


ALLIANCES ABILITY TO MEET CUSTOMER NEEDS

We will assess the performance of the traditional alliances
against the four key customE)r needs

Understand Customers'
business needs

S~pply of ~dva"ced
services

Source: hltp:llwww.bl.comlglobal_reportsl1998-99Iinlro.hlm. 8/7/98.
hllp:llwww.bl.comlglobaUeportsieuropean_buslnessipage 6.hlm, 8/7/98.
hllp:/Iwww.lma.org.uklinduslry/researchlTmaSurv98Pres4.hlm. 29/1/98.
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ALLIANCES ABILITY TO MEET CUSTOMER NEEDS

Overall, customers believe alliances perform poorly compared to
others - even in supposedly strong areas such as global reach
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From a customer perspective, the clear winners are often the new carriers.

Source: Communications Week, International Survey of Telecom Users. April 1993.
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ALLIANCES ABILITY TO MEET CUSTOMER NEEDS

Customers do not believe the alliances lead the field
in terms of the extent of thei~ global reach x

Rank the Four Major Carriers Based on Extent of Global Reach
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"1f a carrier or alliance advertises they offer a global service, I would be
quite happy to take them to the Advertising Standards Authority"
-R Sykes, Group Information Systems Manager, leI.

Source: hltp:/Iwww.totaltele.comlwinnlng.html. C. Mendler, Users Intensity Carrier Evaluation, Communications Week International (5/9/97); C. Mendler, UK: But no Bouquet For Users,
Communications Week Intemational, 25111/98.

Not: Communicalions Week Internalional survey of telecom customers, April 1998, covering 731 business telecom users from 85 countries, users ranked on a scale of 1-5 where 1=very
poor and 5=excellent.

Gemini Consulling limited

Tracker

- 25-



ALLIANCES ABILITY TO MEET CUSTOMER NEEDS

Alliances also do not deliver any significant price
advantages x

Rank the Four Major Carriers Based on Attractiveness of Pricing
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Source: hllp:/Iwww.Iolallele.com/winning.hlml.
Nol: Communications Week Inlemational survey of lelecom cuslomers, April 1998, covering 731 business lelecom users from 85 counlries. users ranked on a scale of 1-5 where 1=very

poor and 5=excellenl.

Gemini Consulting L1mlled

Tracker
- 26-



ALLIANCES ABILITY TO MEET CUSTOMER NEEDS

• • • or a better portfolio of services offered x
Rank the Four Major Carriers Based on Services Offered
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Global One is the only alliance positioned strongly is this area.

Source: hllp:/Iwww.totallele.comlwlnnlng.html.;
Note: Communications Week International survey of telecom customers, April 1998, covering 731 business telecom users from 85 countries, users ranked on a

scale of 1-5 where 1=very poor and 5=excellent.
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ALLIANCES ABILITY TO MEET CUSTOMER NEEDS

Generally, all operators including alliances fail to
understand the customer's business x

Importance/Performance Ratio of Telecom Suppliers to the Industry

10

Being Innovative•
• Understanding r

• Able to contribute to
strategic thinking

Good underslanding· Understanding your
of your company I capabilities

Good knowledge
of sector

Performance
of Operators

Today
5

o
o 5

Importance

levant technology

10

Source: Bruce Hepburn, On-line Communlcallon Trading and Information Services (Mactavish Hepburn Research 11/97)
Note: UK data. n =350 consultants, 200 phone Interviews, 60 briefings.
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ALLIANCES ABILITY TO MEET CUSTOMER NEEDS

The Global Alliance model may be an idea whose time will never
corne, with new carriers for integrators being the likely winners

Ability to Meet Needs

d '\I:t'~."'·'·r<;', ".Custo~er N~! '.: ~.•
;':.::- '. :';~l-~~... .

Capabilities Requ'r!!~ to p.~llv~r..Needs r.. , I. I.'

. - ~., /j:: : '-.~ \;:~':'~: ~.~;~~.*:

Global Alliances ., :,ifd.;'
.'. ... '.: :~"~! ;~i~~~lt New carrl~rl "Hi

"':" :." ,:.' ':jatj;~i-~
. ,,;•• ,I,..."",H·,iiIl'>.

System ,",~qr~'~r~~t.;
~., .-. . t • • .;.", .

Global World
One Concert Partners Worldcom

a etC)
Global Sales, Services
and Support

Globally Consistent
and Lower Pricing

Supply ofAdvanced
Services

Understand & Tailor
to Customers'
Businesses

• Internationally Interconnected, services with
network In all key geographies

• Consistent service level across geographies

• Global processes

• Global distribution and support network

• Clear decision maker

• Owned Infrastructure, or

• Open relations with lowest price national
operators

• Level Interconnect pricing

• Low overheads

• Ability to tailor best solution for customer
• IT/system Integrator capabilities

• Network that supports voice, data and video

• External, customer focus

• Vertical Industry knowledge

• Central knowledge management

~

()

~

()~

()a~

~~

C)

•
C)

a

Equant!
Slta

•
C)

()

()

IBM

•
a
•
a
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EXECUTIVE SUMMARY

Multinational customers are demanding advanced, integrated
services that challenge the capabilities of traditional operators

Understan~
Customers'

Business Needs

/
Supp'ly of

Advancect Services

Global Sales,
Services and

Support

G'obally Consistent
and lower Prices

Gemini Consulting Limited

Tracker

Capabilities Requir~d ~o M"et Needs

• Ability to supply interoperable
services in all key countries:

-Owned network or agreements.

• Distribution, customer service and
billing systems using same
standards worldwide.

• Consulting/solution delivery
capabilities

• Integration capabilities

• Network that supports data and
e-commerce services
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IMPLICATIONS FOR THE FUTURE

In this new world, we believe the telecom alliance model
will be squeezed out by either owners or integrators

qwn/";:;~H'r! .... ....
\,

---------

•

-~------------..--
High

Low

Ownership
of Network

Assets

~w ~h

~ I Ability to Provide Global Service Range a I •

a. A position at the high end of the Global Service range would include broad geographic coverage and a full service range (voice, data, video, Internet)
b. Equity Investments are national operators (I.e. VIAG Interkom, Cegetel, etc.)
c. European Virtual Private Network Users Assoclation.
d. Partnership with CSC

Gemini Consulting Limited

Tracker
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IMPLICATIONS FOR THE FUTURE

We will examine three new models to understand success
factors for serving multinationals

Examples To Be Explored:

WorldCom

IBM and
System Integrators

AT&T and 8T
Joint Venture

Gemini Consulting Limited

Tracker
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IMPLICATIONS FOR THE FUTURE

WorldCom is shaking the foundations of the global alliances
with its aggressive international acquisitions and investments

WorldCom Corporate Development

11/83 3195 5195 1196 3196 6196 8196 3/97 9/97 10197 11/97 3198 7/98

llunched ATM
service. Icross
US Ind Europe

Alllincewith
Telefonles

Acquire.
MCI
I
I
I
I
I
I
I
I

Announces
construction

of f1bre-optlc pan­
European network

P!"":.u"ipleLL f a f a L 1 EEL a I
(~

i I I I I I IAcquires I Acquire. 30% I Acquire. Merger with MFS I Acquire. Merger wllh
WIITel I .tlkeln TCl I Choice Cellull ~~nl"'~i'es!'on. ! com~t~rv!. Brooks Fiber

I.
MFS ~cqulred -, : I Acquire. NlNe' I

UUNet ----
__ -T" _

I
WoridCom I

lequire. BlT
T!e~~OI~~I!~

"WorldCom is really leading the pack at the pack at the moment"
-B Flanigan, Ovum.

Source: WorldComlMCl, Communications Today, 10/3/98; A Kupler, MCllWorldCom, Fortune, 27/4/98; "WorldCom Steals a lead with US-European ATM, 0 Molony, Communicalions Week
Inlemalional, 20f7198; hllp:/lwww.wcom.comlaboul_WortdComIcorporate-lirneline/.

Gemini Consulting Limited - 34 -
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IMPLICATIONS FOR THE FUTURE

As a result, WorldCom's network provides full local and
outbound services to its international customers

~..~~~ .' .f~(~f~i .~~;~:;;~;'~~"\:~ ... ' ;.,
"

j .' ,'.

~rf~4f'
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Public Switched ." .I .I .I .I .I
Voice

Corporate
.I .I .I .I .I .I .I .IInternational Direct ."

Dial

national Frame .I .I
Relay

International ." .I .I .I .I .I .I .I .I .I .I
Frame Relay

International ." .I .I .I .I .I .I .I .I .I .I
Private Circuits

Metropolitan Area London Frankfurt Amsterdam Brussels Stockholm 47 Cities
Network

Global Transit
Internet ." .I .I .I .I .I .I .I .I .I .I
Connectivity

Corporate Internet ." .I .I .I .I .I .I .I .IServices

Source: www.wcom.com
Gemini Consulting Limited
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IMPLICATIONS FOR THE FUTURE

Their network allows them to capitalise on the fastest
growing segments of the European data market

WorldCom's European Strategy

• The company is focusing primarily on the $60bn European business market:
- It will deploy broadband (frame relay/ATM/lnternet) infrastructure in key local markets along high-traffic, long­

distance and cross-border routes.

- The European business communications market is expected to grow at a CAGR of 8.4% to 490bn in 2001.

• The UUNET and MCI acquisitions will provide WorldCom with the largest Internet backbone:

- UUNET is a leading ISP in Europe and focuses on the corporate market.

• WorldCom is currently constructing pan-European and transatlantic networks:

- The two systems, Gemini and Ulysses, will position WorldCom as the first and only facilities-based 'North
Atlantic' telecom company.

• The company has signed interconnection agreements with the incumbent phone companies in
Germany, France, the UK, Sweden and the Netherlands:

• These countries comprise 600/0 of the European market.

• WorldCom's merger and acquisition, alliance and construction activity will allow the company
to provide integrated services entirely across its own network

War/deom is well-positioned to capture a significant market share from
incumbent te/ecom carriers.

Source: CIBe Oppenheimer Report. February 1997.

Gemini Consulting Llmlled

Tracker
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IMPLICATIONS FOR THE FUTURE

WorldCom has undertaken other acquisitions to expand its
telecom presence worldwide

WorldCom Strategic Ac.quisitions and Alliances

Merg~rl ' ,
,CPIfIPlt"f"• . ': i .. ,Ar:qq/s.ff/q"l:· P"ffJ ~osf " . $'rnffJ9r':, .," . .

, .' Alf(~"c~ ' , .. , .

• To create strategic business ventures and enter new
March markets In Southern Europe and latin America

Telefonlca and MCI Alliance 1998 - • To leverage Telefonlca's experience In low
teledenslty areas

UUNET acquired $ • To consolidate WorldCom's position In the
Nlnet, leading Dutch Acquisition ~;~~' :::::n- European business-focused Internet services
ISPO market

Ma and • Interconnection agreements to allow any WorldCom
France Telecom and Agreement Y _ customer to communicate with any subscriber on
Deutsche Telecom June 1997 France Telecom or Deutsche Telecom's networks

BlT T h I I Acquisition August nfa • To expand WorldCom's presence In the prepaid
ec no og es 1997 phone card market

Williams Janua· To acquire nationwide US transmission network of
Telecommunications Acquisition 1995ry $2.5bn 11,000 miles offlbre-optlc cable and digital
Group (WllTel) microwave facilities

Source: www.wcom.com; Financial Times, 3 September 1997. 1997 Annual Report, Business Wire. 1 August 1996.

Gemini Consulling limited
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IMPLICATIONS FOR THE FUTURE

As a result, WorldCom is well positioned to provide
multinational customers with full products and services

•..',·,'·... :·....,·,~tllfit· ,;.- ,.

WorldCom ~apal;!II'!'~.YtW~··
'... :. I)' :I'i "',.'"

.....•.\ "." ..~.;·-.,·it"~l~J"'~tl\AI~l'i'~i.·;I'I"i1;"'>~I.W·

()Global Sales, Services,
and Support

• Own network linking US and major European cities

• Services stili relatively basic

• Wide range of services Including Internet and basics
• Wide network of partners----------------------------------------------------------------------------------------------------------_.

Global Best Pricing • Perceived to have best pricing
• US long distance facilities

• Advanced Infrastructure In Europe _

• Able to bundle Internet services •

• Significant undersea cable Investments

• Achieve cost benefits of sharing network traffic----------------------------------------------------------------------------------------------------------_.
Supply ofAdvanced
Services

• Building pan-European network

• Focuses on data solutions

• Largest Internet backbone

• Able to supply Integrated services across network

• International data network

a
Understanding of
Customer Businesses

• Current emphasis, now that network Is expanded Is
on product bundling ()

Source: htlp:/Jwww.wcom.co-.!Jlinveslor relallons/annual reports/1997/1etler/.24/7/98.

Gemini Consulting limited
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IMPLICATIONS FOR THE FUTURE

As a second model, system integrators are also well positioned
to meet multinational customer's emerging needs

Customers look for increasingly
complex voice/data solutions . ..

... and look to system integrators to manage
solutions

Communication Services
Value Chain

Perceived Market Positions-Risk
Management (Tier 4 players)

Basic Telecoms Services
• Basic voice over PSTN
• Data over PSTN

Advanced Transport Services
• ISDN
• LAN interconnection
• VPN
• Intranet Infrastructures

13

61

66

64
63

60

5.
_ 51

55...
~'"

37

Ande,.en

IBM

SEMA

Logici

EDS

CSC

Cap Gemini

Systemhou.e

ICL

Oracle

Syntegrl

Microsoft

Siemens
NCR l-------, Z5

BT ZZ

AT&T I'

MFS WorldCom II

Nyne.

Energls

Telslra

Mercury

GlobalOne

Coli

Telewesl

Vodafone

Cellnel J----- ----~ ~

o ZO 40 6lI 10 100

¢

Advanced Services
• BPR
• Bespoke applications
• Systems Integration
• Solution Delivery

Packaged Applications
• e-mail
• EDI
• On-line information
• Internet services

Source: B. Hepburn, On-line Communication, Trading & Information Services, MacTlIrlsh H_epbum, 1997.

Gemini Consulting Limited

Tracker
- 39·



IMPLICATIONS FOR THE FUTURE

IBM Global Services has already been very successful
recently in winning global telecom contracts

EJ(~'fIplespf IBM Globtff S,rvices

• Cable & Wireless and IBM Strategic
Partnership:

-IBM Global Service has been selected to
provide C&W will IT solutions and manage all
Customer Management Systems

• NTT and IBM Agreement:

-Agreement to provide international data
transmission network services by connecting
NTT's international data transmission service,
Arcstar frame relay network and IBM's frame
relay services

• IBM has large data network and offers
services in over 46 countries

Gemini Consulting Limited

Tracker

I~M Streffgths

• IBM is well positioned to be Integrator
for customers needs

• They are moving towards becoming
more of an integrator by selling their
network assets

• They will have increased ability to be a
non biased integrator-something
telcos cannot do

• The aim will be to take the value add
component away from the telcos

- 40-



IMPLICATIONS FOR THE FUTURE

System integrators will win by purchasing commodity
services and adding value by tailoring solutions

Custom" N_..Jt~·I~i#~~~7J;:~
,;':f.i;>f··.,! .... ,.'i~'1

. ," ··! ....~··.i.:!.'d:l~~I'!· ~ .•:
... :,! ·,t,: :..'!i.t.'~lr,,':'~l"'lll:ll\ ... !~l':.~

Global Sales, Service and
Support

Globally Consistent and Lower
Pricing

Supply ofAdvanced Services

Systems Hous~ Capffb/ifffA~:.t.
• ...• .! .!:~i;;if ,:':;,,~J·.,F·~·;\.·\'I}i.::*:~:~

• Purchase from suppliers as and where
necessary

• Use Integrator skills to overcome
Interoperabllity

• Purchase from suppliers as and where
necessary

• Use integrator skills to overcome
Interoperablllty Issues

• Multiple Industry overview

• Select most appropriate suppliers

• Work at senior/strategic level

• Computer-based background

Ability tel 4'!!fl' N~;~~'J,~~
.~. " :o., •.".:':. ~!I.!I,~•

.:,' ~ .-' •• 'I.· .... ; .....Jlr· t.,IIIf:"'_lfln.'I.'I'J.~...

e
'it

e
------------------------------------------------------------------------------------------------------

Understand and Tailor to
Customer's Business

• Leverage Industry expertise

• Complete value chain overview

• Experience In consulting and network
Integration

Gemini Consulting Limited

Tracker
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IMPLICATIONS FOR THE FUTURE

The recent AT&T and BT Joint Venture is also a step in the
"owning" direction

• JV between 8T and AT&T.

• AT&T to move out of Unlsource In 2000 and World Partners In 1999.
Structure • Concert to be folded Into JV.

• JV will have 4 parts-Retail, Carrier's Carrier, Concert, IP Network

• Partner distributors (I.e. VIAG Interkom in Germany).
Customers • Use of Concert's non-excluslve distributors.
S"/,~/D;~trfbut/on

• Focus on financial, 011 and IT customers.

• Internet protocol packet switched network.

• Integrates voice and data.

Netwprk • Intelligence via software organised Into new 051 layers that sit above
TCP/IP.

• Users have ability to build own services via Application Program
Interfaces.

• $3bn Investment.

Finane/aIs • Projected sales $10bn.

• Anticipated growth of 15% per annum.

Gemini Consulting lImiled

Tracker
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IMPLICATIONS FOR THE FUTURE

The JV has many characteristics of an emerging player,
despite being an alliance

, ' . ( ....:,~.~'t... i.,·~· I~~; ,.J ~:" '.

W~a~"~~$'$
,. <·,t::·~ " ;::!...'''~tr~"gths· .

• Owned network based on latest • May need to give up some assets:
technology: - Particularly transatlantic cables.

- Global services.

- Advanced Services. I I · Two very strong players need to find
a way of working together:

• Strong networks worldwide have I I - No controlling stake.
potential for cost advantages.

• Network build Is based on leading
• JV is only two very strong partners, I I edge technology requiring radical

rather than a confederation rethink in technology and

-
organisation.

• Each player already has links with
key customers. I I • Customers may be scept,cal of new

- technology.
• Strong network of BT owned

European and Asian Investments. I I • Non-exclusive distributor lacks
control.

Gemini Consulting Limited
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IMPLICATIONS FOR THE FUTURE

All of these new models share common features that
position them to win multinational business

• Focus on leveraging a core competency:
- Network operation and transmission

- Integrator skills

• Clear strategic intent to go after multinational companies:
- View European investments as a combination of assets to be use together, not as a portfolio of

separate businesses each contributing on its own.

- Broad coverage of major European cities

• Own or use of a network that is interoperable across countries

• Simply organisation structure that does not have too many bosses

IfAmeritech chooses to compete for multinationals, they need to consider
options that will provide them with these attributes.

Gemini Consulting L1miled

Tracker
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NASDAQ: WCOM*#

SALOMONSMITHB
,....·~·~~l;·~;~;;:···;~~·:·:::::;~~·::~ ..~::~:= ·····_ ___ ~;;;;.~~ ..~.~~~, !

Jack B. Grubman (212) 816-2877 Company Report
jack. b.grulmuzn@mnb.cDm

Sheri McMahon (212) 816-3193 1~tlt~%~_i Christine Gochuico (212) 816-2862 Growth
1 Arzu Cevik (212) 816-6681

WorldCom, Inc.
._-_._-_.._-_ ---

Rating: 1M (Buy, Medium Risk)---------_.._-..-
Combination with MCI Creates the Only Legitimate
Telecom Large·Cap Growth Stock

..... 04 ~h - ••••••u 0 , .

Opinion: ~ We are reinitiating coverage of WorldCom following the
shareholder vote on the Mel merger with a 1M (Buy,
Medium Risk) rating. a 12-month price target of $60, and
a 24·month price target of $90.

Ili WorldCom pro forma for MCl represents a. large-ca.p
growth stock in the: samt vein as Merck~ Home Depot,
Wal-Man, Disney~ Microsoft, etc.-an $83+ billion
mar.kct.cap company with five-yea.r top-line growth of 17%
and frve-year EPS growth of 32%. We believe WorJdCom
should trade at a 3Ox-35x multiple of earnings-similar to
these other largc.c:ap growth stow.

!!S WorldCom has the most diverse set of strategic assets in the
telecom industry and Mel brings WorldCom a base: of
large customers, a world-class sales force, and systems
capabilities to lcvc;:rage these assets. The result is the only
true fully integrated loc:alJlong-distancc on·nct provider of
voice, data, and IP on. a domestic and global basis.

Il W orldCom represents the best combination of growth and

value in the global telecommunications industry.

Price 52-Week - Earnings per Share - - PIE RaUos - Est. S-Yr•

.~~~_!.!.!.!~._ .!'_~!'.!~_.._!..~~~._ ..!.!!!!!_.._~1:!.!-!!!_., ..~?:!98E 12189& Yield EPS GrOWlt1

$42.75 $45-$21 $0.40 $0.85 $1.90 50.3x 22.5x Nil 32%

saP 500: 11 09.55Market Capitalization: $46 billion ($83 billion pro torma for Mel)
~ "' _---- ' - '.__ ~ --..._.._----_.._-_-._.-_ __-_ _-~-~.._-._-_._ ~--'.~ .." "....,." , , "
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The Only Legitimate Telecom Large-Cap Growth Stock
_u,. _

fi * $" 1M .... -
SbttiIg;, 7'., "",$utive­
JUTOS!P'rtth oIJ2S..
fille.year rev"",. ,.,rhof
7]x'

WorIdCom is dlue<hip~

AI' grt1tIIIh stock whkh sI»uJd
tntk at OWl' ;, lOX PIEntio.

We believe WorldCom represents the only legitimate large cap growth stock
in the entire telecommunications universe. Using 1999 as a base: since: this
will be me first full year of Mer being included in WorldCom, we believe
WorldCom can. grow earnings aL a 32% per year clip over the next 5 years
with revenue growth running at 170/0 per year. Specifically, we believe
WorldCom's EPS will rise to $2.90 in Y=t 2000 from $1.90 in 1999, to
$4.00 in 2001 and to $5.25 in year 2002. At the: same time despite capir:a.l
spending of $7-$8 billion per annum (or $30 billion plus cumulatively over
four years), WorldCom's free cash flow per share should rise from slightly
Jess than $1.00 per share in 1999 to $4.20 per share by 2002, which would
allow WorldCom to even further dd~rage taking its deb[~to~total.capital

ratio from less than 30% in 1999 to the mid·teens by 2002.

Given that WorldCom pro forma for MCl is an $83T billion marker cap
company with $38 billion in revenues, its aforementioned growth Ntes of
revenues, earnings, and free cash .flow pUt WorldCom in rarefied company
within the S&P. In fact, if one were to find comparables to WorldCom in
terms of size and growth the: lin would be very mort and would include the
likes of Merck, Home Depot, Wal·Mart, Cob, Microsoft, Gillette and
Disney (sec Figure 1). These companies on olveragc have $33 billion in
revenues, $128 billion of marUt cap and on average, grow revenues and net
income 15%-20% per annum. More importantly. the average PIE rauo on
1998 earnings for chis group of companies is 40x, a PIE that this group
consistendytradcs at year in and year out. Thus, we bdievc that WorldCom,
whose relative strategic position within its in.dustry is very strong, who has
revenues almost double me aforementioned companies, a.nd who will exhibit
growth ratcs at least as strong as these companies, is the only wecom stock.
that deserves to be added to the list of blue.chip large cap global groWth
stacks and hence, we: believe we will see WoddCom consistendy trading at a
30x-35x PIE year in and year out.

-~,~ "'~(~ .....!.:'...:L~' "l ~. ~;a"""1 l;i , .. - "1 I~O:~

'---,., ::.·R ~;::v I ':Ju ~ ',R ::;;'j

'.",tC':::f) P~,... ~nd_,-, GP,,:.)'.'.TH EPS G~C\~/TH ~!;:2E

CocaCobl $195,288 $19 biHion 10~ $1.88 17% 47.0
M-rek 160,300 $24 billion 18% 4.40 13% 29.7

Gillette 6",830 $10 billion 16% 2.98 17% 40.6

Home Depot 52,806 $2411IDlon 31'1. 1.55 30'% 44.4
Walmart 114."1 $119 biUion 19% 1.77 14" 2'.7
Microsoft 232.608 513 biDion 33% 1.65 37% 52.9
Disnay 74.326 $23 biUion 25% 3.18 19% 33.9

Ava PIE 311.6

la.R.v.nuN ulla EPS 99 PIE

WorldCom S83260 t38 billion 17% ~1.90 32% 22.5

Note: WCOM i. III8led in 111911 18rml .lnco 1999 WI. De lila Ilrsllull yNl'lor IN combined WCOMIMCI.
OOllNo; _ 130m"" lnoJa.l"""'" 8ra1tl... Inc;

._ __.-.. n n - ••• _ •••• - ••_-._ ••••~._ .
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Ow 1Z-mtJlllhprice -set i5
$liDfMt str.n fIIId ,...24-11HJ1J1h
price taTgeI is $JIpeTsIwe.

Based on our earnings forecast, we bdieve WorldCom should trade at $60
per share over the next 12 months and at $90 per share within the next 24
months. Using a discounted cash flow model on the new WorldCom and

very conscrvativcly putting single-digit multiples of EBITDA and mid-teens
multiples of earnings on WorJdCom's 10 ye~r out numbers, the net present
value translates into over $70 per share. Even after a public trading disc:ount,
this nets WorldCom a valu~tion in the: $60 range. Suffice it to say,
WorldCom is a must own stock, since no company has its divenc set of
assets, strategic position, and relative valuation to its growth rate.

,m*==
WorldCom's Strategic Assets Are Unmatched

WorldCom has the most diverse set of m:ltegic assets in this industry. In
fact, one could easily draw a paralld to Microsoft where in the future,
somebody will likely write about how thc major telecom players in this
industry allowed WorldCom to compile the best set of assets, just like people
have wondered how IBM could have allowed Microsoft to usurp it in the
opet"olting systems world. We believe that there will be two to four global
players who are fully integrated. facilities·bascd providers of network services
with WorldCom being the only fully integrated communications provider at
the current time. We belj~ the companies that will trade at premium
valuations in this industry will be those that can provide end-to-end
connectivity especially for business customers that demand data and Internet

protocol (IP) services. Basically. if one divides the telccom world into
residential versus business on onc h~nd and voice versus datalIP Oft the other
hand, as a carrier you want to be skewed towards serving business customers
with non-voice services. This is be::cause selling voice to consumers is
increasingly becoming a commodity whereas if a carrier can provide secure,
rc::liable broadband data networks on a global basis, that carrier will command
premium pricing (gross margins on data run double those of voice).
Moreover, chum in dara, especWly among enhanced data network offerings.
is virtually zerc>-as opposed to the high chum in voice:. Thus, thc III of a
data service's product life is much higher than for voice. In fact, if a carrier
has superior data capabilities, it is likely to get a busineu' voice traffic as well,
with Lhll.l voke traffic likely to be less susceptible to cheap minute
promoliuDJ from competitors.

If a carrier cannot operate and control network assea in the major bwiness

,cnters around thc world. it will not be: able: to guarantee service reliability
and quality nor provision broadband services on a. moments notice.
Furthermore, the greater the percent of traffic that is carried on-net, the
lower the:: unit cost function since on·net traffic runs at "cost" whereas traffic
that is resold. by ddinition. runs at a multiple of somebody else's cost. In
order to be such a crrier, we believe a company needs local network assets in

6 WorldCom, Inc.
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least. one 1o ftWJ YNI'had
stiIrt in theptrNision 01
~ fKiIities-based end­
rD-endSBlIku OWl'MIJeT

Iekos.

the top 100-150 MSAs' around the world, Jong-haulfiber networks in North
America, Europe and parts of Asia, ownership of undersea fiber cable to
"connect the: dOTS" and of course, an IP backbone. Given that 70% of the
world's telccom rc:vcnues originate out of llix countries (U.S.• Japan. UK,
Germany, France and Iwy) with 80% originating out of 20 countries, and
that two thirds of the world's country to counrey calling touch North
America and Europe, ownership of network :we:ts in these markets i$ critical.
This is especially true for supporting business customers. $mce these ratios arc:
even more pronoun.ced for che bwiness marbt and espc~ially for data/IP
applications. Since we conunue to bc:lic:ve that there will be: a chronic:
shortage of bandwidth, ownership of end-to-en.d bandwidth is key to having
long-term, profitable growch.

WorldCom's asset footprint is unparilldcd within the tdecom industry.
Including MCI, it is the second largest long-distance carrier in the U.S., the
largest Internet service provider in the world. the second largcsr carrier of
international voice traffic in the world, the largest CLEC in the U.S.,
Wesu:rn Europe, and Japan. and the largest U.S. provider of overseas private
line networks. Figures 3 and 4 aM Figure 10 (see pp. 28-29 for Figure 10, a
map mat depicts WoddCom's international assets and a separate map inset
that shows WorldCom's Pan~European Ulysses Network) demonstrate
WorldCom's depth and brc:a.dth of network assets while in Figure 2 we

compare WorldCom to other leading tdecom companies and it is dear no
carrier has WorldCom's diverse set of network assets. WorIdCom operates
pIa forma with MCI a 45.000 mile domestic Iong-disLanc:e Hbcr network
which puts it on par with ATacT in terms ofscale and scope and WorldCom
has an OC.48/0C-192 backbone. In addition, WorldCom operates in 100
domestic local markets with facilities-based netwOrks where it has fiber into
or in front of over 30,000 buildings with this figure rising by 10,000
buildings per year. With UUNET. WorldCom has a ubiquitous IP
backbone running at an OC-12 speed (&ster than any other IP backbone)
with over 1,000 poin~ of pr~D.C:C:, 550 ofwhich are outside the U.S.

In addition, internationally, WorldCom is in 27 international financial
center markets with either facilities-based local networks or soon [0 be
facilities-based operations in 13 European and Asian couanies (including
operational networks in Hong Kong and Tokyo where WocldCom received
the first facilities based lic:ense). These marktrs include: Amsterdam, Berlin,
BrUS$CIs. Cologne, Dublin, Dussddorf, Frankfurt, Geneva, Hamburg,
Hanover, London, Milan. Munich. Paris, Stoc:kholm, Stuttgan, Zurich,
Hong Kong, Singapore, Tokyo and Sydney. WorldCom is on track to have
35 fully facilitia-hasc:d opc:rating local networks in major financial centers
outside the U.S. byyear·end 1998.

1 MSA = mctropolj~ serviag area.

............................................ u ••••••••••••••••••••••_ •••••••• _ _ _ _ <& __ __ .
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WorJdCom's approach to international markets has been to first build a data
node, then expand to a data network and put in a voice switch. As the mffic
demands andJor regulatory climates dictates, WorJdCom then puts in fiber,
and ultimately, full-blown loop networks. This approach ensures that
WoddCom efficiently deploys capital while effectively building its presence
among business customers in a given market, first with data offerings. then
with voice services. Thus, at various stages of devdopment. cities are in
various forms but WoddCom never goes into a city with a data node without
the intention ofhaving a fully facilities-based operating local networks.

WorldCom has ownership in all the major undersea fiber cables including its
own Gemini project with Cahle & Wireless across the Atlantic which has 30
gigabits of capacity, is an integrated marine and land-based netWork, is a full
SDH (synchronous digital hierarchy) and WDM (wave division multi­
plexing) loop architecture (unlike virtually all exisung underseas cables,
which arc linear PDH systems with only 1 gigabit of capacity) and thus, is
especially designed for integrated voice, data, and Intcmet applications.
WorldCom has a pan-European tiber network that connects 32 major
business centers in Europe and in addition, WorldCom has complete pan­
U.K., pan-Germany, pan-Scandinavian.. and pan-France networks. Thus,
WorldCom covers Europe from Oslo through Madrid while having
ubiquitous n.ctworks within the major countries where most of the financial

Centen exist.

This set of Slnte,ic: as.set.s posi.tions WorldCom to fully leverage the fastest
growing and highest margin- parts of the telccom industry-serving corporate
customers with managed data/IP networks as opposed to selling plain voice
services to consumers which day by day becomes inete2Singly commodity­
like. W orldCom has a true international end-to-end fiber infrastructure with
the highest capacity, end-to-end network in the world and it is utiliz~

cross-border licenses and in-country interconnection agreements to tab full
advantage 6f these assets so as to provide global connectivity for business
users.

The one asset WorldCom does not own is wireless and we doubt that
WorldCom will buy wireless assc:a anytime in the foreseeable future. Simply
speaking. cellula.rIPCS is not strategic for business customers since one
cannot guarantee the integrity of a wireless network in the way that one can
for voice or da.ta. Furthennore, most corporate CIOs would rather reimburse
employee cellular cans on an individual basis than give a carre-blanche
cellular usage plan (especially since individual employees can get great deals
themselves on the retail level). Frankly speaking, cellular remains largely a
local exchange service and not anI:. that is a critical part of the suite of voice,
data., and IP network services that large business customers demand. Hence,
we view WocldCom's and MCl's decisions not to pursue wirdess assets as
being beneficial for shareholder value without impacting an iota the ability to
provide glohal cnd-to-cnd connectivity.

............................................................................................_ _ __ .
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The fact mat WorJdCom has these :lSsets in place today (versus other carriers
who will attempt to combine u;. order to achieve this footprint) ~ives
WorldCom we believe:H le:lSt a one to two year head stan in the provision of
integrated facilities-based end.tQ.C:nd services. A head start that should bode
well for shareholder value creation.

.....................- _ - .._ ..-- __ , _ .
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Global Network StatIstical Summary (proforma V1fCOrvl/Brooks/LJlCI)

ITota' Rouh!! Mlle. TOTAL

Domestic local 9,683

Domostic long distance [aJ 44,619

IntemationallocaJllong distance fbI 1,594
SUbmarine (underseas\ 4048

Voice SWllches

Domestic IacaI 88

IntQmationallocal 20

Domestic long distance 129
Gatew3v 12

EaulDDed Switch Ports

Domestic loeal 3,313,232

Domestic long distance 7,685,400

IntemationallocalllonQ distance 382510

Data SwItches IFrame ATU\

Domestic 864

International 96

Internet Pre-ce

Points of Presence 1,000+

Modems in Service 600,000
Natwotk Backbona SDQ8d 0012

.r:.rth Sbrttons tDedlcated' 45

Satelrtte Earth Stations 108.-' 20

J:acllitles.sased Locaillarlcllts {Fiber Networks'

Domestic (Net of overlapping markets) 100

International rcl 35

rrelco CoUaeatlon lllSOa' 345

Active BuildlnCla

Direct (fber into) 8,008

Indil'8c:t (fiber in front of with dlldicated DS3 connection) 24,142
T...... 30 150

[al Mel domeslic long distance route mRS" on ItwMr fiber network

~Iy and does not inc:Iuda 15.000 cfigilal microwave route miles.
[b) Theae are rou. mlIe, wholly concalneclln counlriea or between countries oulsicle thG U.S.
(c] Fully buat~ut by year~ 1998, of which~ ala currently complete.
Source: Smith Bamey IncJSaIomon Brcthera Ine
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