene and becone active parties.

This matter presented issues of policy and required
analysis of information in the public domain. 1In addition, the
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proceedi ng was opened for the purpose of receiving input and the
parties had an opportunity for public comment. Therefore, after
considering the argunents nmade in support of discovery, hearings,
and intervention, the notions are deni ed.

The Commi ssion reserves the right to reconsider the
approval of the nmerger should any other regul atory bodi es take
action which substantially nodifies the proposed nerger.

The Commi ssion orders:

1. Acquisition of Sprint Corporation by MZ Wrl dCom
as described in the text of this order, is approved, pursuant to
Section 99(2) and 100 of the Public Service Law. Except where
contrary to the provision of this order, the acquisition should
be as prescribed in the Agreement and Plan of Merger, dated as of
Cct ober 5, 1999.

2. The Conmmi ssion reserves the right to reconsider the
approval of the nerger should another regulatory body take action
that substantially nodifies the proposed nerger.

3. The notions for discovery, hearings, and
intervention are deni ed.

4. The parties to this transaction should notify the
Commi ssion within 30 days of its conpletion that this approved
transaction has taken place. |If the nmerger authority granted by
this order is not exercised within one year of the effective date
of this order, the order may be revoked by the Comm ssion w thout
further notice.

5. This proceeding is continued.

By the Commi ssi on,

( SI GNED) DEBRA RENNER
Acting Secretary
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