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COUNCIL WORKSHOP ITEM

ITEM: RENEWAL OF AMERITECH CENTREX CONTRACT AND TOLL
CALL RATE CONTRACT FOR A, B, AND C BAND CALLS

DATE: May 15, 2001
PREPARED BY: MARTIN LYONS, DIRECTOR OF FINANCIAL SERVICES
PURPOSE: The Village of Downers Grove has used Ameritech for the provision of

its telephone line, equipment, and local/long distance services since 1995,
when we entered into a five-year contract for these services.  Our current
contract has expired, and we need to renew our contract to continue
services at our present level.  The bid and budget information below is
for a three year contract.  Local/long distance charges are on a per
unit/minute basis.

BID AMOUNT: $ 102,921.49 ACCOUNT: 001.243.0000.5391
BUDGET AMOUNT: $ 103,681.00

DISCUSSION:

In 1995 the Village entered into a long-term contract with Ameritech to provide high quality
phone service and insure an absolute minimum of interruption to our services due to equipment
failure, obsolescence, or other changes in the telecommunications industry.  This decision was
made after two years of review by a telephone committee, regarding the issue of purchasing a
new PBX, or contracting the central switching function of a large system such as ours to a
vendor that would be responsible for keeping current with technology.  Over the past five years,
our phone system has had nearly no service interruptions, the telephone equipment (handsets)
have performed above expectations for reliability, and we have been able to meet the changing
needs for communications with a minimum of new capital investment.  An example of this
would be the installation of the Community Response System into our system, and the continued
expansion of our wide area network computer systems.

Staff has reviewed our options regarding our future telecommunications needs using both our
own internal Information Services Department, and by contacting competing firms to see if
switching systems would be desirable.

From an Information Technology perspective, the IS Director does not feel that technology is
proven enough to make a change to usage of the Internet to provide our basic telephone needs.
In the future this process, which is referred to as “Voice over IP” or “telephony” will be able to
reduce our costs for toll calls, and may one day eliminate the need for costly handsets, that are
separate from our desktop computers.   IS Director recommends that we stay with our current
system while we finish our other major technology projects such as the CAD system, and wait
for proven technologies to appear over the next three years.

We also contacted two separate phone services providers, MaCleod, and Midco, to determine if
we could make a switch from Ameritech.  Due to the overlapping nature of our data,
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maintenance, and service contracts, it is presently not cost effective to make a change, due to
fairly high termination charges on these ongoing contracts, not currently up for renewal.  We
also found that regardless of the company chosen, only Ameritech staff can provide maintenance
services to our system.  Companies that choose a different phone service provider other than
Ameritech, still have Ameritech personnel maintaining their actual phone lines.  Because of this,
we did not feel that any savings in either time or money would result in adding a “middleman” to
this process.  Moreover, since our service function to the community is very dependent on our
phone system, we do not wish to change any of the maintenance relationships that have kept the
system running without failures over the past five years.

Ameritech Line Usage Proposal:

The Ameritech proposal for line usage is structured according to the total number and type of
lines the Village of Downers Grove uses for its non-911 telecommunications The table below
shows a listing of these lines and is also included in Attachment 1, the Ameritech proposal.

Type of Equipment                                                   Quantity

Centrex Voice (analog) lines 189
Centrex ISDN (digital) lines  84
ISDN Circuit switched Voice service 159
ISDN Circuit switched Data service   9
Secondary Directory Numbers   8
Ameritech Centrex Message Signal Interface   1
Caller ID – Intercom 132

These lines connect all non-911 operations of the Village together and allow for toll free calling
between all Village sites using only a four-digit number.

The monthly fee for these lines varies dramatically with the term of our contract and based on
the method of payment.  Initially, the Village requested one, three and five year terms.  However,
after consulting with the Information Services department we decided to limit our term to three
years, to keep open our options for new technology.  The table below shows the monthly fee for
a one and three year term.

TERM MONTHLY FEE ANNUAL FEE ANNUAL
TAXES*

TOTAL

One year $6,145.31 $73,743.72 $5,899.74 $79,643.46
Three year $4,891.96 $58,703.52 $4,696.28 $63,399.80
*The Village is subject to excise taxes on telecommunications.

 As was the case in our first contract, Ameritech offers substantial discounts for what is termed a
“Single payment option” which the Village chose to do in 1995.  As the name implies, we would
need to pay Ameritech for the entire contract upfront under this situation.  For those communities
without sufficient reserves to pay all costs upfront, Ameritech also offers to provide financing for
the Single payment option.  In our case, looking at a three-year contract being paid on a monthly
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basis vs. the single payment option, financed by Ameritech Leasing, we obtain substantial
savings by again pursuing the single payment option (SPO).

TERM MONTHLY FEE ANNUAL FEE ANNUAL
TAXES*

TOTAL

Three year SPO $4,185.38 $50,224.56 $3,696.93 $53,921.49
Three year $4,891.96 $58,703.52 $4,696.28 $63,399.80
Difference ($706.58) ($8,478.96) ($999.35) ($9,478.31)

If the Village chooses to go with a three-year contract, completely paid upfront, the total costs
are $138,634.75 plus $11,090.78 in taxes, for a total cost of $149,725.53.  If this amount is
financed, the total three year cost is $150,673.68 plus the same $11,090.78 in taxes for a total
cost of $161,764.46.  As noted in the Ameritech Leasing Contract (Attachment 2), the interest
rate used is based on the 3 month U.S. Treasury bill adjusted periodically throughout the
contract.  Since the Village of Downers Grove invests in a variety of investments that receive at a
minimum the return equal to this rate, we feel it still a better contract to finance the purchase.
We also feel we have considerably more leverage regarding contract performance, if all our
payments are not made up front.

Finally, in 1995 the Village of Elk Grove also purchased a similar phone system of similar size
and functionality.  They are also in negotiations presently with Ameritech and have been
satisfied with the system functionality and cost over the same time period.

Ameritech Local/Long distance Proposal:

The Village of Downers Grove currently carries it’s A, B, and C, band toll phone services co-
terminus with our line contracts.  This is done to take advantage of the volume discount our line
usage contract brings to the toll contracts.  By tying the two contracts together we are viewed as
a larger customer strictly for the A, B, and C, per minute rate charges.  The table below shows
our current and proposed line charges.

Call Distance Current Rate Proposed Rate Difference
Band A .04 .017 (.023)
Band B .029 .0225 (.0065)
Band C .029 .027 (.002)

Local toll and Long distance fees are budgeted at $53,281 also in account 001.243.0000.5391.
Based on the fee reduction, and our continually increasing use of the Internet instead of the
phone system, we should stay well under budget for our toll phone fees.
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Below is a recap of the 2001-02 costs and three-year costs for this proposal compared to budget.

Line Usage Services Local/Long Distance
Services

TOTAL

FY 2000-01 Budget $50,400.00 $53,281.00 $103,681.00
FY 2001-02 Proposal $53,921.49 $49,000 (Estimate) $102,921.49
(Over)/Under Budget ($3,521.49) $4,281.00 $759.51

Three Year budget $151,200 $159,843.00 $311.043.00
Three Year Proposal $161,764.46 $144,000 (Estimate) $308,764.46
(Over)/Under Budget ($10,564.46) $15,843.00 $5,278.54

ATTACHMENT:
Attachment 1:  Ameritech Line Usage and Long Distance Proposal
Attachment 2:  Ameritech Leasing Proposal

RECOMMENDATION:

We recommend the renewal of a contract with Ameritech for a three-year term for a total
estimated cost for 2001-02 of $102.921.49.

____________________________________________
APPROVED BY ACTING VILLAGE MANAGER




























































































