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The Largest ISP and
Getting Larger

JoHN SioeMoRE / President & CEQ

UUNET Technologies

Bob Lucky: I'd like to start by introducing one of the most important people in the ISF world, John Sidgmore, president of
UUNET and of WorldCam. John started out in GE Information Services. By a twisted little path, he got to UUNET in 1934
when they only had 40 employaes. When he got thara. nobody had heard of the Internet. Can you believe that? 1994 is
anly five years ago. Today they’ve definitely heard of the Internet and they’ve got 4,000 employees. A ot of companies cal-
culate revenue per employee, but I'd like to calculate bytes per employes, because | think that would be a startling
increase. | asked John if he had sny interests or hobbies and he seid he plays the guitar, although not as well as the guy

last night. John, it's all yours. {Applauss]

John Sldgmore: Good morning. As slmost everyone has
said in the last couple of days, these are exciting times for
our industry. Thanks, partially, to George Conrades and his
organization, |'ve been spending a lot of quality time with
the lawyers and the regulators in the last few weeks. Let
me tell you something. You have not lived until you've
spent a few monthe with the Department of Justice.
[Laughter] Thank god for Microsoft, because if it weren't
for Bill Gates and Microsoft, we would be the number one
target of Joel Klein.

I've been predicting the decline in the number of ISPs
for four or five years, yet every year there are more than
the year before, so it's not 100 percant clear that I'm quali-
fied in that regard. But my guess is there are going ta be
qulte a few 1SPs four years from now.

There's a severe handicap speaking on day 3 here
whan you've already heard from an enormous number of
very well Informed and highly interesting speakers. I've got
to tell you right now, | have not had enough caffeine this
morning to keep up with Joe Nacchio, [Laughter]

| am, however, going 10 give you 2 taste of WorldCam'g
thinking on several key issues as well as give you an idea
of how fast wa're trying 10 move through this new industry
and through all of these issues. I'm only going to touch on
WorldCam and UUNET as examples of what’s golng on In

the industry, and il try 1o keep the advertising to an
absalute minimum. But my UUNET hormonaes raise up
occasionally, and you'll just have to forgive me.

After telling you | wasn't going 1o talk much about
WaorldCom, | thought I'd put my comments in context by
giving you a one-minute overview of what WorldCom is.
The new WorldCom, before MCI, was the combination of

. three compsnies—MfS, WorldCom, and UUNET—that

came together in early ‘96. At that time, MFS was the
largest provider of local access services In the Unitad
States (excluding tha RBOCs and GTE), WorldCom was the
fourth largest long-distance provider in the United States,
and UUNET Technologies was the world’s largest Internet
Service provider. All together, they broughtin just about
$10 billion in revenue.

An overall growth rate of 35 percent per year doesn’t
sound like much relative to Internet growth, but relative to
traditional talacemmunications companies, that's huge. We
grow at more than double the rate of traditional telecom-
munications companies because we have 8 richer mix of
revenue streams—a higher proportion of Internet revenues
to tha total, and a higher proportion of international rev-
enues to the total. For the [ast few years, we have made a
magjor strategic effort to build Internet ravenues as a per-
centagse of the total. Bacause the Intarnat grows at a much
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faster rate, the more Internet revenue we add, the more
our overall growth rate goes up. Our overall growth rata
provides WorldCom'’s sex appeal and drives our stock
price, so it's central to the way we think,

Whether you look at subseriber growth, hosts con-
nected, networks connected, revenus, ar whatever, every
Internet chan is going to look pretty much the same—a
steep slope up and to the right. You’ll notice spectacular
growth by any measure and you’ll notice the growth
acceleratad dramatically in 1994 with the unveiling of the
World Wide Web.This is an extremely young Industry with
a long, long way 10 go.

We used to lagk at the PC industry with its extraordi-
nary explosion of new technology as being analogous to
the Internet, but for & while

now, we've looked atitin a
much differant way, We
couldn't find any industry,
including the PC industry,

Thank go& for
Micro.:oft, because if it

weren't for Bill Gares thet has had the kind of
growth in infrastructure
a.ncl M.icrosoft, we wa’re seeing with the
Internet. Moore’s Law hasg
would be the number been very consistent for a
long period of time and it
one target of Jocl says that @ computer’s per-
K-_lein. formance relative to its cost

will double every 18

months. But if you use
Internet bandwidth demand, bandwidth growth, capacity
growth for an Internet analeg, you'll find that bandwidth
doesn‘t double every 18 months. [t doublss every 100
days. It doesn't sound like much, but do the math—that’s
1,000 percent per year. For the last three or four years, this
growth has been extremely consistent at UUNET, year in
and year out.

That means by the year 2000, half of all the band-
width in the world will ba Internet. Half will be evarything
else. In terms of bandwidth, the Internet industry has
caught up to the hundred-year-old industry in just about
six years. If you keep doing that math, and you assume
growth stays the same {1,000 percent per year on the

Imernet infrastructure, roughly B percant on the voice
fabric), by the year 2003 the Internet will be mara than
90 percent of all tha bandwidth in the world.

There are now adout 5,000 ISPs in North America
How many will there be by the beginning of 2001

(in 2.5 years)?

1. Fewer than 10

. Fewer than 100

5. Fewer than 1,000
4. Féwer than 5,000

. More than 5,000

. More than 6,00_0_

. Mare than 7,000 .
8.More than 8,000
- 8, More tnan 8,000

% 10. Morn than 10 000

If you take that out just one mare year, to the year
2004, you'll find the Internet will be more than 99 percent
of all the bandwidth in the world, Now, it won’t be 99
percant of the revenue. Today voice is more than 90
percent of the revenue, but when Internet becames mare
than 99 percent of the bandwidth that equation is going
to change dramatically. In g lot of ways, "When is vaice
going to be pulled onto the IP infrastructure?” is the
wrong questlon. We won't even know veice is in there,

At the end of the day, veice will be a niche market from
an infrastructure point of view. And this has enormous,
anormous implications.

You're probably thinking, “John, that’s really neat, but
that’s all going 1o change bacause you'va got the beauty of
small numbers when a new market stans up and eventual-
ly the market is golng 10 mawrs and slow down” Every
industry in history has eventually slowed down. But if you
look over the next few years, you could make the prepos-
terous argument, which we at WorldCom make regularly,
that it's not going to slow down, and it's possible that it
could speed up. We believe that the growth of tha Internet
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infrastructura over the last couple of years has been dri-
ven solely by the addition of new subscribars. Everything
we've heard about audio, video, and that rich mix of new
services coming onto the Internet is yet to come. With
multimedia services added to the mix, you could make the
case that the Internst is not going to slow down in the
next few years. it may not speed up, but it's going to be a
rabust growth situation.

This is why WorldCom has aggrassively bullt out
infrastructure to support this growth and will continue to
keep building. From an infrastructure provider’s point of
view, the Internet’s incredible growth is the greatest single
change in the history of communications. The Internet
changes everything, not just the infrastructure. Demand is
growing so fast because there ic a dramatic changa in cost
structure with this new technology. More importantly, for
the first tima in histary this technolagy and this fabric give
businessas the patential to ubiquitausly access all their
customers, all their employeas and all their suppliers in a
regsonably low-cost way.

The Internet has completely changed the world. It's
leveled the playing field. It's made it passible for small
companies to put together national advartising programs
for the first tima in history. It allows new business models
to develop, and it allows little companies like Amazon.com
to come on very quickly, and change the way books are
bought. The depth of this change is enormous.
Amazen.com comes on and the bookstore is never closed.
You can loak for books all night. If you're like me, you can
spend money on them all night. Unfortunataly. [Lsughter]
This is & very, very pervasive change, and it's not going
away.

The technology and the capability behind the Internet
are going to continue ta improve faster than any other
altarnative, because this is where the innovation and capi-
tal are going. And it's also where the best and brightest
engineers want to be. They want to create the next
Nstscape orYeghoo!l or UUNET, or whatever. This pervasive
change is not going away.

From the communication industry’s point of view,
wa're seeing the biggest change in history here. This is
why we're sealng new eggressive players like WorldCom,

Qwest, Level 3, and Willtams. We're seging new, very
aggressive blood coming in and moving very quickly.
There are two fundamental reasons for this.

-

we know about communications. Over the next couple of
years, we're going 10 see a great wave of continued dereg-

tions companies with new ideas. In a world where agility

can coma in and make a difference in a short period of
time. I'll bet that four or five years ago, very few people in
this roam had ever heard of WorldCom or MFS, and that

sty in a very short pariod of ime. These things can change
vary quickly, and | think we're going 1o see this centinue

—®

The first reason is that after 100 years, deregulation
suddenly makes it possible for people to competa in these
markets. The second is that you‘ve also got this new tech-
nology wave called the Internet that's changed averything

ulation. Thera will be static as the current monopoly
providers resist the change, but this is 8 wave.
Governmants around the warld will force daregulation to
happen over the next two or thrae years. Because of that,
we are going to ses enar-

mous changes in the tach-
nology, in the kinds of
products and services busi-
nesses are able 10 buy, and
in the cost structure.

If you think about this
market from the point of
view of structure, you'll see
how different it Is from the
traditional telecom market.
We've had limited competi-
tion for many, many, many
years in the telephons
industry and we've had 510

In a lot of ways,
“When is voice going
s be pulled onto- the IP
infractructure? is the
wrong g_uest;icm.

Wc wma’t even lcnow

voice it in there.

10 percent growth—ae very static environment. With the
Internet wa've got a free-for-all competitive environment.
We've got over 100 percent per year growth on the rev-
enue line and 1,000 percent per year growth on the infra-
structure line. This is a completely new battleground, and
it's anracted a lot of wall-capitalized new-age communica-

may count mare than anything alse, new players actually

nobody had heard of UUNET, We've gained a [ot of notori-
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for some time.

| Welaew prices for
traditional circuit
switching are going to go
down with dersgulation
and additional
competition. I think
tl'acy’re going to JroP
like rocks on the
high-cost segments like

international.

The traditional telcos are moving quickly as well.
Roughly 50 percent of international minutes that are cur-
rently counted as voice aren’t reelly voice at all—they're
fax. That fact forced the traditional telcom people o con-
sider that this Internet thing was not some new niche mar-
ket they could ignore. Thay realized if you could find a way
to fax ovar the Internet, which is going 10 happen vary,
very saon, their core business wes at risk (hundreds of bil-

lions of dollars). That cas-
cades into other pisces,
because if you can fax, you
can do voice messaging
and voice mail. You can do
an awful lot of the voice
growth segments an the
Internet or with Internet
technologies. This scerad
the hell out of the tradition-
gl talephone companies,
and | would argue thats
why they've been so active
in acquiring and parnnerlng
with |SPs in the last yeer or
™wo.

For the first time, the
communications industry is
completely up for grabs.
That’s why everyone’s talk-

10 181k to someabody, and you'll just push a buton. It will
be so convenient that even if it's not perfect, you'll do it
Applications like that are going 10 come in wavas.
Services like fax messaging and voice mail will come, and
there may be a markat for low-quallty, very low cost
Imernet voice service that we haven't tapped yer. We've
sean time and egain that people are willing 10 acoept
lower quality for betrer access—we saw that in the csllular
industry. If the parent of a college student could chooss 10
pay $47 a month to talk to their son or daughter with per-
fact quallty, or to hear & litle static for $3 month, | bet
most of them wauld choose the cheaper, lower-quality
option.

Whet happens with malnstream voice? How fast does
it move, and how fast does it have to move? Tha question
isn't whether or not we can do it. We know we can do it
We can fix the malority of the quality problems with new
technology or with additional cost structurs, overhead,
and administration, but Is it worth it? Ten years from now
there’s no question, but over the next few years, is it really
worth the expense? We know prices for traditional circuit
switching are going to go down with dareguletion and
additional competition. | think they’re going 10 drop like
rocks an the high-cost segments like intarnational. When
that happens, is the Internet cast advantage going to
erode sufficiently 1o make you question whather it's worth
the additional effort right naw? No one knows, but it's cer-
tainly @ question we need to ask. Will thera be additional
ragulatory pressuras? What happens to universal service

ing about “convergence;” which is a buzz word | hate. But

they're talking about it because the communications world
is up for grabs for the first time ever. And it's tramendous-
ly exclting.

As you can tell, I'm pretty excited sbout the Internst
and the possibilities the Internet has brought to the indus-
try. I'm probably the most aggressive person on earth with
ragard ta the potential here. But | am probably e liftle less
far out in terms of my view of how fast the traditional cir-
euit switch natwork goas away.

As | said, voice growth segments are cenainly going
10 come. A lot of application-based voice will be done over
the Intarnet. You'll be on a customer service sita, and want

when you take meinstream volce traffic off the PSTN? |
predict that tha circuit switched voice fabric will be with us
for a ot longer than most people think.

We‘re batting thst international Internet growth will
axceed U.S. growth over the next few years. Growth out-
side the United States has been held back for two reasons.
The first raason is that until now, prices outside the s
have been 100 high to enable huge growth. In same coun-
tries in Europe, the price forT1 is 10 times what it costs
here—that is a major growth inhibitor. i you do the plot-
ting. you’ll find a linear relationship between countries
that have significant price reductions and the growth of
the Internet in those countries. This year, all the major

@,

JOHN SIDGMORE




clties in Europe are open jor competition for the first ime.

The second reason, of course, is that content, tradi-
tianally, has been mostly in the United States. Even
though there’s been 2 huge growth of content in Europe,
the growth of contant in the United States till exceeds it,
g0 as s parcentage of the total, it's @ problem. It's 2 prob-
lern because it means whan you're online in Europe and
you click on a Web site, that click is probably sending &
transaction across the Atlantic and back, and that is extra-
ordinarily expensive. As local content builds in Europe,
and as new technologies like caching increase, and es we
move mare of the content to Europe, we're going to sea 2
huge explasion in international growth.

AtWorldCom, we think this Internet technology and
this new industry i8 going to be an explosive, dominant
farce in our industry over the next 10 years.We think the
|nternet winner will be the winner in the communlcations *
industry, period.Ten years from now the people atthe top
of the pile will not be the paople we see ioday.

Wa've had 8 lot of notoriety because of our acquisi-
tians, but that's not our only growth. This last year we
deployed over $3 billion worth of capital building new
facilities to support this coming demand from the Internet.
In 1998, we're going 10 deploy almost %4 billion. We
deploy, as & percentage of revenue, more capital than any
other large telco, and we're going 10 continue 10 do 0.
Lest year we tripled the amount of our local access facili-
tias in the United States and Europe. After ten years in
business as MFS, in one single year we tripled the amount
of our capacity. We more than doubled our leng-distance
capacity in the United States and we increased our
Internet capacity by more than 1,000 percent |ast year.
We're also deploying new technology as rapidly as we
can, We're among tha most aggressive, if not the most
aggressive in the deployment of new danse wave division
multiplexing technalogy. which is the most significant
capatity-enhancing technology of the last tan years.

Wa built an undersea cable in the North Atlantic that
just went intg sarvice. Capacity on that single undersaa
cable Is roughly equal to all of the capacity on all of the
undersea cables that have ever been laid before.That's
significant. WorldCom is beting hundrads of millions of

dollars on each segment ot this. We're depleying 2 high-
capacity intercity lo ng-distance network in Europe—the
first intarcity long-distance network in the history of
Europe. This is golng 1o have a major impact.

We're doing a lat of things on a lot of fronts because
we're betting the ranch that the Internet tachnology ls
going to be the winner. We're also making gcquisitions.
Qur acquisition of America Online and CampuServa
roughly doubled our internet-related business overnight.
One of our stratedic goals was 10 increase the richness of
the mix of our revenue stream by getling more Internet
revenue, end this accomplished thetin 2 blg way. Our
\nternet revenue stream Is a little Jass than 25 percent of
our total revenue. That may not seam like much, but it's
huge compared other wlecammunications companies.
Twenty to twenty-five per-
cant of our revenus is
Internet, but more signifi-
cantly, Internet represents
50 percent of our growth. if
you do the math, you'll
understand iv's not geing 10
1ake long for the lmtarnet 1o
be a substantial piece of
our revenue stream.

The merger with MCI
had nothing whetsaever to
do with the Internet. It was intended 10 dramstically
incraase our regional capacity. We think reach and capacity
are going to be in short supply for a long tima. When
you're scaling at 1,000 percent per year on your Internet
backbone, you understand capacity is hugely important
going forward. Merging with MC! doubled our local net-
work capacity as well as our long-distance network in ons
fall swoop, and, from the standpoint of the number of
fiber system routa miles in our newwork, it puts us on
roughly equal footing with ATAT. It's all about moving
faster and bullding capability and capacity during this time
of incredible opportunity.

| waat to talk gbout this demand issue again, because
| think it's really not very well understood. Some people
are saying there might be a bandwidth glut on its way.

We think the Tnternet
winner will be the

winner in the

comymunications

in&ustry, Pcriod.
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They say bandwidth is going 10 ba in huge supply over
time because we've got new entrants like Qwest,
WorldCom, Level 3, and Williams building new fiber
routas. They say we’va got much bettar fiber coming on
with different optical characterlstics, and we've got new

treditional veice communications where you've got 2 slow,
very predictable path of weffic going both ways, its a
whole different game. This an extremely difficult thing for
telecommunications companies to come 10 grips with, and
it's very difficult to predict and forecast your capacity

technology coming in across the spectrumh of the fabric,
and so we may have a glut. But if you buy my argument,
you have to buy this. Everyona is missing the demand
sida of the equation. If you'ra growing your demand for
infrastructure at 1,000 percant per year, you have to
deploy ten times as much capacity every year in new fiber
or in new DWDM capacity just to stay even. Not 10x over @
year. 10x every year.

We're golng 1o see continued phenomensl growth in
damand from new subscribers and new applications.
We're going o saee a hugs
onslaught of traditional cor-
porate applicatlons coming
on to the public Internet, or
|P-based VPNs for the first
time. We're going 10 sae
|ots of new applications
surrounding voice, audio,
video, multicasting, and so
forth.

Computer-to-computer

demands going forward.

( If you,re gro-wing your
demand for infrastructure

ar 1,000 Percent per

year, you Lave to c].ePldy

ten times as much capac-

ity every year in new

fiber or in new

DWDM ca}_)u.ciry just

applications may be the
biggest driver of all—what
we call silicon cockroaches.
Silican cockroaches will
have a different kind of

S

impact on the demand

to stay even.
curve than we've evar seen

befare. These computerto-
computer applications can grow like crazy. Moore's Law
makas them grow fast. Thase cockroaches, like regular
cockroaches, grow in ways you don’t really understand.
Live, active computar-to-computar communication ig very

different from treditional communications. Complstaly dif-

ferant. It uses e lot more bandwidth in @ much more

bursty way. And the requirements grow much faster. If you

compare short bursty flows of hugs amounts of data to

T don't underctand, thic P.umn:d slways works for the Federa) Reserve.

Think about the kinds of computers we have today in
the silicon cockroach lineup. Wa've got fex machines, cell
phones, PCs with modemas, Intarnet backhones, Web
phones, digital daytimers, PDAs, and |ots of new devicas
coming on. Over the next couple of yeers, these devicas
are going to grow not anly in number, but also in type. |
would argue that they’re also going 1o be increasingly
mobile. Some seers claim the average person will have
five |P objects on their bodies—you can easily imagine a
cell phone, pager, PDA, and an Internet watch. There's a
campany in Virginia called Zynot thst just did & dsal with
Sony 1o create a new piaca of hardware to maka your
glasses intalligent and online ail the Time. It sounds
bizarre, but things like this are on the way. Even if you
had one or wo |P objects on your body, it's significantly

&—

JaHN SIDEMORE



—

different. Forget about just the pbandwidth. Thisis a level of
complexity people have naver seen before.

As you surf the Web taday. you do it manually.You go
from site to site. If you were shopping for a product, you'd
be online for a while looking &t various Web sites, but with
Intelligent agents, you could tell the agent to go out and
look st every Web site on earth that talks about cers. You
could specify all the things you're looking far and when
you get home from werk, the agent could give you 8
report. Think about the amount of bandwidth thet thet kind
of thing can devour. .

We have this huge amount of demand coming on ona
hand, but we have this huge expectation problem on the
other hand.The world believes Internet access should be
flat out cheap—$20 a month for all you can sal.Tha belisf
is that's the price for Internet access, gnd when we add
broadband to that, it will be included in thet price.The -
theary goes if we could just get the RBOCs and GTE and
WorldCorn and the others to deploy DSL or cable modems
or whatsver, all of this would naturally follow.The world
believes irs cheap. Bill Gates runs around saying
bandwidth shauld be free. We think software should ba
free. [Laughter]

But Internet access is not cheep. Local access is not
the expensive part. | believe the telaphane industry will
robustly deploy DSL this yeer and next year. And | do think
we can provide relatively cheap local access 10 the Internet.
In Denver, we can provide access 10 Denver content for $30
or $40 a month with broadband. But we're not going to
deploy broadband access that is capable of communicating
full time, 24 hours a day between Denver and Frankfurt at
1.5 megabita for $20 3 month. It's just not going 0 happen.
I¥s not the way the math works. So, what does that mean?
That means that for the Internet to continue to scals, one
of a number of things has ta happen. Most imponantly, the
content has to get distributed much mora widely, much
more broadly, until it sssentially becomes local. Because,
again, | think we cen do local access.

If you could distribute the contant so well that it was
mostly local, the math would start to work again. That’s
why caching technology is so critical. | own no stock in
2 caching company, but that technolagy, or some

technology like it is going 10 be ¢ritjcal to the growth of
the Internet on 2 long-term basis. The advanced physics to
cache that much data from such a vast array of sourcas
isn't totally clear yet, but | think it is going to work.

There is another option which is much less popular,
and very complicated. We could provide local access for $20
g month, and you charge additional for long-distance
accass—kind of like 3 premium channel in cable. I's possi-
ble thet new models like this could develop over time. What
gaves us is what's alweys seved us: new tachnalogy, new
thinking, and new innovation. | have great confidencs this is
geing to happen.This is where all the financial capital is
going and it's where all the intellectual capital is going.

Its going to take a fun-
damental rethinking of the ]_A
1echnology 1o make these
networks go dramatically
faster with lower costs.
Despita what many imply
today, a big reason for 1Ps
coet advantage is simply
requlgtory. And it's because
of the way wa deploy IP
netwarks today: We first
build a treditional telephone
network, then on top of that
we layer an Internet net-
wark. In the future, if we're
going to dramaticelly
change that cost curve, and

new era of innovation
18 corﬁing. a new era
of new teclmology
is going to start
cxPloJ'mg, and there's
no question in my mind
that this revolution is

notgoing to end.

take advantage of some of the inherent strangths of IR,
we're going to have 1o holistically rethink this modei, and
build 2 different kind of network that has much less expen-
sive transmission equipment and transmiseion electronics.
Technology designed with & view toward transmissian
through this new infrastructure may allow us to run the
fiber at a much darker lavel and get rid of all the SONET
infrastructure we see there today.

The netwarks af the future will have an optical care
and the outer layer will be IP, but the middle layer is
blurred. That is going to be the great battleground aver
the naxt few years. You're geing to see traditional teleo

a
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manufacturers, as you heard yesterday, get upstream into
the Internet and you're going to see the traditional Internet
guys go downstream. :

in the next few yaars, wa're going 10 58e an explosion
of new technology change everything. We'll see better
fiber, a better DWDM, optical switehes, and cross connects
for the first time. We'll sea all of this because the invest-
ments are going to make this new technology grow even
faster. A new era of innovation is coming, a new era of
new technology is going to start exploding, and there's no
question in my mind that this revolution is not going to
end. It's just the beginning. We've created an extraordinary
expsriment that's going to continue for the next faw years.
The Internaet is the greatest explosion in tschnology ever
and even if it doesn’t taka the mainstream voics traffic in
tha next few years, it's going to take the dominant share
of the traffic. In 10 years, the winner on the Internet is
going to be the winner in our industry.

Thanks for listening.

[Applause]

Lucky: You talked about the merger with MCl and
WorldCom, and you said it would give you more reach,
but why is this good for Internet users? it sounds good for
you, but why is it good for ug?

Sidgmore: Well, it is great for us, which | think is impar-
want. We looked at this merger from several parspectives.
We looked at it stratagically in terms of expanding
talscommunications infrestructure network, but it also cre-
ates $20 billion of flnancial synergies. This will make us a
more effeative competitor in the local loop, and in the
long-distance febric, because we redeploy every dallar we
have inte new facilities. We think WorldCom is the first
compatitor in history that can actually compete on ils awn
with local RBOCs, with GTE, with PTTs in Europe, and in
the local loop. Loak at every single marketin Europe.
There is no one other than WorldCom that has facilities in
multiple countries. We're the only facilities-based carrler.
And so we wauld argus the more facilities we get, the
more prices go down. Mare new services are going 1o be

added, because a lot more bandwidth is going to be there
for the world. This merger is not anly good far America.
but iU's good for the warld.

Lucky: I've heard from you and ather UUNET people that
you get this factor of 1en growth annually, but other peo-
ple say traffic is growing by a factor of three, annually. Are
you growing fastar than the other people, or are they
wrong, or what's going on here?

Sidgmora: We are growing faster than some other people.
We had the highest growth rata among thae large playsrs.
We don‘t ses all the data, but | would still argue that wa
are probably growing our infrastructure faster then any-
body. A lot of the other ISPs don't hava their own infra-
structure (they buy infrastructure fram others like
UUNET), but we're infrastructure based from beginning 10
and. We have seen a very consistant 1,000 percent per
year growth of our infrastructure. Part of the growth, by
tha way, is a mater of our philosophy. We're in the busi-
ness market. And in the business market, you can't get
away with constraining capacity. You have to have
significant capacity. So we don’t load our netwark 10 100
percent. We |oad it10 under 50 percent, and that may have
something to do with the difference in the numbers.

Dave Schmidt: Dave Schmidt, Mansgament Science.You
said you were competing sffectively with the Europeans.
1'd like to hear your pasition on Deutsche Telecom.

Sidgmore: We have interconnect agreements with most of
the major PTTs in Europe. Deutscha Telecom is a very sig-
nificant competitor, but we are the No. 2 player in
Germany, and go aven though Deutsche Telecom is very.
very effactive in their marketplace, we have baen able 10
grow at a very, very fast rate in Europe. Our growth rate in
Europe in the telecommunications world, where DT is com-
pating with us, is more than three times our growth rate
here in the United States. Our philosephy in Europe has
been the same as our philosophy hare: Build fundamental
underlying fiber-based facllities, put switches in, end build
a core telecommunications network, Where we have those
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access facilities, we have competsd extraordinarily wall.
Deutsche Telecam is a major, very strong player, and |
doubt we will take them over any time soon. They're going
to be a major player, butWorldCom will be as well.

Rod Randall: Rod Randall fram Stratus. You mentioned
that some of the applications that will move onto the
Internat include these old, boring applications lika corpo-
rata data networke, some of them being mission-critical
applications. Tha telephone network is built on a reliability
model that involves a great dea! of resilienca, but the
Internetis built on & growth madel. I3 it necessary to build
telephane network-type reliability into the Internet infra-
structure? And if so, what are you doing, or what is tha
technalogy doing to achieve that?
Sidgmore: | think there's going to be a bifurcation. You can
get dramatically better quality by using IP technology with
a virtual private network, and these so-called intranets are
going to be a significant percentage of the growth. But
even on the public Internet fabric, the quality, reliability,
and security have increased dramatically over the last cou-
ple of years, and will continue to do sa. | would argue that
carporations will keep security-critical applicstions on pri-
vate intranets, and that security and reliability aren’t really
as imponant as they think for the great majority of their
applications. When we give CFOs tha choice betwesn pub-
lic Internet access for x price with y reliability, or private
Intarnet access for 3x prica and just slightly better quality,
you'd be surprised st how many CFOs suddenly forget
about their issue with security and quality. [Leughter]

| don't want to pooh poah the security issus, but it's
been overplayad in my opinion. If George Conrades were
sitting at my desk, what might he see? Mot of the things
on my desk are incomprehensible even to me. [Laughter]
So why would | care? Other than pricing and customar
information, why would | care? In most cases you'll find
mast of these applications ere not security critical.

Lucky: | heard a great quote last week, that the market
{avors companies that don‘t spend monay on security, and
are lucky. [Laughter]

Kevin Bikeman: Kevin Bikeman from SRI Consulting.
Could you comment on the impact of pay-per-minute local
sceass on Internet growth outside of the United States?

Sidgmare: | don't know if metered local servica is the
issua. | think it's the price itself. Whether it's metered or
not, local service in Europe Is hugely, hugely expensive.
But as of January of ‘98 competition is now allowed, for
the first time, in all the major cities in the major countries
of Europe. As WorldCom and others build competlitive fab-
rics thara and compate, the pricas will go down whether
they'rs metered or not

Lucky: John, thank you very much. You did a great job. |
really appreciats it.

Sidgmore: Thank you.

[Applause]
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