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�INTRODUCTION AND EXECUTIVE SUMMARY



Joint Applicants SBC Communications Inc., SBC Delaware, Inc., Ameritech Corporation and Illinois Bell Telephone Company d/b/a Ameritech Illinois ("Joint Applicants") request the Commission=s approval of a merger between SBC Communications Inc. and Ameritech Corporation, the parent corporation of Illinois Bell Telephone Company ("Ameritech Illinois").

This merger is a direct, logical, necessary, and pro�competitive response to the technological, regulatory, and market�based changes that are rapidly transforming the telecommunications industry.  In this context, the proposed merger not only meets the conditions of Section 7�204, but, in addition, it will positively impact the customers and employees of Ameritech Illinois and lay a solid foundation for the next century of telecommunications in Illinois.

A.	The Proposed Merger is a Necessary Response to Fundamental Changes in the Telecommunications Marketplace



In the decade following passage of the 1996 Act, telecom markets will grow more, and change more profoundly, than they did in the century that preceded it.  These changes are being propelled by fundamental changes in regulation, dramatic advances in technology, the globalization of all major markets, increasingly strong economies of scope and scale, and the rapid evolution of customer demand for seamless, bundled, end�to�end service.  Telephone, cable, and wireless, voice and data, are rapidly converging into a single competitive market.  Demand for telecom capacity is doubling every few years.  The Internet alone is a phenomenon whose full implications society has scarcely begun to grasp.  The major emerging providers will operate networks that span the globe.

�This merger is a direct, logical, necessary, and pro�competitive response to these irreversible and widely recognized trends.  SBC's and Ameritech =s decision to merge responds to the same forces that are reshaping every major player in the industry.  The best interests of customers, employees, and shareholders cannot be advanced by a strategy of trying to stand still as a "stay�at�home" regional player.

Judging from their actions in the marketplace, our major competitors see these trends exactly as we do, and are responding to them exactly as we are.  MCI, WorldCom, MFS, Brooks, AT&T, McCaw, TCG, TCI, Time Warner, British Telecom, Sprint, France Telecom, Deutsche Telekom, Bell Atlantic, GTE, and others are not "going it alone":

C	The MCI/WorldCom/MFS/Brooks Fiber/UUNet conglomerate just completed its fourth major acquisition in less than three years.  In multi�page advertisements that have run across the nation and worldwide, that company declares that it now stands alone in its ability to offer a fully�integrated, end�to�end package of services over a single global network.�



C	AT&T, which is following up its acquisitions of McCaw and TCG with the acquisition of TCI, recently announced an international joint venture with British Telecom, and has signed a twenty�year deal with Time Warner.



C	Sprint has forged an alliance with France Telecom and Deutsche Telekom, and is poised to roll out its new AION @ service nationwide.



�C	Bell Atlantic is seeking to merge with GTE with plans to enter 21 local markets in the next 18 months.



Customers also believe that they will benefit from this merger.  Emerson Electric, Edward Jones (a nationwide brokerage firm), Levi Strauss, Ultramar Diamond Shamrock, Commonwealth Edison, BancOne, and Huntington Bank have all written to the FCC to explain how this merger will raise SBC and Ameritech from niche players to a single valuable competitor for all of the services they are seeking in telecommunications.  (Attachments 7�14 to Kahan Rebuttal, SBC/Am. Ex. 1.1.)

Mergers and global alliances are indeed making companies larger.  But the competitive challenges are growing even faster.  Major players in other industries are responding in similar ways to similar competitive forces.

Mergers and acquisitions are creating global players in financial services (Travelers Group/Citicorp), banking (NationsBank�BankAmerica), computers (Compaq/Digital), and various manufacturing sectors (Chrysler/Daimler Benz).  As all these companies have recognized, it is not possible to be a long term viable competitor in national and global markets by building out in small, modest increments over an extended period of time.  The critical base of customers with national and global operations will not give their business to providers who offer service in just a few markets, with a promise of more to come at some distant date down the road. 

�These considerations are more powerful in Illinois than in almost any other state in the country.  Illinois is a headquarters for both global industrial concerns and the telecommunications companies that serve them.  Forty�one companies on the Fortune 500 list make their headquarters in this state.  Companies like Allstate, McDonald=s, Abbott Laboratories, Sears Roebuck, Wrigley=s, Caterpillar and Comdisco, all based in Illinois but have operations that span the nation and the globe.  Many others have very extensive operations in this state:  General Electric in Barrington, Oak Brook, and LaGrange; Kraft Foods in Winnetka; Lucent in Naperville; and Microsoft in Chicago and Oakbrook Terrace.  For such companies, and for countless smaller businesses on the move, the future is to build outward.  Such companies require telecommunications services of commensurate scope and scale.

Many other Illinois institutions do too.  Schools and universities are using full�motion two�way video and audio networks to perform distance learning, and to link to each other and to other schools and universities across the nation and the world.  Libraries are linking to each other and to libraries in other states and countries, to share digital card catalogs and databases.  Hospitals and health care professionals rely increasingly on advanced telecommunications services to access the best medical libraries and databases of the major medical centers in Illinois and worldwide.

�As the FCC has recognized, Aonly a handful of major competitors world�wide @� will be positioned to meet the complete global telecommunications needs of the national and transnational business customers, and other large institutions.  The merged SBC/Ameritech will rank among the few enterprises with the resources, scale, and international presence to join their ranks.   The merged company will have the economies of scope and scale essential to permit it to develop integrated services and market them worldwide, at competitive prices.  It will also have a large base of employees with the technical skills needed to effectively manage and build local exchange businesses from the ground up, and the financial strength and reputation for reliability it will need to compete effectively in this market.  Unique among major global competitors, however, SBC/Ameritech will also remain solidly anchored in Illinois, fully committed to better serving all Illinois customers and to extending advanced services to the State=s smaller businesses and residential customers.  Indeed, SBC/Ameritech need a solid foundation -- its in-region states -- upon which to build its national and global business vision.  Moreover, almost unique among recent mergers, the Ameritech/SBC merger is about growth:  growth in jobs, growth in investments and growth in innovation, new technology and services.

Indeed, Ameritech=s ability to continue providing quality service to all customers in Illinois will be promoted by this merger as much as Ameritech/SBC=s aspirations to serve the global marketplace.  Ameritech now faces unprecedented new challenges in the profitable core of its operations: in�region service to business customers.  See Attachment 1 to Harris Rebuttal, SBC/Am Ex, 4.1.  The state has already certified over 100 companies to provide competitive local exchange service in Illinois.  These competitors have targeted Ameritech=s most profitable customers and services including Ameritech=s intraMSA toll business.

�Like SBC, it was the considered business judgment of Ameritech that the company had to move ahead aggressively in response to these challenges.  It could not just stick to its existing businesses and region and try to hang on in the face of the inroads of new competitors of various sizes and marketing plans.  Ameritech=s top managers recognized that the changing demands of the marketplace required greater scale, scope and geographic diversity than the company could achieve on its own.  Thus, the decision was made to combine forces to become one of the "handful" of companies with the size, scope and commitment to compete for the largest and most valuable telecommunications customers, nationally and globally.  (Campbell Direct, SBC/Am. Ex. 2.0 at 2-4.)

It is imperative that carriers like Ameritech be permitted to pursue such a course.  While Ameritech Illinois has continued to fulfill its universal service obligations, the majority of CLECs have focused their competitive energies on the large business customers, while ignoring smaller businesses and less profitable residential customers.  The merger will give Ameritech Illinois the necessary resources and capability to continue serving residential customers at the lowest possible rates.  Without it, those customers are most in danger of higher rates and lower quality service.  With it, there will be an explosion of new opportunities and service for consumers within and outside of Illinois.

�Implementation of the National�Local Strategy will increase the combined company's head�to�head competition with AT&T, MCI/WorldCom and Sprint and incumbent local carriers.�  These companies will be forced to respond in kind, because they will face the same business peril that SBC and Ameritech now face �� the progressive loss of key business customers whose business is essential to support the high fixed costs of deploying and upgrading networks.�  The mass market small business segment and residential segment of the competitive strategy will require a competitive response or risk losing large portions of additional pool of revenue. (Kahan Direct, Ex. 1.0 at 10.)  These "predictions" are borne out by AT&T/TCI's announced plans to merge soon after the announcement of this merger (which merger was recently approved.  See FCC Memorandum Opinion and Order, Docket No. 98�178, FCC 99�24 (Adopted Feb. 17, 1999) ("FCC AT&T/TCI Order")).  Bell Atlantic/GTE followed soon after that.  The companies involved in each of those mergers have stated publicly that, through their mergers, they intend to intensify their efforts to compete in SBC=s and Ameritech=s regions.�

Neither Ameritech nor SBC would, on the scope, scale and timeline contemplated, take on the considerable burdens of implementing the National�Local Strategy, which involves entering both national and global markets.  Neither company has the scale, scope, resources management or shareholder base to fully implement this strategy as contemplated on its own.  Ameritech currently serves five states.  Those states represent only 16% of the U.S population, and only eight of the nation=s top fifty markets.  Those states generate only 16% of U.S. telecom revenues.  If Illinois and the other Ameritech states are not to be left behind, Ameritech must be permitted to join forces with SBC and compete in the global marketplace.

�B.	The Proposed Merger Satisfies the Requirements of the Illinois Public Utilities Act 



Section 7�204(b) of the Illinois Public Utility Act authorizes the Commission to reject a merger only upon finding that it Awill adversely affect the utility's ability to perform its duties under this Act. @  A merger must not Adiminish the utility's ability to provide adequate, reliable, efficient, safe and least�cost public utility service; @ nor must it Aresult in the unjustified subsidization of non�utility activities. @  The Commission must be assured that Acosts and facilities are fairly and reasonably allocated between utility and non�utility activities, @ that the merger will Anot significantly impair the utility's ability to raise necessary capital on reasonable terms or to maintain a reasonable capital structure; @ that the merger Ais not likely to have a significant adverse effect on competition in those markets over which the Commission has jurisdiction; @ and that it Ais not likely to result in any adverse rate impacts on retail customers. @

When stripped of the rhetoric and non-merger issues inserted into the proceeding by merger opponents, largely the Applicants' competitors, this is not a complex or difficult case. Section 7-204(b) clearly spells out the issues which the Commission must address. As shown below, there is little real controversy as to most of the issues.  For the others, the record in the case clearly establishes that the merger meets the statutory standards and should be approved without conditions.

�Moreover, in an attempt to even further simplify the Commissions task, the Joint Applicants made a number of voluntary commitments to address the conditions proposed by Staff. These conditions are clearly identified and discussed below.  As the market trends we have described make clear, the Act=s objectives will most likely be undercut if the merger is not permitted to go through.  A "go�it�alone" result of this docket would undermine, not protect, Ameritech Illinois= ability to provide adequate, reliable, least�cost services to the customers in Illinois, particularly over the longer term.  Such a ruling would not protect Ameritech Illinois= ability to raise capital, it might impair it.  And such a ruling would not protect rates charged to retail customers of Ameritech Illinois.  Its longer term effect would be to raise them.

The Commission=s Jurisdiction.  The proposed transaction does not reduce or change the Commission's jurisdiction over Ameritech Illinois in any way. Whatever actions of Ameritech Illinois require approval or review by the Commission today will require approval or review after the merger closes.  Section 7�204(b)(5) requires the Commission to ascertain that Ameritech Illinois will Aremain subject to all applicable laws, regulations, rules, decisions and policies governing the regulation of Illinois public utilities. @  The merger will occur at the holding company level, through an exchange of stock.  (Kahan Direct, SBC/Am. Ex. 1.0 at 23; Joint Application at  & 6-7.)  Because this merger joins two holding companies (neither of which is a public utility), it will not affect Ameritech Illinois, or the Commission=s regulation of that company in any material way.  No Ameritech Illinois assets or licenses will change hands. None of Ameritech Illinois' contractual obligations will be altered. (Kahan Direct, SBC/Am. Ex. 1.0 at 39-42.)  The Commission has addressed this issue, and accepted the same showings, in prior mergers.

Service Quality.  The Commission should have no issue with the merger under the 7�204(b)(1) standard, which turns on whether the merger would Adiminish [Ameritech Illinois=] ability to provide adequate, reliable, efficient, safe and least�cost @ service in Illinois.  The overwhelming weight of the evidence supports the opposite conclusion.

�SBC has over a century of experience in operating telephone company assets and a proven track record of providing high quality service.  SBC has been ranked by Fortune Magazine as the most admired telecommunications company in the world. (Kahan Direct, Ohio at 41; Campbell Direct, SBC/Am. Ex. 2.0 at 9.)  J.D. Power and Associates has ranked two of SBC=s largest operating companies 2nd and 3rd nationwide, in terms of quality of service. (Kahan Direct, SBC/Am. Ex. 1.0 at 25; Campbell Direct, SBC/Am. Ex. 2.0 at 9.)  SBC invests heavily in network infrastructure.   SBC=s commitment to service quality is directly reflected in reliable service quality data which show that Southwestern Bell performance exceeded the overall RBOC average on 55 of 56 measures. Southwestern Bell outperformed its peers by large margins in installation intervals and service repair times �� issues with respect to which various parties to this proceeding have expressed concern. (Smith Rebuttal, SBC/Am. Ex. 6.0 at 9-10 and Attach. S.)

The merger also will permit SBC/Ameritech to implement Abest practices @ developed by each of the individual companies.  SBC and PacTel have already done so, and the quality of local telephone service in PacTel=s region has improved sharply as a result.  The merger will give Ameritech Illinois access to Technology Resources, Inc. (TRI), SBC=s research and development laboratory.  TRI has been instrumental in enabling SBC and PacTel to develop and deploy a wide variety of new voice and data services for both residential and business customers. Among many other things, TRI will help Ameritech Illinois improve accessibility for disabled Illinois residents. (Harris Rebuttal, BC/Am. Ex. 4.1 at 34-35.)

�Indeed, very few concerns were raised in the record about any projected adverse impacts on the quality of service which will continue to be provided by Ameritech Illinois post�closing. For example, the concerns expressed by the Staff about Ameritech Illinois' performance involving Aout�of�service over twenty�four hours @ or "OOS>24" problems relate to past performance, not changes in performance that will or could result from the merger.  There is no reason to conclude that the merger will diminish Ameritech Illinois' ability to address the problem.  The Staff=s concerns about 911 provisioning do not relate to the merger either, but SBC has nonetheless made commitments to address them. (Kahan Surrebuttal, Ex. 1.2 at 5.)  In response to two of Staff witness Jackson=s proposals, SBC has made further commitments relating to TRI and SBC=s Universal Design Policy.  (Kahan Surrebuttal, Ex. 1.2 at 7.)

Retail Consumer Rates.  Sections 7�204(b)(1) directs the Commission to ascertain that the merger will not diminish Ameritech Illinois' ability to provide Aleast�cost @ service in Illinois; Section 7�204(b)(7) further proscribes any Aadverse rate impacts on retail customers. @

The merger will have no adverse rate impacts.  Ameritech Illinois will remain subject to the Alternative Regulation Plan.  The Alternative Regulation Plan requires year�by�year decreases in inflation�adjusted prices (assuming the continuation of current economic conditions).  The premium received by Ameritech shareholders is being received entirely in stock.  It has no impact on SBC=s cash flow, and bears no relation to Ameritech Illinois' rates.

The merger is in fact essential to maintain high quality, low�cost service to the mass�market Illinois consumer in the future.  Region�wide network upgrades are extremely complex and costly �� so much so that very few new entrants in Illinois markets offer anything close to universal service on their own facilities.  The merger will create the economies of scope and scale that will enable Ameritech Illinois to continue doing so.

�It is imperative that incumbent carriers like Ameritech Illinois be permitted to continue reducing spending and costs in this manner.  While Ameritech Illinois has borne the burdens of universal service obligations and rate regulation, competitive local exchange carriers have prospered greatly in the post�1996 Act environment.  The 1996 Act=s interconnection, resale, unbundling and other requirements have eliminated entry barriers.  Newcomers have no responsibility comparable to the incumbent=s to offer universal service.  Thus, the majority of CLECs have focused their competitive energies on the large business customers, while ignoring smaller businesses and less profitable residential customers.

Local Competition.  Section 7�204(b)(6) requires the Commission to ascertain that the merger Ais not likely to have a significant adverse effect on competition @ in the markets the Commission regulates.  That inquiry focuses on competition as it currently exists; a merger review is not the proper vehicle in which to lay out new rules or general competitive policies.  This is a merger of holding companies, not of operating companies.  The day after the merger closes, the same Ameritech Illinois will be competing with the same CLECs, on precisely the same terms as it competes today. 

�In any event, there is no basis to conclude that the merger will undermine competition in Illinois  at all.  SBC does not currently offer local exchange or intraLATA toll services in any Illinois market, and there is no evidence that SBC had any intention to do so.  There is no adequate basis to reject this merger based on sheer speculation about potential competition SBC might have provided at some unspecified point in the future.  The potential competition doctrine is one that both courts and regulatory agencies apply with great caution, and only in circumstances where the potential is clear, imminent, and competitively unique.  In an environment in which major players are already entering Illinois' local markets, and in which competitive conditions are changing very rapidly, there is no plausible basis for slotting SBC into that role.  There is, therefore, no basis to impose the competition�related conditions that Staff and Intervenors have proposed.  Those proposals comprise an anticompetitive Awish list @ of micromanagement proposals and general regulation that do not properly belong in a merger proceeding.

Cross�Subsidy, Cost Allocations; And Access to Capital.  Sections 7�204(b)(2), (3), (4) direct the Commission=s attention to various financial issues relating to cross�subsidy, cost allocations, and access to capital.

A broad array of detailed state and federal rules and procedures address the allocation of costs between utility and non�utility activities, and protect against cross�subsidy.  The merger will not alter or affect Ameritech Illinois' compliance with any of them.  Staff has not directly suggested otherwise.  Moreover, SBC has committed to comply with cross�subsidy related conditions that Staff has requested.  Intervenors= concerns regarding this criterion are baseless, and unsupported by the record evidence.

Staff also agrees that the proposed reorganization will not impair Ameritech Illinois' ability to raise capital or to maintain a reasonable capital structure.  The merger will not diminish Ameritech Illinois' ability to raise capital, it will enhance it.

�Allocation of Merger Savings and Costs.  Section 7�204(c) requires the Commission to address the allocation of both savings and costs that result from a merger.  Both the history and the language of that provision confirm that it does not apply to a merger involving a price�regulated company.  Moreover, any allocation of merger savings or costs to consumers by regulatory mandate would be inconsistent with Ameritech Illinois' Alternative Regulation Plan.  The efficiencies that SBC and Ameritech hope to realize are precisely of the kind that the Alternative Regulation Plan was intended to encourage.  Nor should the Commission attempt to allocate savings whose magnitude and timing cannot now be precisely ascertained, and that occur, if at all, entirely in the future.  Should the Commission do so nonetheless, the allocation must be limited to cost savings attributable to Illinois regulated intrastate services, and not speculative potential revenue enhancements which may or may not be obtained in the future.

Interests of Ameritech Illinois' Employees.  Although not a statutory requirement, Ameritech and SBC are committed that the merger will not result in a reduction in employment levels in Ameritech=s five�state region.  SBC made similar commitments during its merger with PacTel in 1997, and has met or exceeded them.  The SBC/PacTel merger has actually achieved a significant growth in jobs, new services, and financial benefits.  SBC has added nearly 3,000 jobs at Pacific Bell and its affiliated companies in California, many in customer�oriented positions such as field technicians and customer service representatives.  This merger too is about growth in jobs and opportunities.

�Ameritech now proposes to join forces with SBC, a company that has a strong tradition of supporting the communities and groups located in the states where it operates.  SBC and Ameritech will build out nationally and globally, but from a history and base of local operations in the heartland of the United States.  Both companies share the same commitment to the quality of life of the people and communities they serve.  Like Ameritech, SBC provides financial support and encourages its employees to Aget involved. @  Charitable giving endeavors are supported through its Foundation, corporate charitable giving and employee participation in local charitable activities and organizations. (Jennings Rebuttal, SBC/Am. Ex. 5.0 at 23�24.)   Total SBC and Foundation contributions are budgeted at $31 million for 1999 for grants to national, regional and local non�profit organizations.  (Tr. at 658 (Jennings).)

The SBC/Ameritech merger is also about new services, new markets, new opportunities in the most vibrant, fast�growing, and competitively important industry in the country.  The merger will permit much of that growth to be centered in Illinois.  It is therefore in the best interests of Ameritech Illinois' customers, employees and the citizens of Illinois. 

Commitments.  As discussed above, based on relevant and credible evidence, that this merger satisfies the statutory criteria, and can accordingly be approved without conditions.  SBC/Ameritech has nevertheless made a series of voluntary commitments to respond to any remaining concerns and facilitate the Commission's review of the merger.  SBC will:

(1)	maintain Ameritech=s headquarters in Chicago and state headquarters in each of Ameritech's traditional states;



(2)	continue to use the Ameritech name in each state;



(3)	continue Ameritech=s historic levels of charitable contributions and community activities;



(4)	continue to support economic development and education in Ameritech=s region consistent with Ameritech=s well established commitments in these areas;



(5)	ensure that, as a result of the merger, employment levels in Ameritech=s five state region will not be reduced due to this transaction; and



(6)	continue to invest capital necessary to support Ameritech=s network consistent with its past practices.  (Kahan Direct, SBC/Am. Ex. 1.0 at 16�17.)



In a further attempt to meet legitimate concerns, the SBC/Ameritech have made the following additional commitments in response to certain Staff and intervenor requests:

�(1)	The Joint Applicants will submit monthly OSS performance results to Staff for UNEs, resale and OSS.  (Gebhardt Rebuttal, SBC/Am. Ex. 3.1 at 46; Kahan Surrebuttal, SBC/Am. Ex. 1.2 at 4.)



(2)	Ameritech Illinois will begin filing revised LRSIC and TELRIC reports within six months after consummation of the merger.  (Kahan Surrebuttal, SBC/Am. Ex.1.2 at 4.)



(3)	The Joint Applicants will notify the Commission as to which cellular property is being divested, the identity of the buyer, and provided the buyer is involved in how the notice is worded, will agree to notify customers of the divested cellular property as to such identity within the lesser of 30 days prior to change of control or as soon as practicable depending on the amount of time between receipt of necessary regulatory approvals and closing.  (Kahan Surrebuttal, SBC/Am. Ex. 1.2 at 5.)



(4)	The Joint Applicants agree that Ameritech Illinois will advise Staff of changes to its 911 service, including staffing, as they occur.  (Kahan Surrebuttal, SBC/Am. Ex. 1.2 at 5.)



(5)	The Joint Applicants agree that Staff will have access to all books and records of SBC and Ameritech Corporation and their utility and non�utility parent, sister and subsidiary companies, as well as independent auditors workpapers on the same terms as those set forth in the Commission=s Orders approving the reorganization of Consolidated Communications Order in Docket No. 97�0300 (Dated September 24, 1997) and the Gallatin River exchanges of Sprint Communications.  Order in Docket No. 97�0321 (Dated October 21, 1998).  (Kahan Surrebuttal, SBC/Am. Ex. 1.2 at 6.)



(6)	The Joint Applicants agree that Ameritech Illinois will file revisions to cost allocation manuals within sixty (60) days of the date of receipt of the last regulatory approval required for the merger.  (Kahan Surrebuttal, SBC/Am. Ex. 1.2 at 5; Gebhardt Surrebuttal, SBC/Am. Ex. 3.2 at 47.)



(7)	The Joint Applicants agree to provide Staff with affiliated interest agreements.  (Gebhardt Surrebuttal, SBC/Am. Ex. 3.2 at 48.)



(8)	The Joint Applicants agree to use Technology Resources Inc. ( ATRI @) to work on accessibility issues for people with disabilities in Illinois.  (Kahan Surrebuttal, SBC/Am. Ex. 1.2 at 7.)

�

(9)	The Joint Applicants agree to implement SBC=s Universal Design Policy in Illinois for people with various disabilities to provide input on telecommunications accessibility, service, features and design.  (Kahan Surrebuttal, SBC/Am. Ex. 1.2 at 7.)



(10)	The Joint Applicants agree that Ameritech Illinois will provide, for a period of up to three years after consummation of the merger, an annual report in which it identifies any proposed best practices whose adoption by SBC or its affiliates would affect the provisioning of intrastate telecommunications in Illinois.  (Kahan Surrebuttal, SBC/Am. Ex. 1.2 at 8.)

�The Statutory Requirement.  Section 7�204(b) of The Public Utility Act sets forth the seven criteria necessary for merger approval. As shown below, the proposed Ameritech/SBC merger clearly meets all seven.  Part I discusses Section 7�204(b)(5) (affect on Commission jurisdiction).  Part II discusses Section 7�204(b)(1) (service levels).  Part III discusses Section 7�204(b)(7) (rate impacts).  Part IV discusses Section 7�204(b)(6) (effect on competition).  Part V discusses Section 7�204(b)(2) (cross�subsidies), (3) (cost allocations), and (4) (access to capital).  Part VI discusses Section 7�204(c) (allocation of merger savings).  Part VII discusses Section 7�204(f) (imposition of conditions and penalties under).

I.	AMERITECH ILLINOIS WILL REMAIN  ASUBJECT TO ALL APPLICABLE LAWS, REGULATIONS, RULES, DECISIONS, AND POLICIES @ OF THIS COMMISSION



Section 7�204(b)(5) of the Public Utilities Act requires the Commission to ascertain that Ameritech Illinois will "remain subject to all applicable laws, regulations, rules, decisions and policies governing the regulation of Illinois public utilities."  The record shows this will be the case.

�As indicated above, the merger will occur at the holding company level, through an exchange of stock. (Kahan Direct, SBC/Am. Ex. 1.0 at 23; Joint App. at  &6-7.)  Neither SBC nor Ameritech Corporation is a public utility.  The only public utility here, Ameritech Illinois, will remain a wholly owned subsidiary of Ameritech Corporation after the merger, and will continue to do business under the Ameritech name.  Ameritech Illinois will remain subject to all of the applicable laws governing public utilities in Illinois. (Kahan Direct, SBC/Am. Ex. 1.0 at 39-42.)  Thus, the merger will not affect the Commission=s authority over Ameritech Illinois in any way.  AT&T and Sprint conceded this point.  (Tr. 1346�47 (Gillan); Tr. at 1414 (Stahly).)  The Commission has addressed the issue, and accepted that conclusion, in prior mergers.�

Staff witness Marshall agreed that Ameritech Illinois will remain subject to this State=s laws and regulations (Marshall Direct, Staff Ex. 1.0 at 17; Marshall Rebuttal, Staff Ex. 1.01 at 3), and saw no reason to recommend imposition of any conditions to that end.  (Marshall Direct, Staff Ex. 1.0 at 17�18.)

�Contrary to the plain language of Section 7�204(b)(5), however, Staff witness Toppozada�Yow argued that Section 7�204(b)(5) turns on the Commission's ability to regulate Ameritech Illinois effectively, rather than its jurisdictional authority to do so.  Ms. Toppozada�Yow accordingly recommended that the Commission enforce Section 7�204(b)(5) by (1) imposing the same conditions recommended by Mr. Graves under Section 7�204(b)(6), and (2) requiring Ameritech Illinois to "advise Commission Staff and obtain Commission approval prior to reducing or moving the Ameritech Illinois subject matter experts currently located in Illinois."  (Toppozada�Yow Rebuttal, Staff Ex. 3.01 at 24.)   Ms. Toppozada�Yow=s proposals are premised on a mistaken reading of Section 7�204(b)(5).  They have nothing to do with preserving this Commission=s jurisdiction over Ameritech Illinois, which the merger does not alter in any way and which is the only statutory requirement at issue.  Moreover, as discussed below in connection with Section 7�204(b)(6), these proposals are misplaced and/or substantively unwise.

�Ms. Toppozada�Yow=s first concern relates to the purported decline in the number of Regional Bell Operating Companies as  ABenchmarks @ against which Ameritech Illinois can be compared.  (Toppozada�Yow, Staff Ex. 3.00 at 15�20; Toppozada�Yow, Staff Ex. 3.01 at 18�24.)  Ms. Toppozada�Yow asserts that  AAmeritech Illinois has utilized this benchmarking approach in a number of previous dockets @ (Toppozada�Yow Rebuttal, Staff Ex. 3.01 at 19). In fact, the Commission has frequently rejected attempts at benchmarking.�  In any event, operating companies are never benchmarked against holding companies; they are bench marked, if at all, against other operating companies.  And this Commission has rarely, if ever, looked to the practices of other BOCs in deciding what is appropriate for Ameritech Illinois, as Ms. Toppozada�Yow conceded.  (Toppozada�Yow Rebuttal, Staff Ex. 3.01 at 18)  The merger will not reduce the number of incumbent local carriers within Illinois available for intra�state benchmarking.  Finally, under TA96, the key regulatory standard is one that requires Ameritech Illinois to provide CLECs with interconnection, products and services on nondiscriminatory terms and conditions through the vehicle of Commission�approved interconnection agreements.  47 U.S.C.  ' 251(c)(2)(C); (Kahan Rebuttal, SBC/Am. Ex. 1.1 at 38.  The merger will not affect that inquiry at all.  The record is clear that this merger changes no obligations of Ameritech Illinois under interconnection and resale agreements.  These agreements have been negotiated in good faith, accepted by the parties and approved by the Commission.  These facts are not changed by the closing of this merger.

Ms. Toppozada�Yow=s remaining concerns relate to SBC=s compliance with commission orders in other states.  (Toppozada�Yow Direct, Staff Ex. 3.00 at 17�18.)  Like any large utility holding company, SBC coordinates operating companies that are subject to widely varying regulatory requirements in many different states.  Overall, SBC has an excellent record of cooperation and compliance.  (Kahan Rebuttal, SBC/Am. Ex. 1.1 at 36�37; Jennings Rebuttal, SBC/Am. Ex. 5.0 at 27�28.)  SBC remains strongly committed to local decision�making, and to accommodating state�to�state regulatory variations.  (Kahan Rebuttal, SBC/Am. Ex. 1.1 at 37) (Jennings Rebuttal, SBC/Am. Ex. 5.0 at 3�6.)�

�The intervenors= arguments add nothing more.  GCI witness TerKeurst declared that the Commission should  Arequire that Ameritech Illinois maintain its existing level of regulatory staffing in Illinois."  (TerKeurst Direct, GCI Ex. 2.0 at 73.)  But on cross�examination she explained that all she really meant was that  Aindividual job functions @ should stay in Illinois and that SBC/Ameritech should report to the Commission when experienced individuals move out of state.  (Tr. 1373�76, TerKeurst.)  She also opposed any requirement that individuals be required to stay in Illinois or that Commission approval be required for such moves.  (Tr. 1374�76, TerKeurst.)  Whatever its precise formulation,  however, this proposal cannot be squared with the statute=s strictly jurisdictional language, and would entail senseless ongoing micromanagement of SBC/Ameritech=s personnel decisions.  

II.	THE MERGER WILL ENHANCE AMERITECH ILLINOIS= ABILITY TO PROVIDE ADEQUATE, RELIABLE, EFFICIENT, SAFE, AND LEAST�COST SERVICE



A.	SBC Has an Outstanding Record of Providing High�Quality Service



The Commission has no basis to conclude that this merger will "diminish [Ameritech Illinois'] ability to provide adequate, reliable, efficient, safe and least�cost" service in Illinois.   Section 7�204(b)(1) (emphasis added).  Indeed, the overwhelming weight of the evidence is to the contrary: service quality will improve, not diminish, following the merger.  (Galloway Rebuttal, SBC/Am. Ex. 8.0 at 3�4, 7; Gebhardt Rebuttal, SBC/Am. Ex. 3.1 at 96�97, 99; Gebhardt Rebuttal, SBC/Am. Ex. 3.2 at 43�44.)

�SBC has more than one hundred years of experience in operating telephone company assets and a proven track record of providing high quality telecommunications services and supporting its operating companies both financially and technically.  (Kahan Direct, SBC/Am. Ex. 1.0 at 24�30.)  Fortune Magazine has ranked SBC as the most admired telecommunications company in the United States and the world.  (Kahan Direct Ohio, AT&T Ex. 5.1 at 41; Campbell Direct, SBC/Am. Ex. 2.0 at 9.)  In 1997, J.D. Power and Associates ranked SBC=s two largest operating companies, Pacific Bell and Southwestern Bell, as numbers 2nd and 3rd among the thirteen largest U.S. telephone companies for high quality of service.  (Kahan Direct, SBC/Am. Ex. 1.0 at 25; Campbell Direct, SBC/Am. Ex. 2.0 at 9.)  Financial analysts have consistently characterized the SBC/Ameritech Corporation merger as "highly positive," "creating an industry leader," and "essential for long term growth and competitiveness of U.S. Telcos. . . . @  (Kahan Direct, SBC/Am. Ex. 1.0 at 36.)

SBC invests heavily in network infrastructure.  (Kahan Direct, SBC/Am. Ex. 1.0 at 24�27.)  SBC=s commitment to service quality is directly reflected in reliable service quality data which show that Southwestern Bell Telephone Company's performance exceeded the overall RBOC average on 55 of 56 measures. (Smith Rebuttal, SBC/Am. Ex. 6.0 at 9.)  Southwestern Bell outperformed its peers by large margins in installation intervals and service repair times �� issues with respect to which various parties to this proceeding have expressed concern.  (Id. at 9�10 & Att. 5.)

�The merger will permit SBC/Ameritech to implement "best practices" developed by each of the individual companies.  (Kahan Direct, SBC/Am. Ex. 1.0 at 6; Campbell Direct, SBC/Am. Ex. 2.0 at 3; Joint App. at 13.)  SBC and PacTel have already done so, and the quality of local telephone service in PacTel region has improved in nearly all categories sharply since it merged with SBC.  (Smith Rebuttal, SBC/Am. 6.0.) California customers have seen a 60% reduction in repair appointment commitments time and an 80% reduction in service installation appointment commitments time.  (Id. at 8.)  The informal complaint rate on repairs fell more than 50% between April 1997 and April 1998.  Of eight service quality measures reported by Pacific Bell, four have improved since the merger, three have remained the same, and one has declined marginally.  (Id. at 6.)�  Immediately upon completing their merger, SBC and PacTel also initiated an extensive joint review of their respective Operations Support Systems ("OSS").  As a result, PacTel's OSS was significantly improved.  (Viveros Rebuttal, SBC/Am. Ex. 7.0 at 4�8, 20�21.)

�As Mr. Kahan testified in detail, the merger will give Ameritech Illinois access to SBC Technology Resources, Inc. (TRI), SBC=s research and development laboratory.  Ameritech has no comparable organization. (Kahan Direct, SBC/Am. Ex. 1.0 at 12-13; Gebhardt Direct, SBC/Am. Ex. 3.0 at 26.) The merger with SBC has already enabled PacTel to roll out a wide variety of new voice and data services for both residential and business customers �� just as those merging companies promised would happen when that merger was under review.  Several of these services �� Call�Waiting Deluxe, web hosting and e�commerce �� were developed and/or tested by TRI.    SBC/Ameritech is committed to use TRI to work on telecommunications accessibility issues for disabled Illinois residents, and to implement its Universal Design Policy for the benefit of the disabled in Illinois. (Kahan Surrebuttal, SBC/Am. Ex. 1.2 at 7.)

The merger will enable Ameritech Illinois to deploy DSL technology much more expeditiously and efficiently.  Harris Rebuttal, SBC/Am. Ex. 4.1 at 36�37.) Both Ameritech and SBC plan to deploy DSL region wide.  Doing so requires a great deal of advance planning and testing.  The SBC/PacTel merger has already made possible the broadest roll�out of this high�speed Internet access service anywhere in the United States.

The SBC Ameritech merger creates comparable opportunities to apply best practices to DSL, frame relay and other advanced technologies.  (Harris Rebuttal, Ex. 4.1 at 34.)

B.	Ameritech Illinois' Ability to Provide High�Quality Service Will Be Enhanced by the Proposed Merger



Staff=s main concern about service quality relates to Ameritech Illinois' failure to meet the Commission=s standard for out�of�service over twenty�four hours ("OOS>24"). (McClerren Rebuttal, Staff Ex. 8.01 at 11�17.)  This has indeed been an issue for Ameritech Illinois in the past.  But there is certainly no reason to conclude that the merger will diminish Ameritech Illinois' ability to address the problem.  There is, to the contrary, every reason to conclude the opposite.  (Gebhardt, SBC/Am. Ex. 3.0 at 7.)

�  Staff contends that OOS>24 performance declined after Ameritech Illinois purchased the Centel exchanges.  (McClerren, Staff Ex. 8.01 at 13.)  The Centel acquisition required the physical merger of two separate networks, the conversion of Centel=s repair and maintenance records (which Centel had maintained largely on paper) and the integration of separate repair forces.  Other problems can be traced to the theft or destruction of service records by disgruntled former Centel employees. A major spike in service orders (Ameritech Illinois' retail rate were lower) further strained resources.�  (Galloway, SBC/Am. Ex. 8.0 at 8�9.)  Moreover, the Centel acquisition involved a variety of factors unique to that transaction.  Much of the supposed decline may come from nothing more than Ameritech Illinois= much more stringent reporting standards.

�The concerns Staff has expressed regarding 911 provisioning do not relate to the merger either;� the merger will not change Ameritech Illinois= 911 service obligations at all.  SBC has nevertheless made commitments to address them.�  SBC has also made clear it "will not undertake any change in 911 service that would adversely affect the ability of all customers to access that service in time of need."  (Kahan Rebuttal, SBC/Am. Ex. 1.1 at 31.)  Ms. Prather, the proponent of 911�related conditions, concedes she is "sure Ameritech Illinois will work diligently to meet Commission standards after the merger."  (Gebhardt Rebuttal, SBC/Am. Ex. 3.1 at 105; Prather Rebuttal, Staff Ex. 6.01 at 2.)  She admits that the condition she proposes is not based on any indication that the merger will adversely impact 911 service quality; it is, instead, merely a "proactive[]" measure based on her personal experience.  (Prather Rebuttal, Staff Ex. 6.01 at 2�3.)

Staff witness Jackson proposed the only other conditions relating directly to service availability and quality.  SBC and Ameritech have made commitments that respond to two of them �� commitments relating to TRI and SBC=s Universal Design Policy.  (Kahan Surrebuttal, SBC/Am. Ex. 1.2 at 7.)  Ms. Jackson=s third proposal (raised for the first time in her rebuttal testimony) would require SBC/Ameritech to "actively pursue and equally focus on residential, small, and medium business customers, comparable to large business customers."  (Jackson Rebuttal, Staff Ex. 7.01 at 11.)  SBC/Ameritech endorses the general principle of fairness that this condition implies.  (Kahan Surrebuttal, SBC/Am. 1.2 at 7.)  In sharp contrast to the many new competitors in Illinois that are targeting only larger business customers, SBC/Ameritech remains wholly committed to the residential and small and medium business customers that generate 82% of Ameritech=s revenue and that Ameritech Illinois has been serving for over a century.  (Id.)  But Ms. Jackson=s proposal lacks sufficient detail for the Commission to attempt to impose it as a general mandate.  (Id.)  While SBC/Ameritech will remain willing to work with Ms. Jackson post�merger to define more precise objectives, the current proposal must be rejected because it is too vague. (Kahan Surrebuttal, SBC/Am. Ex. 1.2 at 77.)  Moreover, its objectives are already covered by the Public Utilities Act=s prohibition against unreasonable discrimination among customers.

�The Staff=s penalty proposal under the Alternative Regulation Plan ("Alt. Reg. Plan") is unduly harsh and unsupportable.  (e McClerran Direct, Staff Ex. 8.0.)  Had Staff=s proposed penalty provision been in effect since 1994, penalties would total $105.7 million (holding noncompetitive revenues constant) �� $960 for every customer out of service over twenty�four hours in 1998.  Moreover, this Commission's jurisdiction and remedies associated with service quality are untouched by the proposed merger. That fact, in and of itself, satisfies Section 204(b)(1). The Commission can and should leave this issue to its full review of the Alt. Reg. Plan, when the details of this entire, complex Plan and a complete record are before the Commission.  (See Gebhardt, SBC/Am. Ex. 3.1 at 96�97, 99; Gebhardt Rebuttal, SBC/Am. Ex. 3.1 at 96�100; Gebhardt Surrebuttal, SBC/Am. Ex. 3.2 at 43.)

GCI simply recycles the CUB position from its pending complaint case, Docket 96�0178.  Some aspects of the GCI position are also being addressed in the Commission=s pending service quality rulemaking, Docket 98�0453.  The pendency of those proceedings requires that GCI=s contentions be addressed in those dockets, not in this one.  See, e.g., 735 ILCS 5/2�619(a)(3) (existence of prior pending action requires dismissal); People ex rel. Phillips Petroleum Co. v. Gitchoff, 65 Ill. 2d 249, 257 (1976); Schnitzer v. O=Connor, 274 Ill. App. 3d 314, 323�24 (3d Dist. 1995) (issues should be resolved in first�filed action "to further the interest of judicial economy and avoid a multiplicity" of pending actions).  GCI has offered no plausible link between its proposals and this merger, nor has it tendered any substantive support for its positions: it has merely adopted CUB=s position without further elaboration.  (TerKeurst, GCI Ex.2.0 at 35, 38.)  As Mr. Galloway has explained, the GCI proposals are deeply flawed.  (Galloway, SBC/Am. Ex. 8.0 at 11�12; Galloway, SBC/Am. Ex. 8.1 at 1�3.)

�III.	THE MERGER WILL HAVE NO ADVERSE RATE IMPACT ON RETAIL CUSTOMERS



The merger will have no adverse rate impacts on retail customers and therefore meets the requirements of 7�204(b)(7).�  Here again, this argument that the merger will have an adverse impact on rates ignores the fact that this is a merger of holding companies and that the Commission's jurisdiction is not changed "one bit."  These rates are at no more risk the day after the merger than they are today and remain subject to the Commission's jurisdiction in any event.  Ameritech Illinois will remain subject to the Alt. Reg. Plan already in effect.  Moreover, assuming appropriate application of Section 7�204(c) of the Act, the Joint Applicants do not intend to seek rate recovery of any of the Section 7�204(c) costs associated with the merger.  (Gebhardt Direct, SBC/Am. Ex. 3.0 at 17.)

The Alt. Reg. Plan does not permit Ameritech Illinois to raise noncompetitive service rates; in fact, the index requires year�by�year decreases in inflation�adjusted prices.  There is therefore no factual basis for GCI=s contention that the merger would enable SBC to increase prices in Illinois to recover the premium it is paying to Ameritech shareholders.  In any event, the premium paid by SBC has no impact on its cash flow, because it will be paid through the issuance of stock.  The financial analysis used to value Ameritech (and justify the premium) was based solely on expected synergies, not rate increases.  (Kahan Rebuttal, SBC/Am. Ex. 1.1 at 96�97.)  There is no contrary evidence in the record. 

�Nor is there any basis for GCI=s speculation that Ameritech Illinois could shift competitive service revenues, disproportionately to their underlying costs, from the Alt. Reg. Plan, and thereby justify higher prices for noncompetitive services. (Selwyn Rebuttal GCI Ex. 1.1 at 52-53.)  Any shifting of competitive service revenues is subject to Commission review.  The Public Utilities Act and the Commission's rules determine the cost basis for Ameritech Illinois' telecommunications services.  Revenues associated with specific services are readily available from the Company=s books and records.  The Alt. Reg. Plan prescribes how competitive services are removed from the plan.  (Gebhardt Surrebuttal, SBC/Am. Ex. 3.2 at 38; Order in Docket No. 92�0448, supra, at Appendix A.)  These procedures ensure that revenues cannot be removed disproportionately, relative to cost.  Finally, any increase in noncompetitive residential rates would require a waiver of the current Alt. Reg. Plan and would be subject to a full Commission investigation.  (Id. at 39.)  Staff is quite competent to detect any misuse of cost revenue data in support of such a request.  (Id.)

�The merger does not threaten any increase in retail rates.  To the contrary, the merger is intended to protect them.  Illinois consumers will be buying a wide array of new telecommunications services in the years to come.  But region�wide network upgrades are extremely costly �� so much so that few new competitors in Illinois or elsewhere offer anything close to universal service on their own facilities.  The merger will create the economies of scope and scale that will enable Ameritech Illinois to continue doing so.  Equipment vendors like Lucent and Nortel give their largest customers significant volume discounts on purchases of hardware and software.  Through the merger, Ameritech and SBC will be able to unify procurement for both their operations, thereby expanding the scale of purchases and gaining increases in volume discounts from their suppliers.

It is imperative that incumbent carriers like Ameritech Illinois be permitted to continue reducing and spreading costs in this manner.�  While Ameritech Illinois has continued to fulfill its universal service obligations, competitive local exchange carriers have multiplied rapidly since passage of the 1996 Telecom Act.  The majority of CLECs have focused their competitive energies on the larger business customers, while ignoring smaller businesses and less profitable residential customers.  Competitors offer differentiated, specialty services to this select, high�profit segment of the market.

IV.	THE MERGER IS NOT LIKELY TO HAVE A SIGNIFICANT ADVERSE EFFECT ON COMPETITION IN ILLINOIS



�Section 7�204(b)(6) requires the Commission to ascertain that the merger "is not likely to have a significant adverse effect on competition in those markets over which the Commission has jurisdiction."  The three markets at issue are Illinois intrastate markets for local exchange, intraMSA toll,� and interMSA toll.�

SBC is not an actual competitor in the local exchange or intraMSA market today and has only a de minimis number of customers in the interMSA market (and only on a resale basis).  Further, by no fact, or credible theory, argument or contention is SBC a potential competitor in these markets.  Neither under Section 7�204(b)(6), nor under any analogous statutes, case law, or regulatory decisions, nor under the Department of Justice Horizontal Merger Guidelines can SBC reasonably be characterized as a potential competitor in Illinois.  Finally, even if SBC were deemed to be a potential competitor, it would be of no practical or legal significance due to the number of other actual and potential competitors in the Illinois telecom market.  In short, the merger will not have a significant adverse effect on competition in any of those markets.

�A.	The Relevant Markets Over Which The Commission Has Jurisdiction



The first step in an analysis of a merger=s competitive effects under Section 7�204(b)(6) is to define the "relevant markets" in which those effects are to be evaluated.�  The definition of a relevant market has two components:  (1) the relevant product market, which identifies the products or services that compete with each other, and (2) the relevant geographic market, which identifies the geographic area in which competition takes place.�

Staff asserts that there are three relevant product markets:  local exchange service; intraMSA toll; and interMSA toll.  (Toppozada�Yow Direct, Staff Ex. 3.0 at 3�4.)  Any inquiry into the effects of the merger on competition must be focused on one of these three markets.

�With respect to the relevant geographic market, the first limitation is Section 2�704(b)(6)'s provision that the effects of the merger shall be considered in markets over which the Commission has jurisdiction: in other words, markets for intrastate telecommunications services in Illinois.  It is beyond dispute that the relevant market for local exchange and intraMSA toll services are individual local markets.  This is because markets are determined by the alternative sources available to consumers, or the "'area of effective competition . . . in which the seller operates, and to which the purchaser can practicably turn for supplies.'"�  Thus, the market for local exchange services for customers located in Chicago is determined by looking to see what firms customers in Chicago could turn to for the provision of local exchange service.  Firms that offer local exchange service only in St. Louis are not alternative suppliers for Chicago customers and therefore they are not in the same geographic market.  The fact that local exchange markets are local (not regional, national, or international) has been confirmed by numerous courts,� agencies,� and the Staff=s and intervenors' own witnesses.�

B.	The Appropriate Framework for Applying Section 7�204(b)(6)



�Before addressing the impact of the merger of any particular Illinois marketplace, the Commission must establish the appropriate framework for applying Section 7�204(b)(6).  As a threshold matter, the language of Section 7�204(b)(6) clearly requires the Commission to take these markets as it finds them.  Section 7�204(b)(6) was not written with the idea that merger review would be used as the vehicle to force general changes in the overall state of competition.  The Commission=s task in this proceeding is to ascertain that no "significant,"  "adverse" effect on competition is "likely" to result from the merger, i.e., to ensure that competition is not harmed.  The Commission is not properly engaged, here, in a general proceeding aimed at setting new rules for a new competitive environment.  (Gebhardt Surrebuttal, SBC/Am. Ex. 3.2 at 5.)

The plain language of Section 7�204(b)(6) requires the Commission to address the impact on the merger on actual competition.  Texaco�Cities Pipeline Service Co. v. McGaw, 82 Ill.2d 262, 270 (1998).   In normal usage, the term  Acompetition @ implies current rivalry between competitors.  For example, at page 268 of Webster=s Ninth New Collegiate Dictionary (1986), competition is defined as follows:

1:   the act or process of competing: rivalry; 2:  a contest between rivals; 3:  the effort of two or more parties acting independently to secure the business of a third party by offering the most favorable terms. . . .



Nothing in this Section requires or even implies that the Commission must take a futuristic view of what competition might exist years from now.

�A focus on actual competition and current market conditions represents sound public policy and would facilitate reasoned decision�making by the Commission.  This Commission has the data and the expertise to evaluate the impact of the merger on competitive conditions as they exist today.  In contrast, assessment of future competitive conditions is highly speculative, dependent on information not normally available to the Commission and duplicative of the Department of Justice=s role in reviewing this merger:  As Mr. Gebhardt explained in his rebuttal testimony:

[A]s a matter of policy, I do not believe that the Commission should include potential competition or concentration ratios in its analysis under Section 7�204(b)(6).  First, it is unnecessary and unprecedented.  The Department of Justice ( ADOJ @) has a primary role in evaluating the impact of any merger on competition.  To carry out its responsibilities, the DOJ relies on Merger Guidelines, which are more fully described by Dr. Harris.  These Guidelines determine when and how potential competition is to be considered in evaluating a proposed merger.  They also determine how to define the relevant markets and when to consider concentration ratios.  These are technical areas which the DOJ has the expertise to analyze.  It makes little policy sense for a state regulatory commission with limited expertise in this area to attempt to duplicate the DOJ=s responsibilities.



Potential competition is also not an issue that can be properly evaluated based on information normally available to the Commission.  Based on my experience in numerous proceedings before this Commission, CLECs and the IXCs are extremely reluctant to even produce information on what they are doing; they simply will not provide information on what they plan to do.  Moreover, this Commission has no practical capability of determining what actions might be taken by carriers which are considering entering, but have not yet entered, Illinois telecommunications markets.



Any analysis of potential competition undertaken by the Commission is also likely to be highly speculative.  All companies= business plans change over time and frequent modifications are even more likely in rapidly evolving industries like telecommunications.  Moreover, these plans are highly sensitive, are typically not discussed publicly and any statements in public documents are only reliable for limited periods of time.  As Mr. Kahan explains, SBC=s contemplation of entry into Chicago �� such as it was �� exhibits all of these characteristics.  Potential activity simply does not lend itself to sound regulatory analysis in this type of proceeding and should have no applicability to the Commission=s evaluation under Section 7�204(b)(6).  (SBC/Am. Ex. 3.1 at 4�8.)

�

To evaluate the effect of this merger on actual competition, the Joint Applicants proposed a straight�forward approach.  First, the Commission should assess whether Ameritech Illinois and SBC compete with one another today.  Next, the Commission should determine more broadly the actual competition which exists in these markets  (i.e., take a "snapshot"), based on data that is available through Ameritech Illinois or the Commission=s own supervisory authority over Illinois telecommunications carriers.  Third, the Commission should analyze the merger to determine whether it will result in any structural change that would materially affect existing market relationships and the level of competitive activity.   Finally, the Commission should determine whether any such changes would have a significant adverse effect on actual competition.  (Gebhardt Direct, SBC/Am. Ex. 3.1, p. 9.)

Application of this test to the merger at hand shows that it is beyond question that the merger will not adversely affect competition in any market over which the Commission has jurisdiction.

C.	This Merger Will Have No Adverse Impact on Actual Competition In Any Market Over Which This Commission Has Jurisdiction



�As a threshold matter, it bears repeating that the proposed merger, since it is a holding company merger, will have absolutely no direct effect on Ameritech Illinois, the public utility that the Commission regulates.  As Mr. Gebhardt explained, every legal obligation, every law, rule and regulation that the Commission enforces or has promulgated will remain unchanged and in effect.  Every interconnection agreement between Ameritech Illinois and any CLEC will remain in force and unchanged.  Every tariff which Ameritech Illinois has in effect under which competitors take service will remain in force and unchanged.  Every market opening initiative, whether state or federal, that is underway or in effect for Ameritech Illinois will remain unchanged.  The Commission=s authority to enforce existing interconnection agreements and tariffs, as well as to resolve competitive disputes between carriers on an expedited basis. remains unchanged.  The merger simply will have no effect on the regulatory obligations and actions of Ameritech Illinois.  (Gebhardt Direct, SBC/Am. Ex. 3.2 at 12�16; Gebhardt Rebuttal, SBC/Am. Ex. 3.1 at 28�31.)

The merger will have no impact on actual competition.  It is undisputed that SBC does not compete with Ameritech Illinois in any relevant market.  As Dr. Robert Harris, one of the Joint Applicants= expert economic witnesses, explained, "[b]ecause SBC and Ameritech sell similar products but in different geographic markets, the proposed merger is primarily a geographic extension merger @.  (Harris Direct, SBC/Am. Ex. 4.0 at 7.)  He further explained that:

As a geographic market extension merger, the merger will not eliminate any competitor in either of the geographic areas served by the two companies, will not increase concentration, and will not change entry or other competitive conditions.  I therefore conclude that the merger will not cause any adverse effects to existing competition in Illinois, let alone  Asignificant adverse effects. @  (Id.)



Employing Joint Applicants' approach to the relevant markets results in the same conclusion.  The Joint Applicants and Staff agreed that there is no issue relative to the Illinois interMSA market as Staff agreed.  (Toppozada�Yow Direct, Staff Ex. 3.00 at 4�5, 8.)

�The proposed merger will also have no impact on the intraMSA "local toll" market.  It is undisputed that SBC does not offer local toll service in any Illinois market and, therefore, the merger will not eliminate an actual competitor.  Moreover, the intraMSA local toll market is already characterized by substantial amounts of competition.  As Mr. Gebhardt explained, Ameritech Illinois implemented local toll presubscription on April 7, 1996. The merger will not cause any change in its presubscription capabilities or the processes which competitors have been using for almost three years in converting customers to their services.  It is worth noting that these local toll competitors have achieved significant market share gains.  There will be no change in the number or identity of the local toll competitors and Ameritech Illinois will continue to compete with them on the same basis it does today.  (Gebhardt Rebuttal, SBC/Am. Ex. 3.1 at 13�15; Schedule 1.)  Thus, the merger will not affect this marketplace at all, much less significantly and adversely.

The proposed merger obviously will have no effect on actual competition for local exchange services in Illinois markets under any legitimate interpretation of the statute.  It is undisputed that SBC does not currently offer local exchange services in any Illinois market.  Thus, the merger will not eliminate an actual competitor in those markets.  Nor will the merger directly affect or change any attribute of Ameritech Illinois.  Thus, the merger will have no impact on actual competition in Ameritech Illinois' markets or on the structure or level of concentration of those markets.� Tr. at 1620, 1624 (Graves); Tr. at 1717 (Hunt); Graves Direct Staff Ex. 4.00 at 26.  Similarly, Staff=s witnesses agree that the merger will not increase concentration in any intraMSA market in Illinois (Toppozada�Yow Rebuttal, Staff Ex. 3.01 at 8).

�There will also be no change in market structure.  Current data on competitive activity in the local marketplace was supplied in the record (i.e., the number of resold lines in service and the number of CLEC lines in service, both unbundled loops and CLEC�owned).  (TerKeurst, GCI Ex. 2.0 at 43; Gebhardt Rebuttal, SBC/Am. Ex. 3.1, Schedule 2.)  As Mr. Gebhardt explained, this Commission=s current pro�competitive policies for the local exchange market will remain in place and will continue to be fully enforceable post�merger:

This Commission has been developing resale and facilities�based competition policies for many years and they are in place today.  Nothing about this merger can or will unilaterally alter those policies.  The Commission actively reviews all of the Company=s interconnection agreements.  Any newly negotiated agreement must be acceptable to the CLEC that is a party to that agreement and the agreement is scrutinized and subjected to investigation by the Commission.  Neither SBC nor Ameritech Illinois can unilaterally alter existing agreements.  The Commission also actively reviews tariff filings and any material departures from existing wholesale/UNE prices, terms or conditions would be suspended and investigated if they appeared to be adverse to competition.  Finally, Section 13�514 of the PUA provides a highly expedited forum for disposition of complaints over conduct that would adversely affect a CLEC=s ability to compete.  None of this will change.  (Gebhardt Rebuttal, SBC/Am. Ex. 3.1 at 30.)



Ameritech Illinois will continue to compete with the same resellers and CLECs post�merger as pre�merger and on precisely the same terms as it competes today.

�Based on an analysis of these facts, both Dr. Harris and Mr. Gebhardt concluded that the merger would not result in any changes in either the structure of the marketplace or Ameritech Illinois= competitive relationships.  (Harris Direct, SBC/Am. Ex. 4.0 at 7�8, 10; Harris Rebuttal, SBC/Am. Ex. 4.1 at 7, 13; Gebhardt Rebuttal, SBC/Am. Ex. 3.1 at 31.)  Again, therefore, the merger will not have any affect on the local exchange marketplace, much less a significant and adverse one.

D.	The Potential Competition Analyses of Staff and The IXCs Are Flawed and Should Not Be Used



As explained above, the Commission should apply Section 7�204(b)(6) to this merger using the straightforward  Aactual competition @ test that the plain language of that Section dictates.  However, Staff and the intervenors contended that the Commission should extend its review and determine whether the proposed merger is likely to have significant adverse effect on  Apotential competition @ in Ameritech Illinois= markets.  If the Commission accepts this view �� which it should not �� then there is a well�developed and accepted method of analysis, based on the Department of Justice=s administration of the antitrust laws.  In contrast, both Staff and the IXCs have advanced novel, unsupported and unsupportable approaches to this issue that should not be adopted in this proceeding.

1.	The Appropriate Framework for Applying Section 7�204(b)(6) to Potential Competition



�Contrary to the Staff=s and intervenors' arguments, there is no need for the Commission to invent a whole new framework for analyzing the competitive effects of this merger on potential competition.�  Federal and state regulators and independent economists who have evaluated telecommunications mergers, including the recent mergers involving local exchange companies, consistently have relied on the established analytical framework embodied in the cases interpreting Section 7 of the Clayton Act, and the Merger Guidelines.�

The FCC regularly has applied the Clayton Act analytical framework in evaluating the competitive effects of mergers in the telecommunications industry.

In evaluating the competitive impact of a proposed merger and thus whether a proposed merger will enhance competition, we use a framework for competitive analysis that we use for assessing market power in other contexts and that is also embodied in the antitrust laws, including the Department of Justice and Federal Trade Commission 1992 Horizontal Merger Guidelines and the April 8, 1997 revisions.  Application of NYNEX Corp. and BellAtlantic Corp. for Consent to Transfer of Control, Memorandum Opinion and Order, FCC 97�286, at  & 37 ("BA/NYNEX Order").�



�State regulatory agencies have followed the same framework in evaluating the competitive effects of  telecommunications mergers under their state statutes.  For example, under Cal. Pub. Util. Code ' 854(b)(3), the California Commission is required to find, in consultation with the State=s Attorney General, that proposed mergers will not "adversely affect competition."  In interpreting its statute, both the California Commission and the California Attorney General have followed the analytical framework set forth in the Merger Guidelines, as well as the economic principles reflected in those Guidelines and the case law interpreting the Clayton Act.  In its Order approving the SBC/PacTel merger, the California Commission explained that, in its prior opinions it had:

set forth analytical precedents and tools for interpreting whether a party=s proposal "adversely affects competition" within the meaning of ' 854(b)(3).  We stated that the more familiar merger analysis is whether "the effect of such acquisition may be substantially to lessen competition or tend to create a monopoly" under Section 7 of the Clayton Act.



We held that precedent developed under Section 7 of the Clayton Act provides a framework for analyzing competitive effects under ' 854(b)(3), and, for the most part, analyzed that merger, as well as subsequent proposals, under the federal antitrust laws.  Pacific Telesis Group, Joint Applicant: SBC Communications, Inc., 177 P.U.R. 4th 462, 1997 Cal. PUC LEXIS 629 at *70�*71 (March 31, 1997)at 41�42 (footnote and citations omitted) ("California SBC/PacTel Order").�



See also Application of WorldCom, Inc. and MCI Communications Corp. for Approval to Transfer Control of MCI Communications Corp. to WorldCom, Inc., Decision No. 98�08�068, 1998 Cal. PUC LEXIS 912 (Aug. 31, 1998).

��Other state regulatory agencies have applied analyses similar to the DOJ Merger Guidelines, including the state agencies that considered the merger of Bell Atlantic Corporation and NYNEX Corporation.  For example, in response to the position of the New York Attorney General that the public interest review undertaken by the New York PSC should be analogous to a merger analysis under Section 7 of the Clayton Act, the New York Commission has stated that, while its inquiry "differs from the strict anti�trust analysis" applied by the U.S. Department of Justice, it will still consider a "proposed merger=s impact on competition" as part of its public interest analysis.  See Joint Petition of New York Telephone Company, NYNEX Corporation and Bell Atlantic Corporation for a Declaratory Ruling that the Commission Lacks Jurisdiction to Investigate and Approve a Proposed Merger Between NYNEX and a Subsidiary of Bell Atlantic or, in the Alternative, for Approval of the Merger, Case 96�C�0603, Opinion, 1997 NY PUC LEXIS 327, *28�29, 51 (May 30, 1997).  The New York Commission proceeded to apply this standard to the Bell Atlantic/NYNEX merger, particularly focusing on the question of the effect of the merger on potential entry into the New York market.  Id. at 50�51.  The Vermont Public Service Board performed a competitive analysis as well under 30 V.S.A. ' 311.  That provision requires the Board to find that a merger "will not significantly impair competition with or among other market participants,"� as well as make one of the following findings, before approving a merger:  actual competition was unlikely, elimination of the potential competitor would not substantially decrease overall market concentration, the effect on market structure and consumer costs is minimal, or the benefits of the merger exceed the probable costs.  30 V.S.A. ' 311.  Applying this standard to the Bell Atlantic/NYNEX merger, the Board found that the merger would not result in obstructing or preventing competition in either the toll or local exchange markets.  New England Telephone and Telegraph Co. d/b/a NYNEX, Docket No. 5900, Order, 175 P.U.R. 4th 504 (Feb. 26, 1997).�

The Illinois Commerce Commission also has employed the DOJ Merger Guidelines in prior merger reviews.�  Before the adoption of Section 7�204(b)(6), this Commission determined that it would be appropriate to analyze the effect of a merger on competition in Illinois and specifically directed all parties to analyze the impact of the CIPSCO/Union Electric merger on retail markets in Illinois using the Merger Guidelines.  See Notice of Commission Action, ICC Docket No. 95�0551 (Jan. 28, 1997).�

�Nonetheless, Staff affirmatively refused to be guided by the substantial body of state and federal law regarding the analysis of a merger=s potential competitive impacts in favor of creating an entirely novel (and entirely flawed) analysis from whole cloth.�  In the words of Staff witness Mr. Graves:  "[a]s I have stated in my testimony, and I believe Dr. Hunt states in his testimony, I think the circumstances here are very different than a regular DOJ merger" (Tr. at 1597) and "I don't see anywhere in the statute that tells me I need to be consistent with other jurisdictions." (Tr. at 1600�01).  Mr. Graves made this statement notwithstanding that the Staff's outside expert, Dr. Hunt, conceded that the DOJ Merger Guidelines are the proper and accepted framework for analyzing the competitive effects of the merger.  (Tr. at 1699.)  Moreover, there is nothing about telecommunications markets, the Illinois statute, or this merger that warrant a substantial departure from the accepted analytical framework for evaluating the effects of mergers on potential competition.  To the contrary, as stated by Joel Klein, the Assistant Attorney General in charge of antitrust enforcement at the Department of Justice, in recently affirming to Congress that the same principles apply to merger analysis in the telecommunications industry as any other: "We analyze mergers in the telecommunications industry using the same principles that we use in other industries."�  For this Commission to depart from the accepted framework, as invited by Staff and intervenors' "experts, would plunge this body into an exercise in speculation, not an application of law.	

�E.	The Merger Will Have No Impact On Potential Competition



Apparently recognizing that there is no issue of actual competition, the Staff and intervenors' focus on the inherently more speculative issue of potential competition.  The Staff witnesses acknowledge, as they must, that their theory of potential competition is entirely novel in asking the Commission to make specific predictions about what telecommunications markets in Illinois might look like three to five years in the future.  This test is so speculative that Dr. Hunt, the Staff's expert witness, admitted that he could not identify a single case in which a federal or state regulatory agency ever rejected a merger on the basis of such a standard.  (Tr. at 1726.)

The Merger Guidelines contain specific standards for assessing potential competition.  Dr. Gilbert� succinctly explained this standard on behalf of SBC/Ameritech.

�A potential competition analysis requires an assessment of both the firms that participate in the relevant markets and the firms that are likely to participate in those markets in the future.  An "actual potential competitor" refers to a firm that is likely to enter a relevant market in the future.  A showing of an adverse competitive effect from a merger or acquisition on actual potential competition requires all of the following elements: (1) the merger eliminates a firm that had a high probability of entering the market as a new competitor, (2) the merger eliminates a firm that is one of only a few firms� that are uniquely situated to enter the industry in the future, and (3) the merger eliminates a firm whose entry would have a substantial deconcentrating effect.  "Perceived potential competition" refers to the disciplining effect that the threat of entry may have on present competitors, such that elimination of a perceived potential entrant may cause current prices to increase or quality of service to decline.�  (Gilbert Surrebuttal, SBC/Am. Ex. 9.0 at 12�13.)



Mr. Graves agreed with Dr. Gilbert concerning this standard.  (Graves Rebuttal, Staff Ex. 4.01 at 6.)

This standard follows the test the FCC has laid out:

�The doctrine of actual potential competition has five elements:  (1) the market in question ("the target market") is highly concentrated; (2) few other potential entrants are "equivalent" to the company that proposes to enter the target market by merger (SBC); (3) the company entering the target market by merger would have entered the market but for the proposed merger; (4) that company had other feasible means of entry; and (5) such alternative means of entry offer a substantial likelihood of ultimately producing deconcentration in the target market or other significant pro�competitive effects.  Application of Pacific Telesis Group and SBC Communications Inc. for Consent to Transfer Control of Pacific Telesis Group and its Subsidiaries, FCC 97�28 (rel. Jan. 31, 1997) ("SBC/PacTel Order") at  & 18 (footnotes omitted).



This analytical framework is based on the potential competition standards used by the U.S. Supreme Court and other courts, as well as in the DOJ Merger Guidelines.�

State commissions addressing potential competition issues in ILEC mergers also have followed the analysis in the DOJ Merger Guidelines.  For example, competitor and consumer opponents of the SBC/PacTel merger urged the California Commission to use its statute to apply the potential competition doctrine more broadly than interpreted under federal law.   In response, the California Commission stated:

We decline their invitation to broaden the federally�required elements with respect to application of the actual potential competitor doctrine, where a body of established case law currently exists to guide us.  Moreover, inherent in the actual potential competitor doctrine is some degree of speculation, that is, a determination of what a company was likely to have done absent the proposed merger.  We therefore believe the standards adopted by the federal courts with respect to this doctrine are appropriate to guide our determination.  California SBC/PacTel Order, 177 P.U.R.4th 462, 1997 Cal. PUC LEXIS 629, at *88.�



�In conducting its ultimate analysis of potential competition, the California Commission and the California Attorney General (whom the California Commission, by California law, relies upon for its analysis of competitive effects) identified two critical limitations on the scope of the potential competition doctrine.  First, entry must be probable, not just possible. Second, probable entry must be within the "near" future.  As the California Attorney General explained:

The probable entry requirement is particularly difficult to establish.  To avoid speculation, the courts consistently require proof that the acquiring firm would �� not could �� have entered the target market de novo or through a "toehold" acquisition, absent the merger.  Moreover, they require a showing that entry will occur, not in the "reasonably foreseeable" future, but in the "near" future.  79 Op. Cal. Atty. Gen. 301, 1996 Cal. AG LEXIS 47, at *44 � *45 (1996) (footnotes omitted).



Applying this standard to the SBC�Ameritech merger, the proper inquiry for this Commission is whether there is record evidence that (1) SBC "would have entered" the local exchange business in Illinois absent the merger in the "near term"; (2) SBC is one of only a "few" other potential competitors (so that the loss of one is not significant); and (3) SBC=s alternative entry would have a substantial deconcentrating effect in Illinois that would not be achieved by the likely entry of others.  We submit that the record evidence �� as opposed to unbridled speculation �� does not support any �� never mind all �� of these conclusions.

1.	Potential Competition Claims Have Been Uniformly Rejected in Virtually Identical Circumstances



�The Commission should recognize that potential competition claims have been uniformly rejected under circumstances very similar, if not identical, to the facts in this docket.�  In the SBC/PacTel Order, the FCC concluded that the opponents of the SBC/PacTel merger failed to demonstrate that potential competition was a real concern precisely because there were other potential competitors and there was no evidence that SBC had plans to enter California.  The FCC rejected the contention that "there are few other potential entrants that are 'equivalent' to SBC."

Potential entrants with the same assets are the other major providers of local exchange services in this country, including five other RBOCs, GTE, and Sprint.  In addition, recent and potential entrants include AT&T, MCI, LDDS, Cable & Wireless, TCI and Time/Warner.  Some of these companies have capabilities or assets comparable to those of SBC, including experience in operating complex telecommunications systems (including local exchange networks in the case of the RBOCs, GTE, and Sprint).  Some have assets that SBC lacks, such as facilities and customers in or near California, or a recognized brand name in the State.  In conclusion, we find that there are more than a few other potential entrants into the markets in question that are at least equivalent to SBC in competitive capabilities.  Certainly, there are more than the three that DOJ uses as a benchmark in applying the actual potential competition doctrine.  SBC/PacTel Order at  & 24 (footnotes omitted).



�The FCC also rejected potential competition arguments in the Bell Atlantic Nynex Merger Order.  The FCC concluded in the face of express plans to enter that Bell Atlantic was not a uniquely situated potential competitor to NYNEX in New York City, the largest telecommunications market in the country.  It determined that AT&T, MCI and Sprint were also among "the most significant market participants in the mass market for local exchange and exchange access or bundled local exchange, exchange access and long distance service," thus satisfying the Merger Guidelines standard of three or more potential competitors.  By comparison, the FCC declined to include the non�adjacent out�of�region Bell companies among the most significant market participants, since there had been no showing that those companies, individually or as a class, had a broadly recognizable brand name or a reputation for quality service or an existing customer base in the target market.�  BA/NYNEX Order at  & 93.

2.	The Standards for Potential Competition Are Not Satisfied Here



The potential competition arguments advanced here are even weaker than those rejected by state and federal regulators in prior ILEC mergers and they should be rejected here as well.  Indeed, the merger opponents cannot prevail on any of points that they must prove.

a.	SBC Is Not A Likely Potential Entrant In Illinois



Simply put, there is no credible evidence that SBC would likely enter Illinois in the near future (i.e., whether "near future" is defined as next year or 3-5 years from now).  Despite the fact that opponents of the merger have requested, received and, presumably examined, tens of thousands of pages of documents from SBC, including its budgets, plans and strategies, no witness in this docket has produced any current plan of SBC to enter Illinois.  Neither at the time of the merger announcement nor now is there any business plan, any budget or any initiative within SBC to enter into any of Ameritech Illinois' local markets.  To the contrary, the sworn and unrebutted testimony of SBC=s witness was that SBC had no plans to enter Illinois local markets in the near future.  (Kahan Rebuttal, SBC/Am. Ex. 1.1 at 66�69; Kahan Surrebuttal, SBC/Am & Ex. 1.2 at 9�12.)

�Our opponents seek to avoid the straight�forward conclusion that SBC is not a potential entrant by misstating both the law and the facts.  First, they misstate the law when they assert that the question before this Commission is not whether SBC "would" compete with Ameritech Illinois, but whether it "could" compete with Ameritech Illinois.  (See Tr. at 1172�73, Selwyn.)  Staff witness Dr. Hunt goes so far as to say that SBC=s plans are largely irrelevant.  (Tr. at 1704.)

�As the California Attorney General, California Commission and other state commissions have concluded while interpreting statutes very similar to Illinois',� and as several federal courts and agencies have concluded interpreting the Clayton Act, potential competition requires a showing that the acquiring entity would have entered, not that it could have entered.�  Those authorities were carefully summarized by the California Commission before it decided to use as a specific evidentiary standard whether SBC "would likely" have entered or whether there was a "reasonable probability of entry."�

Here, Section 7�204(b)(6) requires a higher level of certainty than the California statute, because, unlike the California statute which requires evidence only that there "may be" an adverse effect on competition, Section 7�204(b)(6) requires that an adverse effect on competition be "likely."  Clearly, in light of the clear, unequivocal, sworn testimony of Mr. Kahan that SBC had no plans to do so which is supported by the absence of any current business plans, budgets or strategic initiatives, there is no basis for concluding it is likely that SBC will enter any of Ameritech=s Illinois markets.�

�While the absence of any evidence regarding current plans for entering Illinois should end the matter, the testimony offered to support a claim that the hypothesized entry would occur in the "near" term conclusively undermines the position of Staff and intervenors=.  In its written direct testimony, the Staff stated its conclusion that SBC would enter Illinois local exchange markets "at some point" in the future.  (Graves Direct, Staff Ex. 4.00 at 34�35.)  "At some point" simply fails to comport with any reasonable standard for claiming potential entry.

Perhaps recognizing the legal inadequacy of its testimony on this point, Staff witnesses subsequently sought to define "near term" as three to five years.�  With this incredible assertion, these witnesses have abandoned not only accepted economic principles for analyzing potential competition, but also all reliance on demonstrable evidentiary proof in favor of total speculation.  They place their analysis in a time frame beyond the normal horizon for budgets and planning by telecommunications providers.  Moreover, even after providing themselves with this extended "window of opportunity," no witness has provided or pointed to any record evidence that SBC actually intends to enter Illinois even in this expanded timeframe.

�The Staff witnesses acknowledge, as they must, that their theory of potential competition is entirely novel in asking the Commission to make predictions about what telecommunications markets in Illinois might look like three to five years in the future.  This test is so speculative that Dr. Hunt, the Staff=s expert witness, admitted that he could not identify a single case in which a federal or state regulatory agency ever rejected a merger on the basis of such a standard.  (Tr. at 1726.)  For this Commission to depart from the accepted framework, as invited by the Staff and intervenors= experts, would plunge this body into an exercise in speculation, not an application of law.�

Merger opponents also misstate the facts.  They try (albeit unsuccessfully) to revive the rejected concept of using SBC=s Cellular One properties as a beachhead for local exchange entry in Illinois and elsewhere.  Indeed, Mr. Graves stated that his conclusion that SBC would have to enter the local exchange market at some future point was predicated solely on the fact that SBC is currently providing cellular service in Chicago.�  (Tr. at 1627.)  But the indisputable evidence, as Mr. Kahan explained at length in his Surrebuttal Testimony (Kahan Surrebuttal, SBC/Am Ex. 1.2 at 9�12), is that SBC long ago abandoned efforts or plans to enter the local exchange business through its cellular operations in Chicago and elsewhere.�  

�b.	SBC Is Not One of Only A "Few" Potential Competitors



Beyond the unrebutted evidence that SBC is not a potential competitor in Illinois, the record also establishes out of the months of Staff=s and intervenors= own witnesses �� that there are many more than a "few" new entrants.  Indeed, if SBC were viewed as a potential competitor, at least six other firms would also need to be viewed as potential competitors, far exceeding the "more than three" standard in the Merger Guidelines.

The clearest testimony on this score comes not from an SBC or Ameritech witness, but from Sprint=s economist, Dr. Woodbury:

Q.	Now, I guess it is your testimony that you believe that SBC should be considered by this Commission to be a potential competitor in Illinois; isn't that right?



A.	Yes.



Q.	And I believe in Ohio you testified based on Ohio that the other RBOC such as U.S. West, Bell South, Bell Atlantic, NYNEX, and GTE, because of their various advantages assets, et cetera, would also be considered to be potential competitors in Ohio; isn't that correct?



A.	I don=t remember exactly what I said, but that sounds approximately right.



Q.	And given that Illinois is a larger market, given that Chicago is one of the biggest cities in the country, given the procompetitive policies that have been established by this Commission, you would agree that if this Commission were to consider SBC as a potential competitor then it would also have to consider Bell Atlantic, NYNEX, Bell South, U.S. West, and GTE as potential competitors as well?



A.	I wouldn=t quarrel with that at all, no.



�Q.	And just to without having to go through all the assets that AT&T and MCI and Sprint have and a number of customers and facilities they have in Illinois, et cetera, I believe you would also agree that given all of that, that if you were going to consider SBC and the rest of those LECs to be potential competitors, then you would also have to consider AT&T, MCI, Worldcom, and Sprint as potential competitors?



A.	I'm not sure I would put them in the same league, if you will, as the others that you mentioned. But I'm not sure how hard I would push on the distinction between them either.  (Tr. at 1469�70.)



Dr. Woodbury=s list contains at least six potential competitors, far more than needed to dispense with any potential competition theory. (Mr. Gillan (Tr. at 1351-53) also discussed more than eight competitors in his cross-examination and testimony.)

The Staff does not contest that all of these firms are potential entrants (indeed AT&T and MCI/WorldCom are already in the market), though they seek to minimize the significance of some of them.  Dr. Hunt and Mr. Graves repeatedly agreed that Bell Atlantic, BellSouth and U S West are potential competitors. �  (Tr. at 1662, 1663 (Graves), 1706, 1715 (Hunt)).  Mr. Graves also agreed that AT&T, MCI WorldCom and Sprint are potential competitors as well, though he stated, without any analysis of entry plans or even awareness of commitments made by MCI WorldCom to federal regulators, that MCI WorldCom and Sprint are not as significant as the others.  (Tr. at 1654�55, 1656, 1661.)  

�In any event, this record demonstrates that the three large IXCs �� AT&T, MCI and Sprint �� are among the most significant potential competitors in local exchange services.  BA/NYNEX Order at  & 62.  Indeed, developments since that time �� AT&T=s acquisition of TCG, its  announced acquisition of TCI, and its alliances with other cable system operators; MCI=s mergers with WorldCom, MFS, Brooks Fiber and UUNet; and Sprint=s announcement and early deployment of ION �� only make these firms stronger potential competitors.�  The conclusion is inescapable, therefore, that there are far more than the few potential entrants necessary to make out a legitimate potential competition case.

c.	Potential Entry By SBC Would Not Have a Greater Competitive Effect Than Entry By Others



�Moreover, there is no credible evidence that SBC=s entry would have any greater competitive effect on Illinois markets than the entry of other existing and potential competitors.  The merger opponents simply have failed to explain how SBC, acting alone, plausibly could have more impact than firms like AT&T and MCI WorldCom, which have already begun competing with Ameritech Illinois and have strengthened their competitive position by recent acquisitions.  They cannot show that SBC would have more impact than firms like Sprint that are even now rolling out new services.  They ignore the record evidence that SBC has not attempted to compete in any way with Ameritech Illinois for local exchange service and, in fact, that SBC has not yet attempted a full�scale facilities based entry into any local exchange market outside of its territory.�

While several witnesses claim to identify other particular attributes that SBC has that would be valuable as a potential competitor, none explains how any particular combination of valuable assets is unique to SBC.  For example, as Mr. Graves conceded on cross examination, he did not evaluate the attributes of any carrier other than SBC.  (Tr. at 1645�46.)  Also, neither Staff nor any other intervenor submitted any evidence to suggest that SBC is a strong brand name in Illinois or that the Cellular One brand name would support customer confidence in a local exchange carrier.  In fact, Dr. Hunt conceded on cross examination that he has not compared the relative value of the Cellular One brand name to the AT&T, MCI and Sprint brand names in the Illinois market.  (Tr. at 1714�15.)

	*   *   *   *   *

�The facts before this Commission corroborate the conclusion already reached by every other state and federal agency to have addressed the issue:  non�adjacent, out�of�region RBOCs that have no useable brand name recognition in the target markets and no local exchange facilities and no customer base are not "significant market entrants" and thus are not "potential competitors" as those terms are commonly understood under relevant statutory standards.  More importantly, the facts demonstrate that, absent the proposed merger, SBC had no intention of entering Ameritech Illinois' local exchange market, and, even if it did, SBC would not be one of only a few potential competitors, let alone a unique one.  The arguments of Staff and intervenors= to the contrary are no more than baseless speculation and the Commission should reject them.  

F.	The Merger Will Not Lead to Price or Non�Price Discrimination



Intervenors= (chiefly Sprint) also argue that the merger will harm competition by leading to price discrimination (in the form of cross�subsidies or price squeezes) and non�price discrimination (delaying or degrading the availability or quality of access or interconnection services) by the post�merger firm.  These arguments are even more speculative than the potential competition arguments.  They, too, have been rejected repeatedly by state and federal regulators in their approval of prior ILEC mergers, and there is no reason to give them any greater credibility here.

1.	The Merger Will Not Lead to Cross�Subsidization or Price Squeezes



Sprint=s Mr. Stahly contends that the merger will harm competition because it will lead to cross�subsidization of long distance services provided by SBC/Ameritech and price squeezes against other competitive providers of those services.  (Stahly Direct, Sprint Ex. 1.0 at 6, 23�26; Stahly Rebuttal, Sprint Ex. 1.1 at 4�11.)  Similar arguments have been made �� and rejected �� repeatedly against prior ILEC mergers, and they should be rejected here as well.

�The FCC, for example, concluded in approving the SBC/PacTel  merger that "[p]rice discrimination . . . is relatively easy for [the Commission] and others to detect, and is therefore unlikely to occur."  (See SBC/PacTel Order at  & 53; SBC/Am. Ex. 4.1 at 18.)  Adequate regulatory safeguards exist to prevent price discrimination or price squeezes, including requirements that interMSA services be provided by a separate subsidiary and that BOCs charge their long distance affiliates the same access charges they charge other IXCs.  47 U.S.C. ' 272(a), (b), (e)(3).  Moreover, as the FCC has recognized, an attempted price squeeze is not likely to be successful because "new entrants or other competitors would be able to defeat that scheme" by purchasing "the interLATA service on a wholesale basis or purchas[ing] unbundled network elements to compete with SBC/PacTel; offering." (SBC/PacTel Order at  & 54; see also BA/NYNEX Order at  && 115�17; SBC/Am. Ex. 4.1 at 20�22.)  Indeed, Mr. Stahly admitted in cross�examination that state or federal regulation has always been adequate to protect Sprint from price discrimination.  (Tr. at 1417.)�

2.	The Merger Will Not Increase the Incentive or Ability to Discriminate



Sprint then propounds the purely speculative theory that the merger will increase the post�merger firm=s incentive and ability to engage in non�price discrimination by delaying or degrading access or interconnection services.  (Woodbury Direct, Sprint Ex. 2.0 at 16�17.)  This alleged increased incentive and ability is said to arise because the merger enables the post�merger firm to internalize the spillover benefits that are created outside Illinois from anti�competitive practices undertaken in Illinois (and vice versa).  (See id. at 33�38.)

�This version of the non�price discrimination argument must be rejected here, as it has been in the past, for many reasons.  To block the merger on the basis of this argument, the Commission must find that a purely hypothetical and speculative increased incentive to discriminate is likely to have a significant adverse effect on competition.  That is the statutory test cannot be satisfied on the basis of this record for several reasons.

First, the argument that ILEC mergers lead to increased non�price discrimination has been repeatedly rejected by federal and state regulators.  BA/NYNEX Order at  && 119�20; SBC/PacTel Order at  && 55�57; California SBC/PacTel Order, 177 P.U.R.4th 462, 1997 Cal. PUC LEXIS 629, at *116�*117.  Indeed, Dr. Woodbury admitted that he could not identify a single case in which state or federal courts or regulators rejected a merger based on his "negative spillover" argument.  (Tr. at 1487.)

Second, discrimination is illegal.  In order to make this finding, the Commission must conclude that it is likely that SBC will engage in illegal conduct.  In addition, existing regulatory safeguards, pre�existing objective standards based on established courses of conduct, on�going monitoring by firms in the marketplace and regulators, and a constant record of improved access and interconnection services make clear that any increased incentive and ability to discriminate is illusory.  (See Harris Rebuttal, SBC/Am. Ex. 4.1 at 16�17; see also BA/NYNEX Order at  && 118�20; SBC/PacTel Order; California SBC/PacTel Order.)

Third, according to Dr. Woodbury, ILECs �� including Sprint, the second largest non�RBOC ILEC �� already have the incentive to discriminate against competitors.  (Tr. at 1493�96.)  Dr. Woodbury has not even attempted to quantify the extent to which the merger increases that incentive.  (Tr. at 1477.)  There certainly is no showing that the increased incentive would be material in any way.  

�Fourth, the evidence refutes any notion of an increased incentive to discriminate arising from the merger.  A critical aspect of the merger is that it facilitates deployment of the National Local Strategy.  Implementation of that strategy requires that the post�merger firm obtain in�region interMSA authority by satisfying the market�opening requirements of Section 271 of the Federal Communications Act.  This real�world fact realistically leads one to conclude that the merger will actually reduce the incentive to discriminate.  (Harris Surrebuttal, SBC/Am. Ex. 4.2 at 24�25.)  Moreover, Dr. Woodbury conceded there also may be positive spillover effects, from the efficiencies that can be achieved in negotiating with one RBOC rather than two and from common OSS systems (Tr. at 1490�93), which would also offset the hypothesized increased incentive to discriminate. 

�Fifth, there has been no showing that any theoretical increased incentive to discriminate will actually lead to greater discrimination.  Dr. Woodbury admitted that he had not sought to quantify the extent to which increased incentives to discriminate lead to more discriminatory action.�  (Tr. at 1479.)  He also admitted that there are numerous instances in which telecommunications carriers today have incentives to discriminate and do not do so.  He even admitted that where Sprint is an ILEC (in Las Vegas, for example), it has a greater incentive to discriminate against other IXCs than Ameritech has today (because Ameritech does not offer in�region interMSA services).  (Tr. at 1496.  See also Harris Rebuttal, SBC/Am. Ex. 4.1 at 16�17 (no evidence of discrimination in other circumstances where ILECs have incentive to discriminate).)  Without showing that any increased incentive to discriminate leads to increased discriminatory actions, opponents of the merger cannot show that the merger is likely to have a significant adverse effect on competition. 

Sixth, there has been no showing that the merger will increase the ability of the post�merger firm to discriminate, and without that showing any increased incentive to discriminate is meaningless.  The only argument put forward by Dr. Woodbury for why the merger would increase SBC/Ameritech=s ability to discriminate is that the merger removes a benchmark (SBC) that this Commission could use to judge Ameritech=s conduct.  (Tr. at 1529�30.)  Yet, Dr. Woodbury could not identify a single case in which this Commission has decided a discrimination issue on the basis of what any other out�of�state ILEC, much less an affiliate of SBC is doing.  (Tr. at 1533.)  Nor could Dr. Woodbury identify a single case in which this Commission decided whether Ameritech=s actions are reasonable or not based on what another ILEC says or does.  (Tr. at 1533�34.)  Indeed, Mr. Graves testified that this Commission has the ability to resolve issues before it on its own without regard to outside developments.  (Tr. at 1683.)  Moreover, the most important benchmark is the comparison of how the ILEC treats itself versus how it treats its competitors.  (Kahan Rebuttal, SBC/Am. Ex. 1.1 at 42; Harris Rebuttal, SBC/Am. Ex. 4.1 at 17.)  The merger leaves this crucial benchmark entirely unchanged.

�The speculative and unproved nature of these discrimination arguments is further demonstrated by the marketplace.  Telecommunications carriers are spending hundreds of millions and billions of dollars without fear of any increased discrimination.  After the SBC/Ameritech merger was announced, AT&T announced its intention to acquire TCI for tens of billions of dollars and compete with SBC/Ameritech for residential customers.  (See Tr. at 1342.)  Why would it do so if it believed that the SBC/Ameritech merger would lead to discrimination?

Sprint=s own actions belie its theory.  Since the SBC/Ameritech merger was announced, Sprint has issued press releases trumpeting interconnection agreements with SBC and Ameritech and has announced that it is deploying DSL lines to implement its ION service to residences and small business in 35 cities.  (SBC/Am. Exs. 33, 34.)  None of  these or other public announcements inform the public or investment community that the deployment of ION is threatened by this merger.  (Tr. at 1433�40.)  Obviously, the "incentive to discriminate" argument is not material and, therefore, cannot meet the test of the statute.  Moreover, in its recent announcement of its 1998 fourth quarter financial results, Sprint reiterated its commitment to deploy ION with no mention being made that this commitment was contingent in any way on whether the SBC/Ameritech (or Bell Atlantic/GTE) merger is approved.

Backed by award�winning customer service, superior marketing and unrivaled distribution channels, Sprint ION is already being sold in the high�end business market today.  Later this year, we will expand Sprint ION on a selected market basis to small businesses and consumers, a timetable well ahead of our competitors' proposed integrated service offerings."�



(Kahan Surrebuttal, SBC/Am. Ex. 1.2 at 32.)  Given these marketplace realities, it is easy to see why Sprint would base its discrimination argument on unproven speculation.  The Commission, however, must base its decision in this matter on what is likely given the facts, not speculation.

�G.	Staff's Proposed Conditions Regarding Local Competition Are Unnecessary



Because the Joint Applicants have satisfied Section 7�204(b)(6), there is no need for the Commission to impose any conditions related to local exchange competition.  Staff and certain intervenors, however, have attempted to use subsection (b)(6) as a springboard for proposing certain anticompetitive "wish list" conditions involving issues that are both irrelevant and more properly addressed in their own separate proceedings.

One such condition is that Ameritech Illinois commit to provide CLECs with a purported network element called "common transport."  Staff witness Gasparin stated that Ameritech has already been ordered to provide common transport in the Commission=s TELRIC Order (Docket Nos. 96�0486/96�0569 (adopted Feb. 17, 1998) at 104�07), but said he fears that "the merger will likely produce reorganizations of functions and staff and ultimately delay Ameritech=s provision of common transport," with the result that "competition will be severely hampered."  (Gasparin Direct, Staff Ex. 5.0 at 7�8.)  There are numerous flaws in this analysis.

�First, because Ameritech Illinois= provision of common transport is not in any way tied to the merger, the issue is irrelevant under Section 7�204(b)(6).  As Mr. Gasparin conceded, Ameritech Illinois does not provide common transport in Illinois today.  (Gasparin Rebuttal, Staff Ex. 5.01 at 2.)  The merger itself will not change that.  Rather, "[t]he status quo will not change until the technical problems identified in Ameritech Illinois' TELRIC tariff are resolved by this Commission and/or the FCC."  (Gebhardt Rebuttal, SBC/Am. Ex. 3.1 at 31.)  The state of competition will not change, and there is no need or basis for any common transport�related condition on approval.  Moreover, Mr. Gasparin acknowledged that common transport is already at issue in another Ameritech Illinois proceeding with a much more developed record.  (Gasparin Rebuttal, Staff Ex. 5.01 at 2.)  Thus, there is no reason for taking up the very same issue from scratch in this case.

Second, even if the issue were relevant, there is no support for Mr. Gasparin=s assumption (Staff Ex. 5.0 at 7) that the merger will produce "reorganizations of functions and staff" that will "ultimately delay Ameritech=s provision of shared transport," much less that any such delay would be "likely to have a significant adverse effect on competition."  And while Mr. Gasparin speculated that SBC/Ameritech would "allocate substantial resources" to "delay" shared transport (Staff Ex. 5.01 at 2), Mr. Gebhardt explained that, if anything, the resources and knowledge to be gained by the merger mean that "to the extent 'common' transport is required, the merger is likely to accelerate the provisioning of such a service, not delay it."  (Gebhardt Surrebuttal, SBC/Am. Ex. 3.2 at 22.)�

�Several opponents of the proposed merger argue that the Commission should require Ameritech to demonstrate some element of Section 271 compliance as a condition of approving the merger.  Staff has gone even farther, arguing that SBC should also demonstrate its 271 compliance to the Illinois Commission.  Requiring the parties to delay consummation of the merger would not materially expedite checklist implementation.  Checklist compliance has nothing to do with Section 7�204(b)(6).  Even the FCC has recognized that approval of a merger is independent of Section 271 approval.  In fact, in the Bell Atlantic/Nynex Order ( & 203), the FCC stated:

[T]he determination of whether the proposed merger is in the public interest has no bearing on the question of whether authorization of Bell Atlantic�NYNEX to provide in�region interLATA services would be consistent with the public interest, convenience, and necessity.  (Emphasis added); see also SBC/PacTel Order at  & 42.



Based on Ameritech Illinois' experience in Docket 96�0404 and the continuing -- and unsuccessful -- efforts of other RBOCs at the FCC, there is little likelihood that any conclusions on checklist compliance could be reached by this Commission in the expedited time frame contemplated by Staff, regardless of the merits of the issues.  Moreover, the magnitude of the regulatory effort required is further complicated by the scope of the inquiry Staff seems to be contemplating.  Mr. Graves suggests that both Ameritech Illinois and SBC must demonstrate checklist compliance in "their" markets to this Commission.  (Staff Ex. 4.01, pp. 20�21.)  A proceeding in which findings had to be made for eight other states as well, over which the Commission has no jurisdiction and with which it has no familiarity, would be an administrative nightmare.

�Moreover, it is clear that this merger and the accompanying pursuit of the National Local Strategy will create additional incentives for SBC and Ameritech to pursue Section 271 checklist relief.  (Tr. at 535.)  In fact, while several witnesses have complained that Ameritech is not actively seeking checklist relief, SBC has been in the forefront of pursuing checklist relief.  As explained in its Responses to the Commissioners' questions, SBC is pursuing checklist relief in everyone of its present jurisdictions except Nevada and is engaged in collaborative efforts in its two biggest states, Texas and California.  Moreover, the Texas Commission has recognized that SBC is in the forefront of opening its markets for competition. For example, in the July Open Meeting of the Texas PUC, Commissioner Judy Walsh stated that she was "personally pleased with the attitude that Southwestern has exhibited" and that "I believe and I think other people around the country believe that in terms of setting up procedures to handle customers " CLEC order and also how far along they (SWBT) on the OSS, "they may be further along anybody."   (SBC/Am. Ex. 1.1 at 92.)�  As recently as January 26, 1999, the Texas Commission issued a formal press release noting that:

Southwestern Bell Telephone Company (SWB) has fully met ten of the 14�point checklist items required to win approval to enter the Texas long distance market.  At the Public Utility Commission=s Jan. 20 meeting, commissioners also cleared most of the public interest requirements and performance measures.



The conditions proposed by Staff are simply unnecessary in the face of the substantial activities in which the parties and, in particular, SBC have engaged to achieve Section 271 compliance and in the face of the direct incentives to achieve Section 271 relief created by the merger and the National Local Strategy.�

�V.	THE MERGER RAISES NO CONCERNS ABOUT CROSS SUBSIDY, COST ALLOCATIONS, OR ACCESS TO CAPITAL



Sections 7�204(b)(2), (3), (4) direct the Commission=s attention to various financial issues relating to cross�subsidy (b)(2), cost allocations (b)(3), and access to capital (b)(4).

A.	The Merger Will Not Alter Ameritech Illinois' Cost Allocation Requirements and Will Not Result in Improper Cross�Subsidies



Cross�subsidy and cost allocation. A broad array of state and federal rules and procedures address the allocation of costs between utility and non�utility activities, and protect against cross�subsidy. The merger will not alter or affect Ameritech Illinois' compliance with any of them.  Staff has not directly suggested otherwise.  (Marshall Direct, Staff. Ex. 1.00 at 12, 15.)  Moreover, SBC has committed to comply with cross�subsidy related conditions that Staff has requested.  Intervenors= concerns regarding this criterion are baseless, and unsupported by the record evidence.

�Procedures currently in place assure that the merger between SBC and Ameritech will not result in any unjustified cross�subsidy.  (Kahan Direct, SBC/Am. Ex. 1.0 at 32; Gebhardt Direct, SBC/Am. Ex. 3.0 at 8.)  The Commission=s existing cost allocation procedures are wholly sufficient for that purpose. (Kahan Direct, SBC/AM. Ex. 1.0 at 32; Gebhardt Direct, SBC/Am. Ex. 3.0 at 8.)  Ameritech Illinois' implementation procedures also ensure that costs of "non�utility" activities are not allocated to its regulate operations, and have been reviewed in past rate cases, attested to annually by outside auditors, and examined regularly by the Staff and by the FCC.  (Gebhardt Direct, SBC/Am. Ex. 3.0 at 8.)  The merger does not change any cost allocation procedures.  (Id. at 9.)

The merger=s principal effect will be that the SBC holding company will begin to provide certain management services currently provided by the Ameritech holding company, and the costs of those services will be allocated to the Ameritech holding company, largely in substitution for comparable holding company costs that are incurred today.  (Gebhardt Direct, SBC/Am. Ex. 3.0 at 9�10.)  The allocation methodologies currently required by the Commission to separate Ameritech Illinois' utility costs from non�utility costs will be applied to the new SBC holding company costs.  (Gebhardt Direct, SBC/Am. Ex. 3.0 at 10.)  These costs will then be further allocated using existing procedures to determine Ameritech Illinois' regulated intrastate costs.  (Id.)

�SBC/Ameritech have nonetheless made additional voluntary commitments that Staff has found acceptable.  (Gebhardt Surrebuttal, SBC/Am. Ex. 3.2 at 47�48; Kahan Surrebuttal, SBC/Am. Ex. 1.2 at 6.)   Staff recommended it be granted access to all books, accounts, records, and personnel of all corporate entities affiliated with both Ameritech and SBC.  (Marshall Direct, Staff Ex. 1.00 at 13.)  Both companies agreed to provide the access requested, on the terms set forth in Docket Nos. 97�0300 and 97�0321.  (Kahan Surrebuttal, SBC/Am. 1.3 at 6.)  Staff agreed this would be acceptable.  (Tr. 1582�83 (Marshall).)  Staff Witness Marshall also recommended that Ameritech Illinois revise its cost allocation manuals (Staff Ex. 1.00 at 15).  SBC and Ameritech committed to provide revised CAM within 60 days of final regulatory approval.  (Kahan Surrebuttal, SBC/Am. Ex. 1.3 at 6; Gebhardt Surrebuttal, SBC/Am. Ex. 3.3 at 47.), an arrangement Staff stated would be acceptable.  (Tr. 1581 (Marshall).)   Staff witness Marshall also requested a copy of each affiliate service agreement and any relevant updates to the cost allocation manual before providing service under any new or revised affiliate agreement.  (Marshall Rebuttal, Staff Ex. 1.0 at 15�16.) Applicants committed to do so. (Gebhardt Surrebuttal, SBC/Am. Ex. 3.2 at 48.)  All of Staff=s concerns relating to cross�subsidy (section 7�204(b)(2) and (b)(3)) have therefore been allayed, and are now moot.

�Nevertheless, intervenor GCI expressed further concern that SBC will cross�subsidize its National�Local Strategy with revenues earned in Illinois.  (Selwyn Direct, GCI Ex. 1.0 at 62�63; Selwyn Rebuttal, GCI Ex. 1.1 at 38�41.)  GCI suggests SBC will reassign experienced Ameritech Illinois managers to positions in other states.  (Selwyn Direct, GCI Ex. 1.0 at 62�63.)  But GCI offers absolutely no evidence to support that charge.�  The record evidence shows the opposite.  (Kahan Rebuttal, SBC/Am. Ex. 1.1 at 14.)  The merger will eliminate personnel duplications primarily at the holding company level, and in connection with shared services.  (Kahan Rebuttal, SBC/Am. Ex. 1.1 at 15.)   It would be foolish and counterproductive for the merged company to shortchange existing operations or customers, who generate billions of dollars of revenues, and SBC has expressly committed not to reduce the number of employees in the Ameritech region.  (Kahan Rebuttal, SBC/Am. Ex. 1.1 at 14�16.)

GCI further suggests that SBC will somehow draw revenues from Ameritech Illinois to fund national operations.  (Selwyn Direct, GCI Ex. 1.0 at 7, 61�67; Selwyn Rebuttal, GCI Ex. 1.1 at 38�41.)  Those operations, GCI asserts, may increase the overall risk portfolio of the new SBC, thereby increasing the overall cost of capital for all business units, including Ameritech Illinois' local exchange business.  (Selwyn Direct, GCI Ex. 1.0 at 7, 61�67; Selwyn Rebuttal, GCI Ex. 1.1 at 38�41.)  There is, again, no basis for the Commission to accept this unsupported speculation. SBC has repeatedly stated that the capital demands of SBC/Ameritech=s National/Local strategy are somewhat modest, compared to SBC/Ameritech=s overall spending and resources.  (Kahan Rebuttal, SBC/Am. Ex. 1.1 at 14; Kahan Surrebuttal, SBC/Am. Ex. 1.2 at 90.)  Further, the Commission has in place cost allocation procedures that fully protect against cross�subsidization.  (Kahan Rebuttal, SBC/Am. Ex. 1.1 at 34.)  Price cap regulation, and the rapid emergence of competition, eliminate any possible remaining concern.  (Id.)  As the California Public Utilities Commission held, in approving the SBC/PacTel merger, price cap regulation eliminates incentives to cross�subsidize.  California SBC/PacTel Order, 1997 Cal. PUC LEXIS 629 at *108�09

B.	The Merger Will Not Impair Ameritech Illinois' Ability to Raise Capital



�Staff agreed that the proposed reorganization will not impair Ameritech Illinois= ability to raise capital or to maintain a reasonable capital structure as required under Section 7�204(b)(4). (Plaza Direct, Staff Ex.2.00 at 3�6; Marshall Direct, Staff Ex. 1.00 at 16�17.)   The merger will not diminish Ameritech Illinois= ability to raise capital, it will enhance it.  Ameritech Illinois issues its own debt and will continue to do so after the merger, in the same debt market.  (Gebhardt Direct, SBC/Am. Ex. 3.0 at 10�11; Kahan Direct, SBC/Am. Ex. 1.0 at 33�34.)  Both SBC and Ameritech raise equity capital for their Operating Company subsidiaries at the holding company level.  (Gebhardt Direct, SBC/Am. Ex. 3.0 at 11.)  As a larger and more competitive entity, the merged holding company will plainly have even better access to capital markets.  The merged company=s financial strength will provide the combined organization with significant financial flexibility, including the flexibility to raise both debt and equity where needed on reasonable terms.  (Gebhardt Direct, SBC/Am. Ex. 3.0 at 10�12; see Kahan Direct, SBC/Am. Ex. 1.0 at 35�39.)  In addition, the combined organization=s cash flow and funding capabilities will enable Ameritech Illinois to raise money for network investments and new products and services on a more cost�efficient basis and will not impair Ameritech Illinois' ability to maintain a reasonable capital structure.  (Id.)

Contrary to GCI=s assertion, (Selwyn Direct, GCI Ex. 1.0 at 9) the merger premium is not a cash expenditure nor will it have any impact on the operations of Ameritech Illinois. As a result, the premium is irrelevant to Ameritech Illinois' cost of capital.  (Kahan Rebuttal, SBC/Am. Ex. 1.1 at 36.) 

VI.	NO ALLOCATION OF MERGER SAVINGS OR COSTS SHOULD BE MADE



Section 7�204(c) of the Act requires that the Commission address the allocation of any savings resulting from the proposed reorganization and recovery of the costs in certain circumstances:

�The Commission shall not approve a reorganization without ruling on (i) the allocation of any savings resulting from the proposed reorganization; and (ii) whether the companies should be allowed to recover the costs incurred in accomplishing the proposed reorganization and, if so, the amount of costs eligible for recovery and how the costs will be allocated.  (Emphasis added.)



Both the legislative history underlying Section 7�204(c) and the language of Section 7�204(c) itself demonstrate that it was not intended to apply to the merger of a price�regulated company.  Even if the Commission concludes that it does apply, however, sound policy dictates that the Commission should rule on an allocation by not requiring flow�through of any potential merger savings or costs in this docket, and should reject the contrary proposals of Staff and GCI.  Finally, if the Commission decide to make an allocation, that allocation should be limited to merger "savings" attributable to Ameritech Illinois regulated intrastate services, net of merger costs, over some reasonable period of time such as three years.

A.	Section 7�204(c) Does Not Apply to This Transaction as a Matter of Law



The initial question here is whether, as a matter of law, Section 7�204(c) applies not only to the rate�of�return companies for which it was clearly intended, but also to price�regulated companies, such as Ameritech Illinois.  The current Section 7�204(c) was created as part of the Electric Service Customer Choice and Rate Relief Law (P.A. 90�561) and took effect on December 16, 1997.  Although there have been a few minor cases under the new provision, the Commission has not yet had occasion to examine its purpose, scope, and application.  As explained below, both the history and language of Section 7�204(c) demonstrate that it does not and cannot apply to price�regulated utilities.

�The goal in analyzing a statute is to give it its intended effect. As the Supreme Court has explained, the proper way to do this is by "first analyzing the law prior to the change, noting the defect to be remedied, and then analyzing the terms and provisions of the entire statute in light of its objective."  Arview v. Industrial Comm, 415 Ill. 522, 526 (1953).�  There is clear historical evidence of the "defect to be remedied" by the new Section 7�204(c) as well as the "objective" to be attained, and that history shows that Section 7�204(c) was aimed exclusively at rate�of�return utilities.

Specifically, a few months prior to enactment, the Commission decided the CIPSCO/Union Electric Merger case.  In that proceeding, the merging utilities proposed a plan to allocate 65% of net merger savings to ratepayers and 35% to their shareholders.  Order in Docket No. 95�0551 (CIPSCO/Union Electric Merger) supra at 20.  The utilities sought approval of their plan as part of the merger docket in hopes of "provid[ing] shareholders with assurance of fair treatment of merger costs and savings prior to consummation of the merger"  Id.  CUB also sought approval of an allocation plan in the merger proceeding to give 80% of actual net savings to ratepayers.  Id.  CUB argued that the allocation of net merger savings had to be addressed in the merger docket because "in order to decide whether the merger is likely to benefit ratepayers, the manner in which savings are to be shared must first be determined."  Id. at 16, 21.

�The Commission, however, declined to address allocation of costs and savings.  Instead, it accepted Staff=s and ILEC=s argument that the ratemaking treatment of merger�elated costs and savings "should not be determined outside the context of a general rate proceeding in which all elements of the utility=s cost of service are examined."�  Id. at 31.  In effect, the Commission concluded that making such a determination outside a rate�of�return type of ratemaking proceeding would run afoul of the well�established prohibition against "single�issue ratemaking" under Illinois law.�

�In an obvious response, the General Assembly soon thereafter enacted Section 7�204(c) to expand the Commission=s authority by carving out a specific exception to the rule against single�issue ratemaking and authorizing the Commission to address the allocation of merger�related costs and savings in the merger proceedings themselves.  The rule against single�issue ratemaking, however, applies only in the rate�of�return context.  That rule prohibits the Commission from revising a rate�of�return utility=s rates outside a general rate proceeding, because only in a general rate proceeding can the Commission consider all of the utility=s costs and expenses and determine the utility=s revenue requirement and return on equity.  See, e,g., Archer�Daniels�Midland Co. v. Commerce Comm, 184 Ill.2d 391 (Ill. S. Ct. Dec. 3, 1998); Citizens Utility Board v. Commerce Comm, 166 Ill.2d 111, 136 (1995).

Concepts such as rate base, revenue requirements, and aggregate cost of service, however, simply do not apply to utilities operating under price regulation.  Rather, their prices are set according to an established price index, which functions independently of the utility=s cost of service, rate base, revenue requirement, or allowed return on equity.  (Gebhardt Rebuttal, SBC/Am. Ex. 3.1 at 61; Gebhardt Surrebuttal, SBC/Am. Ex. 3.2 at 34; Kahan Direct, SBC/Am. Ex. 1.0 at 54; Kahan Rebuttal, SBC/Am. Ex. 1.1 at 101�02.)  Consequently, because the obvious intent of Section 7�204(c) was to carve out an exception to a doctrine that applies only to rate�of�return utilities, that provision does not and cannot apply to Ameritech Illinois and this proceeding.  Latona, 184 Ill.2d at 269.

�Moreover, the language of Section 7�204(c) itself confirms that it was intended exclusively for rate�of�return utilities.  Section 7�204(c) contains two subsections: the first, requiring the Commission to rule on the allocation of any merger�related "savings," the second, requiring the Commission to rule on whether and to what extent merger�related "costs" may be recovered and how they will be allocated.  Under standard rate�of�return principles, the costs of a merger would be recovered in the utility=s rates (absent a Commission ruling to the contrary).  By contrast, as stated previously, the cost of service is irrelevant to a utility operating under price regulation.  (Gebhardt Rebuttal, SBC/Am. Ex. 3.1 at 58�59.)  To speak of a price�regulated utility "recover[ing]" its merger�related cost in a price regulation regime is nonsensical as there is no opportunity for it to do so.�  Thus, Section 7�204(c) cannot be read to apply to such utilities.  Texaco�Cities Service Pipeline Co. v. McGaw, 182 Ill.2d 262, 270 (1998) (statutes should not be interpreted so as to render any portion meaningless or superfluous).  And because Section 7�204(c) must be read and applied in its entirety (id.), both the "savings" provision of subsection (i) and the "costs" provision of subsection (ii) must apply only to rate�of�return utilities.  (Gebhardt Direct, SBC/Am. Ex. 3.0 at 22 ("Section 7�204(c)(ii) logically goes hand in hand with Section 7�204(c)(i). . . .  [B]oth would either be applicable or inapplicable in toto to a particular transaction").)

B.	Merger Savings Should Not Be Arbitrarily Allocated to Customers As A Matter of Regulatory Policy



Even if the Commission concludes that Section 7�204(c) requires it to address the "allocation" issue, the Commission would be acting in accordance with that direction by concluding that, upon addressing the issue, it has determined to review appropriate merger savings at a later date, for example, as part of the Alt. Reg. Plan after the savings would have occurred.

�In fact, any allocation of potential speculative merger savings or costs to consumers by regulatory mandate in this proceeding would be inconsistent with Ameritech Illinois' Alt. Reg. Plan and sound regulatory policy.  Moreover, savings and costs are, at this point, anticipated and prospective ��  not in any sense a "sure thing."  (Kahan Rebuttal, SBC/Am. Ex. 1.1 at 104.)  Thus, the impact of the merger on rates will and should be determined by the marketplace and the other economic forces driving consolidation and expansion in the telecommunications industry.  

The Alt. Reg. Plan which the Commission approved for Ameritech Illinois in 1994 removed the regulatory protections that would justify any mandated flow�through of savings.  A rate�of�return regulated company=s rates may be reduced if the Commission concludes that its revenues exceed its costs (defined to include a reasonable return on capital).  In return, the regulated company is assured of full recovery of its costs (including investment in plant) and rate increases in the event that its costs exceed its revenues.  Under the Alt. Reg. Plan, Ameritech Illinois' rates are strictly limited by a price index.  Ameritech Illinois assumed the risk that it cannot recover its costs (including investment in plant).  In return, Ameritech Illinois can take full advantage of increased efficiencies and new revenues resulting from marketing and other initiatives in the form of higher earnings, and these earnings may well exceed what would otherwise be permitted under rate�of�return regulation.  (Gebhardt Rebuttal, SBC/Am. Ex. 3.1 at 59�61.)  

�The Alt. Reg. Plan makes no distinction based on source of efficiencies which may result in improved earnings.  Indeed, the efficiencies which SBC and Ameritech Illinois hope to achieve from this merger are precisely the sort of behavior which the Alt. Reg. Plan was designed to encourage.  These incentives lie at the heart of price regulation and its superiority over outdated rate�of�return regulation as a means to encourage behavior by regulated companies that is more like that of competitive companies.  Under the plain terms of the Plan, Ameritech Illinois is entitled to take the risks associated with the merger and reap the rewards if it achieves its objectives or suffer the losses if it does not.  Nothing in the Commission=s Order in Docket 92�0448 can be read to limit this incentive structure to only certain circumstances or certain ownership situations.  Application of a rate�of�return�based ratemaking provision such as Section 7�204(c) to this merger �� which would flow through in rates the cost changes Ameritech Illinois achieves -- would defeat precisely the goals which the Commission established for Ameritech Illinois and itself when embarking on this new method of regulation.  (Harris Rebuttal, SBC/Am. Ex. 4.1 at 43�44.)

Moreover, the merger will expose Ameritech Illinois and SBC to considerable risks.  The savings are anticipated, not yet realized, but not guaranteed; only managerial skill and effort will achieve them.  There is no evidence in the record to the contrary.  The financial markets will exact their own retribution if the companies fail.  (Harris Direct, SBC/Am. Ex. 4.0 at 14�16, 19; Gebhardt Direct, SBC/Am. Ex. 3.0 at 23.)  Since Ameritech Illinois' consumers will not be bearing any of these risks �� because noncompetitive rates may not be increased if the merger results in more costs than savings �� there is no policy basis for consumers to receive the benefits. (Gebhardt Direct, SBC/Am. Ex. 3.0 at 24; Gebhardt Rebuttal, SBC/Am. Ex. 3.1 at 65�66; Kahan Direct, SBC/Am. Ex. 1.0 at 54�55; Harris Direct, SBC/Am. Ex. 4.0 at 18�19; Harris Rebuttal, SBC/Am. Ex. 4.1 at 43�44.) 

�In Illinois Public Telecommunications Ass'n v. FCC, 117 F.3d 555, 570 (D.C. Cir. 1997), the court reversed an attempt by the FCC to force the LECs to "share" the increases in asset value with ratepayers at the time the assets were deregulated and removed from the rate base..  The Court explained that under a price cap regime the shareholders, not the ratepayers, bear the risk of loss and are therefore entitled to any increase in value.  "As a result [of the change to price caps], at least since 1990, investors rather than ratepayers have borne the risk of loss on payphone assets (tangible and intangible), and thus, . . . should reap the benefit of increases in the value of such assets."

 	Furthermore, benefits will accrue directly to Ameritech Illinois' consumers without any arbitrary and premature regulatory intervention.  Some benefits will be experienced directly and immediately (e.g., efficiency and service improvements in areas such as repair, maintenance and installation and access to SBC=s research and development arm).  Over the longer term, Ameritech Illinois' need to respond to competitive pressure and other changes in the industry will result in greater innovation, increased speed to market and more competitive offerings. Ultimately, the marketplace can and should determine whether savings are returned to customers in the form of lower rates or in the form of new service offerings, investment in advanced network facilities or otherwise.  (Harris Rebuttal, SBC/Am. Ex. 4.1 at 48�49.)

�This approach is entirely consistent with the regulatory treatment of Ameritech Illinois' competitors engaging in similar acquisitions, such as AT&T and MCI.  None has been required to flow�through any anticipated savings or revenue enhancements to consumers.  All of the merging companies expected savings.  For example, the FCC recognized in the MCI/WorldCom merger that the merger would increase the competitive strength of both companies, as a result of their "complementary strengths, the anticipated synergies and cost savings resulting from the merger and the increased ability of the merged entity to provide bundled services."  (Harris Rebuttal, SBC/Am. Ex. 4.1 at 46�47 (citation omitted.)  Ameritech Illinois and SBC should be permitted to achieve the same synergies in the same way, without regulatory involvement. Asymmetrical treatment of competitors could significantly skew the competitive battle in favor of less efficient firms.  (Harris Direct, SBC/Am. Ex. 4.0 at 20.)  Such a result would not be consistent with this Commission=s pro-competitive regulatory policies.

1.	Response To Staff

Staff recommended that the entirety of the merger "synergies" allocable to Ameritech Illinois (i.e., cost savings and revenue gains) be flowed through to consumers, who are not bearing any of the risks of the merger.  (Toppozada�Yow Direct, Staff Ex. 3.00 at 22; Marshall Direct, Staff Ex. 1.00 at 18�19.)  Staff=s approach should not be adopted.  It represents a reversion to rate�of�return principles which have no place in this proceeding; it would severely distort the economics of this merger; it is inconsistent with both past orders of this Commission relative to other merger applicants and the orders of other state commissions reviewing telecommunications mergers; and it applies too broadly to all "synergies," not just savings.

a.	Staff=s Approach Is Inconsistent with the Alternative Regulation Plan



Staff=s primary argument is that all "synergy" effects must be flowed through to consumers because an improvement in Ameritech Illinois' earnings would adversely affect the "price�to�cost" relationship for its services.  Staff contended that any improved earnings resulting from the merger would require a finding by the Commission that Ameritech Illinois' noncompetitive service rates are no longer just and reasonable under Section 13�506.1(b)(2) of the Act, which governs alternative forms of regulation.  (Toppozada�Yow Direct, Staff Ex. 3.00 at 23�25)

�This argument is based on inapplicable rate�of�return principles, not the Alt. Reg. Plan.  The fundamental premise of price regulation is that Ameritech Illinois is no longer regulated on a "price�to�cost" basis.  (Gebhardt Rebuttal, SBC/Am. Ex. 3.1 at 61; Gebhardt Surrebuttal, SBC/Am. Ex. 3.2 at 34.)  Instead, the reasonableness of Ameritech Illinois' rates is determined by a price index.  The Commission specifically relied on this "de�linking" of costs and rates in finding that the Alt. Reg. Plan would result in "just and reasonable rates" under Section 13�506.1(b)(2):

After rates are initialized, the price index mechanism will continue to produce reasonable rates . . . this index reasonably will reflect the impact of cost changes over which Illinois Bell has no control and which properly should be reflected in customer rates.  By linking price increases to general cost changes in the economy, rather than to the Company=s own internal costs, the Plan will protect ratepayers from the impact of competition and management error.  This also means that the real price, if not the actual price, of telecommunications services overall will fall over the duration of the plan . . . .  Order in Docket 92�0448, (Ameritech Illinois' Alternative Regulation Plan), adopted October 11, 1994 at 186 (emphasis added).



The Commission reaffirmed this principle in the 1996 Annual Filing: "[a] fundamental objective of alternative regulation . . . is to break the traditional link between costs and prices and to substitute market forces as the primary determinant of Illinois Bell=s financial success or failure."  (Order in Docket No. 96�0176 (Ameritech Illinois' 1996 Alt. Reg. Plan Filing) adopted June 26, 1996, at 5 (emphasis added).)  To revert suddenly to price�to�cost analysis to justify a flow�through of savings is flatly inconsistent with these orders and would constitute a fundamental abrogation of the regulatory "contract" which the Commission and Ameritech Illinois entered into in 1994.  (Gebhardt Rebuttal, SBC/Am. Ex. 3.1 at 61.)

�Staff defended its proposal on the grounds that the Commission did not take the merger into account when establishing the Alt. Reg. Plan in 1994.  (Toppozada�Yow Direct, Staff Ex. 3.00 at 25)  This is a true statement, but it says nothing about how the merger savings should be treated.  The Commission did not attempt in 1994 to anticipate any of the changes that the Company might make in its business to achieve more efficient or profitable operations.  It was expressly left to Ameritech Illinois to make those decisions and reap the benefits (and bear the risks) of these decisions.  As Mr. Kahan explained in his Surrebuttal Testimony:

The regulated company, in this case Ameritech Illinois, is [] incented to operate as efficiently as possible within [the alternative regulation] formulas.  Consumers are protected by the price caps. Shareholders benefit because the company can generate profits through efficiencies. The specific means by which Ameritech Illinois improves its efficiency are not relevant.  They could develop a secret "blackbox" that no one else has.  Savings generated as a result of that development are addressed under the plan.  To suggest that is true for some matters but not for others, simply ignores the workings of the Alternative Regulation Plan itself.  (SBC/Am. Ex. 1.2 at 68.)



The only component of the Plan which permits rate adjustments based on unforeseen circumstances is the Exogenous Change factor.  However, no party �� including Staff �� believed that the proposed merger qualifies as an Exogenous Change.  (Gebhardt Rebuttal, SBC/Am. Ex. 3.1 at 64; Harris Direct, SBC/Am. Ex. 4.0 at 21; Toppozada�Yow Direct, Staff Ex. 3.00 at 39.)  

Staff also attempted to rationalize its 100% synergy flow�through proposal on the grounds that consumers will bear risks as a result of this merger, namely certain unqualified and unspecified decreases in service quality if SBC diverts management experience and resources from Ameritech Illinois to the National�Local Strategy.  (Toppozada�Yow Direct, Staff Ex. 3.00 at 32�33.)  This constitutes speculation built upon speculation and cannot justify 100% flow�through all of the savings and revenue gains that may result from the merger.

�First, Mr. Kahan testified unequivocally that the National�Local Strategy will not impact service quality in the Ameritech region, and there is no contrary evidence in the record.  (Kahan Direct, SBC/Am. Ex. 1.0 at 24�31; Gebhardt Rebuttal, SBC/Am. Ex. 3.1 at 69�70.)  Second, if Ameritech Illinois=service quality degrades for any reason, the Alt. Reg. Plan already contains penalty provisions that ensure price reductions for customers.  Staff=s proposal would double�count the same potential service quality problems.  (Gebhardt Rebuttal, SBC/Am. Ex. 3.1 at 70�71.)  Third, a decline in service is measurable and could be identified at the time it occurs.  The possibility of a decline is no basis for mandating full flow�through before any problems even arise, if they ever actually do arise.  (Gebhardt Rebuttal, SBC/Am. Ex. 3.1 at 70�71.)  In short, Staff presented no substantive evidence that any of these risks are significant; Staff made no attempt to relate the size of the financial penalty it is proposing to them; and Staff made no attempt to reconcile its proposal with existing Alt. Reg. Plan penalties. 

Staff attempted to bootstrap its Section 7�204(c) argument to Section 7�204(b)(7), which refers to adverse impacts on retail rates.  (Toppozada�Yow Direct, Staff Ex. 3.00 at 25�26.)  Nothing in the Act or prior Commission policy supports this misreading of Section 7�204(b)(7).  The provisions of Section 7�204(b) and (c) are entirely separate.  The plain terms of Section 7�204(b)(7) clearly address the potential for changes in rates as a result of a merger, not earnings.  Mr. Gebhardt further testified that, in his many years of experience in regulatory proceedings before this Commission, the term "adverse rate impact" and its equivalents have always been applied to rate increases, not to increases in a utility=s earned return.  Staff cited to no Commission orders which support its position.  (Gebhardt Rebuttal, SBC/Am. Ex. 3.1 at 67.)

�Staff similarly claimed that Section 7�204(b)(1), which refers to "least�cost" utility service, somehow supported its proposal.  (Toppozada�Yow Direct, Staff Ex. 3.00 at 22�23; Toppozada�Yow Rebuttal, Staff Ex. 3.01 at 30�31.)  Ms.  Toppozada�Yow=s tortured reading of "least�cost" also has no support in the plain language of the statute or prior Commission practice.  The Illinois General Assembly clearly intended that Section 7�204(c) govern savings allocations.  Section 7�204(b)(1) addresses service quality issues.  It is a standard rule of construction that sequential, related terms in a statutory section should ordinarily be read together as applying to the same subject matter (People v. Parkins, 77 Ill.2d 253, 257 (1979); EPA v. Pollution Control Board, 187 Ill.App.3d 995, 959 (5th Dist. 1989)) and that different sections of a statute be given independent effect.  Texaco�Cities Service Pipeline Co., 182 Ill.2d at 270.  The legislature listed four factors in Section 7�204(b)(1) that clearly relate to service quality (i.e., "adequate, reliable, efficient, safe").  The only reasonable construction of "least�cost" is that it, too, is related to service quality ��not earnings.  Staff cited to no prior cases in which the Commission used the term "least cost" in the novel manner it proposes in this case and the Joint Applicants are aware of none.�

b.	Staff=s Approach Distorts the Economics of The Merger



�Staff=s 100% synergy flow�through proposal ignores the economics that drive mergers between large companies and the operating and financial risks that such mergers entail for the companies and their shareholders.  Ameritech and SBC would not consolidate their operations unless significant synergies could be obtained, either through efficiency savings or revenue generation �� no companies would.  Indeed, the financial markets intensely scrutinize merger transactions to determine whether management has accurately assessed the economics potential and stock prices fall where they have doubts.  (Gebhardt Direct, SBC/Am. Ex. 3.o at 23.)  It is beyond debate that, if every regulator required Ameritech and SBC to flow all of their state�specific synergies through to consumers, there would be no economic basis for the merger whatsoever and it would be abandoned immediately.  (Gebhardt Rebuttal, SBC/Am. Ex. 3.1 at 71�73.)�

Staff refused to acknowledge the economic implications of its proposal or its unfairness to the companies and their shareholders, e.g., Staff did not make any suggestions as to what to do if the merger does not achieve anticipated synergies.  Ms. Toppozada�Yow=s only defense was that her proposal was limited to the portion of the savings allocable to Ameritech Illinois' regulated, intrastate operations, and, therefore, a mathematically significant portion of the total merger synergies (i.e., those allocable to the other Ameritech and SBC states) would be retained by the Joint Applicants.  (Toppozada�Yow Direct, Staff Ex. 3.00 at 35; Toppozada�Yow Rebuttal, Staff Ex. 3.01 at 37�38.)  This misses the point.  In effect, this Commission would be relying on other Commissions not to do what Staff says should be done in Illinois.  If the same policy could not be adopted by every regulatory body with jurisdiction over this merger, it is, by definition, economically unsound and should not be adopted.  (Gebhardt Rebuttal, SBC/Am. Ex. 3.1 at 72�73.)

�c.	Staff=s Approach is Inconsistent with Past Commission Practices and Those of Other State Regulatory Commissions Relative to Mergers



Prior merger applicants have not been required to flow through merger synergies.  As described previously, the issue of merger savings has consistently been deferred to general rate proceedings; however, few companies appear to have actually had such a proceeding, much less been required to flow through 100% of the benefits.  For example, CIPSCO/Union Electric was relieved of any obligation to file a rate proceeding by amendment to the Electric Deregulation Act.  Order in Docket No. 98�0225, adopted May 6, 1998 at 2�3.  In the Iowa�Illinois/MidAmerican Energy merger, the combined company subsequently filed an incentive regulation and pricing plan under Section 9�244.  Although the company ultimately agreed to a negotiated $13.1 million rate reduction and withdrawal of its plan, there is no mention of flow�through merger savings or revenues in the order.  Order in Docket No. 96�0510, adopted December 18, 1996 at4�6.  Although GTE/Contel did file tariffs and then later a multi�phased rate proceeding which resulted in certain rate decreases, the Commission=s orders do not contain any flow�through treatment of merger savings and/or revenue enhancements nor can one conclude that there was any dollar�for�dollar correspondence between merger synergies and the rate reductions.  Order in Docket Nos. 93�0301/94�004 (consol.) (adopted Oct. 16, 1994).

�Moreover, to the extent the Commission addressed the savings allocation issue at all, it clearly indicated that a 100% allocation to consumers would not be reasonable.  In the CIPSCO/Union Electric merger, for example, the Commission stated that the ratemaking treatment of merger costs and savings "should be fair to both stockholders and ratepayers".  Order in Docket No. 95�0551, supra, at 31 (emphasis added).  Staff did not even acknowledge the obvious negative impact its proposal would have on shareholders, much less demonstrate that it was "fair."

Other state regulatory commissions also have rejected the argument that all merger synergies should be allocated to consumers. In approving the SBC/PacTel merger, the California Public Utilities Commission required the minimum allocation to consumers of the projected "savings" (and not revenue enhancements), under a statute that required that Commission to allocate no less than 50% of merger" benefits."  Order in Application 96�04�038 (SBC/Pacific Telesis merger), Decision 97�03�067, adopted March 31, 1997 at 38; Tr. at 509�10 (Kahan).  In the SBC/SNET merger, the Connecticut Department of Public Utility Control recognized that all pre�merger synergy numbers were estimates and projections and rejected all proposals for allocation of savings in the merger proceeding itself, principally on the grounds that:  (1) it would be inconsistent with SNET=s Alternative Regulation Plan which only permitted rate adjustments in accordance with the price cap formula; and (2) under Connecticut law, "excess earnings" must be used to reduce the reserve deficiency first.  Order in Docket No. 98�02�20 (SBC/SNET merger), Conn. D.P.U.C., adopted September 2, 1998 at 50�51.

�Similarly, each of the state commissions which had jurisdiction to consider the Bell Atlantic/Nynex merger rejected any allocation of savings to consumers in the merger proceeding.  The Maine Public Utilities Commission concluded that any flow�through would be inconsistent with price regulation, i.e., cost savings achieved under the merger were "an example of the cost reducing activity that the AFOR [Bell Atlantic=s alternative form of regulation plan] was designed to encourage and that capture of cost savings at this point in time would significantly impair the efficiency incentives under the AFOR"; and that the merger savings did not qualify under the Plan=s "exogenous change" factor.  Orders in Docket No. 96�388 (Bell Atlantic/Nynex merger), Maine P.U.C., adopted December 31, 1996 (Part I) and February 6, 1997 (Part II at 14�15).  The New Jersey Board of Public Utilities, the New York Public Service Commission and the Vermont Public Service Board ordered Bell Atlantic/Nynex to maintain cost and savings data, but deferred any decision as to whether portions of the savings should be allocated to consumers to future regulatory proceedings.  As stated by the New Jersey Commission, these orders simply reserved to the respective commissions the right "to consider some sharing of the achieved savings with ratepayers via some sort of rate relief."  Order in Docket No. TM96070504, supra, at 22 n.5 (emphasis added).�

d.	Section 7�204(c) Is Limited To "Savings" Resulting From The Merger



�Staff took the position that the term "savings" in Section 7�204(c) should be read to mean "synergies" and, thus, should also include revenue enhancements.  Staff=s position is unsound and unjustified as a matter of law and policy.  The plain language of Section 7�204(c) very specifically limits the allocation of merger benefits to "savings."  Words in statutes must be given their "ordinary and popularly understood meaning."  Texaco�Cities Service Pipeline Co, 182 Ill.2d at 270; People v. Skirl, 141 Ill.2d 180, 193 (1990).  "Savings" is a word generally understood to mean a reduction in costs or expenses.  For example, in Funk & Wagnall=s New International Dictionary of the English Language:  Comprehensive Edition (1987), the word "save" means "to keep from being spent, expended or lost; avoid the loss or waste of" and"[t]o avoid waste, become economical" (at 1120).�  Notably, the California Commission applied a narrow definition of "savings" even to the arguably broader term "merger benefits" used in its statute.  California SBC/PacTel Order, 1997 PUC LEXIS 629 at *34�52.

This common meaning of "savings" is consistent with its use in regulatory proceedings before this Commission.  Mr. Gebhardt testified that he had personally been involved in numerous rate cases on behalf of Ameritech Illinois and was not aware of a single instance in which the term "savings" had been applied to a revenue change.  In fact, he stated that, in most cases, the term "savings" had been even more narrowly applied to expense decreases, not changes in the cost of facilities that are capitalized on the Company=s books.  (Gebhardt Rebuttal, SBC/Am. Ex. 3.1 at 64�65; Kahan Rebuttal, SBC/Am. Ex. 1.2 at 69.)

�Staff=s assertion that consumers should "share" in all synergies (including revenue enhancements) as a matter of "equity" is incorrect. First, Staff's opinion does not excuse the Commission from its duty to follow the plain language of the statute.  Second, ratepayers have no equitable claim.  Under price regulation, consumers do not have to "share" in the form of rate increases if Ameritech Illinois experiences decreased revenues or increased costs.  Therefore, there is no equitable claim that they should "share" in the form of rate decreases if Ameritech Illinois experiences increased revenues or decreased costs.  Thus, Staff=s view simply does not comport with price regulation.  As demonstrated previously, it does not appear that any of the other merger applicants before this Commission �� all of which were rate�of�return companies �� have been required to flow through 100% of savings in rate proceedings following a merger, much less 100% of revenue enhancements.  Even in a rate�of�return context, adoption of Staff=s position relative to revenues would constitute single�issue ratemaking.  The Commission concluded that this could not be done prior to the enactment of Section 7�204(c) and it cannot be done now.  (Gebhardt Rebuttal, SBC/Am. Ex. 3.1 at 56-59, 65�66.) 

e.	If Allocation is Ordered, Staff=s Implementation Process Proposal Is Reasonable



Although Joint Applicants do not agree that any savings should be allocated to consumers, they do agree with Staff that, if an allocation is ordered, the flow�through proposal should be based on actual results, not projected estimates. (Toppozada-Yow Direct, Staff Ex. 3.00 at 37-38.)  Savings are expected to be achieved in the future through this proposed merger.  However, until the merger is actually consummated, post�merger planning is completed and the operational changes are made, it is speculation as to both the amount and timing of the actual savings that will be obtained. (Kahan Direct, SBC/Am. Ex. 1.0 at 54-56.)  Staff further recommends that rate changes be made on a yearly basis, reflecting the prior year=s actual results, in the annual Alt. Reg. Plan filings.  This process would continue until they are made a permanent part of the Plan through the review process contemplated in Docket 98�0252. (Toppozada-Yow Direct, Staff Ex. 3.00 at 26-30.)  The Joint Applicants do not object to this approach.

�Staff also proposed a specific plan for allocating all savings equitably between customer groups, which was significantly modified in Staff=s rebuttal testimony in response to certain issues raised by Mr. Gebhardt.  (Toppozada�Yow Direct, Staff Ex. 3.00 at 27�30; Toppozada�Yow Rebuttal, Staff Ex. 3.01 at 38�43.)  The Joint Applicants believe that Staff=s implementation proposal, as modified, is reasonable and could be implemented.  (Gebhardt Surrebuttal, SBC/Am. Ex. 3.2 at 40.)

2.	Response to Intervenors

GCI proposed to flow through to consumers all of the "synergies" of the merger, including all cost savings and revenue enhancements.  (Selwyn Direct, GCI Ex. 1.0 at 5�6, 79�91.)   For the reasons explained in opposition to Staff=s proposal, GCI=s proposal is inconsistent with the statute, inconsistent with the principles underlying the Alt. Reg. Plan, and constitutes poor public policy.  In addition, GCI=s proposal is contrary to policy in that it required an allocation based on estimates, rather than on actual data.  As discussed above, both the Joint Applicants and Staff oppose basing any allocation on speculative synergies that may or may not ever be achieved.  (Kahan Direct, SBC/Am. Ex. 1.0 at 54�56; Toppozada�Yow Direct, Staff Ex. 3.00 at 36�38.) 

GCI has proposed that the minimum allocation of the merger synergies be based on the premium implicit in the exchange rate between SBC and Ameritech stock, rather than the estimated synergies.  (Selwyn Direct, GCI Ex. 1.0 at 85-86.)  This is wrong as a matter of financial theory and regulatory policy.  As Dr. Harris explained, a premium bears no necessary relationship to expected synergies from a merger:

�Any similarity between the size of the premium and the value of the synergies from the merger is more accident than design.  The fact is that the premium paid by SBC for Ameritech is a result of a multitude of factors, including the financial motives underlying the merger and may or may not have any relation to the cost savings alone.  Standard finance textbooks identify the many factors determining the premium that is attached to an acquired firm and describe the complex manner in which premiums are determined for firms merging for synergistic reasons.  They include a wide range of important factors, including such items as tax effects and the relative bargaining strengths of the merging partners.  The actual amount normally is determined with all of these factors taken into account.  Attempting to equate the amount of the premium to the value of the cost savings of the merger simply can not be done.  In the final analysis, the premium is a negotiated rate. (Harris Rebuttal, SBC/Am. Ex. 4.1 at 45, footnotes omitted)



GCI=s methodology also wildly overstated the synergies which Ameritech Illinois could expect to achieve.  Under Dr. Selwyn=s approach, Ameritech Illinois would be required to implement an annual $343 million rate reduction after implementation of the merger.  In contrast, the Joint Applicants estimated that savings allocable to Ameritech Illinois' regulated intrastate operations during the first three years of the plan �� an appropriate time horizon, given the increasingly competitive marketplace in which Ameritech Illinois operates �� would be $31 million.  (Kahan Direct, SBC/Am. Ex. 1.0 at 64-65; Gebhardt Direct, SBC/Am. Ex. 3.0 at 32-33, 90�91.)  No party disputed this estimate.

�Dr. Selwyn conceded that the differences between these two numbers reflected in large part the fact that his approach apportions virtually all of the benefits which Ameritech and SBC expect to realize in their combined 13�state operations.  (Selwyn Rebuttal, GCI Ex. 1.1 at 65.)  Under this approach, Dr. Selwyn would credit to Illinois consumers operating efficiencies which SBC will achieve in Texas, for example.  These are not savings that Ameritech Illinois will ever experience, nor will they ever appear on Ameritech Illinois' books.  As Mr. Gebhardt explained, a completely fictional allocation of "savings" is contrary to any sound regulatory or financial policy, regardless what form of regulation a company operates under, and could not conceivably be justified under Section 7�204(c).  Thus, GCI=s proposal should be rejected out�of�hand.  (Gebhardt Rebuttal, SBC/Am. Ex. 3.1 at 91�92.)

Furthermore, a rate reduction of the size GCI is recommending would have a devastating impact on Ameritech Illinois' operating results.  The Company=s 1997 operating income for its entire Illinois intrastate operations was only $366 million on a post�tax basis.  Reducing revenues by $343 million would leave Ameritech with only $150 million in post�tax operating income, a return that will seriously impinge on network investment and capital retention.  (Gebhardt Rebuttal, SBC/Am. Ex. 3.1 at 92�93.)  Although Dr. Selwyn claimed that accounting adjustments could be made to alleviate the impact (Selwyn Rebuttal, GCI Ex. 1.1 at 63�64.), Mr. Gebhardt testified unequivocally, based on his years of experience performing financial analysis for the company, that no such adjustments could be made for either financial or regulatory reporting purposes.  (Gebhardt Surrebuttal, SBC/Am. Ex. 3.2 at 40�42.)

Dr. Selwyn=s approach to savings has been advanced before other state commissions and his methodology and recommended flow�through amounts have been rejected by those commissions.  California SBC/PacTel Order, Supra, 1997 Cal. PUC LEXIS 629, *34�52; Connecticut SBC/SNET Order, Supra at 49�53; New England Telephone & Telegraph Company and Nynex Corporation, Maine PUC Order (adopted Feb. 6, 1997) at 15�16; Kahan Rebuttal, SBC/Am. Ex. 1.1 at 103; Tr. at 1147�54 (Selwyn).  The same result should apply here.

�In summary, Section 7�204(c) does not apply to companies operating under a price regulation plan, like Ameritech Illinois.  If the Commission were to find, however, that Section 7�204(c) does apply, it applies to "cost savings," not "revenue enhancements," and those cost savings should be netted against proper additional costs caused by the merger.  Then, only those net cost savings attributable to regulated intrastate Illinois operations should be considered.  Finally, such an allocation should be addressed in future alternative regulation proceedings where they are known and certain. 

VII.	THERE IS NO NEED TO IMPOSE ANY CONDITIONS ON APPROVAL OF THE MERGER, AND IF CONDITIONS ARE IMPOSED THEY MUST BE NECESSARY TO MAKE THE FINDINGS REQUIRED BY SECTION 7�204(b) AND CANNOT INCLUDE ANY PENALTIES



At the close of the hearing, the Hearing Examiners asked the parties to address certain issues in their briefs, including the scope of the Commission=s authority to impose conditions on approval of the merger under Section 7�204(f).  (Tr. 1799�1800.)  As demonstrated above, the Joint Applicants have fully satisfied each of the requirements in Section 7�204(b), so no conditions are necessary or appropriate.  Nevertheless, given the broad range of conditions proposed by Staff and the intervenors, it is necessary to define the proper scope of the Commission=s authority under Section 7�204(f).�

�Section 7�204(f) states that in approving a proposed reorganization the Commission may "impose such terms, conditions or requirements as, in its judgment, are necessary to protect the interests of the public utility and its customers."  Thus, the Commission=s authority to impose conditions is not in question.  That authority, however, is limited and must be defined and circumscribed by the other provisions of Section 7�204.  McNamee v. Federated Equip. & Supply Co., 181 Ill.2d 415, 428 (1998) (statutes must be construed as a whole and each provision construed in connection with other provisions); Bonaguro v. County Officers Electoral Bd., 158 Ill.2d 391, 397 (1994) (same).  The obvious reference point for Section 7�204(f) is Section 7�204(b), which spells out the seven findings the Commission must make to approve a reorganization by ensuring that it "will not adversely affect the utility=s ability to perform its duties under this Act."  220 ILCS 5/7�204(b).  Section 7�204(f), in turn, enables the Commission to impose specific conditions on its approval if necessary to make the required findings.  In other words, Section 7�204(f) protects the Commission from having to make an absolute "thumbs up or thumbs down" decision on every reorganization, and instead allows it to approve the reorganization subject to certain conditions.  The Commission=s authority under Section 7�204(f) must be interpreted in light of this purpose and the structure of the statute as a whole, and any conditions imposed under Section 7�204(f) therefore must be directly tied to allowing the Commission to make the findings required by Section 7�204(b).

The Hearing Examiners also asked the parties to address "the Commission=s authority to impose fines or other penalties" if any conditions imposed under Section 7�204(f) are not met.  (Tr. 1799�1800.)  Although Section 7�204(f) refers to the Commission imposing "terms, conditions or requirements" and makes no reference to "penalties," it appears that the Commission may have inherent legal authority to impose penalties for failure to meet conditions in a Section 7�204 case.  Any exercise of such authority, however, would be subject to the same legal strictures as any other Commission action.  Among other things, the Commission=s action must be based on record evidence and could not be arbitrary and capricious, the penalties must be rationally related to the interest they seek to protect, and the party subject to the penalties must be afforded due process.  Monsanto Co. v. Pollution Control Bd., 67 Ill.2d 276, 290�91 (1977); Central Illinois Pub. Serv. Co. v. Commerce Comm, 268 Ill. App. 3d 471, 480 (4th Dist. 1994).

�There is no record basis to support any penalties in this case.  Neither Staff nor any intervenor proposed any specific penalties for failure to meet their requested conditions.�  Thus, nothing in the record addressed the propriety of any specific penalty, its relationship to the relevant condition, or how an alleged violation would be handled.  As a result, any penalty established by the Commission necessarily would be arbitrary and capricious, because there would be no substantial record evidence to support the penalty and no proof of a rational relationship between the facts found and the decision made.  See Motor Vehicle Mfrs. Ass=n v. State Farm Mut. Auto. Ins. Co, 463 U.S. 29, 43 (1983); 220 ILCS 5/10�103 ("any finding, decision or order made by the Commission shall be based exclusively on the record for decision in the case").  Moreover, since the record is now closed, the Commission=s unilateral establishment of any penalty would violate the Joint Applicants' due process rights, as they would have no opportunity to submit evidence in opposition to the penalty or test on cross�examination the basis or amount for the penalty.  Ellis v. Commerce Comm, 44 Ill.2d 438, 446 (1970).

�Given this absence of record evidence, the Commission should rely on its existing statutory authority as giving it all the enforcement power it needs to ensure compliance with any conditions.  This very approach recently was supported by Staff and adopted by the Commission in its Order in Docket Nos. 98�0036/0005 (cons.) (Rulemaking on Service Reliability) (adopted June 1, 1998) at 15�17.  As Staff successfully argued, "the Commission already has enforcement powers applicable to all of its regulatory mandates," and, from a policy perspective, establishing a "predetermined penalty" for violating a requirement is undesirable because it deprives Staff of flexibility and creates "an instant adversarial relationship from the start of the Commission=s investigation."  Id.  The same principles apply here.

VIII.	CONCLUSION

This merger is a direct product of the dynamic forces of change in an exciting industry.  The merger holds much promise for the next century of telecommunications in Illinois.  To deny the merger or place undue conditions on it is to forego this unique and significant opportunity.  To allow this merger to proceed to closing is to pursue a path that will benefit customers, employees, and other key stakeholders well into the future.

Having met the standards of Section 7�204, the Joint Applicants respectfully request that the Commission approve the proposed merger without conditions.
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�	See, e.g., MCI WorldCom 2�Page Advertisement, Wall St. J., Nov. 5, 1998, at B�18 ( AOne wholly owned global network.  Voilà!  One seamless global network.  Only one company has it.  MCI WorldCom.) (emphasis added) (Kahan Rebuttal, SBC/Am. Ex. 1.1 at 53.); MCI WorldCom 12�Page Advertising Supplement, Wall St. J., Oct. 1, 1998, at R1�12. (Kahan Rebuttal, SBC/Am. Ex. 1.1 at 52.)

In its advertisements, MCI WorldCom answers the question of AHow do we do this? @ by saying, ASimple.  By building hundreds of . . . networks. @  The real answer, of course, is that this was accomplished by a succession of mergers, none of which required this Commission's approval.  In addition, of course, in saying that it can serve everyone, everywhere, MCI WorldCom concedes that this area includes the states served by SBC and Ameritech.

�	The Merger of MCI Communications Corp. and British Telecommunications plc, Memorandum Opinion and Order, at  &  91, 130 (1997).

�	Despite the emphasis placed on the National�Local Strategy by merger opponents, this Commission does not need to find that the National�Local Strategy will be successful in order to approve the merger.  More specifically, the Commission does not need to find that the National�Local strategy will be successful in order to find that the merger is not likely to have a significant adverse effect on competition in this State.  As Mr. Kahan has stated, the National�Local Strategy is really "icing on the cake."  Tr. at 492.

�	(Harris Rebuttal, SBC/Am. Ex. 4.1 at 31; Kahan Rebuttal, SBC/Am. Ex. 1.1 at 17-19).

�	See Bell Atlantic/GTE Application for Transfer of Control at 1 (FCC filed Oct. 2, 1998), Attachment 2 to Kahan Surrebuttal, SBC/Am. Ex. 1.2  ( AWith its local telephone facilities broadly dispersed throughout the United States, GTE is the Aenabler @  that will allow Bell Atlantic to attack other Bell company strongholds across the country. @ ); id. at 1�2 (including Los Angeles, San Francisco, San Diego, Dallas�Fort Worth, Houston, Chicago, Cleveland, and Indianapolis as Amost attractive @  target markets); GTE/BA Joint App. at 10; FCC AT&T/TCI Order  &  1 (describing plans to upgrade TCI=s network to provide services that compete with incumbent LECs).  TCI operates cable facilities in each of the 13 states served by SBC and Ameritech.

�	See, e.g., Order in Docket No. 97�0300, (Consolidated Communications/McLeodUSA Merger) (adopted Sept 24, 1997) at 13, 1997 Ill. PUC LEXIS 597, *33 ("[T]he Commission=s jurisdiction will not be impacted by the proposed merger.  After the merger, ICTC will continue to be regulated by the Commission in the same manner and to the same extent as it is regulated today."); Order in Docket No. 95�0551, (CIPSCO/Union Electric Merger) (adopted Sept. 10, 1997), at 68 ("[B]oth CIPS and UE will continue to be regulated as Illinois public utilities after the merger and reorganization"); Order in Docket No. 94�0439, ( Iowa�Illinois Gas & Elec./MidAmerican Energy Merger) (adopted May 3, 1995), 162 PUR4th 318, 347; Order in Docket No. 90�0337 (GTE/Contel Merger) (adopted Dec. 12, 1990) at 7, 10 ("[T]he regulatory status of Contel will remain unchanged after the reorganization.")

�	See, e.g., Order in Docket No. 98�0198 (AT&T ACCU�Ring Complaint Case) (adopted Aug. 12, 1998) at 7, 12 (ignoring AT&T=s claim that other BOCs had accepted its ACCU�Ring request, and finding in favor of Ameritech Illinois); Order in Docket Nos. 96�0486/96�0569 (cons.) (Ameritech Illinois TELRIC Order) (adopted Feb. 17, 1998) at 87, 89 (rejecting MCI proposal to impose charge "based on the experience of Southwestern Bell"); Order in Docket No. 96�AB�003/004 (AT&T/Ameritech Illinois Arbitration Order) (adopted Nov. 26, 1996) at 25�26 (refusing to require Ameritech Illinois to provide certain methods of interim number portability, despite AT&T=s claims that other BOCs provided them);  Order in Docket No. 96�AB�001 (TCG/Ameritech Illinois Arbitration Order) (adopted Nov. 4, 1996) at 9, 15 (rejecting TCG=s request that contract provisions agreed to by other BOCs be included in its interconnection agreement with Ameritech Illinois).

�	One other issue raised by Ms. Toppozada�Yow was her request that Ameritech Illinois provide revised TELRIC studies within six months of the last regulatory approval of the merger, begin to provide updated LRSIC studies under 83 Ill. Adm. Code ' 791.100 within those six months, and update all other service cost studies on a schedule to be developed with Staff.  (Toppozada�Yow Rebuttal, Staff Ex. 3.01 at 45�46; Tr. 746�47.)  Mr. Gebhardt found this general approach to be reasonable, but argued that Ms. Toppozada�Yow=s six�month timeframe should not begin until "the last regulatory approval has been obtained."  (Gebhardt Surrebuttal, SBC/Am. Ex. 3.2 at 49.)

�	See generally Smith Rebuttal, SBC/Am. Ex. 6.0.  Capital investments in PacTel network have also increased since that merger.  Moreover, the PacTel workforce has grown by almost 3,000 employees (Tr. at 608 (Jennings)) since the merger while reducing rates by $86.5 million (with a further reduction of $224 million proposed to be effective January 1, 1999).  (Smith Rebuttal, SBC/Am. Ex. 6.0 at 2, 12-13, 28.)  As Staff witness McClerren concluded, "SBC's acquisition of Pac Tel has not caused a significant decline in service quality standards in either the California or Nevada jurisdictions."  (McClerren Direct, Staff Ex. 8.00 at 11.)  No other conclusion is possible.  

Staff witness McClerren (Id. at 6) contended that Pacific Bell's performance declined significantly for installation and repair measures (residence and business) after the merger, from 1996 to 1997.  However, the data on which Mr. McClerren based his testimony were incorrect.  Corrected data showed that performance in those areas declined only slightly.  In addition, the declines that did occur were attributable to very large increases in installation orders and above normal rainfall.  Moreover, Pacific Bell's performance in three of those four categories promptly improved in 1998.  (Smith, SBC/Am. Ex. 6.0 at 7-8.)  These considerations lend further weight to Mr. McClerren's conclusion that the merger did not cause a significant decline in service quality.

�	Ameritech Illinois' rates were approximately thirty�five percent lower than Centel>s, on average.  As a result, one of the immediate affects of the merger was a significant surge in orders for new services and features.

�	Staff witness Prather argued that, after the merger, SBC/Ameritech should be required to: (1) advise the Staff and obtain Commission approval prior to the reduction or removal of personnel who help provide 9�1�1 service in Illinois, and (2) ensure that any post�merger changes in the delivery of 9�1�1 service will be transparent to the 9�1�1 systems and subscribers.  (Prather Direct, Staff Ex. 6.00 at 6�7).

�	SBC and Ameritech agreed to "commit to advising Staff prior to reductions in staff involved in providing 911 service" and "to advise Staff prior to any changes that are made in the delivery of 911 services."  (Gebhardt Rebuttal, SBC/Am. Ex. 3.01 at 105; Kahan Surrebuttal, SBC/Am. Ex. 1.2 at 6.)   In light of that commitment, Ameritech Illinois should not be required to obtain formal Commission approval for any reduction or removal of 9�1�1 personnel.

�	Staff contends that the merger could have an adverse impact on retail rates if the Commission does not mandate 100% flow�through of the merger=s synergies. (Toppozada�Yow Direct, Staff Ex. 3.00 at 21�39).  Those arguments were presented primarily in connection with Section 7�204(c), and we therefore address them in our discussion of that section, below.

�	 Anna Maria Kovacs, a well�known analyst, commenting at the July 1998 opening meeting held by the Commission, noted that with loss of marketshare, ". . . you have a big pool of fixed cost that you are now amortizing over a smaller and smaller body of customers."  (Transcript of ICC proceeding at 164.)  She went on to note that as competition entered the market, regulators, and this Commission in particular, would have ". . .a LEC with much, much lower marketshare and a pool of cost that beyond a certain point cannot be decreased and, therefore, a much higher revenue requirement per customer that it had before."  (Transcript of ICC proceeding at 168�169; Kahan Rebuttal, SBC/Am. Ex. 1.1 at 19.)

�	IntraMSA toll is more commonly referred to as local toll or Band C calling and is also known as intraLATA toll.  It is a competitive interexchange service, which covers calls subject to presubscription under the Commission=s rules that both originate and terminate within a given MSA.

�	InterMSA toll is more commonly referred to as long distance, and is also known as interLATA toll.  Although affiliates of SBC and Ameritech are direct competitors for wireless mobile service in certain Illinois markets, the companies are in the process of divesting one of the wireless properties in response to FCC requirements that prevent the holding of overlapping cellular licenses and in response to the competitive concerns the overlapping licenses raise with the Department of Justice.  The companies have addressed the one concern raised by Staff regarding the sale of the divested affiliate and therefore the wireless properties are not an issue in this case.

�	The same analysis is required under federal antitrust law.  See, e.g., United States v. E.I. du Pont de Nemours & Co., 353 U.S. 586, 593 (1957) ("[d]etermination of the relevant market is a necessary predicate" to evaluating a merger under Section 7 of the Clayton Act); 1992 Merger Guidelines, Section 0.2 ("First, the Agency assesses whether the merger would significantly increase concentration and result in a concentrated market, properly defined and measured.") (emphasis added).

�	 See, e.g., United States v. Marine Bancorporation, 418 U.S. 602, 618 (1974); Merger Guidelines, Section 1.0 ("A market is defined as a product or group of products and a geographic area in which it is produced or sold such that a hypothetical profit�maximizing firm, not subject to price regulation, that was the only present and future producer or seller of those products in that area likely would impose at least a 'small but significant and nontransitory' increase in price, assuming the terms of sale of all other products are held constant.").

�	United States v. Philadelphia Nat= l Bank, 374 U.S. 321, 359 (1963) (quoting Tampa Elec. Co. v. Nashville Coal Co., 365 U.S. 320, 327 (1961) (emphasis omitted)).

�	See, e.g., TV Signal Co. v. AT&T, 1981�1 Trade Cas. (CCH)  &  63,944, at 75,862 (D.S.D. 1981) (relevant market for cable television transmission is Aberdeen, South Dakota).

�	See Application of Tele�Communications, Inc. and AT&T Corp. for Transfer of Control, FCC 99�24, Memorandum Opinion and Order,  &  45 (1999) ("the relevant market for the local exchange and exchange access services is the local area"); Application of Pacific Telesis Group and SBC Communications, Inc. for Transfer of Control, FCC 97�28, Memorandum Opinion and Order,  &  15 (1997) ("Because SWBT and the PacTel subsidiaries provide [local exchange] service in States that are separated by at least 500 miles, the proposed transfer does not result in any reduction of existing competition."); Application of NYNEX Corporation and Bell Atlantic Corporation, FCC 97�286, Memorandum Opinion and Order, at  &  56 (1997) (concluding that the "New York metropolitan area" is the relevant geographic market in which to assess the merger=s effects on local exchange competition).

�	See Tr. at 1594 (Graves); Tr. at 1701 (Hunt); Tr. at 1351 (Gillan (AT&T)); Tr. at 1414 (Stahly (Sprint)).

�	  The Staff=s experts acknowledge that the merger will not increase concentration in local exchange markets in Illinois.  Moreover the National-Local Strategy should bring a positive impact by precipitating retaliatory competitive entry into Illinois markets.

�	 Although the Commission has reviewed other mergers under the new statute �� see Order in Docket No. 98�0853 (adopted Jan. 13, 1999) (MidAmerican Energy/CalEnerger merger); Order in Docket No. 97�0675 (adopted Aug. 26, 1998) (Ameritech Illinois/Ameritech Metro merger) �� neither of these Orders analyzed in any detail the impact of these mergers on competition.

�	See 1984 and 1992 Department of Justice and Federal Trade Commission Horizontal Merger Guidelines (submitted into the record as SBC/Am. Exs. 35 and 36, respectively).

�	See also Application of WorldCom, Inc. and MCI Communications Corporation for Transfer of Control, CC Docket No. 97�211, Memorandum Opinion and Order, FCC 98�225,  &&  15�22 (1998).

�	 While the California Commission went on to note that it did not have to find a technical violation of the Clayton Act to deny a merger under Section 854 (id. at 42), its basis for distinguishing Section 854 was the absence from the California statute of any term corresponding to the Clayton Act=s requirement that the lessening of competition be "substantial."  Id.; see 73 Op. Atty. Gen. Cal. 366, 1990 Cal. AG LEXIS 57, *13, *14 (omission of "substantial" from California statute was purposeful attempt by California legislature to reach mergers causing any reduction in competition).  Unlike the California statute, however, the Illinois Public Utilities Act requires that adverse effect must be "significant."  220 ILCS '  7�204(b)(6).

�	In re New England Telephone and Telegraph Co. d/b/a NYNEX, Dkt. No. 5900, Order, 175 P.U.R.4th 504 (adopted Feb. 26, 1997)(Vermont PUC).

�	See also In re New England Telephone & Telephone Company, Docket No. 96�388, Order, 175 P.U.R. 4th 490 (Feb. 6, 1997) (applying a "consistent with the interests of the utility=s ratepayers and investors" standard, the Maine Public Utilities Commission evaluated whether the proposed merger would diminish competition by removing Bell Atlantic as a potential competitor in NYNEX=s market and concluded that "there is no substantial evidence to show that the absence of this one competitor will materially affect Maine ratepayers to the extent necessary to disapprove this merger").

�	It should also be noted that Illinois Antitrust Act specifically provides that federal antitrust law should be used as "a guide in construing this Act."  740 ILCS '  10/11.

�	Moreover, as noted in the Commission=s subsequent Order in that docket, Staff criticized the Citizens Utility Board for "its failure to perform a merger analysis in accordance with the Guidelines."  Order in Docket No. 95�0551, supra, at 57.  Like the witnesses for Staff and intervenors here, the CUB expert in that docket had "conjured up an" ideal market "and hypothesized [the merging entity=s] post�merger market share."  Id. at 58.  In light of these arguments, the Commission rejected CUB=s approach because it did not employ the Guidelines, but "relied upon speculation and unsupported generalization."  Id. at 59.  

�	While Mr. Graves repeatedly asserted that his analysis was "consistent" with the Merger Guidelines, it clearly was not.  For example, there simply is no discussion in the Guidelines of Staff=s "perfect market" analysis nor is there any discussion from which its principles can be reasonably inferred.

�	SeeStatement of Joel I. Klein before the House Judiciary Committee Concerning Consolidation in the Telecommunications Industry, June 24, 1998, http://www.usdoj.gov/atr/public/testimony/1806.htm (visited 12/31/98).

�	Dr. Gilbert, now a Professor of Economics and Adjunct Professor of Business Administration at the University of California at Berkeley was formerly highest ranking economist at the DOJ, Antitrust Division from 199�95.  In that capacity,  he was involved in the Department's competitive analysis of several telecommunications mergers and other matters involving competition in the telecommunications industry.  (Gilbert Surrebuttal, SBC/Am. Ex. 9.0 at 1.)

�	The DOJ has quantified this standard.  "The Department is unlikely to challenge a potential competition merger if the entry advantages ascribed to the acquiring firm (or another advantage of comparable importance) is also possessed by three or more other firms."  1984 DOJ Merger Guidelines, '  4.133.

�	 No party has provided any evidence suggesting that Ameritech Illinois' prices or quality of service is presently impacted by a perception that SBC would immediately enter Ameritech Illinois' market if Ameritech Illinois raised its prices or degraded its service quality.  Therefore, "perceived potential competition" is not at issue.  (See Tr. at 1451 (Dr. Woodbury agreeing that perceived potential competition is not a real issue).)  Rather, the only claim being pursued by opponents of the merger is that SBC is an "actual potential competitor."

�	See, e.g., United States v. Marine Bancorporation, 418 U.S. 602 (1974).

�	 See also SCEcorp., 40 Cal. P.U.C. 2d 159, 202 (1991); AT&T, 54 Cal. P.U.C. 2d 43, 52 (1994); GTE Corp., 54 Cal. P.U.C. 2d 268, 286�87 (1994) (relying on Attorney General=s opinion finding that the proposed merger will not adversely affect competition); 73 Ops. Cal. Atty. Gen. 366, 376 (1990) (SCEcorp/SDG&E) (explaining that "because a sophisticated model for measuring the competitive effects of mergers has been developed under the Clayton Act, we avail ourselves of that analytic framework here"); 77 Ops. Cal. Atty. Gen. 19, 32 (1994) (applying NAAG Merger Guideline principles, noting that "the antitrust implications of a proposed merger are analyzed by a well�developed model").

�	Given the recent competitive activities of MCI/WorldCom and AT&T/MCI, SBC is even less of a unique competitive threat on its own.

�	 SBC is properly viewed as "non�adjacent" as that term was used by the FCC.  Unlike the New York�New Jersey corridor, the Illinois�Missouri border does not create adjacency advantages for competitors in Missouri.  No CLEC would premise its entry into Ameritech Illinois' market on entering East St. Louis, which does not rank among the top 100 markets in the U.S.  Clearly the leading market in Illinois is the Chicago MSA, which is hundreds of miles away from the Missouri border.

�	See, e.g., New England Telephone and Telegraph Co d/b/a NYNEX, Joint Petitioners: NYNEX Corp.; Bell Atlantic Corp., 175 P.U.R.4th 504 (1997) ("Vermont BA/NYNEX Order") (holding that the merger does not impair competition because "it is possible but not probable" that Bell Atlantic would enter Vermont and because "hundreds of firms nationwide," some with equal capabilities, remained as potential entrants).

�	 In fact, Dr. Selwyn raised this same argument in California, citing the Supreme Court=s decision in U.S. v. Falstaff Brewing Corp., 410 U.S. 526, 533.  In rejecting that argument, the California Attorney General pointed out that "[t]he Falstaff language Dr. Selwyn cites, however, is dictum not followed by any court in the past 23 years.  In Tenneco, for example, the absence of subjective intent evidence was dispositive.  Tenneco v. F.T.C., 689 F.2d 346 (2d Cir. 1982).  In another case, the Federal Trade Commission concluded that the "best evidence concerning the incentives of the acquiring firm to enter independently . . . is likely to be subjective.  B.A.T Indus., 104 F.T.C. 852 (1984)."  79 Op. Cal. Atty. Gen. 301, at n.117, 1996 Cal. AG LEXIS 47, at *46.  Dr. Selwyn=s contention is no more meritorious under Illinois=statute than it was under California=s.

�	See California SBC/PacTel Order, 177 P.U.R. 4th 462, 1997 Cal. PUC LEXIS 629, at *91 (citing FTC v. Atlantic Richfield Co., 549 F.2d 289, 294�95 (4th Cir. 1977) (requiring "clear proof"); Tenneco, 689 F.2d at 352 (requiring evidence that acquiring firm "would likely" have entered); Mercantile Texas Corp. v. Board of Governors, 638 F.2d 1255, 1268�69 (5th Cir. 1981) (requiring "reasonable probability of entry")).

�	 Mr. Graves finally admitted that, under the Illinois statute, the merger would not likely have an adverse effect on competition if SBC would not have entered the market in the near future:

Q.	Isn= t it true that if the Commission finds, based on the record, that SBC was not likely to enter the Illinois local market in the near future, the merger satisfies Section 7�204, and based on economic principles, it is not likely to have a significant adverse effect on competition in markets in which the Commission has jurisdiction, if it makes that finding."

A.	That is what the Public Utilities Act says.

(Tr. at 1669.)

�	 Mr. Graves responded as follows to the Hearing Examiner=s question about Mr. Graves' definition of the "near" future:

Q.	When . . . you were asked . . . questions about the significant adverse effect of competition in Illinois in the near future, what time frame are you looking at in determining what the near future is?

A.	I'm looking at a longer time frame of, say, three to five years. (Tr. at 1621.).

Dr. Hunt indicated a similar timeline.  (Tr. at 1716.)

�	In no event should the Commission apply Staff=s unprecedented "two path" and "perfect competition" approaches, which, unlike the Merger Guidelines, find no support in the law or in the relevant economic authorities.

�	Mr. Graves, however, had no idea whether SBC=s cellular assets would actually be useful in providing local exchange service.  (Tr. at 1630.)  The absence of any such analysis renders his conclusion baseless.

�	 Staff=s and intervenors=  argument that SBC=s cellular operations in Chicago make it a potential competitor (Graves Direct, Staff Ex. 4.00 at 24�32; Hunt Rebuttal, Staff Ex. 9.00 at 21�23; Selwyn Direct, GCI Ex. 1.0 at 31�33; Porter Direct, MCI Ex. 2 at 12�13) are inconsistent not only with SBC=s actual plans but also with the actions of all other mobile telecommunications providers.  No witness could identify a single cellular or PCS service provider anywhere in the Nation that has successfully used its cellular operations as a base for local exchange entry, on either a resale or facilities�basis.  (E.g., Tr. at 1465 (Dr. Woodbury could not identify a single provider using wireless platforms for local exchange), 1643�44 (Mr. Graves was not aware of any provider using its cellular facilities for local exchange service).)  Mr. Gillan for AT&T testified that Ameritech=s plan to enter St. Louis based on its wireless platform was a failure.  (Tr. at 1349.)

�	These witnesses sought to minimize the significance of potential entry from BellSouth or U S West on the unsupported assertion that these firms were somehow less efficient than SBC.  That assertion, even if true, does not eliminate these firms as significant potential competitors.

�	Nor is there any reason for this Commission to disagree with the FCC=s conclusion in the MCI WorldCom merger decision that there are many other firms, such as NEXTLINK, Teligent and Winstar, that have the assets and ability to compete in local exchange services for business customers.  Application of WorldCom, Inc. and MCI Communications Corporation for Transfer of Control of MCI=s Communications Corporation to WorldCom, Inc., FCC 98�225, at  &&  177�182 (Sept. 14, 1998).

�	Indeed, the merger opponents admit that the SBC entry they assert is likely would not be unique.  AT&T=s Mr. Gillan admitted that even the post�merger National Local Strategy would have no more impact on the competitive landscape than any of the CLECs that have entered the market to date.  (Tr. at 1347�48.)  Likewise, Sprint=s Dr. Woodbury stated in his direct testimony that the National Local Strategy was flawed (Sprint Ex. 2.0 at 50�55) and therefore not likely to be uniquely successful.

�	See also California SBC/PacTel Order, 177 P.U.R.4th 462, 1997 Cal. PUC LEXIS 629, at *113�*116; Vermont BA/NYNEX Order, 175 P.U.R.4th 504 (rejecting price discrimination challenge to Bell Atlantic�NYNEX merger).

�	 Dr. Woodbury says that such quantification is difficult because the effects of the increased incentive to discriminate might not be felt for five years.  (Tr. at 1477.)  The temporal distance between the merger and any demonstrable competitive harm proves the remoteness and speculative nature of any such harm. 

�	Sprint Press Release, Sprint Announces Record Fourth Quarter, Yearly Results, Feb. 2, 1999.

�	 Although the Commission need not even reach the issue, recent legal developments have clouded the status of common transport even more.  On January 25, 1999, the United States Supreme Court vacated the FCC= S rule (47 C.F.R. '  51�319 ("Rule 319")) that had defined a group of network elements �� including "shared" and "dedicated" interoffice transport �� that must be provided by incumbent LECs on an unbundled basis.  AT&T Corp. v. Iowa Utilities Board, Nos. 97�826 et al., slip op. at 20�25  (U.S. Jan. 25, 1999).  As a result, the FCC now must conduct a proceeding on remand to determine which network elements comply with the "necessary and impair" standard of '  251(d)(2) of TA96, as properly applied.  Id., slip op. at 24�25.  That proceeding will allow the competitive, legal, and technical issues regarding common transport to be addressed on an industry�wide basis, and provides yet another reason the Commission should not improperly and unnecessarily delve into the intricacies of common transport in this docket.

�	In fact, the Texas PUC issued a press release on the week of January 25, 1999, indicating that SBC had met 10 of the 14 checklist items.

�	In direct testimony, MCI proposed that, as a condition of the merger, IBT loop rates should be frozen and IBT should be required to provide ADSL on the same terms as it provides to itself.  (Porter Direct, MCI Ex. 2.0 at 10.)  When asked to restate his recommendations in rebuttal testimony, Mr. Porter excluded these conditions.  (Porter Rebuttal, MCI Ex.2.1 at 23.)  Given the fact that these proposed conditions are absent in MCI= S rebuttal testimony and MCI has not attempted to prove why such conditions are necessary, it is uncertain whether MCI maintains that the merger should be conditioned in this manner.  Assuming MCI still supports these conditions, there is no credible evidence in the record to support them.  For example, the Commission lacks the legal authority to freeze Ameritech Illinois' loop rates under TA96.  Moreover, both loop and ADSL conditions bear no relationship to the requirements contained in Section 7�204(b) and have no relevance to this merger proceeding.

�	GCI also does not explain how it would expect Ameritech to pursue any out�of�region expansion in the absence of this merger.  As explained in Kahan's Rebuttal Testimony, for Ameritech to pursue the National�Local Strategy on its own would occupy fully 36% of its management, while it would �� if all of that management were taken from the exiting companies and no new personnel were added �� take only 8% of the combined company (SBC/Am. Ex. 1.1 at 59�60.)

�	 See also People v. Latona, 184 Ill.2d at 269 ("In determining legislative intent, a court may consider the reasons and necessity for the statute, the evils to be remedied, and the objective to be attained."); Marriage of Logston, 103 Ill.2d 266, 279 (1984) ("The reason for enactment, the circumstances that led to adoption, and the end to be achieved are all properly considered.").

�	The merger of Iowa�Illinois Gas and Electric and MidAmerican Energy involved a similar analysis.  CUB argued that the Commission should condition its approval of that merger by requiring the utilities to guarantee future savings to consumers.  Order in Docket No. 94�0439 (Iowa�Illinois/MidAmerican Energy Merger) (adopted May 3, 1995), at 10.  The Commission, however, found it would be "premature" to decide that issue in the merger docket and that "[t]he issues raised by CUB are more appropriately addressed in future rate proceedings."  (Id. at 25.)   In another pre�Section 7�204(c) merger, CUB proposed a condition of approval under which the Commission would "retain jurisdiction to require the filing of specific reports with the Commission detailing any cost saving resulting from the first�tier merger of the parent companies."  Order in Docket 90�0337 (GTE/Contel merger) (adopted Dec. 12, 1990) at 7.  The Commission found such a condition was "unnecessary in light of exiting statutory requirements," which "allow the Commission to investigate and conduct proceedings for the purpose of determining that net cost savings to Contel of Illinois and GTE North will be appropriately reflected in their rates."  Id. at *8.

�	Although the Commission did not use the term "single�issue ratemaking," the Order makes clear that this was the Commission=s concern.  See Order in Docket No. 95�0551, supra at 29�30 (Staff and IIEC arguing that it is improper to determine "ratemaking treatment of merger savings . . . in isolation outside the context of a general rate proceeding" and citing the leading cases on single�issue ratemaking); id. at 31 (agreeing with Staff and IIEC that ratemaking treatment may be determined only in "the context of a general rate proceeding in which all elements of the utility=s cost of service are examined.")

�	Ameritech Illinois=  price�regulation plan accounts for certain unforeseen developments through its "exogenous change" factor.  The proposed merger, however, does not constitute an exogenous change.  (Gebhardt Direct, SBC/Am. Ex. 3.0 at 27�28; Gebhardt Rebuttal, SBC/Am. Ex. 3.1 at 63�64.)

�	 In fact, the concept of "least cost" utility service has never been applied to telecommunications carriers at all.  (Gebhardt Rebuttal, SBC/Am. 3.0 at 66�67.)  Specific "least cost" planning obligations are imposed on electric and other energy utilities under Section 8�401 and 8�402 of the Act.  

�	Of course, abandonment of the merger would mean loss of all of the merger benefits not just to Ameritech Illinois and SBC, but to Illinois as well.  It would mean loss of the benefits of cost savings, access to TRI and the impact of having a leading regional, national and international telecommunications company as the major local exchange carrier in Illinois.

�	Order in Docket No. TM96070504, New Jersey Board of Public Utilities, adopted May 22, 1997 at 21�22; Order in Docket No. 5900, Vermont Public Service Board, adopted February 26, 1997, 175 PUR4th 504; Order in Case No. 96�C�0599, New York Public Service Commission, adopted March 21, 1997, 176 PUA 4th 474.

�	See also Black=s Law Dictionary at 1343 (6th ed. 1990) (defining "savings" as "economy in outlay; prevention of waste; something laid up or kept from being expended or lost").

�	This issue also is discussed in SBC=s Response to Questions From Commissioners, at 2�3 (Jan. 7, 1999).

�	 Staff and GCI discussed changes to penalties that are already part of Ameritech Illinois' Alt. Reg. Plan or the Commission=s regulations, but those were treated as actual conditions on approval, not as stand�alone penalties for failure to meet some other condition.
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