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BY THE COWM SSI ON:
Backgr ound

By letter dated March 9, 1999 (nerger letter), Aliant Comunications,
I nc.
(Aliant) notified the Commission that it intended to enter into a nerger
transaction with ALLTEL Corporation (ALLTEL).

On March 23, 1999, the Conmi ssion, upon its own notion,
entered an "Order Initiating Inquiry" to investigate the inmpact of
the pending Aliant/ALLTEL nmerger. Notice of the opening of this
docket was published in The Daily Record on March 24, 1999. The
Conmuni cati ons Workers of America (CW), Nebraska Technol ogy &
Tel econmuni cations, Inc. (NT&T;) and Benkel nan, Diller, Henderson
and Waunet a Tel ephone Comnpani es (the | ndependents) each filed as
formal intervenors in the docket.

In the Order Initiating Inquiry, the Conm ssion requested that
interested parties submit coments to the Conmi ssion regarding the
nmerger. The Conmi ssion set a public hearing on the issue for April
20, 1999. The Commission also directed that Aliant and ALLTEL



conduct two informal public neetings in cities within Aliant's
service area

On May 17, 1999, under separate caption, Robert Biel, Rev.
Lauren Ekdahl, Dennis Martin, Marvin Mrrison, and James WIllis
(petitioners) filed a petition addressing the sane issues raised in
both the witten comments filed in this docket and in the testinony
of fered at the hearing. Therefore, the Conm ssion voted at its My
27, 1999, public neeting to nerge the petition into this docket.

In this order, the Conmi ssion specifically addresses the concerns
rai sed by petitioners in their filing.

By letter dated March 29, 1999, Aliant requested the
Conmi ssion hold a Prehearing Conference to establish procedura
gui delines for the conduct of the public hearing on this matter.
On April 14, 1999, the Commission held a Prehearing Conference in
t he Conmi ssion Hearing Room w th appearances as shown above.

On April 16, 1999, the Conmi ssion entered a Prehearing
Conference Order setting forth the procedures to be followed at the
hearing. After notice, the Conmission held a hearing on the matter
in alegislative format at the Nebraska Center for Continuing
Education in Lincoln. Approximtely 200 nenbers of the public were
in attendance and were invited to cone forward to make statenents.
The Conmi ssion al so recei ved hundreds of phone calls from people
wi shing to express concerns about the nerger.

In addition to other presenters, petitioners Ekdahl and Martin
testified at the hearing on behalf of the CWA. Al portions of the
heari ng were recorded, transcribed, and are nade part of the record
in this investigation

EVI DENCE

Aliant and ALLTEL each produced one witness at the hearing.
M. Frank Hilsabeck, the president and chi ef executive officer of
Ali ant, appeared on behalf of Aliant. M. Skip Franz, executive
vice president of ALLTEL, appeared on behal f of his conmpany. M.
Franz indicated that he is responsible for ALLTEL's busi ness
devel opnent efforts, federal and state |egislative and regul atory
activities, and legal affairs. M. H|sabeck and M. Franz each
made openi ng statenents, then answered questions from Conm ssi oners
and Comission staff. The following is a summary of the testinony.

The Parties

M. Hilsabeck, M. Franz, and the nmerger letter provided the
followi ng informati on about the parties to the nerger:

Aliant - Aliant Communications, Inc. is the parent conpany of

Al'i ant Conmuni cations Co. (Aliant Co.), Aliant Mdwest (M dwest)

and Aliant Systens (Systens) (jointly Regul ated Conpanies). Aliant
Conmuni cations Inc. is not a certificated or otherw se regul ated

carrier in the state of Nebraska. Aliant Co. and M dwest each hold

a certificate for the provision of basic |ocal exchange and

i nterexchange service. Systens holds a certificate for the provision of
i nt erexchange service. Through its subsidiaries, Aliant



is the primary provider of |local teleconmunications services in the
22-county area of southeast Nebraska and is a conpetitive |oca
exchange carrier in several other Nebraska comunities. It also
provi des | ong distance and internet services in this region and is
a | eading provider of cellular service in the state.

ALLTEL - ALLTEL is a Delaware Corporation that is publicly traded on the New
Yor k

Stock Exchange, with its corporate headquarters in Little Rock, Arkansas.
ALLTEL

owns subsidiaries that provide wireline |ocal, |ong-distance, network access
and

i nternet services, wreless comunications, w de-area paging service, and

i nformati on processi ng nmanagenment services, and advanced applications
sof t war e.

Ski p Franz, executive vice president of ALLTEL, testified that like Aiant,
ALLTEL's roots are in the local tel ephone business and it continues to
operate in primarily rural exchanges. Aliant would be the | argest contiguous
| ocal service area served by ALLTEL. ALLTEL has grown by acquiring other
conpani es and by expanding into diversified businesses. In 1998,

ALLTEL had annual revenues of $5.2 billion, and a net incone of

$580 million. At the end of 1998, the conpany had $9.4 billion

worth in assets, with 48 percent of such assets being represented

by equity. Mody's and Standard and Poor's gave ALLTEL credit

ratings of A2 and A respectively. |In 1998, ALLTEL spent $870

mllion on capital investnents.

ALLTEL has two principal business segnents, comunications and
i nfornmati on services. The Communi cati ons segnent is the |arger of
the two, representing $3.5 billion of ALLTEL's 1998 revenue. The
conmuni cati ons segnent consists of wireless, wireline, and emerging
busi nesses. Energi ng busi nesses consists of ALLTEL's investnents
in long distance, PCS, Internet, |local conpetitive access, and
net wor k managenent operations. ALLTEL is the sixth |argest wireless
provi der, and
the sixth largest wireline provider in the country. ALLTEL has over 4-
mllion
W rel ess custoners, approximately 2-mllion wireline custoner, and 500, 000
| ong
di stance custonmers in 23 states. This year, ALLTEL will conplete
construction of an 8,500 nile fiber network. ALLTEL serves
primarily rural areas. N nety-five percent of the conpany's
exchanges have fewer than 10,000 access |ines, 85 percent have
fewer than 5,000, and only 30 of ALLTEL's 574 exchanges have nore
than 10, 000 access lines. Across ALLTEL's service area, they
average 3,300 access lines per exchange. ALLTEL has approxi mately
22,000 enpl oyees. About 2,000 of those enpl oyees are union
enpl oyees.

Structure of The Merger

As set out in the nerger letter, ALLTEL formed a subsidiary,
Merger Sub, specifically for the merger with Aliant. Merger Sub
will nmerge into Aliant. Aliant will be the surviving entity thus
becom ng a whol | y-owned subsidiary of ALLTEL. After the nerger,
ALLTEL will own all shares of Aliant. The stock of each of the
regul ated conpanies will continue to be owned by Aliant. As such



the merger will not effect a change in the actual provision of
t el econmuni cations services by Aliant Co., Mdwest, or Systens.

Service to rural comunities

M. Hilsabeck testified that Aliant has invested in the
networ ks serving rural comunities. He expressed concern wth
Aliant's ability to continue to serve very expensive rura
exchanges with grow ng conpetition in Lincoln. Oher carriers have
sold off their rural exchanges. The advances bei ng made by the
Conmi ssion in access charge reform and universal service nake it
nore financially feasible to continue to serve these exchanges.
VWhet her independently, or as a subsidiary of ALLTEL, Aliant has no
plans to pull out of these communities nor will the conpany
"retreat from[its] support of the universal service and access
reform policies being inplenmented by the Comi ssion. "

I nterconnection Obligations

M. Hilsabeck pointed out that after the merger, Aliant Co.
will still be the certificated carrier in the state after the
hol di ng conpany nmerges with ALLTEL. Therefore, there will be no
change in Aliant's legal obligations. "W, the new nerged conpany,
will continue to neet our regulatory and legal obligations in this
regard and will honor the terms and conditions of the agreenents
previously negotiated and which this Conmi ssion has approved."

Benefit of nerger

Hi | sabeck testified that Aliant has been able to offer bundl ed
services in a tinmely fashion and at conpetitive rates. However, it
is his belief that these objectives would be nore efficiently and
cost effectively net through an agreenent |ike the one described
above.

Al i ant enpl oyees

Aliant enploys 1,698 people, nostly in Nebraska. In 1996, they
enpl oyed 1, 683 people before retiring 330 people. Even after these
reductions, Aliant enploys nore people today than it did then
Sone jobs were elinminated then; however, the conpany al so created
new jobs in new areas. Hilsabeck testified that Aliant filled the
jobs needed in order to provide quality service. M. Hilsabeck
i ndi cated that he wanted to point this out so that people would not
"junmp to conclusions" about workforce reductions. In any merger
there will be jobs that are duplicated and nmay be elimnated. W
have been cl ear about this fromthe beginning. Many of Aliant's
enpl oyees know that their job is going to be noved or elininated
but sinmply do not know when. M. Hil sabeck did not know when
either. "W are working diligently to determ ne exactly when the
hand-of fs, changeovers and conversi ons can take place. Wen we
know, we will notify the enpl oyees pronmptly. | can assure you that
none of the jobs involved in providing quality services to custoners do not
fit
into that category." After the nerger, Aliant will keep a m ni mum of 900
enpl oyees in Lincoln for the next two years and beyond.



This decision will depend in part on changes in the industry,
i ntroduction of new products and services, and ALLTEL's growth in
the market area. During Skip Franz's presentation, he testified
that other than possibly a few managenent people, ALLTEL did not
intend on bringing ALLTEL enpl oyees into Nebraska. M. Franz also
stated that because ALLTEL's conpetitive inperative is that al
conpetition is local, it will be inportant to retain every Aliant
enpl oyee who will contribute to achieving the conpetitive m ssion

None of the benefits included in our current |abor agreements
will be affected by the nerger, and those agreenents are in effect
until Cctober 2001. Non-union enpl oyees have been infornmed that
total benefits will be no less favorable in the aggregate through
December 31, 2001. Aliant has notified its retired enpl oyees that
their retirement benefits will not change. Anyone that chooses to
retire between now and Decenber 2001 will enjoy the sane benefits
that current retirees enjoy.

Capital investnent

Aliant has invested $30 million in its network during 1996,
$42 mllion in 1997, and $54 million in 1998. At the tinme of the
hearing on this docket, Aliant was approved for capital expenditures of $66
mllion for 1999. A significant anount of this was nade and is being made to
neet
its regulatory obligations and its obligations to interconnecting
conpetitors.
M. Hil sabeck noted that the driving force behind this investnent is Aliant's
conmitments to quality service and the need to neet custonmer denands.
M. Hilsabeck indicated that this conmitment to the network is not
going to dimnish because they are operating as an ALLTEL subsidiary. M.

Hi | sabeck stated that Aliant's affiliation with ALLTEL will inmprove Aliant's
access to capital and the ability to keep up with changi ng and diversified
demands. It is the position of Aliant that a tel ecomruni cati ons network is
never

finished and is in constant need of inprovenent and noderni zation. |In the
past

three years, Aliant has invested $47 million in its cellular network.
VWhy ALLTEL chose Aliant as a partner for the merger

M. Franz testified that the strategy of ALLTEL's conmuni cati ons
busi ness is
to assenble relatively concentrated geographically clustered operations in
t he
nore rural areas of the country and to offer to those markets a ful
conpl enent of
bundl ed comuni cati ons services. Aliant and ALLTEL shoul d benefit each
other in this nerger because " our culture values and rural tel ecom
heritage are so simlar, and al so because of their shared commtnent to
expandi ng
our offering of high quality services."

| npact of the merger on custoners, enployees and comunities

Franz testified that this nerger will nmean that customers wll
have a continuation of a single point of contact for existing



rel ationships in the conmunities where the conpany operates and a

conpl ete

bundl ed product offering utilizing ALLTEL's extensive

infrastructure systenms, processes, and know how at a price that
represents a good and fair value for the quality service provided.
ALLTEL understands that it will not succeed in this conpetitive
market unless it has satisfied custoners. Franz testified that
ALLTEL devotes considerable tine and effort to nmeasure the |evels
of satisfaction of custonmers through feedback fromthem Thi s

feedback is qualified and ALLTEL customer service teans are eval uated on the
basi s

of these rankings. These custoner satisfaction rankings are born out of

r anki ngs

fromthe Federal Conmunications Comm ssion (FCC) and other state public
service

conmi ssions (PSCs). In its annual conplaint index ranking, the FCC ranked
ALLTEL

best in 1996, and third out of 12 in 1997 in the nunber of conplaints
per $1, 000, 000 of revenue.

In reference to a J.D. Powers survey indicating that ALLTEL
ranked | ow i n custoner satisfaction, M. Franz stated that ALLTEL's
| ack of position on the list tells very little about the quality of
the conpany's service or the satisfaction of ALLTEL's custoners.

M. Franz stated that the survey was intended to neasure brand
awar eness on a national scale with |large urban centers having the
nost wei ght.

Nei ther Aliant nor ALLTEL knows exactly what functions will be
duplicated after the nerger or what jobs will be elimnated.

However ,

M. Hilsabeck did indicate that nost of the back room

operations, the accounting departnents, some of the regulatory
anal ysis sections, sone of the corporate conmuni cations areas, sone

of the engineering, planning, budgeting will be undoubtably consolidated.
Sone of

these could be relocated to Little Rock or other cities within ALLTEL'S
service

area. However, sonme nmay be located in Lincoln. The principal custoner
serving

organi zations would remain in Lincoln. It would be inpractical to try to

di spatch sonebody to install a tel ephone out of Little Rock every

nor ni ng.

M. Hilsabeck testified that Aliant has tried to be

forthcomng with its plans once they know. Aliant does not want to
i nvest noney training soneone for a job, or allow a person to sit

in a job,

that will be elimnated. For instance, in the accounting

departnment, Aliant has already sent out a "mni-resunme” and letter
of interest to find out what their qualifications, education and
experience are and what other interests may be in the event that
positions are no |onger here beyond a certain date.

M.

Hi | sabeck testified that the merger agreenment provides

that Aliant's [abor agreenent with the CWA will be honored through
the term of that agreenent (COctober 16, 2001).

The Conmuni cations Workers of Anmerica (CWA) al so presented six
wi t nesses. Rich Boucher, |egal counsel for the CWA, nade a few
openi ng comrents before CWA's witnesses addressed the Comi ssion
M. Boucher expressed concern that there was, in his opinion, only



m ni mal enphasis placed upon force reduction issues, efforts to
decertify the CWA, and what wi |l happen after Cctober 17, 1999,
when contracts with the CMA expire.

Dennis Martin, president of CWA Local 7470, testified:
Through his | eadership role with the CW, he represents nore than
700 technicians, operators, custoner service representatives,
clerks, and other enployees at Aliant. He expressed concern that
ALLTEL has not provided information about its plans in Nebraska
after the nerger. He believes that the Conmi ssion has both the
| egal and noral authority to investigate the acquisition of Aliant

and ensure that it will bring benefits to enployees, to consuners,
and to Nebraska. M. Mrin continued that although the nerger is
structured at the holding conpany | evel, ALLTEL is still purchasing

a tel ecommuni cations carrier whose business is al nost exclusively
in Nebraska. The control of the conmpany will shift to Little Rock
No current menbers of Aliant's board will be added to ALLTEL'Ss
board and none of Aliant's managers will be pronpoted to ALLTEL'S
cor por ate managenent.

Martin testified that ALLTEL's purchase of Aliant will result
in the loss of 330 jobs in Lincoln. The purchase will result in a
loss in investnent in the tel ephone network with a deterioration in
service quality and del ayed depl oynent of new technol ogi es and
services. In its March 24, 1999, filing before the Securities and
Exchange Conmi ssion, ALLTEL only comrits to naintain 900 jobs in
Lincoln in the two years followi ng the acquisition. There are
currently 1,200 Aliant enployees in Lincoln. Thus, the proposed
acquisition would result in 330 job cuts in Lincoln at this tine.
ALLTEL does not nmke any commitnents regarding Aliant's other 500
enpl oyees throughout Aliant's service area. M. Martin expressed
concern that with these possible job cuts, Aliant consunmers wll
experience a deterioration in service quality because there wll
not be enough enployees to install and repair lines, and to answer
calls to Directory Assistance or the business office.

M. Martin also expressed concern that ALLTEL will reduce key
nmedi cal and ot her benefits for current and retired enpl oyees.
Aliant has al ways been a progressive honet own enpl oyer that
under st ands the connection between a high-skilled career work force
and quality service. As aresult, Aliant and CM have negoti ated
a conpensation package that is in line with tel ecommunications
i ndustry standards, including fully-paid nedical care for active
and retired enpl oyees, enpl oyees pay 10 percent for famly
coverage, an enployer-matched savings plan, petition benefits, and
general education benefits to upgrade workers' skills. Mrtin
stated that ALLTEL views its enployees as costs rather than as
assets. It pays only $80 per nonth toward retiree health benefits.
This nmeans that retirees pay from $300 to $560 per nmonth for famly
coverage. ALLTEL has al so capped active enpl oyee nedi cal benefits,
whi ch nmeans that enpl oyees pay as nuch as $180 per nonth in
Kent ucky and Georgia and $280 per nmonth in Chio for famly
coverage. ALLTEL does not provide education benefits to its
enpl oyees. M. Martin expressed concern about ALLTEL's apparent
practice of cutting jobs after it buys a conmpany. M. Martin
rel ayed several conments he heard from ALLTEL enpl oyees in ot her
states concerning ALLTEL's elinination of jobs and contracting out



of certain functions to | ower-waged contractors. M. Martin

i ndi cated that custoners know the difference a trained, skilled,
and stable workforce can nake to the quality of service provided.
M. Martin said that he believes this is the reason that ALLTEL
ranked the | owest in custoner satisfaction out of 12 carriers
ranked in a 1998 JD Powers and Associates survey. M. Martin said
that to ensure that consunmers do not experience a reduction in
service level, the Comm ssion should require ALLTEL to maintain or
i ncrease current enploynent levels. He also stated that the
Conmi ssi on shoul d prohibit ALLTEL from naking any cuts in current
or retired enpl oyee benefit levels. M. Hilsabeck's statenment that
retirenment benefits were not going to change did not allay M.
Martin's concerns on that issue.

John Thonpson, assistant vice president for CM District 7 in
Denver, Col orado, al so appeared on behalf of the CWA. M. Thonpson
testified: H's district consists of 14 states, including Nebraska.
Based on the statistics presented by M. Mrtin, M. Thonpson
bel i eves that Nebraska consuners will see a serious deterioration
in the high-quality service Aliant custoners are accustoned to and
wi || experience a delayed depl oynment of next-generation tel ecom
services. M. Thonpson stated that ALLTEL has a service policy of
diverting | ocal tel ephone profits away from |l ocal tel ephone
operations and as a result has anmong the worst custonmer satisfaction in the
nation. In the JD Powers survey cited above, ALLTEL falls four points behind
rural carriers |like GIE and Sprint in custoner satisfaction, and 17 points
bel ow
the industry average. Aliant on the other hand, has the | owest custoner
conpl ai nt
rate anong the top four carriers in the state, including GIE and Sprint.

M. Thonpson stated that there is a direct connection between
job cuts and declining service. After US West reduced enpl oynent
in 1993 and 1994, custoner conplaints skyrocketed. US West
responded to this personnel shortage by turning to contractors.
Contractors do not invest in their workforce. As a result, their
work is sub par.

M. Thonpson recomended that the Comm ssion | ook to other
states to see what we can do to ensure that merger-rel ated cost
cutting does not reduce service quality and network investnent.
Thonpson stated that in review ng the SBC-Pactel nerger, the
California Conm ssion required that SBC take such steps as creating
at least 1,000 new jobs in the state and neeting specific
performance standards. The New York Conmi ssion required Bell-Atlantic to
hire 750
to 1,000 new enpl oyees when the conmpany acqui red NYNEX. M. Thonpson al so
poi nt ed
to actions by Connecticut, Chio, and Illinois conm ssions concerning nergers
in
t hose states.

Debbi e Gol dnman, a research econoni st for CWA out of Washington, D.C.
was t he
next to testify for the CWA. M. Goldman's testinony focused on the |evels
of



i nvestnment in the Nebraska tel ecommuni cations network and the inpact the
pur chase

will have on the new entity. |In developing her testinony, Coldnman relied
upon

docunents that were filed by the conpanies with the SEC and the US
Department of Agriculture.

In assessing what inpact the nerger will have on the |evels of
i nvestment in the Nebraska tel ecomuni cati ons network, M. CGol dman
stated that she wi shes she could refer the Commi ssion to information provided
by
t he conpani es, but no such information has been provided. Based upon
ALLTEL' s
past practices, the purchase of Aliant would result in $375 mllion in
profits
bei ng up streaned out of the state to Little Rock in each year. About one-
fourth
of ALLTEL's corporate revenue conmes fromlocal tel ephone conpanies.
Wrel ess generates about 40 percent of the revenues, w th non-
t el econmuni cati ons
busi ness |ines generating about one-third. The business with the highest
profit
margin is the local tel ephone conpany at 36 percent. Therefore, M. Gol dman
concl udes, ALLTEL uses the cash generated fromthis high-profit margin | oca
busi ness to subsidize its investnments in other growh areas. Looking at the
cash flow of the local conpanies is helpful in determning to what
extent ALLTEL uses its |ocal tel ephone operations to subsidize

other operations. |In 1997, ALLTEL's | ocal tel ephone conpany profits anobunted
to

about $100 million. Each of these subsidiaries paid dividends fromthose
profits

to the corporation. The CWA has devel oped a test to assess whether the
amount

actually paid by |ocal tel ephone operations represents their "fair share.™
Based

upon the percentage of capital ownership or stockhol der equity of

t he tel ephone conpany as a proportion of the entire parent

corporation, the CWA cal cul ates what should be the anmpunt that each
conpany would be contributing as its "fair share" of the profits.

Under the CWA's analysis, if ALLTEL's |ocal conpany share of

corporate sharehol der equity or ownership of capital is 28 percent,

then their fair contribution to the corporate parent would be 28

percent of total dividends paid out by the parent to its

stockhol ders. In 1997, ALLTEL's tel ephone subsidiaries did represent 28
per cent

of total shareholder equity, but contributed a full 48 percent of the

di vi dend

paynment made to ALLTEL sharehol ders. The total value of these excess

di vidends in

1997 was $42.8 nillion, which means that this ampbunt was not retained as part
of

the capital base of the |ocal tel ephone subsidiary. She testified that
if ALLTEL used this same ratio after ALLTEL purchased Aliant,

ALLTEL woul d upstream 37.5 mllion in dividend paynments to ALLTEL
corporation after the nmerger. This includes $16.1 nmillion in

excess dividends that would otherwi se be retained in the capita

base in the Nebraska tel ecommunicati ons networKk.



Ms. Goldman then testified to what she projected the inpact of
ALLTEL's merger with Aliant will have on the post-acquisition
conbi ned conpany. To make this projection, Ms. Coldman testified
that she used traditional financial ratios of standalone Aliant to
t he post-acquisition conbined conpany using data filed in 1998 by
Aliant and ALLTEL. From conducting this analysis, CWA predicts
that the post-acquisition conmbined conpany will be nmore highly
| everaged than the Aliant of today. The conbi ned conpany will also
be less efficient in generating revenue and income off its asset
base and will have a lower profit margin. M. Col dnman summari zed
the rati os she used to reach these conclusions. Those ratios are
al so included in the witten comments she submtted with her
testi nmony.

Reverend Lauren Ekdahl of Trinity United Methodi st Church in
Lincol n was the next person to testify on behalf of the CWA. Rev.
Ekdahl testified: He was offering his testinony because he is
deeply concerned about the ethical relationships between people and
how t hey are expressed within a community. He is also interested
in fairness issues, especially with respect to the investnent of
both human and financial capital in the life of community citizens.
He holds a strong belief that good corporate citizenship requires
that a fair amount of profits fromthe corporation remain in the
local community. He is concerned about the way Aliant enpl oyees
will be treated, and what will happen after current |abor contracts
end on Cctober 17, 2001. He is also concerned about the fanilies
of those enpl oyees who depend upon fair treatment for a healthy and
hopeful life in the comunity. As an Aliant consuner, he is
concerned that the quality of tel econmunications services wll
decline after the nerger. He questions the ethics of merging with
a conpany that has "not been concerned about providing the highest
kind of quality service" and that has a track record of nmoving a
di sproportionate amount of profits out of the comunity. He
guestions the ethics of this type of "pillaging" of the human and
financial resources to "benefit just a few' within the conmpany. He
was really disturbed to read about the cash incentives and job
continuation agreenents that were publicly announced because he
bel i eves this represents collusion between those who will profit
the nost personally fromthe deal and those who seek an opportunity
to pillage the profitably of this conpany.

Finally, Rev. Ekdahl expressed concern that the spirit of good

corporate citizenship and fair treatnment of personnel will be noved
away from Lincoln. He believes that after the merger, customer
satisfaction will "take a back seat to a concern for the

profitability of the broader corporate goals" which have little
connection or concern for Lincoln. Skip Franz's response that
ALLTEL has 2,000 uni on enpl oyees out of 22,000 suggests that ALLTEL
has not had nuch | abor-nmanagenent negoti ati on experience.

Walter Bleich of the Nebraska Citizen Action Network al so
testified on behalf of the CWA. M. Bleich testified: The question
t he Conm ssion shoul d be asking is whether the proposed nmerger is
in the best interests of Nebraska consuners. The nerger is a
result of the Federal Tel ecomruni cations Act of 1996. Bl eich
stated that the Act promi sed consumers |ower rates, but it has not



delivered on those prom ses. The Act pronmised that there would be

an increase in conpetition in teleconmuni cati ons narkets which

woul d I ower prices. Instead, there was a flurry of |arge nergers

resulting in | ess conpetition. Most of the |egal points raised by

ALLTEL indicate that the Conm ssion does not have "authority to

rule on this matter." Bleich stated that this is an all-too-famliar claim
nade

before this body by tel econmuni cati ons conpanies. The PSC is supposed to be
t he

Nebraska consuners' first line of protection. "Until this body truly starts
to

flex its authority, or in those cases where authority is |acking, prods the
Legislature into granting themthat authority, the Nebraska

consumer will remain at the nercy of any tel ecomunications conpany

that wants to take advantage of them" The Conmi ssion shoul d at

| east get sonme kind of binding agreenent from ALLTEL, not only for

m ni mal requirenents of custonmer service but al so assurances for

Aliant's work force. It should also require that ALLTEL maintain a

local office to address customer service problenms. M. Bleich also

rai sed a concern that four Aliant executives will receive

$10, 000, 000 in bonuses if the nerger succeeds, while Aliant's

workers will only get "pink slips."

Ms. Judy Gant, owner of a Lincoln travel agency, was the | ast
person to testify on behalf of the CWA. M. Gant testified: She
was appearing before the Conmmi ssion as the owner of a snal
busi ness. She is concerned about what effect losing the |oca
phone conpany w |l have on her business. She may | ose services or
custoners who are currently enployed by Aliant. 1In her business,
she spends 80 percent of her time on the tel ephone. |If service
quality declines, it could drastically affect her business.

After receiving testinony fromthe parties and intervenors,
the Conmi ssion invited nenbers of the public to testify.

Ms. Betty Jeanne Hol conb-Keller of Lincoln testified: She

practices elder law and is an Aliant consunmer. In her testinony
she addressed the "human side" of the nerger, "as opposed to all of
the facts and figures." Many in the comunity feel that this

acquisition is a danger to the conmunity. The retirees have

al ready expressed their concern about nedical benefits being
decreased in two or three years. Sone of them have said that this
will cause themto |lose their hones. Ms. Hol comb-Keller stated
that the Conmm ssion has heard the facts and figures about the
mer ger but has not seen the faces and reactions of many of the
peopl e who are going to be affected by this situation. The
transfer of a $100, 000,000 retirement fund out of the banks of
Nebraska concerns her, as well as the other types of dammge that
can occur with this type of takeover. It is the human situation
where the consequences of an acquisition will affect people, not
only the enpl oyees but the consuners.

Gary Baker, an enpl oyee of Aliant, was the | ast nenber of the
public to testify at the hearing. He stated that he has invested
22 years of his life in Aliant as an enployee. He is also a
consumer and a sharehol der. He has al ways been a positive
supporter of the conpany and has taken pride in working for Aliant.



When he started with Lincoln Tel ephone and Tel egraph, he felt it
was a place of honor with good people who really cared. He is
concerned that the conpany will "take a dive" when the nmerger with
ALLTEL goes through. He still is a loyal and faithful enployee and
does not want to appear as a saboteur. For 22 years, his friends
and nei ghbors have | ooked at himas synonymous with the phone
conpany. After investing his |life in the conpany, he takes the
merger personally. He is not against progress and has seen a | ot
of progress with Aliant. He just fears that the future does not

| ook as good as the past.

Conmi ssi oner Landis asked that M. Hil sabeck and M. Franz be
recalled to answer a few foll ow up questions.

In response to Comm ssioner Landis' questioning, M. Hlsabeck
testified that he did not foresee any negative inpact on Aliant's
| arge custoners, such as the University of Nebraska. The sane
peopl e that have installed and worked on those systens wl|
continue to do so. M. Hilsabeck anticipates that there may be
enhancenents down the road. M. Hilsabeck did acknow edge t hat
there woul d be sonme concerns about not doing business with a | oca
conpany. However, after the nerger, the conpany will continue to
enpl oy people locally in Nebraska to neet the service needs of the
cust omers.

Conmi ssi oner Landi s questioned M. Franz about ALLTEL's
efforts to de-certify unions. M. Franz stated that the decision
to de-certify a local is within the province of the bargaining unit
enpl oyees. The conpany has no role or right to de-certify any
local. ALLTEL has indicated that it does not believe that it is
necessary to have collective bargaining units for the conduct of
busi ness.

There were no further comrentors or testinony, and the hearing
was adj our ned.

FI NDI NGS

The intervenors and presenters rai sed concerns about quality
of service, network investment, |oss of jobs, treatnent of
enpl oyees, ALLTEL's commitment to Nebraska comunities, and what
wi Il happen after the current |abor contracts expire. W share
each of these concerns and have proceeded to address them since the
announcenent of the nerger. As such, the Comm ssion nmakes the
foll ow ng findings:

1. Conmission Jurisdiction over the Merger

At least with respect to consunmers, we agree with the
statement of Dennis Martin that the Comm ssion has the | egal and

noral authority to "investigate . . . this acquisition of [Aliant]
to ensure that it will bring benefits . . . to consumers, and to
Nebraska." That is the reason we opened this docket and conducted

t he proceedi ng described herein. However, whether the Comm ssion
has authority to approve or deny the nmerger is different from our
authority to investigate the inpact of the nerger and to ensure

that the surviving entity lives up to its obligations in Nebraska.



There are limts to our scope of authority. Based upon the
structure of the nerger as described above, and the Comm ssion's
statutory authority found in Neb. Rev. Stat. 75-146, the Comm ssion
made a prelimnary deternmination that it did not have jurisdiction
to approve, nodify, condition, or deny the nerger. |In their
petition, petitioners specifically asked that the Conmi ssion
address this issue. Aliant, ALLTEL, and the intervenors addressed
this issue in the comrents that were filed prior to the hearing.
Upon review of the comments, the applicable statutes, and
i nformation regarding the merger obtained at the hearing, the
Commi ssion finds that as structured, Aliant and ALLTEL do not have
to seek Conm ssion approval prior to the merger taking effect.

The Conmission's authority with respect to mergers is found in
Neb. Rev. Stat. 75-146. This section states:

No conmon carrier other than a railroad shal
consolidate its stock, property, franchise, or
earnings, in whole or in part, with any other
conpeting conmon carrier w thout pernission of the
conmmi ssion .

Section 75-146 is conceptual ly based upon Neb. Const. Art. X
sec. 3, which states:

No . . . common carrier shall consolidate its
stock, property, franchise, or earnings in whole or
in part with any other . . . commpbn carrier owning

a parallel or conpeting property w thout pernission
of the Railway Conmi ssion [now know as the Public
Servi ce Commi ssi on]

The purpose of 875-146 and Article X, 83 is to require the
Conmi ssion to review transactions that would reduce or limt
conpetition. Further, that reviewis limted to transactions
directly involving a regulated entity.

The merging parties are not conpetitors. ALLTEL and Aliant do
not conpete agai nst each other in any market or for any service in
Nebraska. Further, the nerger does not directly involve a
regul ated entity. ALLTEL does not have a certificate of authority
in Nebraska. Aliant Conmunications, Inc. is the parent conpany of
three regul ated conpanies but is not certificated in-itself or
otherwi se a regulated carrier in Nebraska

Therefore, while we have the ability to investigate the
nmerger, and to insist that ALLTEL live up to its |egal obligations
as a conmon carrier once the merger is consunmated, we do not have
the authority to deny the nerger

M. Bleich stated that until the Commission "truly starts to
flex its authority, or in those cases where authority is |acking,
prods the Legislature into granting themthat authority, the
Nebraska consuner will remain at the mercy of any tel ecommunications conpany
t hat



wants to take advantage of them" However, even if the Legislature had given
us

authority to review the nmerger under the current test applied to nergers, it
is

doubtful that we would have any grounds upon which to deny the transaction.

When reviewi ng nmergers, the Conm ssion exam nes whether the
acquiring conpany has the financial, managerial, and technol ogi ca
conpetence to act as a carrier in our state. W would also have to
determi ne whether the nerger was in the public interest. These are
the issues into which the Conmission has inquired in C2016. The
Conmi ssi on gat hered evidence on these issues at the hearing and in
the witten conments that were filed in this docket. ALLTEL is one
of the largest tel ecommunications conpanies in the country. Based
upon the evidence we have obtained, we do not have any reason to
guestion the conpany's technical, managerial, and financial fitness
to operate a tel econmuni cation conmpany in our state.

That | eaves the public interest as the sole renaining neasure
by which this Conm ssion would review the nerger. W are concerned
about some of the things that may occur as a result of the nerger.
However, in our investigation we did not discover anything that
woul d have caused this Conm ssion to deny the nerger at this tine.

As stated above, Aliant has been a good corporate citizen in
Nebraska. The conmpany has historically provided quality tel econmunications
services in Lincoln and in sout heast Nebraska's rura
exchanges. At the hearing, the representatives of both ALLTEL and
Aliant stated that ALLTEL would continue to honor Aliant's
contracts and ot her obligations for the termof such commtnents.
Wil e we are concerned about what will happen after the life of
those comitnments expires, that concern would not be a ground upon
which to deny the nerger.

After the nmerger, certain jobs will be elimnated. While this
concerns the Conmi ssion, a conmpany's enpl oynent decisions are
out side of the scope of the Conmission's regulatory role and
authority. |If reductions in the surviving company's work force
causes service quality to decline, the Conmi ssion would have the
authority to intervene regarding the service quality issue.
However, at this stage, these types of concerns are insufficient
grounds upon which to declare the nmerger to be inpermissibly
outside of the public interest. It is not the role of a governnent
body to mcro-manage the affairs of business.

An addi tional concern raised by Conm ssioner Boyle involves
t he request by the conpanies at the Federal Conmunications
Conmission (FCC) to permt Aliant to convert from price-cap
regul ation to rate-of-return regul ati on. Conm ssioner Boyle's
concern is that to allow Aliant to re-enter rate-of-return regul ati on woul d
be
i nconsistent with the strides that this Conm ssion has taken to inplenment the
Tel econmuni cati ons Act of 1996 and woul d be a huge step backwards. However,
t he
ability to address that concern rests solely with the FCC and not with the
Nebr aska Commi ssi on.



Through this merger, ALLTEL is assuming certain responsibilities within
;?gte. If after the nerger, service quality drops, we find that the conpany
L?olating provi sions of the Tel econmuni cations Act, or we find that ALLTEL is
acting to inpede conpetition, we will take the appropriate actions to ensure
LEE%EL lives up to its obligations.

2. Per f or mance St andar ds

Aliant has a record of providing high-quality
t el econmuni cations services. W fully expect ALLTEL to maintain high
standards |ike those that Aliant custoners currently enjoy. M.
Thonpson testified about actions taken by other state Commi ssions
and the standards that those Conmi ssions have set for acquiring
conpani es. The anpunt of authority held by each state Conmi ssion
varies fromstate to state. Wile other state Comm ssions may have
the authority to order acquiring conpanies to naintain certain
enpl oynent levels, this Conmi ssion does not. In our rules we do
have, however, performance standards that conpanies are expected to
mai ntain. ALLTEL will be required to neet those standards. At the
hearing, we required Aliant to file docunents reflecting its

performance with respect to our standards. |If after the nerger
there is any indication that the surviving conpany's performance
has declined, the Comrission will use this data to conpare

surviving conpany's service with that provided prior to the merger
3. Enpl oyees

The Conmi ssion is concerned about the fam lies of those
Aliant enployees who will lose their jobs as a result of the nerger. M.
Thonpson cited exanpl es of other states requiring conpanies to hire
nore enpl oyees. However, as we stated above, this Conm ssion does
not have authority over the enpl oynent decisions of conpanies. The
ability of a state agency to directly regulate the enpl oynent
deci si ons of a conpany woul d be a significant policy decision that
woul d have to be expressly nmade by the Legislature. The
Legi sl ature has not given this Comm ssion that type of broad
aut hority.

However, the Conmi ssion does have an indirect influence on
enpl oyment deci si ons of common carriers through our oversight of

the carrier's service quality. |If ALLTEL reduces the nunber of
enpl oyees dedicated to Aliant's service area, and such reductions
result in a degradation of service quality, we will require ALLTEL

to take the steps that are necessary to neet the Comm ssion's
standards. However, although we can specul ate what ni ght happen to
Aliant's service quality after the merger, we cannot take
corrective actions until the nmerger has taken place and we have
determi ned that service has actually declined. These guesses in
and of thenselves are insufficient grounds for this Conm ssion to,
in the words of M. Bleich, "flex its authority."

MADE AND ENTERED at Lincoln, Nebraska, this 8th day of June,
1999.
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