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Greetings from Kansas City (MO) and Cape Hatteras (NC).  
This Fourth of July edition of the Sunday Brief focuses on 
the tenth anniversary of an event that changed the 
telecommunications world forever – the collapse of 
Worldcom.   
 
At the time, I was running Access Management for 
Sprint, a very large (nearly $3 billion annually) but 
relatively straightforward cost component of wireless 
and wireline networks.  To wireless engineers, access 

was commonly depicted as a “cloud” and was considered a necessary element of any network.  At that 
time, most wireless engineers focused on radio engineering.  This continued until the smartphone 
revolution cratered their demand/ forecast charts in the latter part of the decade and they had to learn 
the terms “access” and “backhaul.”   
 
For wireline providers, the equation was remarkably different.  Access was the connection to revenues 
because it made up 30-50% of the total costs of the service.  Without an understanding of access costs, 
which most telecom salespeople knew were geographically based, closing a sale would be difficult, if not 
impossible.   
 
Access costs had two components:  a) the first mile(s), which were commonly called channel 
terminations, and b) any additional mileage that was necessary to connect to the network providers’ 
backbone network.  There were fixed and variable components to access charges, and the placement of 
the interconnection point (commonly known in the industry as the Point of Presence or POP) was critical 
to cost structures.    
 
This was the cost component that Worldcom was capitalizing.  They were leasing large quantities of 
bandwidth, some of it as a part of speculative builds, and were creating a depreciable asset even though 
they had made no capital investment or long-term commitment.  They were using their balance sheet to 
create a competitive advantage.   
 
Many questions have been asked since the discovery and announcement of the largest accounting fraud 
in the history of the telecommunications industry.  Most of these questions circle around the 
circumstances of the fraud – who knew what and when.  (As an interesting read, I have linked to the 
2001 Audit Committee financial review.  Page 13 of 17 describes Arthur Andersen’s assessment of the 
line cost process).  The full SEC timeline of the events leading up to the June 25, 2002 announcement 
can be found here.     

 
The primary question, which has been only partially answered, is 
“Could WorldCom have made investments in 2000 and 2001 that 
would have caused a reasonable investor or Board member to 

believe that the long-awaited integration of 70+ acquisitions was underway?”  According to SEC annual 
report documents, Worldcom made just under $8 billion in capital investments in 2001, roughly equal to 
1999 levels and down from 2000 levels.  It was no secret to anyone in the industry that WorldCom was 
not an integration powerhouse, especially with respect to network and systems.  But, with a slowdown 

http://www.sec.gov/news/extra/wcrevex1.pdf
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in new orders already occurring in 2000 and 2001, could management’s focus and attention have turned 
to streamlining and synergies?   
 
The simple answer to this question is “no.”  While WorldCom’s mix of business was beginning to change 
from leased to owned connections, their overall business revenues were still weighted to voice services.  
Voice was the legacy of MCI and many of the other acquisitions WorldCom had made.  Voice costs per 
minute had been steady over the 1999-2001period, and the rate paid to interconnect to other carriers 
was governed by each state and also by the FCC.  To affect the costs of voice services, WorldCom 
needed to control both ends of the call.  This would certainly have been possible for some business 
customers, but it’s unlikely, if not impossible, that thousands of buildings could have been re-engineered 
in months in order to have delivered the switched access savings required.   
 
Are there other network areas, however, that could have been optimized and produced equivalent 
savings?  Surprisingly, I think the answer here is “yes”, with some caveats.  As was discovered during 
bankruptcy proceedings, WorldCom had been acquiring “lit” or leased capacity into selected buildings 
on five-year terms.  They had also ordered networking gear (Digital Subscriber Line Add/Drop 
Multiplexers, or DSLAMs for short) and placed them in the telco closets of other buildings. If there had 
been greater accountability for earning returns on these hundreds of millions of capital and lease 
commitments (which would have involved having the inventory and financial systems to track 
investments), WorldCom might have told a different story.   
 
It’s hard to remember the term “dial up modem” but WorldCom was a major player in this arena as well, 
controlling about 40% of the total third party purchases of dial-up capacity at the end of 2001.  Modem-
based access was not dead in 2001, and WorldCom’s opportunity to use their status as a local service 
provider was never fully leveraged (Sprint later used its CLEC status to reduce its dial-up access costs by 
over $100 million annually before selling the business to Level3 communications).    
 
Could WorldCom have operated its way into profitability, even with the “dot com” collapse?  The simple 
answer is yes.  Would this change have resulted in a reorganization or Chapter 11 filing?  Yes, it is likely 
WorldCom would have needed bankruptcy protection, just as Global Crossing required it in January 
2002.  Despite the issues a worthless stock price would have created for the Board (who had guaranteed 
Mr. Ebbers’ loans) and for angry institutional investors and employees, with the right focus, the 
company could have achieved substantially lower access costs.   
 

The second question relates to the effect of government actions on Sprint:  Had a) 
Worldcom (MCI) had its roots in the states of California, Washington, or Kansas (as 
opposed to Washington DC and Senate Minority Leader Trent Lott’s home state of 
Mississippi), or b) had Sprint had an AT&T-like presence in Washington DC in 2002 
(and/or fought this with the same gusto as they did the AT&T/ T-Mobile merger), 

would the telecom landscape look different today?  The answer is likely “yes.”   
 
Creating more stability in the telecommunications industry was a top priority following the bankruptcies 
of Global Crossing, WorldCom, and Williams Communications.  Qwest and Level3, who both avoided 
bankruptcy, were hobbled by high-coupon debt and dwindling access to the capital markets.  Our 
country needed stable Internet and communications infrastructures.  The 9-11 tragedy was less than a 
year old, and a single backbone (AT&T) would not be sufficient.  We needed WorldCom to survive, and 
specifically the MCI asset within WorldCom, in order to have a more secure country.   
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That’s how the argument went.  What if, however, the Bush administration had pulled a “Bear Stearns” 
and said to Sprint “Here’s the WorldCom asset (in bankruptcy).  Here’s the price.  You take care of it.”  
There is no guarantee that Sprint would have been able to fix all of WorldCom’s issues, but it’s likely that 
AT&T and Cingular would have had a formidable wireline and wireless competitor in Sprint.  Clearly, 
Sprint’s capacity to build and integrate networks could not be questioned.  And the Sprint shareholder 
would have obtained local assets that would have connected Sprint’s burgeoning wireless network (re: 
Sprint PCS had reached $10 billion in revenues in less than five years).   
 
It had only been two years since the Sprint/ WorldCom merger fell apart.  The probability of creating a 
competitive backbone to AT&T was higher with this scenario.  What Sprint lacked was Washington clout 
to affect the sale of a bankrupted WorldCom before Verizon obtained their long-distance operator 
certifications.  The lack of Sprint’s DC-based influence (which was the heritage of MCI) changed the 
telecommunications landscape forever.   
 
Next week, we will take a look at the Microsoft Windows and Google I/O Tablet announcements, as well 
as try to determine what, if any, effect Samsung Galaxy III delays have had on the 2Q net adds picture.  
Until then, if you have a friend who would enjoy getting this brief, please send an email to 
sundaybrief@gmail.com and we’ll get them on the list.  Happy Fourth, and have a terrific week! 
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