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Pt 2 CPUC Approves Telesis/SBC Merger

The California Public Utilities Commission (CPUC) today approved the proposed merger of Pacific
Telesis (Telesis) and SBC Communications (SBC) concluding that it provides economic benefits for
ratepayers and the state, and is unlikely to adversely affect competition in California,

Public Utilities Code section 854 requires the Commission to find the merger provides short term and
long term benefits, is in the public interest, and will not adversely affect competition. The Commission
then must equitably allocate the forecasted economic benefits which fall under its authority between
shareholders and ratepayers, with ratepayers receiving at least 50 percent of the benefits,

The Commission finds that the merger will benefit shareholders, the financial condition and management
quality of Telesis and Pacific, and consequently the California economy, It will not harm managernent
quality or the.quality of service and there is no evidence that utility employees will be treated unfairly or
unreasonably due to the merger.

Rates Will Reflect Economic Benefits of the Merger

C Pacific Bell (Pacific) represents 90 percent of Telesis' assets. Pacific is to refund to ratepayers

. beginning in 1998 $341 milkion [$248 millicn in present value terms) over 5 years to reflect the
short and long term economic benefits of the merger. The $248 million is half of the estimated
$495 million [in present value terms] total economic benefits of the merger.

The $495 million figure is based on forecasted economic savings from services, such as local and
local toll phone service, which are not sufficiently competitive now or in the foreseeable future,
drawn out to § years, Market forces are expected to produce subsequent additional savings, The
Commission decided upon this distribution of the benefits of the merger because
telecommunications services are at varying degrees of competitiveness.

Of the $248 million, $213.5 million will be returned to Pacific's customers through a rate reduction
in their monthly bills estimated at $3/customer/year for the next five years, and $34 million will be
used to fund the Community Partnership Commitment,

Other conditions of the Commission's approval of the merger are:

-0 Pacific is to implement the Community Partnership Comimitment (CPC).

The Community Partnership Commitment is an agreement with over 100 community and nonprofit
organizations under which Pacific promises to fund, over a 10-year period, $50 million in consumer | o
education efforts and an additional $32 million for other activities to ensure service to underserved
California communities. 4

l | Exrg\lB.lT. l ~
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Exhibit 2 General Order 133B f o1 husincslx ollice answering times ar}d trouble repont answering times for s}l
Page 2 customer groups, or face penaliies. GO 133B requires Pacific representatives o answer 80% of '
calls within 20 scconds. Pacific is lo show via existing annual reporting requirements to the CPUC
that it maintains or improves its service quality over the five years following the merger. "
D An audit of the separation transaction must show that it is in compliance with Commission '
requirements for the merger. :
O The merger is to be initiated within the next 60 days or SBC and Telesis Jose Commission approval
to merge.
U If SBC proposes to acquire another local phone company within five years after the merger, it must
notify the CPUC first and explain how that will affect the CPUC analysis and conditions imposed
for this merger with Telesis.

Prior to its approval of the merger today, the Commission held seven public participation hearings in
Eureka, Fresno, Pasadena, Riverside, Sacramento, San Diego and San Francisco seeking public comment
ori the proposed merger, obtained the required Advisory Opirion from the State Attorney General that.
the merger will not ‘adversely affect competition, and held 23 days of evidentiary hearing,

The Merged Company

The merger is intended to improve the competitiveness of both companies, and the financia! condition of

Telesis and Pacific and consequently, their customers. It will create the second largest local phone service
provider in the country (following the recent approval of the NYNEX/Bell Atlantic merger) and the sixth
largest telecomrpunications firm in the world.

Telesis will become a wholly-owned subsidiary of SBC.

Pacific continues to be a subsidiary of Telesis, Sixty-six percent of the merged company will be owned by
SBC's current shareholders, and 34 percent by Telesis' current shareholders. There is no anticipated
transfer of property or purchase of assets, The combined assets of the companies would be $22 billion.

Pacific serves 75 percent of California residential phone customers. SBC owns local phone companies in
Texas, Missouri, Oklahoma, Kansas and Arkansas, offers wireless services under the Cellular One brand
name in 27 markets other than California including Chicago, Boston, Baltimore and Washington, D.C.
and has cable TV operations in Virginia and Maryland, and shares of telecommunications businesses in
Mexico, Chile, South Korea, Australia, France, South Africa and Israel,

Benefits for Califorﬁia

SBC has made a written promise to Telesis to establish four new operating headquarters - for the long
distance company, the international services company, an Internet company, and an integrated
administrative and support services company - in California, and create at least 1,000 new jobs in
California at Telesis companies. Pacific's headquarters will remain in California.

Both SBC and Telesis have committed to maintain and improve the quality of service to California
customers, expand service to ethnic markets, continue workforce diversity and invest in Pacific's
infrastructure,

With the CPUC approval today, the companies have obtained all required government approvals. The
Department of Justice concluded in November 1996 that the merger would not violate federal antitrust

law, and the Federal Communications Commission approved the merger in January 1997,
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CONN. REGULATORS UNANIMOUSLY APPROVE $4.4-BILLiOﬂ SBC-SNET MERGER
Conn, Dept. of Public Utility Control (DPUC) unanimously spproved $4.4-billion meryer of Southern New

England Telephone (SNET) and SBC Communications Wed, but requi i i

) : 3 quired companies to fil -
ports and increase retirement benefits. DPUC rejected bid by Conn. Attorney Gen. chharg gﬁﬂi&’;ﬁglfﬁc
merger approval witli Tower 1utes (CDJune 1 p3). He said be was “disappointed” by what he termed "“short-

sighted, ill-advised” decision that leaves consumers “clearly shortchanged” FCC i j
e ¥ Be is last major regulatory hurdlc

DPUC said it “acccpt:_: the cormitments made by SBC ox the record of this proceeding,” including !
pledges to: Honor collective bargaining agreements between SNET and employees; adjust SNET rotirement i
" plans to include any better benefit entitleménts enjoyed by SEC rétitées; get prior DPUC approval bicfore di-

vesting or selling SNET pension funds; file annual network technology development plan; keep SNET hq in
Conn.; maintajn or raise level of full-time employment; maintain corporate funding for cc’Jmmunity- ;
. enriching projecis. T

Regulators told SBCitynustmbintaip-ievels of.capital investrient; staffing, Marketings As part of:approvey
DPUC required SBC to produce: Annual reports on SNET earnings remitted to SBC; quarterly reports on SNET
short-term borrowing or loans with SBC; annual reports on technology deployment for next 3 years, with expla-
natgqns for investments; annual list of new regulated products in SBC region that by Conn. definition are noncor-
petiive. : :

DPUC kept requirement that SBC continue SNET’s cable operations for 2 years, buz added potential out
clause: Bell company can petition commission to medify its franchise requirements after conducting study of
SNET’s Personal Vision (PV) operations. Agency said SBC had expressed concern that PV might not be viable
financially and refused to make specific commitments wntil it bas evaluated PV’s market opportunity and infra-
structure, SBC must report findings and request changes in franchise by April 2. PV, which is franchised to offer
cable TV service in entire gtate, has 13,600 subscribers spread over several areas.

Blumenthal criticized cable decision, saying requirement to maintain service was “critical to promote a com-
petitive atmosphere™ in state’s cable business. “This decision could spell the end for all hope of cable competition
in Connectjcut — and lead to even higher rates for cable customers,” he said. “The DPUC 1s apparently more
concerned with this Texas company than it is with Connecticut consumers.” '

DPUC said SBC won'’t have 10 make any rate cuts as condition of state merger approva) and any rate changes
required because of merger should be detenmined separately. “Neither the law nor the evidence point to [address-
ing] rate considerations in this decision,” agency said,

In joint statement following vote, SBC and SNET praised DPUC for “recognizing the dynamic chanpes
occurring in the telecommunications industry” and for 1aking “a balenced, reasoned approach throughout
this process.” Companies said order protects SNET émployces while “allowing us the ﬂcmb'}l_]ty we need to
manage the new company as efficiently and effectively as possible in today’s highly competitive environ-

meni.”

Blumenthal said DPUC decision means Conn. is “only state” where phone custorners won’t share cost savings
" in SBC mezrger. When SBC bought Pacific Telesis, Cal. PUC required companies to reduce rates to reflect merger
benefits. Expert testimony at DPUC hearings bad recommended rate cuts, citing $1 billion SBC and SNET will |
save by merging. Savings translated to $110 million annual rate reduction, or $4 per month for basic rate custom-
¢rs, Blumenthal said. “These savings were-unrefuted,” he said. However, DPUC said it found no economic basis
for ordering such reductions, even after companies testified that merger would result ju savings. DFPUC called
Blumenthal concerns “premature.”

in May. Blumenthal had argued that companies failed to provide adequate information that would allow regu-
lators to consider potential cost savings from merger. “Until and unless they are willing to provide this informa-

tion, this merger should not be allowed to proceed,” he said then.

-
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j Conditlons ncluded
SBC-AMERITECH MERGER APPROVED BY OMIO REGULATORS

Ohio PUC (PUCO) vored 4-| .10 grant gondifonat approval for proposed merger of SEC Comnmnjcations
and Ameritech. PUC sdopied conditions in stipulated senlement negotisted betwees companies and 6 major intervenors
in late Feb, Action came as Housc T elecom Subcomminee Chmpn, Tauzin (R-La.) said he didg'"t think FCC had author-
ity to impese condidons on merger (see related story, this iscue).-

- Lompanies now have 2 of 4 replato 5 Rired for merger completion — Chio and Justice Depl Re-
mainng hurdles are FCC and 1], Commerce Comaission, both of which are locking at conditiona] merger approvals.
Nl. agency is considering set of merger conditions proposéd by 2 hearing examitiers” Of dther Ameierh Statés Wis,
and Mich_ have sare laws denying them jurisdiction gver werger, and regulators there won't take sction, Ind. regulators
bave no direet jurisdiction sither, because deal is at holding company level, but plen to file opinion 300n with FCC. No
states in SBC territory need 1o act, '

its PUICC 32id that if eopdit ov o0 appesl, its merger approval is veid, i conditions are
overumned afier merper closes, it s2id it reserves Jega) right to “obtain the vatuc of the stipulations from the <ompanies in
some other manner,”

<ven maintain the statuy guo.” She opposed requirement that Amegitech enter 4 of Ohio’s most desirable markats out-
side Ameritech termitory, saying Ameritech-SBC should be required 1o enter Jocal markets “where it s extremely un-
likely” competition wil) cmerge.

Atn CQ's maigr merger conditions: (1) Companics must improve cooperation with CLECs. They have unti}
I Aprit 1, 2000, to achieve 79 of 103 specific performance benchmarks for Opemtion support systems (OS3) and other fa-
cilities used by competitors, and to submit bivding schedule for meeling rest. Faijure would subjecs cumpanies iy potens
tial $20 million in penahies. Compsnies also must complete integration of SBC and Ameritech OSS within § months
after merger closes and make available o CLECs in Ohio any inlercormestion, colocation, resale or network clc_mcm
rales or concessicns they ebtain from other incumbent telcos when entering new locsl markess,

(2) Companies Tomole residentiaf co ition. They must offer CLECs le?_npomy"pm:poﬁopaj"nt.cson
residential loops and services for reaidental yesale, They must offer 32% wholesale discount on Tesidential services and
55.34 monthly rate on residentja) loops. Companies for 1 years after merger also must offey eageless colocation at re-
duced charges to CLECS intending 1o provide residentisl service, At least 20% of eapacity gt discounted colocated
CLEC installation must be reserved for residentia) service, If SBC-Ameritech have not permanently lost 200,000 resi.
dentigi lines to competitars within 4 years, they must give 515 million in credits 1o cuslomers and deposit $5 million ino
2 apecial funds created by stipulation, ]

(3) ies myst meet specifie snnusi service quality benchmarks in 7 major performeance areas for 3 years afler
merger. If corpanies fail to meet targets, they are Jiable for steadily cscalating penalties. Touw) servies quality perform-
‘ance failurs during 3-year period would racan 56 million in penalties, 66% of which wowld be credited direetly to cup-
tomers. {4) Compunies must compete in Ohio local exchange markets outside Ameritech territory, subject to certifica-
tion, right-of-way and other regulations imposed on CLECS. They must enter local mackets in Cincingati, Hudsen,

“We believe that the IUErRer, under the terps of the stipulation, will promsote the public convenience and result ig the
provision of adequate serviee at reasonable rateg,” PUCO wrote in order. By agency wamed it will be monftering corn—
panics’ compliance with conditions and will act prompily if they rencge on any,

BC an itech hailed decisi “major milestone™ i advancing merger, They said PUCD, afler considearing
every abjection raised by COmpetitors, issued order that puts companies “another swp ¢losar to mecting the 215t contury
iclecommunications peeds of consumers in Ohjo and around the country,™

ATET spid “very di inted" uco val and said irhopulgmcy‘\wiu.m;sidcrﬂ\isiﬁ—
vdvised decision during the rehearing process,” AT&T official said Comr, Jones' lenghy dissent is likely to b eited in
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Ill. Conditionally Okays SBC-Ameritech Merger;
3 Foes Say They Will Appeal

The Illinois Commerce Commission (ICC) last week voted 3-2 to approve the $79 billion
SBC-Ameritech merger — with 25 conditions. But at least three merger foes are planning legal chal-
lenges to the decision.

The 1CC majority — Chairman Richard Mathias and Commissioners Richard Kolhauser and Edward
Hurley — made no radical departures from tentative conclusions disclosed in recent weeks on require-
ments for merger savings rebates, obligations to competitors and communities, service guatity, perfor-
mance parity measurements, or the companies” liability for penalties up to $120 million annually.

Commissioners Ruth Kretschmer and Terry Harvill dissented, saying the evidence in the record fel]
far short of supporting the majority’s conclusion that this merger would not harm competition. They said
that without the merger SBC would have entered Illinois as a large and aggressive local competitor instead
of becoming entrenched as an Jllinois incumbent. Kretschmer also assailed what she called the ICC’s
“convoluted, confused, and complex” deliberation process.



Page 2

STATE TELEPHONE REGULATION REPORT

October 1, 1999

State Telephone
Regulation Report

Herb Kirchhoff . . . Managing Editor
Copyright & 1398 by Wamren Publishing, Inc.

(ISSN 0741-8388} Reproduction in any form,
without written permission, is prohibited.

Warren Publishing, Inc.
2115 Ward Court, N.W,, Washington, DC 20037

Phone: 202-872-9200 Fex: 202-293-3435
e-mail: warmeapub{@mindspring.com

WASHINGTON HEADQUARTERS
Albert Warren . . . . . . Editor & Publisher
Paut L. Warren . . Sr. Ed. & Exec, Publisher
Daniel Warren, . §r. Ed, & Assoc, Publisher
DawsonBNail. . ... .. Executive Editor
ArthurBrodsky . ... .. .. Senior Editor
R Michaet Feazel . . . .. .. Senior Editor
Edith Herman . . . . . . Senior Editor
Herb Kirchhoff . . Scnior Editor
Patrick Ress . . . . Associate Editor
Terry Banks . . . . . .. . Associate Editor
Sasha Semberg-Champion . Associate Editor
Marla Sheperd . . . .. . . Assistant Editor
Jennifer Park . . ..\ . s Assistant Editor

Washington Telecorn Newswire

Brody Mullins. . . .. ... ... Mantging Editor
Daily Document Service
Josephlautieri. . . .. .. ... ... Meneger
Television and Cable Factbook
Michael Teliaferro . . . . . Managing Editor &

Asst. Publisher—Directories

Richard Koch, . . . . Asst. Managing Editor &
Editorial Directer

Mark Flanagasy, . .. . . . Production Menager
Susan C. Seiler. . . . . Senior Ed. & Ed. Supv.

Gaye Nail Adier . . . . Senior Ed. & Ed. Supv.

Market Research
& Data Sales Division

LynnLlevine, . ... o a0 Direcior &

Asst. Poblisher—Research

Ted Statkey, . . 000 v . Assoc. Dircctor
Business

BrigEasley . ... .. .......... Cantroller

Gary Madderom . . Markeling Direclor

. . Adverising Ditector
Betty Alvine, . .. .. ... ... Circulation Mgr.
Deborah fagobs . . . . . Information Systems Mgr.

NEW YORK BUREAL

276 Fifth Ave, Suite 1LE1, WY, BLY. 16001
Phone 212-686-5410 Fax: 212-889-5097

Paul Gluckman - . . v v v v s v s Burcau Chiel’
Stephen A Booth . . ... L. Senior Editor
Mark Seavey. . . . . Asseciate Edilor
Cindy Spicivogel Assaciate Editor

CONTRIBUTING EDITOR, EUROFE

Barry Fox
22 Holmefield Court
Belsize Grove, London NW3 4TT
Phone: {0173) 722-8295
Fax: {0171} 483-3074

JAPANESE REPRESENTATIVE

Eduerial and Circulation
CES Intemnational Corp,
3-22.7 Nishi Shinbashi, Minoto-ku
Tokyo 105, Japan
Phone: {03) 3592-1531

-

Merger Okay to be Appealed
(Continued from page 1)

Kretschmer said the evidence showed “overwhelmingly” that the
merger would have adverse effects on competition, and cited an ICC
staff report that concluded “no conditions exist that would be able to
mitigate the harms that the merger will have on competition.”

Harvill said SBC’s entry as a local competitor would have done
far more to force open Illinois’ local exchange markets than any or-
ders from the ICC. He also said he was “skeptical — given SBC’s
reputation as a ruthlessly aggressive and litigious company — that
we can rely on its assurances.”

ICC Chairman Mathias said the merger approval terms would
“significantly enhance the competitive nature of the Illinois telecom-
munications marketplace and be of true economic benefit to Illinois
consumers.” He said he was disappointed in not being able to per-
suade other commissioners to go along with basing merger savings
rebates on estimated savings, but said “the real savings to the public
will flow from increased local competition.”

But Mathlas also said the cumbersome 16-month merger review
process “exposes the need to revise the obsolete processes which this
Commission is required to follow that unduly prolong proceedings,
hinder meaningful discussions” and require unnecessary adjudica-
tion.

SBC and Ameritech praised the 275-page ICC decision, saying i
“paves the way for consumers to benefit from increased competition,
improved service, high-speed Internet access, and other new prod-
ucts.”

SBC General Counsel James Ellis said the decision was a victory
for Illinos consumers: “Once we complete the merger and begin de-
livering the benefits to our customers, there will be no doubt that to-
day’s decision by the ICC was the right one for Illinois.” Ameritech
Illinois President Douglas Whitley aiso was pleased by the ICC deci-
sion, but was critical of the time the ICC took to decide: “Clearly, 16
months is far too long to reach a decision in today’s changing global
telecommunications marketplace.”

At least three merger opponents — Illinois Attorney General
Jim Ryan, Cook County State’s Attorney Richard Devine, and the [I-
tinois Citizens Utility Board (CUB) - said they would ask the ICC
to reconsider its decision because it was contrary to-conisumers” best
interests. If that is unsuccessful, they said they may file an appeal in
state courts.

Ryan and Devine said the ICC acted wrongly by refusing to base
merger rebates on savings estimates and by dismissing studies that
projected merger savings of up to $472 million annually. “What
might be a winning deal for these corporate giants is, in this case, a
loser for Illinois consumers,” Ryan said. CUB Executive Director
Martin Cohen said the conditions approved by the ICC “are not suffi-
cient to protect consumers from the many risks the deal poses.” The
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CUB predicted customers in THlinois would face
higher phone rates as the companies sought to pay
for their forays into other citjes nationwide.

The opponents have until Oct. 29 to petition
for a rehearing and the ICC will have another 20
weekdays to decide whether to grant the petitions,
If the ICC decides to rehear the case, it will have
five months to decide on reaffirming or changing
the order,

But Ameritech Illinois” Whitley said those
challenges would have negligible impact on the
deal: “The merger will move forward. We won’t
wait because of speculation over what some judge
might do in the future.”

Other parties unhappy with the ICC order
must decide whether to pursue Hilinois rehearings
or concentrate their efforts on the FCC, which is
the final regulatory hurdle the companies must
clear before they can close their merger. The FCC
is considering a set of proposed merger conditions
for advancing competition, backed by up to 32 bil-
fion in penalties, and is expected to decide soon.

Competitor-supported Illinois Parinership for
Fair Telecom Policy warned the ICC to make sure
the companies kept their promises after they
merged. Gary Mack, the group’s executive direc-
tor, said, “The ICC’s conditions for approval may
not be sufficient to yield competition. And
Ameritech and SBC are notorious for not keeping
promises made to regulators.” He said significant
loss of local market share would be the only con-
vincing demonstration that the companies were
sincere in their efforts to allow competition.

ATE&T said it was “disappointed” by an ICC
decision that omitted many conditions sought by
competitors. AT&T Vice President Ray
O’ Connell said the decision “Jocks Hiineis con-
sumers into a larger and stronger SBC/Ameritech
monopoly for the foreseeable future.” AT&T said
strict enforcement of merger conditions might help
prornote Joeal competition in Ilinois, but wamed
that “SBC-Ameritech are more inclined to pay
fines or litigate rather than meet regulatory re-
quirements.”

1n other states, the merger received conditional
approval from Ohjo this spring. Indiana regula-
tors® attempt {o assert merger jurisdiction was
turned back by the state courts. Michigan and
Wisconsin lacked jurisdiction. Nevada is the only

SBC state to successfully assert jurisdiction over
the deal, with Nevada regulators giving their con-
ditional approval carly in September.

Major conditions imposed by the ICC majority
include: (1) A 50% rebate of actual merger sav-
ings, net of merger costs, for three years. Rebates
would be split evenly between CLECs and long
distance users through lower interconnection and
access charges. This was a change from the tenta-
tive conclusion calling for a 100% savings rebate.
Only operational merger costs, not legal or invest-
ment banker fees, could be netted against gross
savings. The companies must report their net sav-
ings, calculated in accordance with the FCC’s Uni-
form System of Accounts, when they make their
annual price cap adjustment filings,

(2) An 18-month schedule, starting at merger
closing, for making operation support systems
(OSS) fully adequate to serve Illinois CLECs’
needs, with a six-month collaborative process to
establish what needs to be done, followed by a
12-month schedule to implement the changes and
conduct 3rd party testing to verify OSS adequacy.

(3) A requirement that the companies imple-
ment 122 specific measurements of parity between
services to CLECs and services to their own oper-
ations. Measurements must be implemented
within 300 days of the merger’s closing, with a
$30 million fine for failing to meet the 300-day
deadline and up to $90 million annually in penal-
ties for five years for performance parity failures,
Performance monitoring reports would be filed
quarterly,

(4} A requirement that the companies offer Il-
linois CLECs any interconnection terms they vol-
untarily agree to as an incwmbent in other states,
with rates adopted by the other state to serve as in-
terim prices pending development of {li-
nois-specific rates. They also must offer to Tllinois
CLECs any interconnection terms SBC-Ameritech
obtains as a CLEC in any state, without regard to
whether Tilinois CLECs are similarly situated. The
only exception would be for terms infeasible or il-
legal in Illinois, with the burden of proving any ex-
ceptions Jaid on SBC-Ameritech. SBC-Ameritech
would have to notify Illinois CLECs of terms im-
posed on them as incumbents by other states and
be ready to open IHinois negotiations on such
terms upon CLEC request.

{continued on page 5}
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I1l. Places Conditions on Merger
{Continued from page 3)

{5} A mandate that the companies implement
interim shared transport for CLECs within 30 days
and fully unbundle shared transport within one
year of the closing. (6) A directive that the compa-
nies meet “current” ICC standard for fixing
out-of-service problems within 24 hours or face
$15 million in penalties during the first six months
afier their merger and $30 million annually over
the next five years. ICC standards now require
fixing 95% of service outages within 24 hours.

(7) Completion, within five years, of all unfin-
ished projects in Ameritech’s $3 billion 1995 net-
work infrastructure upgrading commitment made
as part of its price cap regulation agreement, plus
any other infrastructure projects the ICC adds in its
upcoming price cap renewal proceeding, up to an-
other 33 billion worth,

(8) A ban on making any operational changes
in 911 network systems without prior ICC ap-

proval. Changes the ICC authorizes must be
implemented in a fashion transparent to 911 sub-
scribers. (9) Deployment of residential digital
subscriber line (DSL) services in all DSL-capable
central office once the companies begin offering
residential DSL anywhere in Illinois.

Other conditions would require the merged
compariies to maintain regional employment at
current levels; retain “historic” levels of support
for THinois schools, community groups and chari-
ties; keep Ameritech headquarters in Iliinois;
keep Ameritech’s brand identity; use SBC’s TRI
research unit to benefit disabled Olinois customers;
revise their cost-allocation manuals and their cost
studies within six months to reflect: postmerger
conditions, and spend $7.5 million over the next
three years on a consumer education fund, comn-

munity technology fund, and community cornputer
centers.
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dollar basis to reduce rates) as well as expenses. Moreover, the Applicants argue that
no public utility commission in any state has ever used projected revenue increases to
reduce rates in a change of control proceeding. In addition, the Applicants note that the
Department has never set rates in any Telco rate of return proceeding based on cost

savings or revenue projections over a 1 O-year period. Rather, the Department has

used an . historic test year and adjusted forward to a future rate year, which was
generally one year out. Any adjusiments to the test year were based on known and
certain changes. According to the Applicants, there is nothing known and certain in the
telecommunications industry over a 10-year period that an agency can rely on 1o set
rates. The Applicants maintain that OCC and AG proposals ignore the reality of the
competitive telecommunications environment. The Applicants conclude that the law,
the Telco's Plan, and the evidence presented In this case do not support the
Department’s conditioning its approval of the Merger on rate reductions.

Finally, in suppert of its position against a rate reduction, the Applicants assert
that the Telco's local residential exchange rates are currently on average below cost
and any further reduction will deter facilities-based competition, which is contrary to
Public Act 9483, An__Act Implementing the Recommendations  of the
Telecommunications Task Force, and the Telcom Act. The Applicants contend that any
further reduction to local residential rates would eviscerate any incentive CLECs have
to deploy their own facilities to serve residential customers. Applicants’ Brief, pp. 25-42.

7. Applicants’ Commitments

The Applicants have made certain commitments to support the proposed
Merger.? Application, pp. 30-34; Applicants” Brief, p. 42. During the June 29, 1998
hearing, Commissioner Goldberg requested additional commitments to address certain
concerns in the areas of employment, community involvernent, techinology and
competitive/OSS support. Tr. 6/28/98, pp. 1657-1668. The Applicants have responded
to that request. The Applicants state that SBC's abifity to make these commitments is
based upon the premise that no other conditions will be imposed that would have the
effect of reducing the resources necessary for SBC and SNET to mest the
commitments. Accordingly, SBC commits to the following:

T.. . FIVé: years fromithe,, : vil) £
more - SNET - 6r. 'SNET affiliate full-time : reqular.permanent - employees: . in
Comnecticut ‘thariwere ion the  SNET, payroll tas of the date ‘the ‘Merger, was
ahnounced:

 date-of closing of the Merger,: thiere, will be at least 1,400

<

! The Applicants” commit 6. malntain' SNET's opbrating headquarters ih Conngcticut:continde to dperate
underthe: SNET.namé " inGonnecticut, maintain oF increasé. SNET's historic ‘levelsof charitable
contributions and commuhity “schivities . throughout Connacticut establish- in’ Connecticiit a regional
headquartsrs. from.which the combined companies” celtular operafions in Connecticut, Massachusetls.
Rhode- Island and upstate New York would be Mmanaged; continue to support ecanormic development
and education in Connecticut consistent with SNET's estabiished commitments in these areas;
maintain the levet of regular, full-time bargaining unit. SNET employees at the same level as it was at
the time. of the: merger -agreement for at leas! two ‘years_after closing; and, to. maintain- overall
cempensation and benefits for SNET employees for at least two years after ciosing.” Additionally, SBC
resffirms its cormmitment to SNET's goal of providing an advanced télecommunications network
offering high. quality services, significant employment apportunities and retaining SNET's position 4s a
preminent corporate cltizen contributing to the residents .and overall economy of Connecticut,
Applicants’ Brief, p. 42, :
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