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THE AT&T/DIRECTV MERGER: THE IMPACT 
ON COMPETITION AND CONSUMERS IN THE 
VIDEO MARKET AND BEYOND 

TUESDAY, JUNE 24, 2014, 

UNITED STATES SENATE, 
SUBCOMMITTEE ON ANTITRUST, COMPETITION POLICY AND 

CONSUMER RIGHTS, 
COMMITTEE ON THE JUDICIARY, 

Washington, DC. 
The subcommittee met, pursuant to notice, at 2:36 p.m., in Room 

SD–226, Dirksen Senate Office Building, Hon. Amy Klobuchar, 
Chairman of the Subcommittee, presiding. 

Present: Senators Klobuchar, Franken, Blumenthal, Lee, and 
Cornyn. 

OPENING STATEMENT OF HON. AMY KLOBUCHAR, 
A U.S. SENATOR FROM THE STATE OF MINNESOTA 

Chairman KLOBUCHAR. Good afternoon. Welcome to this after-
noon’s hearing. We are here today to examine a proposed merger 
that would combine the second largest and fifth largest video pro-
viders in the country. It is also a combination of two top competi-
tors in their respective industries: satellite television and wireless 
phone service. 

DIRECTV has a large national presence with 20 million video 
subscribers, second only to Comcast’s 22 million subscribers. 

AT&T is one of the Nation’s top two wireless providers with 116 
million subscribers. AT&T’s video service, called ‘‘U-verse,’’ has a 
more limited reach with 5.7 million subscribers, but it is the fast-
est-growing cable service in the country. AT&T also continues to 
grow its wireline and broadband business. 

We are not here today to judge whether the merger is better for 
the bottom lines of these two companies or their shareholders. We 
will leave that to them and to Wall Street. We are here today to 
make sense of what this will mean for consumers—consumers who 
are feeling the squeeze as their cable, satellite, and broadband bills 
rise, consumers who want better and more choices for the type and 
amount of programming they are offered, and consumers who want 
more online video options. 

The proposed combination of AT&T and DIRECTV in many re-
spects appears to combine services that are largely complementary. 
AT&T has the broadband and wireless capabilities that DIRECTV 
lacks, and DIRECTV has a top-performing video service with the 
scale AT&T needs to lower its programming costs. 
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These points have merit, and AT&T’s promise to expand its 
broadband reach, especially into rural areas, is a compelling aspect 
of this proposed deal. But our inquiry cannot stop there. We need 
to ensure that these benefits will not be outweighed by diminished 
competition or harm to consumers. 

We know that robust competition keeps prices in check, 
incentivizes competitors to offer better choices and service, and pro-
motes innovation. Yet this merger will result in some consumers 
losing a choice of video providers. AT&T and DIRECTV currently 
compete head to head in roughly 25 percent of the country, includ-
ing large metro markets such as Chicago, Dallas, Los Angeles, San 
Francisco, and Atlanta. AT&T and DIRECTV say that together 
they will be able to offer a better bundle of Internet and video serv-
ice to compete against cable company bundles. 

But the fact remains that this merger will eliminate a competi-
tive video provider, so we need to ask: What is the competitive dy-
namic in these markets? Will fewer competitors mean higher prices 
and lower-quality service? Will AT&T actually pass the cost sav-
ings they get from lower programming costs to consumers? And 
will AT&T have the incentive to continue to expand its competitive 
and fast-growing U-verse video service? 

Consumers are also impacted by consolidation of pay-television 
providers because it means fewer outlets for independent program-
ming. Will taking out one of the video distributors that writers and 
independent programmers have to pitch their new TV programs or 
channels to ensure consumers will have access to diverse program-
ming? Both in this merger and the Comcast/Time-Warner Cable 
merger, we have heard concerns from the small independent con-
tent providers about the risks of consolidating down to just a few 
large video distributors. 

Beyond the video market, AT&T is a dominant player in wireless 
phone service. Earlier I mentioned consumer demand for online 
video. People are consuming more and more video on their mobile 
phones. As this happens, video content will become an important 
commodity to wireless providers. 

That brings us to an aspect of this deal that has sports fans talk-
ing, and they like to talk. Assuming DIRECTV renews its deal with 
the NFL, AT&T will have the rights to the NFL Sunday Ticket 
package. It has expressed a desire to be able to offer that program-
ming to its wireless subscribers. How will AT&T’s improved access 
to highly desirable content through its leverage of 26 million video 
subscribers impact the competitive landscape of the wireless mar-
ket? 

Finally, when discussing this merger, we cannot do so in a vacu-
um. The potential merger of AT&T and DIRECTV comes on the 
heels of the proposed combination of Comcast and Time Warner. 
These proposals have led to speculation that programmers, such as 
Viacom and CBS, will seek to merge. 

Now, big is not automatically bad and can often be good in the 
right circumstances for economies of scale. But this consolidation 
poses a fundamental question: As broadband, video, and wireless 
markets begin to converge, what telecom ecosystem will best serve 
consumers both in the present and in the long term? What will be 
the tipping point when it comes to consolidation? 
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These are the kinds of questions our Subcommittee as well as the 
antitrust agencies ought to keep in mind when evaluating this 
merger and weighing what the future holds for consumers. 

These are the types of issues we are going to be discussing this 
afternoon. We look forward to hearing from our witnesses, and now 
I turn it over to my Ranking Member, Senator Lee. 

OPENING STATEMENT OF HON. MICHAEL S. LEE, 
A U.S. SENATOR FROM THE STATE OF UTAH 

Senator LEE. Thank you, Madam Chair. Today’s hearing, of 
course, involves AT&T’s recent announcement of its intention to ac-
quire DIRECTV. AT&T and DIRECTV are well-known and very 
successful companies. AT&T is primarily a provider of mobile and 
fixed telephone, but it has in recent years made impressive inroads 
in the markets for video and high-speed Internet. 

DIRECTV, on the other hand, is a satellite video provider. It has 
grown to become one of the largest multi-channel video program-
ming distributors in the country with currently around 20 million 
subscribers. 

The companies do not, for the most part, compete in the same 
markets. The primary products offered by these two companies are, 
for the most part, not substitutes but, rather, they are com-
plements. Mergers of complements have the potential to create effi-
ciencies that a merger of substitutes may not, and such trans-
actions have traditionally been approved. 

This merger has, nonetheless, attracted attention. The markets 
for video and Internet are extremely important to consumers, and 
this transaction is occurring just months after Comcast and Time 
Warner, two large players in the markets for video and Internet, 
announced their intention to combine. 

In addition, AT&T and DIRECTV do offer substitute video prod-
ucts in some parts of the country, and the transaction has the po-
tential to affect the competitive landscape in those areas. 

As always, the guiding principle for our antitrust analysis is con-
sumer welfare. Indeed, as Robert Bork wrote in ‘‘The Antitrust Par-
adox,’’ ‘‘Competition must be understood as the maximization of 
consumer welfare.’’ 

In antitrust, as in other areas of public policymaking, competi-
tors often stand to benefit from Government regulations or restric-
tions imposed on their rivals. As much as any other entity, com-
petitors to merging parties have a constitutional right to petition 
and lobby the Government. They often have valuable information 
and insight into markets that will be affected by the proposed 
transaction at issue. And in many cases, competitors simply want 
to ensure that antitrust enforcers protect competition and ensure 
a level playing field. 

At the same time, history and experience have taught us that 
competitors can and often do seek to use the antitrust process to 
gain an advantage for themselves. It is, therefore, essential that we 
remain on guard to ensure that the government process not be 
used to pick winners and losers in the marketplace. Where our 
policies and our approach to antitrust ensure that free markets op-
erate effectively and consumers choose the winners and losers, we 
obtain the very best outcome for the country. 
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Applying these principles to this transaction will require a close 
look at those areas where the transaction may impact competition, 
such as where AT&T and DIRECTV currently compete for video 
subscribers. It requires scrutiny of the market for programming 
where consolidation is reducing the number of buyers of video con-
tent and may potentially impact the range of choice of content that 
may be available for consumers going forward. 

This transaction’s effect on the practice of bundling and the im-
pact of that practice on consumers also merits some discussion. 
Proper antitrust principles, however, also require due weight to be 
given to the procompetitive ramifications of the proposed acquisi-
tion. 

AT&T has committed to expand high-speed Internet access to 
some 15 million Americans who otherwise may not have such ac-
cess. The market for high-speed Internet in some respects is both 
more important to consumers in the long term and suffers from 
less competition than the market for video. This deal may, thus, 
offer some real efficiencies and benefits to consumers, including in-
novation in a new Internet distribution technology—technology 
that might not obtain if the deal were blocked. 

Markets, of course, change rapidly, and nowhere is this as true 
as it is for markets in technology-drive industries, such as voice, 
video, and Internet. In response to such changing circumstances 
and as we have seen with increase frequency of late, incumbent 
companies may seek to consolidate. In some cases this behavior 
may be part of a nefarious attempt to forestall change to prevent 
new products or new technologies from making an incumbent obso-
lete. In other cases, however, this kind of behavior simply rep-
resents intelligent business planning to adapt to and take advan-
tage of new trends. 

Accordingly, in fast-moving markets, consumers may be harmed 
by Government intervention just as easily as they may be harmed 
by consolidation. And it is essential that in considering important 
transactions, such as the one before us, we apply rigorous economic 
analysis and ground our conclusions in the evidence. By ensuring 
that we protect competition and not any individual company or 
competitor, we can help create market conditions that benefit con-
sumers and promote economic development. 

Thank you, Madam Chair. 
Chairman KLOBUCHAR. Thank you very much, Senator Lee. 
We are going to now start with our witnesses. I also want to 

thank Senator Blumenthal for being here. And I would like to in-
troduce our distinguished witnesses. 

Our first witness is Mr. Michael White. Mr. White is the presi-
dent, chairman, and chief executive officer of DIRECTV. Before 
joining DIRECTV, he served in a number of management roles at 
Pepsi and as a private management consultant. 

Our second witness is Mr. Randall Stephenson. Mr. Stephenson 
is the chairman and chief executive officer of AT&T. Previously he 
was AT&T’s chief operating officer and a senior executive at South-
western Bell Telephone Company. 

Next we will hear from Mr. Christopher Keyser. Mr. Keyser is 
the president of the Writers of Guild of America, West. He has cre-
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ated and worked on a number of popular television shows, includ-
ing creating ‘‘Party of Five.’’ 

Do you watch that? 
[Laughter.] 
Chairman KLOBUCHAR. You do not have to answer. 
Senator LEE. I do not. I am sorry. 
Chairman KLOBUCHAR. It is still popular, though, just because he 

does not watch it. It is okay. 
The next witness will be Mr. Matthew Wood. Mr. Wood is the 

policy director of Free Press. Prior to joining Free Press, Mr. Wood 
worked at the public interest law firm Media Access Project and in 
the communications practice groups of two private law firms in 
Washington, DC. 

Then we will hear from Mr. Larry Downes. Mr. Downes is an 
Internet industry analyst and author. He is currently serving as 
the project director of the Evolution of Regulation and Innovation 
Project at the Georgetown Center for Business and Public Policy. 

And our final witness will be Mr. Ross Lieberman. Mr. 
Lieberman is the senior vice president of government affairs for the 
American Cable Association, where he represents small- and me-
dium-sized independent cable operators. He previously worked for 
EchoStar Communications, which is the parent company of Dish 
Network. 

Thank you all for appearing at our Subcommittee’s hearing to 
testify today. I now ask our witnesses to rise and raise their right 
hand as I administer the oath. Do you affirm that the testimony 
you are about to give before the Committee will be the truth, the 
whole truth, and nothing but the truth, so help you God? 

Mr. WHITE. I do. 
Mr. STEPHENSON. I do. 
Mr. KEYSER. I do. 
Mr. WOOD. I do. 
Mr. DOWNES. I do. 
Mr. LIEBERMAN. I do. 
Chairman KLOBUCHAR. Thank you. 
Okay. Why don’t we begin with Mr. Michael White. 

STATEMENT OF MICHAEL WHITE, PRESIDENT, CHAIRMAN, 
AND CHIEF EXECUTIVE OFFICER, DIRECTV, EL SEGUNDO, 
CALIFORNIA 

Mr. WHITE. Thank you. Good afternoon, Chairwoman Klobuchar, 
Ranking Member Lee, and Members of the Subcommittee. My 
name is Mike White, and I am CEO of DIRECTV. Thank you for 
inviting me to testify on AT&T’s proposed acquisition of DIRECTV. 

For any business to succeed in the long term, it must satisfy its 
customers’ needs better than the competition day in and day out, 
and this transaction will us at DIRECTV do exactly that. By com-
bining complementary assets and products, we will be able to offer 
new services to our customers at a better value. We will help con-
sumers watch the video they want, increasingly when they want it, 
and increasingly where they want it and on the many devices of 
their choice. And we will be well positioned to compete long into 
the future. 
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I would like to briefly describe DIRECTV’s perspective on this 
transaction. Historically, DIRECTV is a remarkable American suc-
cess story. We have competed aggressively, delivering more high- 
definition channels, a clearer sound and picture, more advanced 
equipment, and consistently better customer service than cable 
over the years. And, frankly, Congress has also had a lot to do with 
our success, making sure that we could acquire the programming 
our subscribers demanded, particularly in our early years. 

In recent years, however, much has changed, particularly the 
growth of broadband. If we at DIRECTV want to continue to com-
pete effectively in today’s increasingly Internet-driven economy, we 
must adapt as well, in four ways: 

First, we must provide an integrated bundle of services because 
consumers increasingly demand better bundles of both video and 
broadband. And, in fact, broadband is now the more important ele-
ment of the two for many of our subscribers. 

Second, we must serve those who want over-the-top offerings. 
Young subscribers in particular want services like YouTube, 
Netflix, and Hulu. And you need a broadband platform if we are 
to be able to meet that need as well in the future. 

Third, we must continue to optimize our own video service as 
technology changes. Cable’s two-way infrastructure lets it offer fea-
tures such as remote DVRs and video-on-demand programming 
stored in the cloud. In fact, soon cable will offer other cloud-based 
features like lookback, and cable operators are increasingly 
leveraging the cloud to improve their service more quickly and eas-
ily. We, too, will need to do all of this if we intend to continue to 
compete and keep up. 

And, finally, we will have to continue to effectively manage con-
tent cost increases. Rising content costs, far and away the largest 
element for any distributor, challenge all video providers. Yet bun-
dled competitors can handle this somewhat better because they 
earn revenue from multiple services. 

Historically we at DIRECTV have attempted to remain competi-
tive by offering something called ‘‘synthetic bundles,’’ in which the 
video and the broadband are provided by two separate companies 
but marketed together. 

Synthetic bundles, however, make for a bad customer experience: 
customers have to talk to two sales representatives, wait for two 
different installation appointments, pay two separate bills, and 
make two calls every time they have a problem. 

And synthetic bundles are also somewhat more expensive be-
cause each company seeks its own margin on its contribution to the 
bundled service. 

We believe this transaction will help us meet all of these chal-
lenges head on. It combined DIRECTV’s premier video assets with 
AT&T’s unique broadband and wireless assets. It will mean better 
bundles. It will mean better video. It will mean lower content costs 
because of the additional value we can now offer programmers. And 
it means more and better broadband to 15 million new locations 
predominantly in rural areas. And, finally, it means more innova-
tion, particularly as it relates to wireless video offerings. 

If you put it all together, you get a transaction that lets us better 
serve our customers, unlock incremental growth opportunities that 
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will create jobs, and sustain our long-term competitiveness—a 
transaction, in other words, that opens up a world of new possibili-
ties for DIRECTV’s subscribers. 

Thank you again for inviting me today, and I very much look for-
ward to your questions. 

[The prepared statement of Mr. White appears as a submission 
for the record.] 

Chairman KLOBUCHAR. Thank you, Mr. White. 
Mr. Stephenson. 

STATEMENT OF RANDALL STEPHENSON, PRESIDENT, CHAIR-
MAN, AND CHIEF EXECUTIVE OFFICER, AT&T INC., DALLAS, 
TEXAS 

Mr. STEPHENSON. Thank you, Chairman Klobuchar, Ranking 
Member Lee, and Members of the Committee. I am Randall Ste-
phenson, chairman and CEO of AT&T, and I also appreciate the 
opportunity to visit with you about what we think are significant 
consumer and strategic benefits of the transaction. 

This is unlike most mergers because it primarily combines com-
panies with complementary products and capabilities—DIRECTV’s 
pay-TV service and AT&T’s broadband service—and the rationale 
for us coming together is really simple: it is about meeting con-
sumer demand. 

Customers are looking for bundles that combine TV and 
broadband service. That is because of the greater value and the 
convenience they get, and it is something that today they do get 
from our cable competitors nationwide. 

Now, as Mike said, DIRECTV has the premier pay-TV service in 
the U.S., but it does not have a broadband network. And to effec-
tively compete against cable for broadband customers, AT&T mar-
kets bundles of services, mostly broadband and TV, even though 
our video service is not profitable. In fact, fewer than 140,000 of 
our TV customers—that is less than 2 percent of them—purchase 
TV service on a stand-alone basis. We do not actively market 
stand-alone video because we do not make any money on it. 

Today 60 cents of every video dollar we earn goes straight to the 
programmers. In addition, we can offer video in only a small por-
tion of the country, less than a quarter of U.S. households, and we 
do not even cover all of the broadband footprint that we have built. 
And that is due to technology and economic limitations. 

As a result, there is no significant competitive overlap between 
AT&T and DIRECTV in the products that consumers are over-
whelmingly demanding today, and that is a broadband video bun-
dle. The consumer benefits of this transaction are significant. Being 
able to offer DIRECTV nationwide is a game changer as it relates 
to the economics of deploying broadband. It will allow us to expand 
and enhance broadband service to at least 15 million locations 
across 48 States, mostly those in rural areas. This is in addition 
to the broadband expansion plans that we have already announced, 
and it directly results from the synergies created by the trans-
action. This new broadband commitment includes 13 million rural 
locations, 85 percent of which are outside of our traditional fixed- 
line footprint. 
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We think this is really big news for rural America. We estimate 
that nearly 20 percent of these consumers today have no access to 
wireline broadband service and that another 27 percent are hostage 
to only one provider. For many of these 13 million consumers, 
AT&T’s service will be the fastest service available, and for some 
it will be their first chance for truly high-speed broadband. 

The transaction also allows us to expand our one-gigabit service 
to 2 million additional locations, so all told, we will be able to serve 
70 million customer locations with broadband. This transaction will 
allow us to price more competitively and provide consumers a high-
er-quality experience, which in turn will result in cable companies’ 
pricing more competitively as well in all their products. 

Consumers will receive greater convenience with a single point 
of contact for ordering, installation, billing, and care. We will be 
able to accelerate the development of new over-the-top video serv-
ices offered by AT&T and Netflix and Amazon and Hulu and so 
many others, and deliver them to any screen. This is the exciting 
part. It can go to a mobile phone, computers, tablets, cars. We are 
even working on delivery to airplanes. 

We operate in a competitive environment that is only becoming 
more competitive. The cable companies already dominate both 
broadband and video, and Google Fiber, Netflix, and even faster 
wireless services are transforming the competition daily. 

This transaction gives AT&T the capabilities to be a more effec-
tive competitor to cable, and I want to assure the Committee and 
I want to assure our customers as well that we will do these things 
while meeting or exceeding the FCC’s net neutrality standards and 
extending our best-in-class diversity and labor practices to the em-
ployees and suppliers of the combined company. 

So again, thank you for the opportunity, and I look forward to 
your questions. 

[The prepared statement of Randall Stephenson appears as a 
submission for the record.] 

Chairman KLOBUCHAR. Thank you very much, Mr. Stephenson, 
we also discovered up here that you wrote for ‘‘L.A. Law,’’ and he 
had seen that one. 

[Laughter.] 
Chairman KLOBUCHAR. I just wanted to make you feel better. 

STATEMENT OF CHRISTOPHER KEYSER, PRESIDENT, 
WRITERS GUILD OF AMERICA, WEST, INC., LOS ANGELES, 
CALIFORNIA 

Mr. KEYSER. Chairman Klobuchar, Ranking Member Lee, I for-
give you for not being a fan of my work. You are not alone. Mem-
bers of the Subcommittee—— 

Senator LEE. I want to be clear I am sure it is a great show. 
Mr. KEYSER. Thank you for the opportunity to appear before you 

today. My name is Christopher Keyser, and I am the president of 
the Writers Guild of America, West. I have been a working tele-
vision writer, as you said, for 25 years. 

On behalf of my guild, I have come here today to speak against 
the AT&T/DIRECTV merger, and because I cannot help myself, 
here is a story. 
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The writers I represent, more than 8,000 of them, and the mem-
bers of our sister guild, the Writers Guild of America, East, write 
feature films and local news. But what matters in this conversation 
is that we also create virtually all of the scripted programming that 
you watch on television now or through video services such as 
Netflix and Amazon, and that will become important in a minute. 

That programming is at this moment the most influential cre-
ative product in the country and indeed in the world. Nothing has 
the power and the reach of television. 

But two decades of mergers and consolidation have reduced a 
once vibrant market of diverse and independent production to the 
point where now seven companies own 95 percent of what you 
watch on TV. Networks and studios have become one. They control 
both content and delivery. They determine what I am allowed to 
write and what you are allowed to watch. 

Into that world only recently has come the Internet, and sud-
denly the Internet has opened up a possibility of enormous new 
content and creativity, a host of new voices, new content creators, 
new distributors. Potentially this is the most exciting time for audi-
ences and writers, anyone who cares about diversity and the vi-
brancy of the creative output of this country. It is a very American 
thing, which brings us back to the merger. 

It is no accident that a flurry of mergers is occurring in response 
to the potential democratization of the entertainment industry. The 
largest multi-channel video programming distributors and Internet 
service providers have every reason to fear and every incentive to 
limit the growth of online video competition that could threaten its 
dominance. 

If this merger and the Comcast merger are approved, the two re-
sulting companies will control more than half of the MVPD sub-
scribers and half of the wired Internet access market. They will 
have unprecedented power to control the content that passes to 
you. 

So what do we know that will happen as a result? Well, we 
know, because they have said so, that they will use their power to 
force content providers to accept below-market rates for their prod-
uct. It is a stated goal of the merger to reduce affiliate fees. 

So the problem is that these fees have fueled the recent boom in 
creative programming, particularly on cable, and reduced those fees 
through the outside power of monopoly, and the result is less cre-
ativity, less product, and less innovation. 

The second thing we should fear and of which we can be virtually 
certain is that a combined AT&T/DIRECTV will follow in the foot-
steps of Comcast and use its power to discriminate against unaffili-
ated video content providers. AT&T has already said that it is in 
favor of paid prioritization, because when you control access to 50 
percent of consumers, those who want to deliver their products are 
so beholden to you that they cannot afford to refuse your condi-
tions. And those who cannot or do not pay will find their products 
metaphorically on the hidden shelves in the back corner of the 
store. 

Because the power to control the pipeline actually trumps the 
power to create, it brings with it the power to undermine the revo-
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lutionary quality of the Internet itself, and that is precisely the 
issue the FCC is dealing with today. 

The one thing we know as writers is that character is destiny, 
and the character of these companies is not in doubt. You do not 
gain access to half of the market without prioritizing your share-
holders over the American people. 

As Comcast/Time Warner begat AT&T/DIRECTV, so, too, will 
this merger beget more consolidation in response. And then the 
merger of content creators, desperate for leverage against two pow-
erful distributors, will come in time. They are already in the air. 
Eventually these behemoths of video distribution will seek, as 
every incumbent media giant has before in history, to own its own 
content or to produce—or to buy other content providers. And the 
Internet, which might have been a new frontier, will become like 
broadcast television before it. And those of us who write for a liv-
ing, who love stories and the vibrant marketplace of ideas, who be-
lieve that a culture is defined at least in part by the quality of the 
art it creates, who believe in the American ideal of limitless voices, 
will mourn a missed opportunity. 

We have seen this story before. We begin it again today, and we 
may believe, or some may tell you, that this time we can change 
the ending. But as a writer, I know this much. If you put the butler 
in line to inherit and you give him a candlestick in the drawing 
room, someone is going to end up dead by the last act. 

I have come here today to ask that regulators make the right 
choice, one that serves the public interest, and deny these mergers. 

Thank you for your attention. I look forward to your questions. 
[The prepared statement of Christopher Keyser appears as a sub-

mission for the record.] 
Chairman KLOBUCHAR. Very good. Thank you. 
Mr. Matthew Wood. 

STATEMENT OF MATTHEW F. WOOD, POLICY 
DIRECTOR, FREE PRESS, WASHINGTON, DC 

Mr. WOOD. Good afternoon, Chairman Klobuchar, Ranking Mem-
ber Lee, and esteemed Members of the Subcommittee. Thank you 
for having me back to talk about this merger and what it means 
for video and broadband competition and consumers. 

Free Press works for open, universal, and affordable Internet ac-
cess. To do that, we also keep a watchful eye on consolidation in 
media and telecom, and we have had an eyeful lately with all the 
deals that are pending or in the works. 

There is no good reason for any of these mega mergers, including 
this combination of DIRECTV, the Nation’s second largest video 
provider, with AT&T. It is just more concentration, less competi-
tion, and the same old promises used to sell these bad deals to the 
public. Each time it goes shopping, AT&T comes before you hoping 
you are ready to believe almost anything and that you have a very 
short memory. 

How else to explain AT&T’s counterintuitive claim that elimi-
nating competitors somehow leads to more competition? How else 
to explain so-called merger-specific benefits that actually have 
nothing to do with the merger and provide no real benefits? 
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AT&T has made the same promises for deals stretching back 
over the past decade. It is better at making promises than keeping 
them. This deal would give us what the Department of Justice calls 
‘‘highly concentrated markets’’ everywhere AT&T offers pay TV. 
Going from four choices down to three where AT&T offers video 
today is not a net win, no matter how AT&T spins it. 

If this all sounds familiar, it should. Three years ago, you also 
heard that taking out a wireless rival would increase competition. 
AT&T said T-Mobile was not a real competitive threat anymore. It 
said AT&T could not invest in rural America without that merger. 
Those claims are no more convincing today than they were then, 
and the numbers here, as measured by DOJ, are even worse. 

There are 64 TV markets where nearly all of AT&T’s video sub-
scribers reside. All 64 would be highly concentrated after this deal. 
Antitrust authorities say such mergers are likely to ‘‘raise prices, 
reduce output, diminish innovation, and otherwise harm cus-
tomers.’’ 

AT&T counters that it would save costs on video programming. 
Yet while AT&T may lower its own costs by acquiring more scale, 
analysts believe the company is overstating those savings. And no 
matter how big they are, there is no guarantee and really no likeli-
hood that AT&T would pass these savings along to its customer. 

Search high and low through the deal descriptions that AT&T 
has filed this month, and if they wanted to make a promise to re-
duce prices, they could have done so in simple and uncertain terms. 
They did not. 

Instead, AT&T says that over-the-top video keeps prices in check, 
but ignores the control that broadband providers have over these 
online services. And while a growing number of consumers are cut-
ting the cord on pay TV, that number is still small compared to the 
number of pay-TV subscribers that remain. 

AT&T also argues that DIRECTV is not a real competitor be-
cause customers only want bundles today. But the idea that this 
deal would let AT&T compete more vigorously against bundled 
cable services is not borne out by the facts. For one thing, cus-
tomers want choices not forced bundles to make them buy services 
they do not want. And AT&T and DIRECTV already partner to sell 
bundles today, the synthetic bundles you have heard about from 
the other witnesses. But AT&T charges DIRECTV customers more 
than twice as much for broadband in those packages as it charges 
its own U-verse TV customers. If we had working markets and rea-
sonable resale policies, we could promote competition and let peo-
ple choose their bundles, too. 

With nothing else to offer, AT&T recycles its past promises, 
stretching past that failed T-Mobile merger in 2011 to Bell South 
in 2006, saying mergers let it provide more and better broadband. 
It has not always kept these promises. It has just kept people wait-
ing. And AT&T never explains adequately how these new assur-
ances add anything to its prior commitments and deployment 
plans. It says it will expand broadband at 15 million customer loca-
tions after this deal, but 13 million of those get fixed wireless. 

Forget for a moment that this wireless products promised for 
rural America is inferior. Forget that AT&T told consumers last 
month that wireless service was already available nationwide. 
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AT&T could provide a serious broadband upgrade if it would stop 
making airy promises and just invest. 

Between the cash, stock, and debt, AT&T would spend nearly 
$70 billion to acquire DIRECTV. This is wasteful capital allocation 
plain and simple, because AT&T could spend that money to triple 
the size of its current fiber footprint, signing up more video sub-
scribers than DIRECTV has today in the process. 

AT&T may believe that you have forgotten the last time you 
heard these promises, but I do not think that you have. You know 
to look under the hood and not buy a used car based on the new 
paint job alone. So if you hear the only way to promote competition 
is to kill it, you wonder how that could be true. If you hear that 
we need less video competition to get more broadband, you wonder 
why. And if you hear the same company promising better 
broadband is just around the corner, always just one more merger 
away, you wonder when. When will AT&T stop throwing money at 
mergers and start investing for real? 

Thank you very much, and I look forward to your questions. 
[The prepared statement of Matthew F. Wood appears as a sub-

mission for the record.] 
Chairman KLOBUCHAR. Thank you, Mr. Wood. 
Mr. Larry Downes. 

STATEMENT OF LARRY DOWNES, PROJECT DIRECTOR, 
GEORGETOWN UNIVERSITY, CENTER FOR BUSINESS AND 
PUBLIC POLICY, WASHINGTON, DC 

Mr. DOWNES. Chairman Klobuchar, Ranking Member Lee and 
Members of the Committee, thank you for this opportunity to tes-
tify. 

My name is Larry Downes. Based in Silicon Valley for the last 
20 years, I am an Internet industry veteran and the author of sev-
eral books on the information economy, innovation, and the impact 
of regulation. 

But for the past 3 years, I have been involved in a research 
project focused on the changing nature of technology, market dis-
ruption, and competition performed in conjunction with the 
Accenture Institute for High Performance. Our recently published 
findings demonstrate that technological and market forces have put 
unprecedented and accelerating pressures on incumbent busi-
nesses, especially those subject to a long history of regulatory over-
sight. 

Like many of the industries we studied, the video marketplace is 
in the midst of a profound and exciting transformation—at least for 
consumers and entrepreneurs. For both AT&T and DIRECTV, on 
the other hand, that transformation poses a daunting triple play of 
threats to their current business model: 

Number one, the rise of a few very powerful content and dis-
tribution companies, including Disney, Fox, and CBS, have 
weighed the scales in program carriage and other negotiations 
strongly on the side of the programmers, bloating channel bundles 
and raising prices for consumers even as many users demand more 
a la carte solutions. 

Number two, hundreds of largely unregulated, Internet-based 
content providers, including Google, Amazon, Apple, Aereo and 
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Netflix, are experimenting wildly with new technologies and new 
business models for producing, collecting, distributing, and mone-
tizing a cornucopia of new and old programming. 

Number three, in developing strategies both to compete and co-
operate with these and other threats, AT&T and DIRECTV are se-
verely constrained by decades of policy compromises designed to re-
solve earlier conflicts between old business models and new tech-
nologies. Taken together, they form a sclerotic tangle of inter-
connected, contradictory, and in many cases counterproductive lim-
its on the ability of both companies to adapt to the accelerating 
pace of change, often for reasons that no longer serve any public 
interest. 

I want to say a little bit more about all three of these, which I 
discuss in detail in my written testimony. But first let us acknowl-
edge that the true driver of change in the media market and the 
real source of competitive pressure is the exploding availability of 
increasingly better and cheaper core technology components—the 
principle known as Moore’s Law. 

Innately familiar with the faster, cheaper, smaller promise of 
Moore’s Law, consumers now demand access to the full range of 
content anytime, anywhere, and on whatever device they happen to 
be nearest. And with the continued deflation of component costs, 
that content and the networks to deliver it will continue to evolve 
from today’s high-definition standard to 4K or ultra-high definition 
and to future innovations. 

This ongoing disruptive innovation means that predicting future 
consumer demand has become largely impossible. Preferred forms 
of bundling and pricing have splintered with each user demanding 
their own unique configuration, one that will change on a whim. 

Already held back by the anchor of a growing regulatory burden, 
new business pressures on regulated multi-channel video program-
ming distributors are now arriving separately and together from 
two principal disruptors: mushrooming programming costs and the 
explosion of largely unregulated over-the-top video services. And 
while the FCC finds that the average price per channel has de-
clined the number of channels continues to expand on average from 
44 to 150 since 1995. Premium channels are often used as bar-
gaining chips to promote less popular content. Cable customers pay 
as much as $6 a month just to cover the cost of ESPN, whether 
they watch it or not. 

The net result is rising prices for consumers, increasing their in-
centive to cut the cord to MVPD services and look for alternatives. 
Right on cue, unregulated over-the-top content providers are ex-
perimenting with abandon, finding new ways to produce, collect, 
distribute, and monetize old and new programming. Netflix alone 
has more than 30 million customers in the U.S., and like other 
OTT providers, has begun producing its own premium proprietary 
content. 

Falling costs for core computing technology also means con-
sumers themselves now contribute significantly to the bounty of 
new content and access choices. Users upload 100 hours of new 
video every minute just to YouTube, and many user channels have 
millions of viewers. Crowdfunding sites are flooded with proposals 
for content production, many of which are oversubscribed. 
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These new models are thriving because consumers want more op-
tions than the current regulated industry structure makes possible, 
or at least at the clock speed of Moore’s Law. 

Thus, I see the proposed transaction as a largely defensive move, 
one that makes sound strategic sense. To remain competitive, 
AT&T needs the audience DIRECTV has already built. U-verse 
needs larger audiences to improve its bargaining position with pro-
grammers and to achieve economies of scale for the content it li-
censes. 

DIRECTV, likewise, needs the broadband network AT&T has 
built, and to participate in, let alone compete with, the expanding 
universe of OTT services, DIRECTV quickly requires the native 
ability to integrate broadband Internet with produced content. 
With a native broadband offering, DIRECTV will remain a viable 
competitor, enforcing market discipline on cable-based, satellite, 
and other MVPDs. This transaction presents few, if any, of the tra-
ditional markers for concern, either under antitrust law or the 
FCC’s public interest standard. The result should be more competi-
tive pressure, both within the supply chain and in the market as 
a whole. 

I thank you again for the opportunity to testify, and I look for-
ward to your questions. 

[The prepared statement of Larry Downes appears as a submis-
sion for the record.] 

Chairman KLOBUCHAR. Thank you very much, Mr. Downes. 
Mr. Lieberman, welcome back. 

STATEMENT OF ROSS J. LIEBERMAN, SENIOR VICE 
PRESIDENT OF GOVERNMENT AFFAIRS, AMERICAN CABLE 
ASSOCIATION, WASHINGTON, DC 

Mr. LIEBERMAN. Thank you. An unprecedented wave of consoli-
dation is occurring within the video programming and distribution 
industries that will transform the competitive market and con-
sumer experience. This is cause for concern. Congress and regu-
lators, therefore, must not only review pending deals; it must also 
examine and act to address the underlying market problems fuel-
ing them. 

Focusing on AT&T’s deal, it is important to realize DIRECTV is 
not only a nationwide paid-TV provider, it is also a programmer, 
with interests in three regional sports networks and national pro-
gramming. This gives DIRECTV an economic incentive and ability 
to charge its rivals higher fees for its programming, especially its 
regional sports networks. 

Smaller cable operators are concerned that this deal will lead 
DIRECTV’s programmers to hold out for even higher rates. With 
26 million subscribers, AT&T and DIRECTV combined will com-
mand better programming deals than DIRECTV would alone. This 
means higher video profits for both DIRECTV and U-verse services. 

Regulators have accepted that as the per video subscriber profits 
of a vertically integrated pay-TV provider rise, so does its interest 
in boosting its rivals’ costs for its programming. Accordingly, pay- 
TV providers will feel the pinch when negotiating for DIRECTV’s 
programming, and their customers will pay. 
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Regulators should not approve the merger without addressing 
this matter. While DIRECTV remains subject to program access 
rules, as an FCC condition from a prior deal, it is no longer subject 
to an arbitration condition. However, readopting this same arbitra-
tion condition is not enough. It had design flaws that left smaller 
cable operators underprotected. To shield these operators fully, 
these defects must be eliminated. 

Congress and regulators must also look at the bigger picture by 
reviewing existing rules to ensure that industrywide problems, par-
ticularly those driving consolidation, are addressed. This will en-
sure consumers continue to benefit from a competitive pay-TV mar-
ketplace that includes smaller operators. 

ACA members have long raised alarms about large broadcasters’ 
and programmers’ increasing rates and carriage demands and their 
discriminatory pricing practices. The programming costs for a 
smaller cable operator is significantly higher than for a larger pro-
vider. The spread, thought to average around 30 percent, puts ACA 
members at a substantial disadvantage to bigger competitors like 
DIRECTV, Dish Network, and Comcast. 

AT&T’s desire to acquire DIRECTV does not surprise smaller 
cable operators. Even though AT&T’s subscriber base nearly ex-
ceeds that of all smaller cable operators combined, its modus for 
buying DIRECTV point to it facing similar market problems. Like 
ACA’s members, AT&T also understands its competitive standing 
is likely to worsen if the Comcast-Time Warner Cable and 
Comcast-Charter deals are approved. 

While AT&T can lower its programming costs and better compete 
by buying DIRECTV, smaller cable operators cannot because they 
lack AT&T’s financial scale. Unable to spend their way out of trou-
ble, these video providers will struggle to remain viable. 

Some critics of AT&T’s deal raise concerns about the number of 
pay-TV providers decreasing from four to three in U-verse terri-
tories. In rural areas, where three video service providers typically 
exist, programming cost issues have driven some smaller cable op-
erators to closed systems, leaving consumers with only two satellite 
TV providers. 

Although the slow but steady decrease in competition in rural 
areas has not yet generated much concern from Washington, it 
should, because it is harmful to rural America and often signals 
wider market problems. 

These trends are not irreversible. Congress and regulators can 
take action to prevent ACA members and their customers from 
simply being unreasonably disadvantaged compared to their larger 
competitors. 

In conclusion, there are three areas where oversight and action 
would be meaningful: first, by examining and addressing program-
mers’ discriminatory pricing practices against smaller pay-TV pro-
viders; second, by modernizing program access rules by updating 
the FCC’s definition of a buy-in group, which is the way smaller 
operators buy programming; and, third, by updating the FCC’s out-
dated regulatory fee categories so all pay-TV providers, including 
DIRECTV and Dish, pay their fair share. 

Thank you, and I look forward to your questions. 
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[The prepared statement of Ross J. Lieberman appears as a sub-
mission for the record.] 

Chairman KLOBUCHAR. Thank you very much. 
We will start with you, Mr. Stephenson. You noted in your state-

ment that the merger presents no significant competition overlap. 
Do you consider DIRECTV to be a competitor in the markets where 
you do overlap? I think it is something like 30 million consumers 
and 25 percent of the country. 

Mr. STEPHENSON. To your point, 75 percent of the country, we do 
not compete. In 25 percent of the country, we do have a network 
that can deliver video. As I mentioned in my comments, we do not 
actively market a stand-alone video product, which is what 
DIRECTV sells. We lose money on video. So what we do is bundle 
video with broadband. Video is the vehicle by which we sell and 
market broadband, quite candidly. And so if you look at our cus-
tomer base of video, 5.7 million, less than 140,000 of those are 
what we would call ‘‘stand-alone video customers,’’ the type of cus-
tomers that Mike pursues in the marketplace. 

So our video footprint does overlap 25 percent of the U.S., but 
we are a bundle provider. We sell bundles of broadband and video, 
and we sell video only to facilitate selling broadband. 

Chairman KLOBUCHAR. Mr. White, just 3 months ago, you said 
that half of America has ‘‘a very robust telco competitor’’ to your 
service, and we know that AT&T is one of the country’s major tele-
phone companies. In November, you said this was a highly com-
petitive industry and that that has certainly gotten more true with 
the telcos entering the business and being very aggressive. Finally, 
last August, you said the biggest chunk of your new subscribers are 
former cable and telco consumers. 

So do you see this overlap of competition? Are you concerned? Do 
you think that there should be concern for those consumers? 

Mr. WHITE. Well, certainly if you take both Verizon and AT&T 
and you add up the homes passed, I guess you get about 50 million 
homes, so that is kind of half of America, a little bit less than half 
of America, I would guess, that there are homes passed. But as 
Randall said, they are fairly small at 5 million-plus subscribers 
right now. So certainly in those overlap areas, there are—you have 
to look at the pluses and the minuses. And, again, I would start 
with—in any deal, you have to look at the total picture. In our 
case, in the 75 percent of America where we do not compete, there 
is a significant benefit to consumers of 15 million homes that will 
get better broadband. In addition, DIRECTV will be a stronger 
competitor because we will be able to market broadband bundles 
to 38 million homes outside of where we compete. 

In the areas where we compete, I also would argue that the con-
sumer is going to get better choice, because today DIRECTV does 
not have a seamless bundle in those markets, and by the same 
token, AT&T is constrained as to how aggressively they can com-
pete because of their high cost of content. 

Chairman KLOBUCHAR. One of the things that people are really 
focused on—and certainly we asked a lot of questions in the last 
hearing on the Comcast merger—is what is going to happen with 
the prices for consumers. And in your written testimony, Mr. Ste-
phenson, the only mention of prices about this transaction is that 
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it will ‘‘allow us to price all of our services more competitively.’’ 
What does that mean? Does this mean that consumers will actually 
see less costly service? Or does it just mean there is going to be 
downward pressure? And that is what we are trying to figure out 
here, what this means for consumers. 

Mr. STEPHENSON. Yes, we use that terminology ‘‘downward pres-
sure’’ for a simple reason. The largest cost component in the video 
business is content programming. As I said in my opening com-
ments, for every dollar we bill for video, 60 cents goes out the door 
to the programmers before we buy set-top boxes and do customer 
care and send a bill and roll a truck out to provision the service. 

So what drives prices in this industry are content costs, and con-
tent costs for all of us are growing roughly 8 percent per year, and 
we are raising rates about half that pace to try to keep up with 
the content costs. 

As we put these two companies together, one of the primary ben-
efits of it is we create a very, very compelling opportunity for the 
content providers. We have a larger video footprint. Mike has some 
very deep relationships with programmers. We believe the AT&T 
content costs will begin—and we feel very strongly—to look more 
like the DIRECTV content costs. 

Chairman KLOBUCHAR. But does that mean that consumers will 
see the price decrease? 

Mr. STEPHENSON. So in a highly competitive environment like 
video and broadband, when you have margin, the margin typically 
gets competed away. And so when we modeled this—we actually 
brought in an economist who used to serve at the DOJ to model 
this thing for us. His modeling says even before you get to the pro-
gramming synergies, the bias ought to be downward on pricing. 
There will be downward pricing pressure not just for us but for the 
cable providers as well. There will be downward pricing pressure 
on both their bundles, their stand-alone video, and stand-alone 
broadband products. 

Chairman KLOBUCHAR. And if you see this downward pricing, 
will the U-verse customers for whom AT&T, as you have noted, 
pays higher programming costs, will they realize the benefit, or do 
you think it will be spread in cost savings out among video, includ-
ing DIRECTV customers? The cost savings? 

Mr. STEPHENSON. The what? 
Chairman KLOBUCHAR. The cost savings that you are going to 

see, are they just going to go to those U-verse customers, or are 
they going to be spread across all the customers? 

Mr. STEPHENSON. There are going to be a lot of cost savings out-
side of programming. For example, we roll—when Mike sells a syn-
thetic bundle today, he rolls a truck to the house; we roll a truck 
to the house. Mike sends a bill; we send a bill. When a customer 
has a care problem, they call one—two numbers. When you put the 
two companies together, it will be one truck roll, it will be one bill, 
it will be one sales call, and so forth. 

So there are a number of synergies and savings that will go for-
ward as a result of this. 

Chairman KLOBUCHAR. Mr. Wood, do you see it a different way? 
Mr. WOOD. It does not sound like these synthetic bundles have 

been all that well synthesized in some ways because with resale 
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you could have a single company taking care of the customer. And 
as I note in my written testimony, it is actually $34 a month when 
you buy AT&T broadband through DIRECTV and $14 a month— 
14 and change—for that same product to an AT&T customer. 

So we think that the bundling is obviously a benefit to some if 
people want to bundle, but the benefits of combining the two com-
panies outweigh—or are overstated and outweighed by the dangers 
of the harm to competition here. 

Chairman KLOBUCHAR. All right. We have been talking about the 
importance to consumers of price competition and what the loss of 
a competitor would mean, but I want to quickly turn to program-
ming. DIRECTV has and is currently renegotiating the rights to 
NFL Sunday Ticket, which has every out-of-market NFL Sunday 
game. Some commentators have said that this merger is all about 
Sunday Ticket as opposed to some of the people that Mr. Keyser 
represents. 

Does NFL Sunday Ticket, Mr. White, help you differentiate your 
product and compete with cable companies and telephone compa-
nies? 

Mr. WHITE. Yes, it does. We have had a 20-year relationship this 
year with the NFL. We both, I think, benefited by that relation-
ship. Our contract expires after this coming season, so we are in 
discussions about extending that contract. And we are very opti-
mistic and hopeful that we will be able to do that. We have an ex-
cellent relationship with the NFL. 

Chairman KLOBUCHAR. And, Mr. Stephenson, your merger is con-
tingent on DIRECTV renewing its contract with the NFL for Sun-
day ticket. Is that right? 

Mr. STEPHENSON. Yes, that is correct. 
Chairman KLOBUCHAR. And what are your plans? Would AT&T 

seek to expand the reach of Sunday Ticket to its wireless platform? 
Mr. STEPHENSON. So DIRECTV in the current agreement has the 

rights for their Sunday Ticket subscribers to distribute that content 
to their mobile devices, and when we have, you know, 100 million 
mobile subscribers, we would envision taking advantage of that sit-
uation and allowing our customers who also subscribe to the Sun-
day Ticket to access that on any device anywhere, anytime they 
wanted. 

Chairman KLOBUCHAR. Okay. Anyone else have a different view 
of—okay. Mr. Lieberman, one last question on the sports, and then 
in my next round, I will ask you a few questions here, Mr. Keyser. 

DIRECTV owns three regional sports networks in Pittsburgh, the 
Rocky Mountain region, and the Pacific Northwest. How does own-
ership of regional sports networks by DIRECTV or any other dis-
tributor impact competition? Do you think the DOJ and FCC, if 
they approve the merger, should consider conditions regarding re-
gional sports network ownership? 

Mr. LIEBERMAN. Thanks for the question. When a pay-TV pro-
vider owns programming, they have an incentive and ability to 
charge higher prices to their rivals. This has been a conclusion that 
has been reached in many transactions in the past, ones involving 
DIRECTV, ones involving Comcast. This is going to be a situation 
that will happen in this deal as well, as a result of DIRECTV own-
ing the regional sports networks, as you note. 
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Smaller cable operators carry this programming. They are con-
cerned about their prices for that programming going up, so it is 
important that as part of this deal that the FCC readopt condi-
tions, the way it has been addressed before is through arbitration 
conditions, to address this harm. 

Chairman KLOBUCHAR. All right. Thank you very much. 
Mr. Lee. 
Senator LEE. Thank you, Madam Chair. 
Mr. Stephenson, the antitrust agencies’ 2010 horizontal merger 

guidelines confirm an important part of any antitrust analysis in-
volves inquiring into the potential efficiencies that the proposed 
transaction might deliver, that it might produce or create? The 
guidelines state that the agencies will credit these merger-specific 
efficiencies only if they are merger-specific; that is to say, if and 
only if they will occur as a result of the merger and that they 
would not occur in the absence of the merger, or in the absence of 
some other event comparable to the merger in terms of any anti-
competitive effects the merger might have. 

And so my question for us is: What procompetitive efficiencies do 
you see associated with this merger? And could those efficiencies 
be achieved in the absence of the merger? 

Mr. STEPHENSON. The primary efficiency that we have talked 
about are the efficiencies from buying programming, content, and 
we expressed to the street an objective of achieving $1.6 billion per 
year reduced costs within 3 years, obviously the lion’s share of that 
being from the programming efficiencies. The other efficiencies are 
what I discussed previously: one truck roll when we provision serv-
ice, one bill, one customer care call, one sales call. And we have a 
history of putting these types of efficiencies into the marketplace 
and telling our owners our objectives. We have, I believe, a spotless 
record of achieving those efficiencies. 

So we believe the $1.6 billion run rate number is a very achiev-
able number, feel highly confident that we will hit that number. 

Senator LEE. And that part is just from the programming? 
Mr. STEPHENSON. That is largely the programming. The other 

part is from one truck roll to the house, one bill, one customer care 
call, et cetera. And then—— 

Senator LEE. And really quickly on that, what is your response 
to Mr. Wood’s point about the fact that if you synthesize the syn-
thetic agreements better, you could achieve the same thing without 
the merger? 

Mr. STEPHENSON. It is really easy to say. It comes off the tongue 
really easily. Mike and I have tried this for a number of years, and 
we have worked it really hard. I have tried it with Dish satellite 
before, and it is a very difficult thing to accomplish for the simple 
reason that we do expect to make money off our broadband prod-
ucts; he expects to make money off his TV product. So you start 
to stack margins for the customer. 

And what happens when you put the two companies together, 
you gain the efficiencies. It allows you to pull that margin stacking 
out and the customer benefits. At the end of the day, you have a 
more elegant, seamless IT process, care process. It is just a more 
elegant way of doing it. 
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Senator LEE. I interrupted you a minute ago. You were making 
a second point. 

Mr. STEPHENSON. Yes, there is another major efficiency and ben-
efit that comes from this transaction, and that is, as I mentioned 
in the beginning, we lose money on video. As we move our pro-
gramming costs to look more like DIRECTV’s programming costs, 
it changes the dynamic of our video product. We suddenly go from 
video being a loser to a profitable service. And now our broadband 
build is not burdened by a money-losing proposition on video. 

What that allows us to do is to think differently about broadband 
investment. We have the technology—we have been working a long 
time—that we would like to use to roll broadband out to rural 
America. It is wireless based. It gets called ‘‘inferior.’’ It is superior 
to virtually anything that is out there in these rural communities 
today. And when you put a profitable video product attached to this 
capability, this wireless technology, it is going to allow us to build 
broadband, 15 to 20 megabits per second capability, to 13 million 
additional customer locations in rural America across 48 States. 
We think that is exciting. We think it is an exciting opportunity 
for rural America. 

It also changes the economics of our fiber build where we are de-
ploying fiber to the home. We have a significant build in progress 
right now that we are consummating. We are going to add 2 mil-
lion more homes passed because of the economics, how they change 
on this. 

Senator LEE. This broadband, this is with existing bandwidth 
you have already got, this does not require an additional acquisi-
tion of bandwidth? 

Mr. STEPHENSON. The places where we are deploying this, and 
the reason rural is so beneficial is because rural is the place where 
it is not congested, so we have 20 megahertz of wireless spectrum 
that we can put to use with this product now. 

Senator LEE. Okay. Mr. Downes, in your testimony you referred 
to the role of Big Bang disruption in the video market. Can you 
give us some examples of this, of how Big Bang disruption has im-
pacted markets in the past and explain why you think this might 
have some relevance here? 

Mr. DOWNES. Sure. Thank you, Senator. There is an old model 
of how you think about innovation and disruption, and this was 
that new products would enter the market, they would be worse 
but cheaper, and that that meant that the incumbents had time to 
respond and to incorporate those new technologies over a long pe-
riod of time. And what we found is that sort of, you know, 50 years 
on now of Moore’s Law making computers and a lot of other compo-
nents better and cheaper, it now comes that new products often 
enter the market both better and cheaper at the same time. One 
of the examples we used was GPS devices and how they were dis-
rupted by apps on smartphones that did the exact same thing bet-
ter and in that case free, so much, much cheaper. 

And this is happening, it has been happening certainly in com-
munications, in computing, in the entertainment industry for a 
long time. It is now moving into other industries. You know, you 
can now embed computing onto pretty much anything at an ex-



21 

tremely low cost because it is small, it does not use much power, 
and the components are increasingly very, very cheap. 

This I think is what has really driven the massive amount of in-
novation that happened with over-the-top services. The over-the- 
top services are great, and it is not just these big companies, not 
just Netflix and Hulu. It is individuals creating their own channel 
and being able to distribute that channel. They can produce the 
content much more cheaply, get high-quality content, even scripted 
content, and be able to deliver that over the Internet at just much, 
much lower cost. That opens up the opportunity for a lot of innova-
tion, and it completely, frankly, catches the incumbents offsides be-
cause they are waiting for the worst but cheaper alternative, and 
it never showed up. It was the better and cheaper alternative that 
happened to them. 

Senator LEE. In the seconds I have left, Mr. Wood, do you want 
to respond to Mr. Stephenson’s response to your statement? 

Mr. WOOD. Senator, I was actually thinking about Mr. Downes’ 
question and response, which was that this Big Bang innovation, 
we certainly have an explosion of over-the-top innovation now, but 
it is all flowing over the wires and wireless spectrum that AT&T 
control. So I think that that is what we have to take into account 
when we hear that over-the-top video is an answer. It is an answer, 
but it is not an answer to the lack of competition we see in 
broadband and facilities-based TV. 

And I am sorry, sir, I would be happy to address Mr. 
Stephenson’s points if you have other questions about those, but I 
am not sure which part of those you are after. 

Senator LEE. So his response to your point about the trucks. You 
believe that it was not—the synthetic mergers, the synthetic bun-
dles were not efficient because, as you put it, they did not syn-
thesize them correctly. 

Mr. WOOD. Right. I mean, I think that, again, with a reasonable 
and nondiscriminatory resale market where companies could actu-
ally have a single truck roll perhaps or a single bill, the margin 
stacking you are hearing about maybe would not be a problem. And 
at the end—and in response to Senator Klobuchar’s statement, too, 
you do not hear them saying that there will actually be lower 
prices as a result of this. They talk about downward pressure and 
economic theory. But what they are really saying is we will have 
better margins perhaps for our business, we will have lower costs. 
There is no indication that, even if those savings are real, they will 
actually be passed along to customers in any meaningful way. 

Senator LEE. Okay. I will want to followup on that later, but the 
Chair wields a gavel, and I do not want to—— 

Chairman KLOBUCHAR. There we are. Okay. Or a candlestick, as 
Mr. Keyser would say. 

[Laughter.] 
Chairman KLOBUCHAR. Okay. Senator Blumenthal. 
Senator BLUMENTHAL. Thank you, Madam Chairman. I am not 

going to compare candlesticks to gavels. 
Chairman KLOBUCHAR. We could have a whole Clue game going 

on with Mr. White as opposed to Mrs. White, but we are not going 
to go there. 

[Laughter.] 
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Senator BLUMENTHAL. I hope this exchange does not detract from 
my time. 

Chairman KLOBUCHAR. No, it does not at all. Start afresh. 
Senator FRANKEN. I think it should. 
[Laughter.] 
Senator BLUMENTHAL. Without any disrespect to Senator 

Franken, I am going to play the part of the ordinary consumer, and 
I have great respect for both of your companies and your sincerity 
in the beliefs and the projections you have made about what is 
going to be accomplished by this merger. But if I am the ordinary 
consumer, I am rolling my eyes, because I have seen this show be-
fore. In the communications landscape, I have seen mergers, con-
solidation, and most importantly, inexorably, relentlessly rising 
cable rates. 

So I am very, very skeptical as a Senator, not just as a consumer, 
because you are asking us to make two gigantic leaps of faith: 
number one, that you are going to be able to achieve cost savings 
by driving down the cost of content, and you have testified very 
powerfully that content costs are rising; and, number two, that 
those cost savings are actually going to be passed along to con-
sumers. 

So let me begin with the first. As you know, about content, even 
giants like Comcast and Time Warner have continued to see rising 
costs in their content, and they have been unable to achieve the 
cost savings that you are projecting. Tell me what you are going 
to do to drive down the costs of content when, just looking at the 
cost of sports, 17 percent of a cable company’s programming costs, 
today sports represent 38 percent of a total bill for purchasing con-
tent, and the L.A. Times recently found that sports channels rep-
resent more than 50 percent of the monthly cable bill, and those 
sports programming costs are rising inexorably. So what specifi-
cally can you do? 

Mr. STEPHENSON. I am going to start, and then I will let Mike 
tag on. But the first part of it, Senator, is somewhat mechanical, 
and that is, we have 5.7 million customers on the AT&T U-verse 
platform that are paying significantly higher content costs than 
DIRECTV is, and the lion’s share of the content cost savings is not 
necessarily that we are going to drive down DIRECTV’s program-
ming costs. But the AT&T programming costs will look like 
DIRECTV’s over time. We feel fairly confident in that. So what 
that will do—— 

Senator BLUMENTHAL. You feel fairly confident? Can you commit 
to us that you know it will be true? Do you have—— 

Mr. STEPHENSON. It has got to be negotiated, and we are negoti-
ating with some very good business people who have very good 
business models and they are tough negotiators. But, you know, we 
do believe that when you are a company that has 26 million sub-
scribers in the U.S., 100 million wireless customers who desire that 
content, that you are very attractive to the programmers and the 
content developers, and so we do feel fairly confident that we can 
get those programming costs to look like the DIRECTV program-
ming costs. That is the mechanical piece that we believe can hap-
pen in a fairly short period of time. We are not making any as-
sumptions that DIRECTV, their programming costs can go down. 
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It is just that we can make the AT&T costs look more like the 
DIRECTV costs. 

Senator BLUMENTHAL. And you think that is true, Mr. White? 
Mr. WHITE. Yes, but I think you are raising a very good point. 

All of us—and I have been fighting content cost increases because 
I hear from my customers all the time about their frustration with 
the increase in their pay-TV bill. We fought, I think, the good fight 
at DIRECTV. We have had a number of blackouts with big compa-
nies as well as medium-sized media companies. There is no easy 
answer to rising content costs, frankly, but in this particular case, 
I think the savings that Randall is referring to are specifically in 
comparing their content costs to ours and trying to figure out how 
we get their rates through negotiation to our rates and where we 
already are. And that is what we are talking about in terms of con-
tent costs. Beyond that I would say it is pretty hard, as I said, to 
commit to lower prices on a pure play video product because of the 
power of the content companies. 

Senator BLUMENTHAL. Well, let me take the next leap of faith. 
Assuming just for purposes of this argument that you are success-
ful in driving down the costs of content and achieving cost savings 
more generally, can you commit that those cost savings will be 
passed along dollar for dollar to consumers? Mr. Stephenson. 

Mr. STEPHENSON. Dollar for dollar, no, sir, I cannot commit to 
that. What I can commit is it is a highly competitive industry, and 
margins get competed away in these industries. That is why what 
we are submitting as support the econometric models that the DOJ 
will use when they review this, and those models strongly indicate 
downward pricing pressure. 

Again, the prices will go down? I do not think we want to inti-
mate that. But what we do believe is the trends can be changed— 
the programming costs going up 8 percent a year—and that will 
mitigate the price increases that we are having to pass along to 
consumers. 

Senator BLUMENTHAL. So the best you can tell us is that price 
increases will be mitigated? 

Mr. STEPHENSON. Slowed, yes. 
Senator BLUMENTHAL. In other words, the rate of increase will 

be slowed. 
Mr. STEPHENSON. We hope that would be the byproduct of this. 
Senator BLUMENTHAL. That is the best you can promise us will 

result from this merger? 
Mr. STEPHENSON. Yes, sir. 
Senator BLUMENTHAL. Is that true, Mr. White? 
Mr. WHITE. I think you will see better value bundles. On the 

pure play pay-television business, it is very difficult because of the 
cost of content, which is far and away our biggest cost. But we 
have not had a competitive broadband video bundle, and I do think 
you will see better value for consumers than we currently—— 

Senator BLUMENTHAL. And what is your projection, Mr. Stephen-
son, as to how much mitigation, how much reduction in the rate 
of increase there will be? What percentage? 

Mr. STEPHENSON. Well, as I mentioned, it is a bit episodic, mean-
ing it is event specific, getting the AT&T costs to look like the 
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DIRECTV costs. And so we believe that we can drop our content 
costs by as much as 15 percent and maybe a little more. 

Senator BLUMENTHAL. And what percentage of that will be 
passed along to consumers? 

Mr. STEPHENSON. It is hard to say. I mean, I cannot even tell 
what the prices of these services will be 6 months from now. This 
is a hyper-competitive market. It moves literally by the week. And 
so prices are changing in this market constantly. You are trying to 
meet the competition. You are doing promotional pricing on a reg-
ular basis. So it is hard to even say what it will be 2 months from 
now, much less 3 years from now. 

Senator BLUMENTHAL. Well, I feel like I am watching the 
movie—I do not even remember what it was, but it just occurred 
to me, you know, there is a line, ‘‘It is complicated.’’ And I have 
this sense that we are watching a rerun here of—you know, with 
all good intentions, you are telling us that you cannot really give 
us the specifics, but we are not going to see any drop in prices. At 
the best we will see some reduction in the rate of increase. And I 
think a lot of consumers would find that answer unsatisfying. 

Mr. STEPHENSON. Yes, sir, I suppose one would have to believe 
in the market and the market pressures and that market pressures 
will compete margins away and cost savings will find their way 
into prices, because the cost savings in this deal are very specific, 
and they are fairly hard. And so if you believe the industry is com-
petitive, the margins do get competed down. 

Senator BLUMENTHAL. Well, that is why I asked you—and my 
time has expired. I apologize. But that is why I asked you whether 
you could commit that those cost savings will be passed along, if 
not dollar for dollar at least maybe 50 percent, 75 percent. Can you 
give us that answer? 

Mr. STEPHENSON. Not here right now. I mean, we can get back 
to you, but I cannot tell you exactly what those numbers will be. 

Senator BLUMENTHAL. Thank you. 
Thank you, Madam Chairman. 
Chairman KLOBUCHAR. Thank you. 
Senator Cornyn. 
Senator CORNYN. Thank you, Madam Chairman. Thank you all 

for being here today, and Mr. Stephenson, of course, heads up a 
Texas-based company, a small Texas-based mom-and-pop. 

I find these kinds of hearings a little surreal in some ways be-
cause, of course, we do not have jurisdiction over whether this 
merger occurs or not. That is the Department of Justice and the 
FCC. But I do think it is helpful to learn and think more deeply 
about these issues. But I also remember that there is a famous 
quote from Yogi Berra, who said, ‘‘It is tough to make predictions, 
especially about the future.’’ And, of course, we are having to make 
predictions about the future here, and I wonder about the institu-
tional competence of Congress to do that. But I am certainly inter-
ested in what you have to say. 

I know there has been concern expressed in some testimony al-
ready about how this merger affects rural consumers, but as you 
know, Mr. Stephenson, we have large, expansive rural areas in 
Texas. Would you reiterate or perhaps tell us what advantages you 
think this merger would offer to those rural consumers? 
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Mr. STEPHENSON. You bet. One of the elegant pieces of this deal 
is Mike has a video distribution capability that is very efficient for 
rural delivery of television. Getting broadband to rural America, 
this Committee knows as well as anybody, it is really difficult to 
get an economic basis for putting broadband into rural America. 
The wireless technology that we have developed, when you combine 
it with a profitable video product, gives us an opportunity to get 
this wireless technology deployed. It is good technology. This is 
high performance technology, 15 to 20 megabits per second capa-
bility. And just as an example, for our State of Texas, Senator, we 
will pass almost 500,000 additional homes in the rural areas of 
Texas with this technology. In Minnesota, it is 484,000. In Con-
necticut it is 94,000. These are hard commitments. These are com-
mitments we are willing to make and do intend to make. We will 
build this out and pair it with a TV product. We think this is an 
exciting opportunity for rural America. 

Senator CORNYN. I think it was Mr. Wood—and he can correct 
me if I am wrong—who said that there was no good reason for this 
merger, that you ought to spend the $70 billion building out your 
broadband network independently. What is your response to that? 

Mr. STEPHENSON. I do not see the capital markets stepping up 
volunteering to fund that kind of broadband build across America. 
That is a mega capital commitment. If I were to come out and an-
nounce a commitment to build that kind of fiber deployment across 
America, you could have my successor testifying in front of this 
Committee. The capital markets are not there to finance it. We are 
always looking for more efficient ways to deploy the technology, 
wireless, again, referred to as ‘‘inferior.’’ It is actually superior. It 
has better cost dynamics and allows us to get greater coverage of 
broadband than fixed into rural America. 

Senator CORNYN. Well, since I invoked his name, in fairness, I 
will ask, Mr. Wood, would you care to respond to that answer? 

Mr. WOOD. Sure. I think first of all, for the rural benefits on the 
buildout, what is hard to follow is exactly what is new here, be-
cause AT&T committed in 2006 with the Bell South merger to pro-
vide broadband throughout its entire wireline territory, some of 
that being wireless. This is, I think, a commitment to expand that 
outside of the AT&T wireline footprint. But, again, they also said 
last month that they were providing a wireless home phone and 
Internet product throughout the entire country at this point. 

So the benefits for rural, regardless of how good the technology 
is or how much better or worse it is than other options, I think are 
hard to follow, once again, just because we have heard these kinds 
of promises before, and it is not entirely clear, to me at least, what 
is new and what is specific to this merger. 

When it comes to the fiber build in the capital markets, I think 
that points to one of the problems we have here. Mr. Stephenson 
describes that as a—was it a mega intensive capital project? But, 
of course, when they expend that same amount of money on a 
merger, their stock price goes up. And so what we have is Wall 
Street and investors, who are perfectly free to have that opinion, 
favoring mergers and actually dissuading companies from investing 
in new builds without taking out competition. Somehow AT&T can 
find the money and the purpose and the reason to invest in fiber 
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where Google Fiber goes first—now, Google Fiber is not every-
where, but it has shown up in a few places, and AT&T can invest 
there. We wonder why that is not the case other places, and per-
haps that is because it is not all that competitive in other regions. 
If we had competition, we might get investment. 

Senator CORNYN. Well, Mr. Wood, what I understand Mr. Ste-
phenson to say is he thinks this is probably an investment better 
calculated to return something on their investment for their share-
holders, and you see nothing wrong with that, do you? 

Mr. WOOD. No, although I would note that when Google did their 
fiber build in Kansas City, the early reports were something like 
75 percent take-up rate. So even with an average take-up rate of 
something like 30 percent in the industry, we think that this 
amount of money could be used to go past 71 million homes and 
to sign up 20 million or more new customers. I would think that 
would be a profitable endeavor, but, of course, I do not have access 
to AT&T’s numbers for this deal yet. We will be looking at those 
numbers as well during the FCC process. 

Senator CORNYN. Well, I wonder if some of you may comment on 
this question. I noticed that in the written testimony one of you 
mentioned the high cost of ESPN to pay-TV providers. Another 
mentioned concerns about accessing regional sports networks. And 
this entire merger is, as I understand it, contingent on the ability 
of DIRECTV to renew its NFL Sunday Ticket contract. 

Why are these sporting events so valuable to pay-TV providers? 
And how is the demand for athletic content influencing the cost 
and structure of pay-TV? Mr. White, that sounds like a good ques-
tion for you. 

Mr. WHITE. Sure, Senator. Clearly, in today’s world sports is the 
one live event that you get people to watch and, therefore, adver-
tisers are interested in advertising against. And so increasingly, in 
a more fragmented world, we are seeing more and more it is sports 
that draws people together, and that is where you see, as you 
pointed out, a significant pressure on content costs is coming from 
sports. But it is still the one thing folks gather around in the bar, 
the television in the family room, or elsewhere to watch, is sports. 

Senator CORNYN. Well, I am old enough to remember some of the 
apocalyptic predictions that have been made over time about what 
the future holds. I remember reading a book called ‘‘The Population 
Bomb,’’ by B.F. Skinner, that said we were all going to starve be-
cause the population would outpace the capability to grow the crops 
and to produce the food to feed us. And that thankfully did not 
prove to be true. 

So I think that is the hard part about trying to evaluate these 
kinds of deals that we are being asked to predict the future, and 
you no doubt—I hope and trust you are in a much better position 
to predict on behalf of your shareholders and consumers what the 
future looks like in this very fast-moving and complex area. 

Thank you, Madam Chairman. 
Chairman KLOBUCHAR. Thank you very much. 
Senator Franken. 
Senator FRANKEN. Thank you, Madam Chairwoman, and thank 

you to all the panel here today. This is the second time in 3 months 
that the Members of this Committee have met to discuss a deal 
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that could transform the telecommunications industry. Consumers 
are more dependent on this industry than ever before. We need 
more investment in telecommunications, investment in infrastruc-
ture, in customer service, and in new technologies. Instead, the in-
dustry proposes more consolidation. Comcast wants to buy Time 
Warner Cable, Sprint wants to buy T-Mobile, and AT&T says that 
because of this they need to get bigger, too. 

To me that is not a good reason to approve a deal. We need to 
examine this merger on its own terms. AT&T and DIRECTV have 
explained why this is a good deal for them. As good corporate citi-
zens, they must also explain why this is a good deal for consumers. 

I just wanted to pick up on something that Senator Cornyn said, 
not predicting the future. I remember when fin-syn was rescinded 
in 1989, and there was testimony, Mr. Keyser, then from the net-
works that this would not reduce independent producing. But I re-
member people in the Writers Guild saying it would. Who was 
right? 

Mr. KEYSER. I am afraid that we were right, Senator. 
Senator FRANKEN. So you were able to predict something right, 

accurately, because it flowed from what fin-syn was—the networks 
owned—were not allowed to own their programs, and they wanted 
to be able to own them. And they said, ‘‘Hey, we are not going to 
favor our own programming. We want to get the highest ratings 
possible. Why would we favor our own program?’’ 

What was the percentage of independent programmers then and 
what is the percentage now? 

Mr. KEYSER. Senator, I think it was somewhere between 70 and 
80 percent before fin-syn and we are down to about 10 percent now, 
but much of that is reality programming. It is not scripted pro-
gramming. 

Senator FRANKEN. Right, so the prediction actually was true, so 
we can see the future a little bit. 

I would like to talk about how this merger would affect consumer 
prices. Mr. Stephenson and Mr. White say they need this deal to 
sell a better bundle. That is a package of TV and Internet and 
phone services all rolled into one. But bundles are only good for 
consumers if they actually offer cost savings, not if they are struc-
tured to hide the true costs of each service or force people to buy 
products that they do not want. This merger would increase 
AT&T’s bundling power, but I am not sure that is what consumers 
want. Many of my constituents complain to me about bundles. 
They feel that they are getting a raw deal. 

Mr. Wood, you are a consumer advocate. Should consumers be 
concerned about AT&T having more bundling power? 

Mr. WOOD. Yes, I think so, Senator Franken. We have heard this 
afternoon that margins get competed away in these business be-
cause they are so competitive. I think what we see instead is some-
times margins are taken away programming costs rise more quick-
ly than consumers are willing to pay those increases. But the mar-
gins get shifted, and so even if a company’s video margins are de-
clining, even the biggest, even Comcast, these declining video mar-
gins—still high profitable, mind you, but declining over where they 
once were, their overall company margins are better because they 
are able to shift that revenue and shift those profits into broadband 
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in ways that I think are attractive to the companies but necessarily 
good for their customers. 

Senator FRANKEN. Mr. Stephenson, you have promised to offer 
your customers a stand-alone Internet plan if this deal is approved. 
Stand-alone plans are very important for consumers, especially so- 
called cord cutters who do not want to pay for expensive bundles. 
They just want the Internet. Many of my constituents want this op-
tion, and my view is that you should be offering it whether the deal 
is approved or not. 

However, this is not the first time that AT&T has made this 
promise. Back in 2006, when your company was acquiring Bell 
South, you promised to offer your customers a stand-alone Internet 
plan. But after that deal went through, you did not advertise it. In-
stead, you hid the plan deep down in the terms and conditions page 
of your website. Most of your customers did not know that it ex-
isted. This sounds to me like a broken promise, an example of con-
sumers being forced into expensive bundles that they do not nec-
essarily want. 

Mr. Stephenson, would you commit here today to selling a stand- 
alone Internet plan that is clear and visible to consumers? 

Mr. STEPHENSON. Yes, sir, I will. I will commit it directly to you. 
We have 11 million high-speed broadband customers today. Of 
those, only half have our TV product. We very much aspire to have 
a stand-alone broadband product. We are a broadband company. 
That is our primary product that we sell in the consumer home so-
lutions space today. So, absolutely, I will make you without equivo-
cation that commitment. 

Senator FRANKEN. Thank you. 
Let us talk about rural broadband. I have worked to get rural 

broadband expanded. You know, I do not know why this deal, 
which costs $67 billion, could not be invested in rural broadband, 
Mr. Wood. And I have to say that many towns in Minnesota—you 
mentioned Minnesota, Mr. Stephenson—are fed up with being dis-
connected from the digital economy, and they have taken matters 
into their own hands. They want to build their own locally operated 
broadband networks. There is a lot of evidence that these munic-
ipal networks provide excellent and affordable service and they are 
good for the economy. Mayors, city councils, and county boards 
across America want to invest in municipal broadband, but in 
many States their hands are tied. In some places, municipal 
broadband has been outlawed on the grounds that it might compete 
with private companies. This is blatantly anti-consumer, and I 
think it violates local government rights. 

Mr. Stephenson, AT&T reportedly spends a lot of money lobbying 
for these anticompetitive laws, and that has worried me about 
what you will do if you become a bigger player in rural areas. Mu-
nicipal broadband is a way for small towns to take control of their 
economic destiny. If they want to build it, the law should let them 
build it. 

Mr. Stephenson, if cities want to build their own networks, why 
should the law stop them? 

Mr. STEPHENSON. Areas that are unserved with broadband, I ac-
tually have no issue with what you said. Those where there are pri-
vate capital alternatives and private capital is stepping in to build 
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it, quite frankly, the idea of private capital competing with tax-
payer-provided capital just feels inconsistent to us with what a free 
market system looks like. But where it is unserved, it seems like 
a logical place for Government to step in and provide a solution. 

Senator FRANKEN. But, in other words, you do not deny spending 
capital, spending money on this legislation to prevent municipal 
broadband? 

Mr. STEPHENSON. I do not know if we have spent money or not. 
I have personally advocated that where we are investing or others 
are investing private capital, that we should not be required to 
compete against Government taxpayer money. But where it is 
unserved, then—— 

Senator FRANKEN. Well, I know I have run out of time, and so 
your answer is that you are not aware that AT&T has spent money 
lobbying and has given money to groups that lobby to prevent mu-
nicipalities from setting up their own broadband? 

Mr. STEPHENSON. I do not know where we have given lobbying— 
I am not saying we have not. I just do not know. 

Senator FRANKEN. You do not know. 
Mr. STEPHENSON. I do not know. 
Senator FRANKEN. Okay. Thank you. 
Thank you, Madam Chair. 
Chairman KLOBUCHAR. Thank you, Senator Franken. 
Just coming off the rural issue, a different piece of it, Mr. White, 

DIRECTV’s early focus—you and I have talked about this—was 
rural America where satellite is often the only way to go to get 
video service. You currently have more than 7.5 million sub-
scribers, 36 percent of your customers in rural areas. Serving rural 
America is important to me, as you know, and to Senator Franken 
and many on this Committee. 

Are you still committed to rural America? Will you commit to 
carrying rural-focused programming after the merger with AT&T? 
And I specifically note that AT&T is the only national carrier that 
is not carrying RFD-TV, which is an independent channel focused 
on rural America. And I am wondering what is going to happen 
with that, but I will start with you, Mr. White. 

Mr. WHITE. Sure. I think I will have an opportunity to convince 
Randall that RFD-TV would be great for them to carry. 

Chairman KLOBUCHAR. That sound very good. 
Mr. WHITE. As we do at DIRECTV. But rural America is very im-

portant to us. The satellite has unique advantages in rural areas 
where we are not competing with fiber to the home. And I think 
it continues to be important to us. Frankly, having 20 million sub-
scribers is very important for our competitiveness when we nego-
tiate content deals. And so we want to have as many customers 
that we can serve well as possible. We pay a lot of attention to 
what our rural subscribers are interested in in the way of content. 
We have over 150 independent networks that we carry on 
DIRECTV. We think the diversity of that content is important to 
our customers, and we intend to continue to actively support those 
rural areas. 

And I would say with regard to the discussion about pricing, it 
is always hard for any business person to answer, but you could 
not afford the capital to build out 15 million homes broadband if 
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it were not for this deal. And that is a significant investment. So 
without a profitable video business coupled with AT&T’s capability 
to build that broadband, we would not have it. 

So that is where the real investment is. It makes that invest-
ment a smart investment for our shareholders. 

Chairman KLOBUCHAR. Okay. Mr. Keyser, given recent media 
consolidation, not just this deal, the number of independent chan-
nels, as you well know, we just talked about it, has been shrinking. 
And we have heard from many of the remaining independent pro-
grammers that they are confronted with challenges of getting their 
content to consumers. They claim that they lack any real leverage 
in negotiations compared to channels owned by major conglom-
erates with multiple cable networks and/or broadcast networks. As 
a result, they often are forced to accept smaller fees compared to 
channels that do not rate as well, poor channel replacement, and 
more restrictive distribution conditions that the non-independently 
owned channels get. 

You have member writers who partner with independent pro-
grammers. Do you want to talk about this concern and what you 
have seen? 

Mr. KEYSER. Thank you, Senator. Yes, we are very concerned 
about that. I have had conversations with a number of independent 
programmers who talk about the disadvantage they are at in deal-
ing already with DIRECTV even before it acquires this additional 
competitive advantage, for example, policies such as demanding 
most-favored-nation deals with those independent programmers, 
which means that DIRECTV will pay only the worst deal that 
those programmers get from any other distributor. 

In addition, they often put onerous restrictions on the distribu-
tion of their content through the Internet, and those are restric-
tions that are not placed on larger providers. All of those pressures 
eventually will lead to less programming opportunities for us, for 
writers, and for viewers who see that content, and eventually prob-
ably will, in addition to that, lead to mergers of content providers, 
which is the second thing that we are worried about, in order to 
effectively compete against distributors who have an enormous le-
verage in that one-on-one negotiation over the cost of content and 
the availability of that content, they will eventually need to—they 
will need to merge. 

At some point, Senator, if you have a chance, I would love to 
speak about the question of content cost. I do not want to interrupt 
now. 

Chairman KLOBUCHAR. I was getting at that. You can answer. 
You have been kind of quiet here, you know, while making can-
delabra jokes. 

Mr. KEYSER. You know, I am an independent producer—— 
Chairman KLOBUCHAR. I think you can have an opportunity to 

talk about—— 
Mr. KEYSER [continuing]. Of answers in this panel. 
Chairman KLOBUCHAR [continuing]. Content costs. I was asking 

about that in part in my question. 
Mr. KEYSER. There is a lot of conversation about content cost. We 

have heard that it is 60 percent of the cost of doing business, that 
costs are rising. Those are descriptive and not normative conversa-
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tions about what content costs are. Quite apart from the question 
of whether a virtual monopoly is likely to pass on its own effi-
ciencies to its consumers, we ought to point out that there is an-
other transaction that is going on here, which is the transaction be-
tween those who purchase the product that content providers make 
and those who distribute it, essentially provide the shelves. 

They have every right to lower their costs as much as they can 
through a fair market transaction. What they do not have the right 
to do is to put the kind of pressure on that transaction that occurs 
when they essentially own all of the shelves. What that means is 
that if I need to sell my product, if I am the person who makes a 
television program that a writer writes and the audience wants to 
see and I have only one place to put it, I have no ability to actually 
exact from the transaction the fair cost of what I produce. And if 
that is permitted to happen, what is going to end up happening is 
the amount of product will be reduced, and that is bad for me as 
a writer and all of my writers, but really in the long run, the peo-
ple who it is most—who it puts most at a disadvantage is the con-
sumer. 

Chairman KLOBUCHAR. You know, as we talk about this consoli-
dation and some of the issues you raised, you do start to think, and 
we know we have had a lot of innovation in the last few years, and 
from some major companies, but at what point is it enough? You 
know, with the rumors of Sprint-T-Mobile, with what we had with 
Comcast, what is that tipping point when it is appropriate for anti-
trust laws to step in? I do not know if anyone wants to take—Mr. 
Downes, you believe in fair—in competition, but is there some point 
where everyone is merging, where you have too much of this and 
too much consolidation? 

Mr. DOWNES. Well, of course, it is possible. I do not see this as 
a particular risk now because, as I say, we keep getting these in-
creasing declines in the component costs of the basic technology, 
and that is what is driving the real innovation. That is what is 
really driving competition. I think these mergers, this one in par-
ticular, is, as I said, a defensive one. It is in response to rising 
pressure—good pressure but rising pressure from over-the-top serv-
ices, which is where the real innovation is happening. It is unregu-
lated, and that is where we are seeing, you know, people figuring 
out new ways of delivering content, new ways of producing content, 
new ways of attracting audience, new ways of monetizing—— 

Chairman KLOBUCHAR. Right, but how about the fact that the 
prices keep going up for consumers? 

Mr. DOWNES. Well, the prices of the programming bills are going 
up because the large content providers are forcing larger and larger 
bundles of channels onto the distributors. As I say, the FCC says 
the actual average cost per channel keeps going down, but if the 
bundle gets bigger, then you do not see that in terms of any reduc-
tion. 

Chairman KLOBUCHAR. Mr. Wood and then Mr. Lieberman. 
Mr. WOOD. Interesting on that last point that we see bundles ac-

tually leading to increased prices when they are forced on people, 
but turning to your device cost point, Mr. Downes, and your ques-
tion, Senator, that is what happens when we have a truly competi-
tive market, is we actually see prices dropping, not going up. So 
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I think that is a fair comparison, but we do not just expect to see 
prices only rising slightly or rising less quickly than they would 
have otherwise. If there is a truly competitive market and people 
are empowered to make choices and actually have choices available 
to them, we should see prices going down for technology, not simply 
treading water or continuing to spiral out of control year after year. 

Mr. LIEBERMAN. For pay-TV providers, content costs are a prob-
lem. They are rising very quickly. 

The second problem deals with the discriminatory pricing prac-
tices. Smaller operators pay 30 percent more for programming than 
larger operators, and these operators that are buying this program 
are often serving in rural areas. So when we hear about this deal 
providing benefits to rural America because AT&T is going to be 
able to lower their programming costs to provide service in these 
areas, I am left here thinking to myself that if there are concerns 
with the deal and there are concerns about not having broadband 
in rural America and service in rural America, that there are 
smaller operators that are already there having difficulties—and 
telephone companies as well having difficulties with programming 
prices. If you can address that issue, either through an examina-
tion, a report on what is going on, to better understand what that 
problem is, you could then empower those operators that are al-
ready in these markets to be more competitive in the market and 
then to use the savings that they have to further deploy broadband 
in their areas. It is a different approach to solving the problem 
than just allowing mergers to happen. 

Chairman KLOBUCHAR. Okay. One last question before I turn it 
over to Senator Lee I guess I will ask you, Mr. Wood, or anyone 
else. We have heard concerns a little bit about what Mr. Keyser 
was talking about, about MVPDs, including DIRECTV, that de-
mand very restrictive most-favored-nation or, as it is known, MFN 
provisions that ensure that the MVPD gets the best contract provi-
sions independents provide to any other MVPD, regardless of 
whether provision is negotiated as part of a broader package. These 
most-favored-nation clauses can benefit consumers in terms of en-
suring better pricing, but are there instances where MFNs can be 
anticompetitive and harm consumers? And are they typically re-
garding pricing, or are they increasingly about restricting content 
from being distributed by online video providers? 

Mr. WOOD. I am happy to answer, Senator, but I am sure others 
have views on this as well. I think that MFNs could cause harm 
to customers, and that harm really stems from not knowing what 
people are paying for each individual programming choice. This is 
often referred to as ‘‘a la carte’’ in cable parlance. And so whatever 
the MFN does to the price, ultimately, or to increase the value of 
the service or to offer people more or less choice, if consumers had 
more of a view into what they are paying, not only for each pro-
gramming stream and each programming channel, but also for 
their broadband as compared to their video programming, I think 
that kind of transparency in pricing would help to, if not get rid 
of MFNs, then alleviate some of the problems from them where 
people would have a choice and some insight into what they are ac-
tually buying and how much it costs. 
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Chairman KLOBUCHAR. Okay. Mr. Keyser, do you want to add 
anything? Then we will end with Mr. White, and then turn it over 
to Mr. Lee. 

Mr. KEYSER. To me, the real question here, apart from what Mr. 
Wood says, is that it is a two-part transaction, and the important 
thing is that we have no guarantee that the consumers get the ben-
efit of increased efficiency on the part of the combined companies. 
What we do know is that the negotiation posture that they are able 
to take with those who provide them the content, either inde-
pendent producers or independent channels, becomes unequal. In 
the long run that is fundamentally unfair, and particularly unfair 
when there is no indication that consumers are going to benefit 
from it. 

Chairman KLOBUCHAR. Okay. Thank you. 
Mr. WHITE. So, Senator, having been involved in these negotia-

tions for the last 5 years, including MFN or most-favored-nation 
discussions, I can tell you exactly how it is used. I think it of it 
as a seat belt. There is no transparency whatsoever into what the 
content companies are charging my competitors. Therefore, I am 
left there to fight on behalf of my customers to say, Are we getting 
a fair deal? I am going to fight hard for my customers to make sure 
that they are getting a fair deal and that there are not other games 
being played. And so the MFN is strictly a way to protect ourselves 
as a defensive thing to make sure that when they come in and tell 
me they want a 30-percent increase or a 50-percent increase—by 
the way, our retransmission fees have been growing 55 percent 
over the last 3 years—that I can at least have some discipline, 
some check and balance to make sure that our customers are not 
paying more than anybody else, particularly our rural customers. 

Chairman KLOBUCHAR. Okay. Last, Mr. Lieberman. 
Mr. LIEBERMAN. Thank you. I would say it from the other side 

as the smaller operators who often do not get MFN deals, provi-
sions in their contracts. When they negotiate with programmers 
and they sometimes try to ask for different types of deals, creative 
deals, deals that might address their particular circumstances, pro-
grammers often tell them, ‘‘I cannot do that,’’ and the implication 
is it is because it will implicate MFN provisions that are in larger 
providers’ deals. 

So sometimes the ways they may be used as Mr. White has de-
scribed; in other cases, it is used to actually limit the way that 
competitors or smaller providers are able to negotiate their deals. 

Chairman KLOBUCHAR. Okay. Senator Lee. 
Senator LEE. Thank you, Madam Chair. 
Mr. White, I want to start by getting your response to Mr. 

Keyser’s point about the effect of the merger on your ability to ob-
tain content at below-market rates. Tell me what your best re-
sponse to that is. 

Mr. WHITE. That is not really part of our assumptions, nor have 
we said that I am going to get anything—I do not think I get any-
thing below market rates, although I try, with the content pro-
viders. So I think what we have been saying is that in the U-verse 
geographies, the 5 million U-verse subscribers are paying quite a 
bit more for the content than DIRECTV customers do, and that we 
would get those savings. 
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As it relates to the rest of our business, you know, we actually 
think there are opportunities for the programmers with the wire-
less opportunities that AT&T has to find new ways to monetize 
their content on other platforms. 

Senator LEE. Okay. And so your assessment is that the net im-
pact of that would not leave the content providers without a place 
to sell their product. 

Mr. WHITE. No, absolutely not. And we expect to have even more 
channels carried over the top. So, for instance, today we have Pan-
dora and YouTube, but it requires Internet. And for us to expand 
that to other opportunities of channels that want to go over the top 
as an app, we need more Internet. 

Senator LEE. Okay. Mr. Lieberman, you raised some concerns 
about DIRECTV’s vertical integration and specifically about the 
prices that it could charge to its rivals for content that it owns, 
that DIRECTV owns. 

Mr. LIEBERMAN. Yes. 
Senator LEE. You also expressed some doubt as to whether arbi-

tration could take care of that, some of kind of arbitration require-
ments could take care of that. Which content in particular do you 
think DIRECTV could either withhold from its rival—that it could 
withhold from its rivals? And why don’t you think arbitration 
agreements might work in that context? 

Mr. LIEBERMAN. Sure. Thanks for the question. So, generally, re-
gional sports networks are the most in demand the highest-priced 
programming, and vertically integrated operators that own that 
programming have the highest incentive to charge their rivals high 
prices for that. So, in particular, like Root Sports Rocky Mountain, 
which covers Colorado as well as Utah, I have nine members in 
Utah that carry this programming. They also compete with 
DIRECTV, and they have to negotiate with them for this program-
ming. DIRECTV has an incentive to charge them higher prices 
than they would charge to anybody that they would not compete 
against. 

This issue has been raised in other merger considerations at the 
FCC, and the FCC has found this to be true with economic theory 
as well as evidence. And what they have adopted is they have said 
that existing program access rules are not enough, that we need 
to—and their solution to it was baseball-style arbitration, where, if 
there is a negotiation impasse, both sides put in their best offer, 
and an arbitration decides what is closest to fair market value. 

It is an elegant solution that works well for larger operators. The 
cost is estimated to be $500,000 to $1 million. So if you have that 
kind of money and the program is—and the cost differential is 
going to be that great, you go for it. But the operators that—these 
nine operators I mentioned, like an operator in Spanish Fork City 
has 5,000 subscribers, you are not going to spend between $500,000 
and $1 million to pursue this remedy in order to save yourself, you 
know, a smaller amount. 

So there needs to be a remedy that is adopted to address this 
problem, and there needs to be some new thinking on it in order 
that all providers can benefit from it. 

Senator LEE. Mr. Downes, as you note in your testimony, the im-
portance of broadband appears to be on the increase, you know, as 
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consumers are increasingly relying on that medium, and not just 
for data but also for voice and even for video. Do you see this trend 
continuing into the future? And how do you see this particular 
transaction impacting that trend in the market for high-speed 
Internet? 

Mr. DOWNES. Thank you, Senator. So essentially we now have, 
you know, almost complete convergence of a lot of different tech-
nologies for distributing voice, data, video, have now all pretty 
much converged on the Internet as the one set of protocols that 
they are going to use and it does not really matter anymore so 
much what tech—some technologies are better for some things 
than others. But, yes, broadband Internet is going to be the core 
of how not just content but how all interactions happen, including, 
you know, the Internet of things and home security and all the fu-
ture services that are going to be built on top of that network. 

I think as far as this transaction is concerned, the one thing that 
is very important to note is, with all due respect to Mr. White, sat-
ellite is not a particularly good technology so far; at least the phys-
ics of it do not seem to really work very well as a way of commu-
nicating broadband speeds. And so if DIRECTV is going to remain 
a viable competitor in this market, it really needs not just better 
integrated broadband, but really natively broadband technology, 
because, you know, it is not just that I want to watch TV now and 
then I want to do some Internet later. It is I am going to start 
watching a program on one device, and I want it to pick up on the 
other device exactly where I left it off. And that is not just about 
the kind of business integration that the parties are talking about. 
That is really a technical integration that is going to be essential 
to deliver, I think, what are going to be next generation broadband 
services. 

Senator LEE. Mr. White, my sense of due process is such that I 
feel the need to give you the chance to respond to Mr. Lieberman’s 
statement a few minutes ago. 

Mr. WHITE. Yes, so two quick points. One, I think that is exactly 
why we are excited about this opportunity, is we get broadband 
and we get it in many more places because we will have a profit-
able video business married to a broadband business, and it under-
pins the investments that AT&T is promising. 

The second thing I just wanted to say on the regional sports net-
works, I would be the first to tell you that the regional sports net-
work business is a difficult business. We have had our own chal-
lenges at DIRECTV in Los Angeles. But I would also point out that 
the three RSNs that we have, in Pittsburgh, in Colorado, and in 
Seattle, AT&T does not overlap in any of those geographies and is 
not a factor. So it has nothing to do with the merger. 

Senator LEE. So this merger would not impact any of those three 
RSNs? 

Mr. WHITE. Not at all, no. 
Senator LEE. Okay. All right. Thank you. I see my time has ex-

pired. Thank you. 
Chairman KLOBUCHAR. Okay. Well, I think we are done here, 

and this has been a very good hearing with a lot of good questions. 
I think that while we see that there are—the services are com-
plementary in many ways and there are some benefits that have 
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been laid out, we also see that there is some estimates that 41 per-
cent of the market share the two companies have in Los Angeles, 
42 percent in Dallas, 43 percent in Atlanta, and so we have some 
issues there. And then also I think that the witnesses have done 
a good job of laying out some of the content concerns and the lever-
age issues, which I am sure we will be exploring more with ques-
tions and information to the Justice Department and the other 
agencies. 

But I do want to thank the witnesses once again. You have done 
a very good job. I do want to ask unanimous consent that we in-
clude the following items in the record: a letter from the Commu-
nications Workers of America supporting the merger; a letter 
signed by the National Association for the Advancement of Colored 
People, the NAACP; and the National Association of Black-Owned 
Broadcasters that also notes some issues that I think are very im-
portant. 

Then we also have—okay, we have multiple copies of the letter 
in case everyone wants one. 

[The letters appear as submissions for the record.] 
Chairman KLOBUCHAR. We will keep the record of the hearing 

open for 1 week, and I want to thank our great staff that have been 
working on this hearing: Caroline Holland, right behind me, whom 
many people know; and Kate Geldaker; as well as all of the staff 
for Senator Lee and Senator Leahy and everyone who has been in-
volved in this hearing. These are complicated matters. They are 
very important to consumers, and we look forward to working on 
this in the months to come. 

Thank you very much to all of you. The hearing is adjourned. 
[Whereupon, at 4:26 p.m., the Subcommittee was adjourned.] 
[Additional material submitted for the record follows.] 
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