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1. Executive Summary — The Next Generation Network

Over the past 20 years, the US communications industry has transformed itself from a single-provider
network dominated by voice technology and services to a multi-industry, cross-technology network
dominated by digital technology delivering multimedia services and content. Networks once designed to
be uniform and standardized are now required to be open and interoperable with a number of different
technologies and protocols. The “first generation” voice network provided universal service to the US,
and lasted about 100 years. The conversion of the telephony network to digital switches and fiber
backbones and the growing importance of packet technology exemplifies completion of the “second
generation” and the transition into the “next generation network.”

In this next generation network, formerly distinct access technologies, with comparable price points,
become interchangeable. Mobile phones can displace fixed (wireline) long distance, and digitized voice
is transmitted over the Internet via dedicated “data” lines. In this new converged environment, service
providers must contend with not only competition within their own technology space, but also with the
considerable threat from substitute services in what was previously considered different industries.

This report is intended to provide a cross-industry look at end-user demand for network access. It
introduces a new term “access connection” to describe an environment where a mobile “phone” is
comparable to a dial-up line in the eyes of the end-user. This “Next Generation Access Report” includes
access connection forecasts for fixed and mobile services, by metro area and state, for home, business
locations, and anywhere in between. Thus, this report provides a comprehensive view of the total access
demand, across industry sectors, for any geographic area in the US.

The analysis in this report includes the following forecasts:

Total access connections (mobile and fixed) will increase at a compound annual growth rate
(CAGR) of 19% driven by increased data and mobile usage.

- New applications for multimedia drive higher bandwidth requirements. Businesses will
continue to increase total bandwidth requirements as well as move traffic to IP networks.

- By 2006, 60% of total access connections will be for data.

- Mobile voice access connections will surpass fixed voice by 2005.

End-users find mobile minutes a cost-effective substitute for long distance, and as a result,
mobile minutes of use are growing while fixed usage growth is slowing.

Internet penetration will grow, but at a slower rate than in the last few years. Internet user
penetration in the US is expected to grow from 50% in 2001 to 75% by 2006. This in turn will
continue to drive considerable growth in higher-speed access in both fixed and mobile
networks.

- Residential broadband growth, having started rather slowly, is now picking up and is
expected to reach almost 50% of households in the next five years.

- Consumers are dropping second lines and opting for mobile phones or broadband.
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