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ORA submits its response in support of the proposed merger of AT&T Corp. (AT&T) and Teleport Communications Group (TCG) requested in Application (A.) 98-02-001, filed by AT&T and TCG with the California Public Utilities Commission (CPUC) on February 2, 1998.�  The application seeks Commission approval of a transaction whereby TCG and AT&T, via a wholly owned subsidiary of AT&T, TA Merger Corp, will merge with and into TCG, making TCG a wholly owned subsidiary of AT&T.  (Application, p. 1)  The application alleges that subsequent to approval of the merger, the California operating subsidiaries of TCG will “offer a broad array of competitive local exchange and interexchange telecommunications services principally under the AT&T brand”.  (Id.)  The application also asserts that this is a “critical time” in the development of competition in the local market and that the public interest benefits resulting from the merger best accrue if the merger is quickly approved.


While ORA finds limited direct benefits of the merger on the small business and residential local service markets, ORA believes the merger will enhance business local competition.  ORA also believes that AT&T’s business plans with regard to facilities-based local service for small business and residential markets can be enhanced by the merger, even though other impediments exist which may interfere with those plans.


Background


A.98-02-001 seeks authority to merge TCG into AT&T’s operations, including AT&T’s California operations.  AT&T is primarily a long distance carrier, with cellular operations and authority to provide local service in California.  AT&T’s local operation is limited, and AT&T no longer is holding itself out as a local service provider.  TCG is primarily a facilities-based provider of local exchange and high speed services to large business customers in California.


TCG owns and operates a number of non-dominant facilities-based carriers which operate local exchange networks in parts of 31 states, including California’s San Francisco Bay area, Los Angeles Basin and San Diego County.  TCG also controls FCC licenses to provide high capacity, facilities-based telecommunications services at 38 Ghz digital milliwave transmission levels.  In California, TCG is authorized to provide both resale and facilities-based local and intrastate exchange services.  AT&T and its subsidiaries provide domestic and international telecommunications services throughout the U.S.  In California, AT&T’s subsidiaries provide local exchange and interexchange services and, separately, cellular telecommunications services.


Among the proposals brought forth in the Application and Agreement of Plan of Merger (Agreement) between AT&T and TCG, are provisions for shareholder compensation to TCG, and an ultimate change in ownership of TCG.  Applicants assert the merger will not immediately change the manner in which AT&T’s California subsidiaries or TCG’s California subsidiaries provide service to customers.  Applicants further assert AT&T will honor all commitments to TCG’s existing customers and that the transaction will “enable TCG to expand its provision of local exchange services in California”.  (Id., p. 6)  Applicants support their claim that the merger is in the public interest by making two points: (1) that AT&T has concluded that the best way to effectively compete for business local exchange service is to have a local service infrastructure where feasible, and (2) that TCG will “form the cornerstone” of AT&T’s facilities-based local exchange service offerings.  (Id.)  AT&T’s capital will finance further incursion into the local exchange market according to the application.  Finally, Applicants assert that AT&T has been limited in its local service offerings to date by provisioning largely under a resale basis, and that without AT&T’s financial support and brand awareness, TCG is impeded its ability to extend its target local markets to include smaller business or residential customers beyond those currently served in multiple dwelling units (MDUs).  Thus, Applicants assert the merger “holds great promise for the development of facilities-based local competition” by taking advantage of AT&T’s financial strength and TCG’s expertise and local facilities.  (Id., p. 8)


Response


ORA supports the proposed merger insofar as it encourages and facilitates competition in the local service market.  While ORA cannot specifically identify the merger as assuring further competition for local service to small business and residential customers, on the whole the merger presents many scenarios which should encourage and facilitate such expansion of competition in the local market on a facilities basis.  Experience with the local market in California indicates that the most viable competition on the local level for serving small business and residential customers will have to be on a facilities basis and in an unbundled network element (UNE) platform rather than on a resale basis.  ORA believes this merger has the potential to initiate such competition in California, barring other regulatory/structural impediments.


ORA believes the merger will provide specific benefits to local competition.  The major and immediate beneficiaries of the proposed merger of AT&T and TCG will be large business customers, as TCG will have the ability to expand its facilities presence beyond its current ownership of less than 1% of the state’s local exchange facilities.  ORA accepts as credible the Applicant’s assertion that additional investment by AT&T in TCG’s markets will expand TCG’s ability to serve business customers and MDUs via high capacity service.  While such a change is beneficial to these niche portions of the local market, ORA believes the advancement of more widespread local competition to include service to small business and residential customers is necessary to insure that any benefits of competition ever accrue to these local customers.


Thus, while ORA is aware of AT&T’s commitment to pursue residential local service and small business customers, the merger itself will not accomplish these goals.  However, based on the strategy of AT&T to pursue facilities-based local service as opposed to resale, ORA believes the application to merge poses the most promising basis for real local competition heretofore.  The impediments to effective co-location in California to provide for ubiquitous service capability need to be overcome, and suitable UNE pricing to competitors needs to be established, in order to facilitate true competition by providing a basis for carriers other than incumbent local exchange carriers (ILECs) to affordably price such service.  This merger will not effectively resolve those issues.  However, ORA believes that the merger will provide for much stronger competition for business services and, with AT&T’s commitment to expand its facilities-based local service to smaller markets, that cooperative efforts among carriers and/or regulatory intervention to resolve these issues equitably to the benefit of customers as well as carriers may well follow.


Conclusion


ORA believes this merger poses no competitive detriment to the interexchange market and poses some competitive benefits to the business local exchange market and, potentially, to the overall local exchange market.  ORA recommends that the Commission approve the merger of AT&T and TCG as sought in A.98-02-001.
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�   Because ORA supports the proposed merger, ORA offers no comment on any required review under Public Utilities Code section 854. 
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