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PROTEST OF THE OFFICE OF RATEPAYER ADVOCATES


TO THE APPLICATION OF WORLDCOM, INC. AND


MCI COMMUNICATIONS CORPORATION FOR APPROVAL


TO TRANSFER CONTROL OF MCI COMMUNICATIONS


CORPORATION TO WORLDCOM, INC.





The Office of Ratepayer Advocates (ORA) protests A. 97-12-010, wherein Worldcom, Inc. and MCI Communications Corporation (Worldcom/MCI) seek authority to transfer control of MCI to Worldcom.  ORA protests this application, because ORA believes Worldcom and MCI have not sufficiently demonstrated in their application that the merger of the two companies will be in the public interest for the ratepayers of California’s local and intraLATA toll markets.


Background


Worldcom and MCI filed Application (A.) 97-12-010 on December 5, 1997 with the Commission.  The Commission noticed the application in the Daily Calendar on December 10, 1997.  WorldCom previously filed with this Commission, on October 17, 1997, a withdrawn application (A. 97-10-045) for approval to acquire control of MCI.  In the instant application, MCI/Worldcom seek to transfer control of MCI to Worldcom.  Further, the applicants seek approval under section 853(b) of the Public Utilities Code for an early determination that sections 854(b) and (c) do not apply to this merger and that approval of the transfer of control should be made pursuant to Section 854(a).  Worldcom/MCI assert that such transfer of authority, previously sought in           A. 97-10-045, is in the public interest and should be granted.  WorldCom/MCI estimate total annual combined revenues of $37 billion after the merger.


Protest


ORA believes that to meet the requirements under sections 853(b) and 854(a) a demonstration must be made that the merger is in the public interest.  On its face, Worldcom/MCI’s application does not make such a showing.  In order to ensure that the public interest standard is met, ORA believes the Commission should require review of the competitive impacts under section 854(b)(3) and should require Worldcom/MCI not to cutback any intrastate residential service offerings.  The Commission should monitor Worldcom/MCI’s residential service levels.


The Public Interest is Best Served by Mergers which Enhance the Competitive Landscape and which do not Threaten Universal Service to Residential Customers


Both MCI and Worldcom currently provide inter and intraLATA interexchange services to customers in California.  Both are non-dominant carriers, and ORA agrees with MCI/Worldcom that waiver of the requirements for approval by this Commission under most of the provisions of CPUC Code Sections 854(b) and (c) is appropriate, since these are non-dominant carriers.  However, what specific impact on the market share of the merged company in the interexchange market this merger will produce in the long term remains to be seen.  Further, since MCI has made aggressive moves into the local marketplace in California, the least contestable of California’s telecommunications markets and perhaps the final bottleneck for monopoly provision of service, ORA has grave concerns that MCI and Worldcom’s merger may indeed prove detrimental to the progress of local competition and to the status of universal service to residential customers.  Therefore, ORA recommends that the Commission, in the public interest, invoke section 854(b)(3) and request an Opinion from the Attorney General’s office as to the overall competitive impacts of this merger on California’s economy.


MCI and Worldcom pledge to “continue to serve residential customers” (Joint Application, p. 9) in California, presumably in both California’s interexchange (inter and intraLATA) market and in the local service market.  However, given the impact a merger of this size will likely have on the intrastate inter and intraLATA toll markets, ORA is concerned that a commitment to continue residential service in all markets may not be as attractive to the merged companies in the sluggishly moving to competitive local market as in the aggressively competitive interexchange market.  


Further, this merger creates a much larger number two carrier in the interexchange market, and ORA believes MCI/Worldcom need to demonstrate that the interexchange market will continue to remain contestable if the two largest carriers remaining after the merger, AT&T and MCI, may share as much as 80% of the market.  WorldCom/MCI point out there are over 500 interexchange carriers, but 498 or more of them share what is likely to be less than 20% of the market, so the 500 figure itself distorts the actual competitive picture.


Enhanced competition and preservation of universal service are complementary goals of this Commission, and the furtherance of one should not in any way tamper with the preservation of the other.  MCI is currently the second largest interexchange carrier and Worldcom the 4th largest.  A merger of these two companies, which combined will likely continue to be non-dominant in the interexchange market, should have a positive impact on the local market.  ORA does have some concerns—since MCI has been very aggressive in its pricing strategies in California’s intraLATA toll market and in its foray into the local service market—that the combined company may not price as aggressively.  However, ORA believes that the disappearing lines between service provision in the interexchange and local markets may make the interexchange market more contestable, due to new entry of large carriers.  Those circumstances remain to be seen however, and they are outside the impact of this merger.  The picture is not the same for the local market in California, however.  Executed and proposed mergers of Regional Bell Operating Companies (RBOCs) seem to weigh against heated competition in the local market.


While the combined company will have a greater market share in the interexchange market, WorldCom/MCI will have to continue to price aggressively to maintain or to increase its market share.  The same cannot be said of provision of local service, which to date has been a risky but determined venture in California.  The effects of competition have not been felt in this market to the extent any of the participants and this Commission believed they would have emerged to date.  The merger of MCI with Worldcom could indeed result in cutbacks in service to residential local exchange customers in California if competition continues to stall in this market.  Requirements not to pull back residential local service efforts already in place on MCI’s part in California, and to further any plans Worldcom has in the local market, must be placed on this merger if the public interest is indeed to be served.  ORA recommends a two year monitoring requirement to track price changes and revenues for business and residential local and toll services, by customer and service type, to track current residential and business customer levels and monitor levels monthly over the two year period to determine whether a dichotomy develops.  ORA also recommends a Commission requirement that Worldcom/MCI not abandon residential local service in any existing California regional market.


The Shifts in the Marketplaces which this Merger Will Cause Cannot yet be Known, and the Merger May Not Prove to be as Pro-competitive as the Applicants Would Hope.


ORA is less concerned that Worldcom/MCI might cutback residential service in the interLATA interexchange market, where the gap would quickly be made up by other providers, than with the possibility that in order to finance more aggressive efforts in that market that cutbacks might be made in the intraLATA interexchange and local markets.  Neither of the former markets is suitably contestable to ensure that the holder of the local bottleneck, the local exchange carrier, would be unable to defer battles on price of local toll and local exchange service.  Because this is true and because the local exchange carriers in California still retain roughly 90% of the local market when toll and exchange services are combined, this Commission must require WorldCom/MCI to make an annual showing of its continued and eventually growing presence in the residential markets for these two services.  If WorldCom/MCI pull back on residential service, then all competition in these two markets will be aimed only at the business sector, where the profits and volumes are higher.  Residential customers will pay for the cost of sustaining this competition for other customer types through higher rates, if only one or two carriers offer local residential service.  The changing local landscape, which has seen mergers of already monopoly regional carriers into larger carriers with greater serving territories beyond their traditional regions, plays against the presumed competitive benefits of a merger such as Worldcom/MCI has proposed for California’s local service market.


The larger Worldcom/MCI is in a very good position to further forays MCI has already made into the local residential market.  Requiring them to do just that as a term of merger approval ensures that the merger will be in the public interest in all affected markets.  Further, such a requirement will ensure that there is no detriment brought to bear upon residential universal service by the merger’s approval.


The Merger of Worldcom/MCI Should Enhance Local Competition


ORA could not agree more with Worldcom/MCI that there does indeed still exist a monopolistic bottleneck at the local exchange market level.  Residential customers are the most captive in this bottleneck, and Worldcom/MCI’s merger must have a beneficial impact on these ratepayers in a concrete manner in order for the public interest to be served.  ORA believes a requirement that residential local and intraLATA toll service existing customer levels be maintained and enhanced by the combined company in California is the only way to ensure such service to the public interest.


Conclusion and Summary


Beyond section 854(b)(3), there should not be any section 854(b) and (c) prerequisite for approval of the merger of Worldcom/MCI.  However, ORA believes that, to meet the requirements under sections 853(b) and 854(a), a demonstration must be made that the merger in the public interest.  On its face, Worldcom/MCI’s application does not make such a showing.  ORA believes the Commission can make such a finding, however, by requiring Worldcom/MCI not to cutback any intrastate residential service offerings.  ORA recommends that the Commission require Worldcom/MCI to maintain existing residential service levels in California and via monitoring of customer, price and revenue levels for a two year period, establish that residential service for Worldcom/MCI has in fact grown as a result of the merger.  ORA believes this is the minimum basis upon which to ensure residential universal service is unharmed by the merger and that the merger is in the public interest.
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