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Background

MEFS is pulling cable into on-net buildings on an “as needed” basis. These incremental
costs have never been looked at by any one group within MFS because they are hidden in the
budgets of individual cities and operating companies.

Risers are swelling and costs are quietly growing as legacy Telecom, Data, and Switched
Voice services are being sold. This method of deployment does nothing to prepare the building for
future needs and neglects the fact that riser availability is in peril. This cost report answers several
questions:

¢ How much capital is invested in the inside wiring of MFS on-net buildings today?
e At this rate of investment, how much inside wiring will MFS own in 10 years?

Answers to these questions raise more burning questions, such as:

e Could these capital expenditures be reduced in the future by implementing a
more optimal riser distribution system?

e Could the building infrastructure that is optimized to reduce costs position MFS to offer
additional high margin services to all tenants in the building such as: High-Speed
Internet connections and Multi-Media content connections?

For this study, three separate cost evaluation methods (see appendix) are used to arrive at
an average cost figure for inside wiring. Future inside wiring expenditures have been calculated as
a function of the average cost figures and the growth projected in the strategic plan. The question
of a more optimal solution for the future will require a separate study.

Evaluation

Today MFS has over $115 million ($60,000 per building) invested in the inside wiring of
1931 buildings on-net. This figure will range from $800 Million to well over $1.1 Billion in the
next 10 years as MFS cables 10,000 additional buildings.

The $60,000 per building number is conservative because:

e Methods One and Three lack conduit costs and the cabling costs only reflect traditional
CAP services.

e Method Two shows that a high density building expended $134,000 in just 10 months

e Existing cabling costs do not reflect the cabling required to deliver Dial Tone, Long
Distance, Internet/Intranet, and Multi-Media Content to all femants in the same
building

e Over time buildings will evolve from low density to high density which increases cost

Where buildings today have an investment of $60.000; after 10 years they might have an

average of $100,000 or more invested. At this level of investment MFS will exceed the $1.1
Billion figure shown above. (See attached Spread Sheet to perform sensitivity analysis)



Recommendation

The immediate solution to this mushrooming money pit is a new MFS cabling policy and
specification that pulls fiber to the customer premise. Labor and conduit accounts for over 90% of
the total installed costs, cable accounts for less than 10%. Pulling fiber with copper will reduce the
total installed cost over time. Today MFS could be adding valuable fiber to its risers while selling
legacy services incrementally. MFS will be building an infrastructure that will not only
accommodate existing services, but will meet unpredictable needs and offerings of the future.

New buildings and high density buildings should have a more robust design. These
buildings may need a smart fiber optic riser distribution system. This design allows easy
deployment of new services and applications while minimizing new cable pulls and maximizing the
efficiency and bandwidth capabilities of fiber optic cable. This infrastructure will have more
reliability and redundancy while being the catalyst of new business and services.

The Spectrum of services that could be offered by the new infrastructure could generate
Billions in new net revenues per year. Done properly this architecture will allow thousands of
Internet/Intranet, Packetized voice, Private SNA and IPX Data network, and Multi-Media Content
connections to be provided to all enterprises in the MFS buildings.

Additional research should be conducted to develop a business plan that would incorporate
the concept of a intelligent building infrastructure with the delivery of existing and new services at
a lower unit cost while maintaining high margins. A new approach is essential to maximizing the
newly stated MFS objectives of selling Internet/Intranet and packetized voice services to all
customers since MFS sells CAP services to only a few tenants in the building today.

Appendix



Method One

Method One samples 50 on net buildings in Atlanta. Chicago. Houston, New York, and
Washington DC. Buildings in these cities were randomly chosen by the MFS City Operations
Manager who supplied an indiscriminate list of low, medium, and high density buildings. After the
buildings were identified, T-Comm DS-0, DS-1, and DS-3 circuit reports were generated. They
listed every circuit installed in the 50 buildings from 1987 to 1996. These circuits only offer
existing services and reach a small percentage possible customers. Formula’s and ratio’s were
used to calculate the cost of pulling cable to each floor. For example, the cost of pulling a 12 pair
cable to the 35™ floor from the POP in the basement of a building in Atlanta would be:

Cable Run = 15’(vertical distance between floors) X Number of floors + 1507
(horizontal distance on premise) X *City Cost Factor (installed cost of cable or conduit)

or
$2760.00 = ((15 X 36) + 150) X (*$4)

* Higher City Cost Factors were used in New York and Chicago than in Atlanta, Houston,
and DC. See table 1.

Table 1

City Cabling Cost Factor per Ft.  Conduit Cost factor per Ft.
Atlanta $4.00 $30.00
Chicago $6.00 $40.00
Houston $4.00 $30.00
New York $6.00 $40.00
Washington DC $4.00 $30.00

The formula above was applied to over 25,000 separate cable runs. It was cross checked
against actual invoices and found to be quite accurate. Conduit runs can be estimated as well
using this formula. However, there is no report tracking conduit installation like the circuit report
used to calculate cable runs .

Determining the POP location in all 50 buildings was necessary to accurately tabulate this
report. These findings were interesting because many buildings have multiple POP’s. “55W” in
New York has 4 POP’s located throughout the building. It can hand-off a connection to the
customer who is located conveniently to the nearest POP which reduces installation costs due to
shorter runs.

This study found that each building in the sample contained $46,172 in inside wiring. This
equates to $89,000.000 if spread over the 1931 buildings on net. While using this number, it is
very important to know that conduit has not been taken into consideration! Information from
other reports suggests that conduit costs could inflate this number substantially. In Atlanta,
Houston, and DC, conduit costs could increase inside wiring cost from $46,172 to over $60.000
per building. In Chicago and New York where city code requires vertical and horizontal conduit
sleeves, this figure could double from $46,172 to over $92,000 per building, or even triple.



Method Two

Method Two analyzes buildings in nine major metropolitan areas that are mature on MFS’
evolutionarv timeline. Buildings in this study resemble what today’s typical building will be like in
10 years. This is important because the mission of MFS is to turn today’s low to medium density
buildings into high density, fully serviced buildings as it moves forward.

Actual cable pulls in these specimen buildings were documented and analyzed over a one
vear period. During this period we know that certain buildings exceeded annual cabling and
conduit costs of $100,000. One building in particular, the “XWU” building in New York, installed
over $134,000 worth of inside wiring materials and labor in a 10 month period. Actual purchase
orders for this material is documented by date. Individual cabling material and placement costs
were combined to arrive at the aggregate figures mentioned above.

Formula’s used to calculate costs in Method One are demonstrated in the example
below and are validated with actual data from Method Two

(METHOD ONE FORMULA):  $73,800 = ((15 X 113) + 150) X (*$40)

During the 10 month period mentioned earlier, $72,326 (actual) worth of conduit was installed into
the “XWU" building which totaled 1700 feet in length (actual). 1700 feet equates to
approximately 113 floors. It is amazing how the formula reflects an almost identical number to the

actual data.

*This formula was also checked against MFS Houston’s inside wiring records.

Method Three

Method Three interprets a series of print-outs which were obtained from the MFS
Accounting Department. It listed various inside wiring depreciation accounts. This print-out gives
a total, but is inaccurate because it does not distinguish between labor and cable. Further, it does
not account for conduit which besides labor is the bulk of cabling expense. The conduit
depreciation report was obtained, but it did not distinguish between conduit in the building and
conduit in the streets. Therefore, the conduit report was not helpful for estimation purposes. The
inside wiring depreciation report estimated that: $57,000,000 has been invested into the 1931
buildings on net since 1989. This equates to: $29,869 per building to install existing MEFS services
and is incapable of accommodating the desired customer base and services of the future. This
figure is low, due to the labor and conduit deficits in question, but is a good indicator of how much
is spent in cable.

Conclusion

Methods One, Two and Three produce a known average investment per MFS on-net
building of $58,680. This figure is conservative because Method Two tracks only a one year
period of installations. However, Method One and Three’s data examines thousands of cable pulls
dating back to 1987, but fails to account for the cost of conduit. This confirms the average inside
wiring cost per building to be at least $60,000. Going forward, this figure will continue to inflate
as new offerings and services are sold to all tenants in the building.
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