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A. INTRODUCTION

As local competition continues to develop, the incumbent local exchange carriers'

("ILECs''') wholesale activities are experiencing growth rates faster than the ILECs'

retail activities. This growth in the ILECs' wholesale activities appears to be altering the

relationship between ILECs and competitive local exchange carriers ("CLECs") that are

resellers and/or unbundled network element ("UNE") based. Specifically, Mpower will

show that increasingly the relationship between ILECs, resellers and UNE-based1 CLECs

is being recognized as a symbiotic wholesaler-retailer relationship rather than as a "zero­

sum" competitor-to-competitor relationship. In view ofthis, Mpower urges the FCC to

grant Mpower's petition including initiation of a rulemaking proceeding to establish a

mechanism, referred to by Mpower as FLEX contracts, that allows ILECs and CLECs to

negotiate mutually beneficial terms and conditions for interconnection. While under

Mpower's proposal ILECs and CLECs will be able to negotiate contracts free from the

strictures of the current "pick-and-choose" regime,2 it is important to note that Mpower's

proposal is not an effort to replace the current regime of mandatory unbundling of the

ILECs' network at TELRIC-based prices. To the contrary, the continued availability of

TELRIC based UNEs remains an absolutely essential safety net for CLECs. Mpower's

proposed FLEX contracts should be viewed, therefore, not as substitutive of, but as

ancillary to, the current regime.

In these comments, the tenn "UNE-based CLECs" refers, except when noted to the contrary, to
CLECs that use the ILECs network to provide services.

The "pick and choose" requirement should not apply to voluntary FLEX contracts because it
would inhibit mutually beneficial FLEX contract relationships between CLECs and ILECs by requiring
ILECs to negotiate on the basis of making a concession to all CLECs rather than to the individual CLEC
participating in the voluntary FLEX contract negotiation in question. In this connection, it is noteworthy
that the resale interexchange market grew dramatically after the Commission permitted AT&T some
flexibility to establish individual customer arrangements in AT&T's Tariff 12 offerings. FLEX contracts
not subject to "pick and choose" could encourage similar results for wholesale arrangements between
ILECs and CLECs.

3



B. THE TELECOMMUNICATIONS ACT OF 1996 PROMOTES COMPETITION BY

MEANS OF WHOLESALE RELATIONSHIPS BETWEEN THE ILEC AND ITS
WOULD-BE COMPETITORS

In its Local Competition Order, 3 the FCC notes that the Telecommunications Act

of 1996 (the "1996 Act") envisions that carriers will enter local markets with diverse

strategies. Some carriers will build their own facilities, other carriers will lease facilities

from the incumbents, and yet others will pursue a hybrid strategy that involves the

construction of new facilities and leased facilities. As the FCC states:

The Act contemplates three paths of entry into the local market -- the
construction of new networks, the use of unbundled elements of the
incumbent's network, and resale. The 1996 Act requires us to implement
rules that eliminate statutory and regulatory barriers and remove economic
impediments to each.4 (Emphasis added.)

As a result ofthe pro-competitive provisions ofthe 1996 Act and the efforts of

federal and state regulators, the telecommunications industry has gone through a dramatic

transformation and, to a growing degree, local entry is occurring in the various forms

anticipated by the framers of the 1996 Act. In New York State, for example, one can find

CLECs that provide service mostly over their own facilities, CLECs that are resellers or

UNE-based providers, and CLECs that provide service over a combination of their own

facilities and the ILECs' facilities.

Mpower would like to focus here on the wholesale relationship between the ILEC

and CLECs that use the incumbent's facilities 'to offer services. In its Local Competition

Order and a large number of subsequent orders, the FCC has spent an enormous amount

of time and energy on constructing a functioning regulatory framework to govern this

wholesale relationship between the ILEC and CLECs. As the FCC recognizes in various

orders, because the ILECs have traditionally viewed the CLECs as both customers and

competitors, this wholesale relationship is often strained by the ILEC's countervailing

incentives: while the ILEC may be inclined to promote its wholesale business -- and it

Implementation ofthe Local Competition Provisions ofthe Telecommunications Act of1996, CC
Docket No, 96-98, First Report and Order, I I FCC Rcd 15499, 15509, (1996) ("Local Competition First
Report and Order")

Id" paragraph 12.
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does -- it also has had an incentive to handicap its would-be competitors in order to

protect its own retail business.

There are growing indications that with the further development of local

competition, ILECs will increasingly view resellers and UNE-based CLECs as customers

and not just as competitors. As discussed in more detail below, the ILECs' annual and

quarterly financial reports show that their wholesale business is growing faster than their

retail business. Further, various ILECs have publicly recognized that UNE-based CLECs

can be valuable allies in ensuring that end users do not migrate to the competing

networks of, say, cable companies. These developments are encouraging, since they are

signs that local exchange markets are slowly beginning to .behave consistent with

competitive market principles.

At this juncture, therefore, it is important to introduce a mechanism that will

allow ILECs and CLECs to become wholesale partners. To this purpose, Mpower has

filed its petition requesting initiation of a rulemaking to establish "FLEX contracts." As

discussed in more detail in the Mpower petition, FLEX contracts are flexible

arrangements, free from the strictures of "pick-and-choose" so that ILECs and CLECs

could develop terms and conditions for interconnection based on their mutual interests in

the wholesale partnership.5 FLEX contracts could be a "win-win-win" solution because

they would be good for ILECs, good for CLECs and good for their customers.

C. As COMPETITION DEVELOPS, fLECs, RESELLERS AND UNE-BASED
CLECs SHOULD DEVELOP A MORE SYMBIOTIC WHOLESALER­
RETAILER RELATIONSHIP

As local competition continues to develop, ILECs are increasingly being

confronted with a spectrum of competitors, ranging from competitors that use the ILECs'

network facilities, such as resellers and UNE-based CLECs, to competitors that almost

exclusively offer service over their own facilities, such as cable companies.

In considering the ILECs' potential responses to competitive entry, it is important

to recognize that each form of competition impacts the ILECs' revenues and profits

differently. In the case of competitors that offer service entirely over their own

See n. 2, supra.
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networks, the fLEes stand to lose literally all ofthe revenues and profits associated with

the end user. By contrast, when competitors use in whole or in significant part the

ILECs' facilities, the ILECs' loss of an end-user customer results only in a partial loss of

revenues and profits. Thus, in determining their posture towards resellers and UNE­

based CLECs, the ILECs must consider the choice between wholesaling or losing all

sales altogether. As competing networks continue to develop, the choice for the ILECs is

increasingly "wholesale or no sale."

The spectrum of competition and the implications for the ILECs' revenues and

profits may be illustrated as below.

Again, the important distinction here is between competitors that use the ILEC's

facilities, such as UNE-based CLECs and resellers, and those that operate or use

competing networks. As long as the ILEC wholesales its facilities to a competitor, it will

retain part ofthe revenues and profits associated with the end user. Specifically, the

ILEC will retain the wholesale-related revenues and profits.

D. ILECs BENEFIT IN VARIOUS WAYS FROM A WHOLESALE ALLIANCE

WITH RESELLERS AND UNE-BASED CLECs

In addition to retaining the wholesale-related revenues and profits, ILECs will

experience additional benefits from their wholesale relationship with resellers and UNE­

based CLECs. The ILECs' full benefits ofwholesaling are twofold:

• ILECs will continue to earn revenues and profits from wholesaling their network
even where the growth of certain segments of their retail customer base may be
stagnating. Wholesaling to CLECs also ensures continued utiliZation of the
ILECs' networks and avoids their having to incur costs for maintaining facilities
that are unutilized. This is a significant benefit given the predominantlyflXed­
cost·nature of telecommunications facilities. In most other industries, a lost
customer typically means a corresponding reduction in costs. Not so in the
telecommunications industry. Once the network is built, the majority of a
carrier's network costs are fixed and will be incurred whether or not there is a
customer. The loss of a customer, therefore, does not result in a zero profit, but
rather in a negative profit. It is for this reason, among others, that wholesale
should be an attractive alternative to losing an end user altogether.

• In establishing a close relationship with resellers and UNE-based CLECs, the
ILEC strengthens its competitive position vis-a.-vis competitors that use or operate
competing networks. Most importantly, by nurturing its wholesale relationship
with resellers and UNE-based CLECs, the ILEC benefits from the resellers' and
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CLECs' retailing activities. That is, the retailing, marketing and advertising
activities of competitors that use or operate competing networks now need to
match the combined level of activity of the ILEC, resellers and UNE-based
CLECs. In short, a close and healthy wholesale relationship between ILECs,
resellers and UNE-based CLECs could greatly enhance the ILEC's overall
competitive position in the market place.

One should note that each of these effects is amplified in importance as facilities­

based local competition grows in importance.

E. INDICATIONS ARE THAT ILECs ARE INCREASINGLY VALUING THEIR
WHOLESALE CUSTOMERS

Undeniably, ILECs will continue to prefer, as they have in the past, to retail directly

to end users -- the revenues and profits associated with retailing vertical features and

certain business services remain high. This explains, in part, why most ILECs have some

form ofwin-back programs in place by which they seek to bring lost customers back onto

their networks.

Nevertheless, as the industry evolves and becomes more competitive, one would

expect that the ILECs become naturally more interested in nurturing relationships with

entities that are able to efficiently retail their network services to end users. In this sense,

the vertically integrated ILECs may gravitate toward the model followed in other capital

intensive industries, such as the automobile industry, where GM, Ford and other

manufacturers have close and well developed relationships with independent dealers that

perform many of the retail functions necessary to sell cars to end-user customers. In fact,

we may already be witnessing a change in this direction.

For example, at least two of the four RBOCs, BellSouth and Qwest: appear to have

programs in place under which they pay commissions to their sales representatives for

sales ofTELRIC-based UNEs to CLEes. This is most interesting because it may signal

that the ILECs are starting to recognize that the wholesale business: (a) is profitable (why

else promote it through sales commissions), and (b) that they have an interest in keeping

customers on their networks, either as their own end users or as end users served by

resellers or UNE-based CLECs.

The same change in attitude can be gleaned from statements made by ILEC

representatives in legal pleadings, speeches, etc. The following statement taken from
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Qwest's comments before the FCC is illustrative of how ILECs may be viewing the

changing role of wholesale:

... ILECs and CLECs alike have an economic incentive to work
together to maximize the competitiveness of DSL offerings. Qwest is
trying to engage in such joint efforts at this time. If an ILEC, in a
competitive broadband market place, were to try to behave in a manner
which discouraged other providers of DSL services from optimizing
their own services over the ILEC's loops, customers could simply
purchase broadband services from cable providers. 6

Qwest then goes on to note

[I]t is also important to keep in mind that CLECs still need access to
ILEC loops in order to provide DSL services. It would be a serious
mistake, in today's marketplace, to allow a situation to develop
whereby CLECs were unable to make efficient use of ILEC loops.
Such a situation would harm both CLECs and ILECs alike. 7

Another illustrative statement is the one made by a Verizon officer in a recent

speech before the Progress and Freedom Foundation:

Now, unlike some other network providers, Verizon is willing to make
our network available to other players, even competitors; in fact, we
see the wholesaling of our network as a legitimate business
opportunity as long as we're permitted to operate this business on
rational economic and technical grounds. 8

These statements made by Verizon and Qwest articulate the changing role of

wholesale in the competitive market place. As discussed in more detail in Mpower's

petition requesting a rulemaking to establish FLEX contracts, the current UNE regime

that rules interconnection agreements between ILECs and CLECs - although essential for

UNE-based CLEC survival -- is too restrictive and does not allow parties sufficient

flexibility to nurture closer and voluntary wholesale relationships.

Comments of Qwest Communications International Inc. On Further Notice of Proposed
Rulemaking, CC Dockets Nos. 98 - 147,96 - 98. Page 3.

Id, Page 3.

Tom Tauke, Senior Vice President Public Policy and External Affairs Verizon Communications,
"Delaying the Last Mile," Speech delivered before the Progress and Freedom Foundation, Aspen. August
21,2001.
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F. fLECS ARE ENGAGED IN SIGNIFICANT WHOLESALE ACTIVITIES

WARRANTING A ROLE SUPPORTIVE OF RESELLERS AND UNE-BASED
CLECs

Attached to this paper are some select RBOC data on local exchange carrier

revenues and wholesale and retail access line counts. These data show that RBOCs are

experiencing significant growth in their wholesale activities. As the FCC is well aware,

however, detailed data on competitive entry is often highly proprietary and therefore

extremely hard to obtain. The data presented here are gathered from public sources and

are not intended to be a comprehensive review of the state of competition. Rather, they

are presented to show instances in which ILECs are experiencing increased wholesale

activities and therefore should have an incentive to nurture closer wholesale relationships

with resellers and UNE-based CLECs, as discussed above.

Undoubtedly, the development of local competition is still heavily influenced by

regulatory policies. Given that state commissions are independent and do not move in

tandem, a review ofthe status of competition across the country shows a fairly uneven

development. Nevertheless, data show significant wholesale activity in various markets.

At this point it appears that the New York market is perhaps the most

competitive one. According to recent testimony filed by Verizon, there is significant

competitive entry in the New York market:

Verizon estimates that well over 3 million access lines in its operating area
in New York are served by competitive local exchange providers9

...

Facilities-based competitors currently provide about 1.15 million business
and 121,000 residence lines and are present in wire centers that-serve over
90% of Verizon's business lines and 64% of its residence lines,
respectively. Competitors are growing rapidly and growth has accelerated
since Verizon NY's entrance into the interLATA market became
imminent. 1o (Emphasis added.)

Verizon then goes on to discuss that a significant portion of this competition

consists ofcompetitors that use or operate competing networks. While these data have

not been subjected to cross-examination, they indicate that: Verizon in New York is

9

10

NYPSC Case 00 - C - 1945, Verizon Panel testimony, May 15, 2001. Page 10.

[d., page 73.
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experiencing significant wholesale activity where there are competing networks. The

New York market, therefore, is perhaps the best illustration of a situation in which the

incumbent, Verizon, is faced with what Mpower calls the "retail, wholesale, or no-sale"

proposition. The same observation can be made for BellSouth, which claims to have lost

1.8 million lines serving area-wide to competitors that use or operate competing

networks. II As discussed, the worst scenario for the ILECs in this spectrum of

competitive possibilities is the "no-sale" outcome: a "no-sale" outcome leaves the ILEC

without any revenues to cover the ongoing fixed costs of its network and operations.

While the competitive situation appears most intense in New York State, the same

pattern of the wholesale business developing into an increasingly important segment of

the ILECs operations is found across the country. For SBC, BellSouth and Verizon, the

relative recent growth in their retail and wholesale operations has been as follows:

Table 1:
Growth in Local Service Revenues (For the Six Months Ended June 30, 2001 Versus

June 30, 2000), and Change in Retail and Wholesale Access Lines As of June 30,
2001 Versus June 30, 200011

SBC% BELLSOUTH QWEST IVERiZON
CHANGE % CHANGE % CHANGE 0/0 CHANGE

ILOCAL SERVICE
IREVENUE
rrOTAL 8.4% 2.7% NA 1.8%

[ACCESS LINES SERVED-
IRETAIL 15.1% 24.9% N/A 20.7%

M'HOLESALE 55.6% 42.7% N/A 31.0%

:TOTAL 15.9% 25.2% 29.9"; 21.0%

These numbers reflect some important developments. As indicated, for SBC

there was a 55.6 percent year-over-year increase in wholesale lines as of June 30,2001.

Through the 2nd Quarter ending June 30,2001, growth in wholesale activities accounted

for no less than 20 percent ofthe overall growth in SHC's local service revenues

II
BellSouth, Communications Group, 2nd Quarter, 2001 10Q.

12
10Qs, 10Ks, Annual Reports and Investor Briefings. More detailed data are found in the

attachment.

10



compared to the same six-month period in 2001. 13 This number is even more startling if

one realizes that wholesale growth is typically more concentrated in select geographic

areas than retail growth. This means that in certain areas, growth in SBC's wholesale

revenues may have possibly exceeded growth in SBC's retail revenues. This is an

important development, underscoring the increasingly important role of the ILEC/CLEC

wholesale relationship.

SBC's situation is not unique. For Qwest, wholesale drove 25 percent of the

year-over-year growth in revenues for the company, as of the 2nd Quarter, 2001. 14 In

general, as the table above indicates, for SBC, BellSouth, and Verizon, growth rates for

the wholesale business significantly outpaced those for the retail business.

To put the percentage growth rates in perspective, however, the table below

shows the relative number of retail and wholesale access lines served by those companies

as of the end of last year. Also shown are the total local service revenues for these

companIes:

(as of 12/31/2000)

SBC BELLSOUTH QWEST VERIZON

ILOCAL SERVICE
lREvENUJ:
TOTAL $22.1 B $12.6 B NIA $21.4 B

ACCESS LINES SERVED
RETAIL 103,456,000 54,229,00~ N/A 108,833,000

WHOLESALE 1,633,000 1,308,0()(J N/A 3,543,000

TOTAL 105,089,000 55,537,000 41,861,000 112,376,000

Table 2:
Local Retail Revenues, Retail Access Lines and Wholesale Access Lines

15

The above tables show that while wholesale is still small relative to the ILECs'

total retail activities, it is among the fastest growing segments of the ILECs' operations.

13 SBC, 2nd Quarter, 2001 lOQ.

14
Morgan Stanley Dean Witter, "Qwest: 2QOl Largely In Line, but Surprises Below the Line,"

Telecom - Wire/ine - August 21, 2001.

15
10Ks, Annual Reports and Investor Briefmgs. More detailed data are found in the attachment.
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As noted, attached to this document are more detailed data that break down

wholesale activities for SBC, BellSouth and Verizon. The important observation,

however, is that the fast growing wholesale business allows the ILECs to retain end users

on their networks rather than to lose them to competitors that use or operate competing

networks. As this trend continues, we should expect the ILECs to become increasingly

interested in developing closer ties with their resellers and UNE-based CLECs.

12



G. CONCLUSION

While ILECs are experiencing significant growth in their wholesale business,

there is continued growth in competing networks. In view of this, ILECs will

increasingly be interested in developing close relationships with resellers and UNE-based

CLECs. To accommodate the need of ILECs and CLECs to engage in mutually

agreeable terms and conditions for interconnection, the FCC should promptly grant

Mpower's petition including initiation of a rulemaking proceeding to establish a

mechanism, referred to by Mpower as FLEX contracts. Again, while under Mpower's

proposal, ILECs and CLECs will be able to negotiate contracts free from the strictures of

the current "pick-and-choose" regime, Mpower's proposed FLEX contracts should be

viewed as ancillary to, and not as substitutive of, the current regime. As such, the FLEX

contracts proposed by Mpower would be a "win-win-win" solution that is good for

ILECs, good for CLECs and good for their customers.

Respectfully submitted,

~~j)VlGfu~

MPOWER COMMUNICATIONS CORP.

Russell 1. Zuckerman
Senior Vice President & General Counsel
Francis D. R. Coleman
Vice President, Regulatory Affairs
Richard E. Heatter .
Vice President, Legal Affairs
Marilyn H. Ash
Counsel- Legal & Regulatory Affairs
175 Sully's Trail- Suite 300
Pittsford, NY 14534
(716) 218-6568 (tel)
(716) 218-0165 (fax)
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ANALY8IS OF RBOC RETAIl AND WHOLESALE LOCALS SEIMCI! ACTMTY

~"'--~- (AMOUNTS IN THOUSANDS) =.._"
(.ou..... lnclude IOQ, 10K, Annual R.pom .nd In...lor a_os)

L·~. >s,1!'HI:l(~:wIllIIl'iil'1RtL22"iia iEda;i5:1

Im!M
RETAIL
WHOLESALE
TOTAL

FE3F
RETAIL· EQUIVALENT LINES

RESIDENTIAL
BUSINESS
TOTAL RETAIL

WHOLESALE
TOTAL

'\ Hmi"" ,-
~::C~U.l&#;d"~y N Y 4<-

RETAIL
WHOLESALE
COMBINED

I~I I~'IIINCREA~JI %6130101 TOTAL 6/30100 TOTAL !IDECREASE CHANGE

0.0% 0.0% 0.0%
0.0% 0.0% 0.0%
0.0% 0.0% $ 0.0%

12,786 24.6% 12,424 31.0% 362 2.~

39261 75.4% 27,648 69.0% 11,613 42.0%
52047 ~ 40,072 100:0% 11.875 2".%

---0:0% ---o:oi' - 0.0%
52047 100.0% 40,072 100.0% 11,975 29.9%

N/A NJA NJA
N/A --- N/A --- NJA

NJA NlA NlA--- ---

6130101 'I TOTAL I I 6/30100 I I TOTAL , I!DECREASE!I CHANGE ~

0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
0.0% 0.0% $ 0.0% 0.0% 0.0% $ --o:D%

12,786 24.8% 12,424 31.0% 382 2.9% 12,878 30.3% 12,259 35.4% 419 3.4%
39,261 ~ 27,648 69.0% 11,813 42.0% 29183 89.7% 22,369 ~ 6,814 00.5%
52,047 ~ 40,072 ~ 11,175 29.1% 41.8&1 1ii.Oi" 34,UI ~ 7,233 20.1%

0,0% ---o:oi' 0.0% -o:ii' ~ --...M!.52,047 100.0% 40,072 100.0% 11,975 2...% 41 .., 100,0% 34,821 ~ U33 20.9%

NJA NJA NJA NJA N/A N/A
~--- NJA --- NJA NJA --- NJA N/A

NlA NlA NlA NlA NlA --- NiA

F~8f1'!5>{hM.ifM'_to!c _I"t·· , I
Owest operates in four segments retail services, wholesale services

,etworlc services and directory services. The rerail services segment provide
ocaI telephone services. long-distance services. wireless services and dat

vices. The wholesale services segment provides (i) exchange: access service
at connect customers to the facilities of IXCs and (ii) interconnection to th
west telecommunications network to CLECs. For the year 2000, TOTA

enoe was comprised of retail (70%). wholesale services (19"10). netwOl
vices (2"10), and directory services (11%). Local voice revenues grew despil

,e fact that access line growth slowed to approximately 2 percent year-over
ear. Total access lines increased by 341,000 with business lines comptisin:
,e majority of the chanlIO. The decline in aceess line growth was partiall
tribu1Bble to businesses convening single access lines to a lower number 0

igh-speed, high-capacily lines allowing for transport of data at higher rates 0

peed. On a voice-grade equivalent basis. the Company's business aceess line
by 30.5 percent as compared to 1999.

At December 31.1999, the Company had added 408.000 residential an.
.iness access lines. an increase of2.5 percent Over the end of 1998. Ofthi

increase, residential second line installations accounted for 187,000 lines,
. crease of 11.8 percent as compared with 1998. Second line additions

'sidential and small business customers increased primarily as a result of th
'wing demand for Internet ace..s and data Iransporl capabilities Althoug

''WeSt's revenues continued to grow in 1999, some areas of service experience
decline in grow1h rates from 1998, particularly retail and wholesale basI
onthly services and calling services. The drop in the growth rate w,

,timarily attributable to increased compel ilion as well as the Company'
ustomer retention strategy of offering bundles of services to customers a

lower prices in return for entering into longer-leon contracts
Qwest SilPled grour1ll-breaklDg wholesale agreements WIth MeleodU S.

Eschelon Telecom for voice and data services totaling nearly $750 million
ianificantly expanding competition within the 14-states where Owest provld
ocaI service. In addition, Cable & Wireless signed a multi-year agreemen
a1ued 81 more than $100 million for high-speed networl< capaclly

ommercial wholesale revenues were sparked by strong demand for Internet and optical network capacity worldwide. Contributing to this demand was 8

'''f1ightto safety" spurred by reponed and perceived difficulties of many new caniers. Wholesale revenue from Qwest's 14-S18te local service territory
tbenefited from strong demand for private line and access services stimulated in part by local competition
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ANAl.YSIS OF RBOC RETAR. AND WHOLESALE LOCAlS SERVICE ACTIVITY

• -~-~·~~·_"-""-""---""-----------------------:(A~M~OU~N~T~S~IN~TH~OUSAN~~~D~S)~··_·······························III!..·,_.~-
(o_lnclude 10Q, 10K, Annuli Reports Ind lnves10r BrteIIngs)

8I3OiOl I I TOTAl. I I 8/30100 I I TOTAL I I!llECREASEIi I CHANGE I I 12/31/00

0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
0.0% 0.0% 0.0% 0.0% -.!M!'!l ~11,185,000 0.0% $10,987,000 0.0% $ ll1l1,OOO 1.1% ! t21361 000 0.0% $20,800,000 ~ $ 761,000 3.7%

39,841 30.9% 40,034 37.6% (193) -0.5% 39,999 35.6% 39,606 42.6% 393 1.0%
21,_ 17.1% 22,007 20.6% (18) -0.1% 22,242 19.8% 21.701 23.5% 541 2.5%
62,729 48.7% 41,010 38.5% 21,719 53.0% 45,931 40.9% 28,712 31.0% 17,219 60.0%

635 0.5% 660 0.8% (45) -6.6% 661 0.6% 697 ~ (36) -5.2%
125.184 17.1% 103,731 --w:3% 21,. 20.7% l11U33 98.1% 10,718 ~ 18,117 20.0%

3,726 ~ 2,844 ---zJ% 112 31.0% 3543 3.2'% 1,772 1.1% 1,771 ~
121,120 ~ 106,575 ·100.0% 22,345 21.0% 112.378 100.0% 92,488 100.0% 19,911 21.5%

NtA NtA NtA NtA NtA NtA
Nt... NtA --- NtA Nt'" --- NtA NtA14"--- $ 17 $ (3) $ 18 $ 19 --- -C- (3)

6/30101 I~ I 6/30100 I~I(::=~" I~
0.0% 0.0% 0.0%
0.0% 0.0% 0.0%

55545000 0.0% $5,537,000 0.0% $ 8,000 0.1%

39,841 30.9% 40,034 37.6% (193) -0.5%
21,989 17.1% 22,007 20.6% (16) -0.1%
62,729 48.7% 41,010 36.5% 21,719 53.0%

635 0.5% 660 0.8% (45) -6.8%
125184 ~ 103,731 97.3% 21,483 20.7%

3726 -u;r 2,844 2.7% 112 31,0%
128920 100.0% 106,575 100.0% 22,345 21.0%

NtA NtA NtA
NtA --- NtA --- NtA

l 14 $ 17 $ (3)--- ---

RETAIL
WHOLESALE
COMBINED

rM
RETAIL

RESIDENTIAL
BUSINESS
DSO EQUIVALENTS
PUBLIC
TOTAL RETAIL

WHOLESALE
TOTAL

ItDiiA i
RETAIL
WHOLESALE
TOTAL

IFi&'.Riit~~4Li_j'ii_iiJi.1 iilWllj 1~"""'••_1WMM.filtf...._;p;·· I
Local service reverwes are earned by-ourtelephone-O}ierations frOm-the provision of IOcal-exctuuige. iOcal private lme. wire mamtenance.- voice

Imessagi"ll and value-added services. Value-added services are a family ofservices that expand the utaization of the network, including products such a
lc:aller ID, Call Waiting and Return Call The provision of local excb.nle services not only indudes retail revenue but also includes local whol••le
revenues from unbundled network elements (UNEs), interconnection revenues from competitive Ioe:al exchanle carriers, cemin da" transpon

~
evenues, and wireleu interconnecdon revenues. Growth in Ioalservice revenues of 58 million, or 0.1%, and SI98 m.on, or 1.I'Ve, in the
ec:ond quarRr and first six months of 1001, respectively, reRed hiaher payments n!ceived from competitive local eKhaDle carriers for

'nt~rconnectionof their n~tworks with our network Ind solid d~mlnd fur our niue-added s~rvices as I result of new packacinl of services.
ese factors were substantially otlSet by the effects of lower demand and usase of our basic local wireline services and mandated intrastate pric

educt ions. Our switched access lines in service declined 0.40/0 from June 30, 2000. primarily reflecting the impact of an economic slowdown. I,
ddition, technology substitution is "'creasing, as more customers are choosing wireless and I"ernet services over certain basic wireline services.

During June 2000, we sold .pproximately 471,000 access lines located in Iowa, Nebraska and Oklahoma for combined cuh proceeds 0

1.433 million and 512~ million in conv~rtible oreferred stock.

Locll service reverues are earned by our operating lelephon
bsidiaries from the provision of local exchange, loCI' private 'i~, w..'
lintenance, voice rnessogitg and value-added services. Value-added servicCl

a family of services that expand the utilization of the network. includin!
roduets such IS Caller !D. CID Waititg and Return Call. LoClI services OIM
nclud~ Mol_Ie rev~nu.. from unbundled network ~I~m~nt (UNE
latforml, certain data transport revenues, and wi~1ess interconnectioll

...nes. Locil servic~ revenue growth WIS pirtilily offset In both Y~ln

y the effect of resold Ind UNE plltform.. IS well IS the effect of net'
regulltory price reductions Ind custom~r rebltes,
, During 1000. w~ sokl non-strltegic ICCess lines of fonner GT£

~
ropertles listed above. ~scept for those loCI ted in Arizonl and Colifomil
r combined cloh proceeds of Ipproximltely 54,903 million ond SI1
illion in ronver1ible preferred stock,

For compl..billty purpo.... the odjusted results of operstion
hown Ibove ~lclud~ th~ op~..ting revenues ond exp...... contributed b

~
e prop~rties thlt hlv~ been sokl or will be sokl in early 1001. Thw

per.tina rn"enuea were .pproximately 5766 million and 51.151 million (0

~ vean 1000 ond 1999.
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ANALY818 OF R80C RETAIL AND WHOlE8AL£ LOCALS 8ERVlCEACTMTY
W:~·~ ... lIw»OOOt¥"',,*¥u,$!$li'i!ql"-W.mmm iM4.#

(AMOUNTS IN THOUSANDS) Mmii'" • ik.4JU II Ulf:~

(Ioun:tllinciude 10Q, 10K. An.....1Repofto oncl In..otor -nusl

%

~'=~II - II=~II_'I""'I ~I'''~II-
! ! TOTAl! I!DECREASE)! CHANGE 12131/00

iW4
RETAIL 0.0% 0.0% S • 00% 0.0% 0.0% S 0.0% 0.0% 0.0% S 0.0%
WHOLESALE laTHER 'MRELINE ~ ~S 0.0% 0.0% ~ S 0.0% ~ 0.0% S ~TOTAL RETAil" OTHER W1REUNE 29U000 ~ $2.891.000 ~ $ 73.000 2.5% 5174000 0.0% $5,719,000 ~ $ 155.000 2.7% 12655000 ~ $11,903.000 0.0% S 752.000 ~

!
RETAIL

RESiDENTIAL 17,011 27.9% 17.203 35.3% (192) .1.1% 17,011 27.9% 17.203 35.3% (192) -1.1% 17.135 30.9% 17,002 38.6% 133 0.1%
BUSINESS 8,426 13.8% 8,401 17.2% 25 0.3% 8,426 13.1% 8,401 17.2% 25 0.3% 8,525 15.4% 8,232 18.7% 293 3.6%
ACCESS LINE EQUIVALENTS (dola ci=ils) 33,877 55.5% 21,821 44.8% 12,056 55.2% 33,877 55.5% 21,821 44.8% 12,056 55.2% 28,321 51.0% 17,770 40.3% 10,551 59.4%
OTHER 229 0.4% 260 0.5% (31) -11.9% 229 0.4% 260 0.5% (31) -11.9% 246 ~ 265 ~ (17) -6.4%
TOTAL RETAil 59543 97.&% 47.&&5 97,9% 11,&51 24.9% 59.54: '7.&% 47,&15 97.9% 11,&51 24,9% 54229 97.&% 43.269 ~ 10.9&0 25,3%

WHOLESALE
UNE 739 50.0% 259 25.0% 480 1&5.3% 731 SO.O% 259 25,0% • 480 1&5.3% NlA NlA NlA NlA NlA NlA
RESALE 739 SO.O% m 75.0% (38) -4.9% 731 SO.O% m 75,0% (38) -4.9% NlA NlA NlA NlA NlA NlA
TOTAL WHOLESALE 1471 ~ 1,031 --mr 442 42,7% 1471 2.4% 1.031 ~ 442 42.7% 1301 ----u;r III 1.1% 412 60.3%

TOTAL ~1_ 100.0% 41,721 100.0% 12.300 25.2% 11021 100.0% 41.721 100.0% 12.300 25.2% 55537 ~ 44,0&5 -l!!!. 11,452 26.0%

IitJY':::1":·~;.u;L .•
RETAIL
WHOLESALE
COMBINED

NlA
NlA

16

NlA
NlA

20

NlA
NlA

(4\

NlA
NlA

18

NlA
NlA

20

NlA
NlA

$ . (4)

NlA
NlA

19

NlA
NlA

L-...E.
NlA
NlAr-(4i

~.d¥2iilli!12ggFEii&3h.1AJli( &..:_-.2.22.$__ _ 4. 4 LiL M_\d&3Ji.¥4ifi#iRJ rLg MIt¥- ii"WfWf-:.J4A::. I, .A:~1'>t±t#;<2'-':TJ

he increase in local service revftJues of $73 in the second quarter alld $155 for tbe yar~to-d.te period is attributable to stron
rowth in dicital and data revenues, wholesale revalua, and by oar market_. of cal6a. reat.ra. nose increases were ofFj
'y • decrease in baic service reveaua reneet.1 competition. rate reductions and a slowing economy as well as reduced payphol
hied revenues at our telephone operations. Since second qlUU1ier 2000. residentioloccesslines declined 1.1% 10 17,011, while busine
:cess lines increased 0.3'Y. to 8,426. The core business was affected by a slowing eronomy. as \\dl as competitive and teclJnologica
hanges. The technological changes are manifested in the shifting of customers from wireline to wireless and second line customers
igh-speed access service. At June 30, 2001, 1ft provided 1.5 million wholesale lines to competitors, o. both. resale ••
nbuncled network e1emenls (UNE) blsis. AI June 30, 1000. UNEs Iccounled for Ipproximltely 25"1. ofour wholesale lines In
t June JO, 2001 they represented 30-;•. BeaUle o( the larler discounts, this Ihift to VNE. i. nqalively impactinl our rntnu
rowlh. Wt also estimate that we have lo.t an additional 1.8 million lints to faciitin-baed competitors. Due to ex.pandin
emand for our digital and data serVIces, we ended the second quarter vv;th over 59 million total equivalent access lines, an increase 0

490/0 since June 30. 2000

I service revenues incmosed $857 during 1999 and $522 during 2000
lt1ribulllble 10 strong demand for colling fell\Ures IIId digital IIId dOla services
'otal equivolent Oceesl lines incnollSed 16.3% during 1999 IIId 25.3% durin~

000. ResidenliollOCce5s lines rose 3.1% during 1999 and 0.8% during 2000
'he Irowlh in residential lines hIS slowed substanlially IS a result 0

~rea.inl competition and slowing of economic growth in our wirerin
ervic::e area. Business acces. Jines, including both switched access linf
nd data circuits, Ire.. 17.1% durinll 1999 Ind 41,7"1. durinll 2000
ropeUed by expanding demand for our digital and data sen-ices, an
ft'set by the effects orincreasing competition.

!her wireline and intersegment revenues
lher wireline and intersegment revenues increased 22.5°/0. from SI,209 i

1998 to $1,481 in 1999, and increased 13.5% to $1,681 in 2000 Highe
Irevenues of $1 77 in 1999 and $293 in 2000 resulted primarily (rom sales 0

nbundleel network elements, collocation of competing carriers' equipmen
our racilities, interconnection ~h."'ft to wireless carriers. demand fo

ur Internet access offering and proceeds from univena. 5e'n-iCf funds.
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ANALyltS OF R80C RETAIL AN:) 'MtOLESALE LOCALS SERVICE ACTMlY

~MiiA; a i££EL£ us = (AMOUNTS IN THOUSANDS) £
(aou,"" Incl_loa. 10K, Annuo' Roporta and I"""ator _nga)

e have reached over 1.400 wireline interconnection agreements wi
mpetitive local service providers, and most have been approved by th

'elevant state commission. In addition, AT&T. Mel and other competitors ar,
·eselliog our local exchange services, and as of De<:ember JI. 2000. we ha
pproximately 1.6 million access lines (approximately 2.7% of our tot.
eeess lines sUPportinl services of resale competitors throughout our 13
.tate area. primarily in Texas. California and Illinois. We expect resa'
ceeu lines to increase, both absolutely and as a percentage of our tota
ueu lines. in 2001. Many competitors have placed facilities in service an
lave begun advenising campaigns and offering services.

neal service revenues incre..ed $2,582, or 13 .2%, in 2000 and $1.998,
11.4%, in 1999. Excluding the operations of Sterling, acquired in March 2000
the increase was approximately 10.9"/0 in 2000. Approximately $619 of
I.naeue in 2000 was attributable to increased demand from business customer:
be network integration and Internet aervices. Increased demand fo
rholesale services, inclUding the raale and ule of unbundled Detworl
'Iementl, accounted for approai.ately 5389 of the Inernse in ZOOO an
193 in 1999.. .. Total access lines in service at the end of 2000 increased b
,pproximately 10/.. while access lines in service at the end of 1999 increase
!\Ore than 30/•. The lower IrDwth r.te in .ccess lines is due .....ely t
ompetitive louely as discussed in the "Competition" sedion of "Operatin
nvironment and Trends of the Business". u well as OSL penetration

,articularly in California, which has reduced demand for additional lines,

81 servicerevenues iilcreased $456,-or 8.30/0. in the second quarter and $892. or 8.40/0, for tiH
IrS! six months of 2001 Approximately $145 of the increase in Ibe second quarter and $337 fOl
e fust six months was attributable to continued demand from business customers for nawod

'ntegration services. Increases in wholeale revenues, which include unbundled nnwor'
lements and male lervices. accounted for approximately 593 of the second-quarter ine-reast
nd SI92 for the first six months.

%
8130101

I W,~ " _ ,,=~ """"""" I~I~'=~II- I 1 TOTAL) I weCREASEl1 ICHANGE) I 12131100
(LUg....;
RETAIL 0.//% 0.0% $ 383,000 0,0% 0,0% • 700.000

~
~ 0.0%

0,0% • 2,193.000
WHOLESALE ~ ~ • 93.000 0.0% 0.0% • 192,000 0.0% ~ $ 389,000
TOTAL $ 5 923 000 ~ $5,467,000 ~ $ 456,000 1.3% 11 7000 0.0% $10.595,000 0.0% $ 892,000 22126000 0.0% '19.5+4,000 ~ $ 2,582,000 13.2%

#A
RETAIL. EQUIVALENT ACCESS LINES

RESIDENTIAL 42,123 37.3% 39.613 40.8% 2,440 8.1% 42,123 37.3% 39,613 40.8% 2,440 8.1% 41,315 39.4% 37,919 42.2% 3,461 9.1%
BUSINESS 66,916 59.3% 54,900 58.4% 12,016 21.9% 61,916 59.3% 54.900 56.4% 12,016 21.9% 61,419 58.4% 49,720 55.3% 11,699 23.5%
OTHER 590 0.5% 703 ~ (113) -16.1% 590 0.5% 703 ~ (113) -16.1% 652 ~ 752 ~ (100) -13.3%
TOTAL RETAIL 101 621 17,2% t5,2M '7.'% 1!t343 15.1% 101621 17.2% 'Uti ~ 14,343 15.1% 103.451 11.4% 18,3'1 ~ 15,OSS 17.0%

_OLESALE 3200 ----r.i% 2,051 2.1% 1,144 55.1% 3200 2.1% 2,051 ~ 1,144 55.6% 1633 ~ 1,4" ~ 137 ---!1!.
TOTAL 112,829 100.0% 97,342 100.0,," 15,467 15.9% 112829 ~ 97,342 ~ 15,467 15.9% 105 089 ~ 89,887 100.0% 15,202 18.9%

NlA NlA NlA I I NlA NlA NlA NlA NlA NlA
NlA NlA NlA NlA NlA NlA NlA --- NlA NlA18 --- • (11 • 18 • 18
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