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COUNCIL WORKSHOP ITEM 
 

ITEM: Telephone System Replacement Project Update & Extension of SBC 
Telephone Service Contracts 

DATE: May 27, 2004 
PREPARED BY: Terri Tarka, Purchasing 

Liangfu Wu, Information Services 
PURPOSE: Village Council Approval of the Agreement Extension 

BID AMOUNT: $91,212.48 ACCOUNT: 001.243.0000.5391 
BUDGET AMOUNT: $100,000.00   

 
DISCUSSION: 
 
I. THE REPLACEMENT PROJECT 
 
1. Phase One: RFI Process 
 
In the spring of 2003, staff began the process of evaluating the Village’s telephone system to 
determine if it was financially and operationally advantageous to replace the current Centrex 
system leased from SBC since 1996. Assisted by the Village’s Technology Commission, an 
interdepartmental team undertook this extensive process.  
 
In April 2003, the Village issued an RFI (Request for Information) to all interested telecom 
vendors. The purpose of the RFI was to invite vendors to come in, conduct an analysis and 
advise the project team of the best choice for the Village in terms of the replacement. With a 
participation of ten (10) vendors, the RFI process provided important information in the 
following two areas. One is that the IP telephony is the dominating technology in today’s 
telecom market. A review of the 10 responses reveals that a large majority of the vendors are 
proposing an IP based telephone system for the Village. One vendor suggested a system similar 
to the PBX. But, it is still an IP based system called “Digital PBX” by Inter-Tel (ATI; Advanced 
Telecommunication of Illinois). Some members of the Technology Commission were familiar 
with the telephony technology and its market. Their knowledge was an important factor in our 
selection process. Based on their analysis, the Technology Commission recommended that we 
focus on an IP based telephone system. 
 
Another important piece of information obtained through the RFI process was an estimated cost 
figure. As part of the RFI responses, participating vendors provided cost information associated 
with their recommendations. Based on the estimated numbers, the project cost ranges from 
$190K to $300K. These cost estimates were very helpful in establishing general budgetary 
parameters for our project. 
 
2. Cost Analysis 
 
With the cost estimates, the RFI process enabled the team to conduct a cost comparison between 
a new system and the current Centrex leased from SBC. Our current Centrex System is based on 
a 3-year lease with SBC. The monthly fee on the lease is $4,185, which leads to a yearly total of 
$50,220. In addition, the Village is paying $14,380 annually for equipment maintenance.  
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In addition, there are some seemingly small expenses associated with our current lease such 
adding new phone or moving an existing phone to another location. A request in 2003 for a new 
phone installation generated a $1,200 invoice. 
 
It became evident that replacing the current system offered certain advantages in terms of cost 
effectiveness. Given the total yearly cost ($54,144+$14,380=$68,524), the initial cost of the 
replacement would be paid off in several years. 
 
3. The RFP Process 
 
In September 2003, the Village officially issued an RFP for the replacement project. Eight (8) 
vendors submitted their proposals, representing five different telephone systems including Cisco, 
Sprint, Inter-Tel, Avaya, and Nortel. Based on a combination of factors such as system design, 
technical support, cost, technology, and financial standing of the company, three finalists were 
asked to come to meet with the project team. During this phase of the project, the team retained a 
telecom consultant, Mr. Douglas Johnson, who has many years of experience in the telecom field 
and provided services to many municipalities in the Chicago area. 
 
With the help from Mr. Johnson, the project team and members of the Technology Commission 
decided to further examine the Cisco IP phone system proposed by Sentinel Technology, a 
Downers Grove business and a re seller of the Cisco products. The team felt confident that 
Sentinel would be able to complete the project successfully. Focusing on Sentinel, the team 
conducted several site visits to its current clients. The feedback obtained from the site visits was 
positive. Most significantly, one of the Sentinel clients is the City of Elgin, Illinois. The City of 
Elgin has just installed the Cisco IP phone system, and its overall system configuration is almost 
identical to ours.  Feedback, as discussed later, from City of Elgin was an important factor in our 
decision process. 
 
From a budgetary standpoint, the Village currently has funding earmarked for the replacement, 
but it would require that the system be purchased by taking advantage of an interest free loan 
committed by Cisco. 
 
 Since the beginning of the project more than a year ago, members of the Technology 
Commission and staff from Police Department, Fire Department, Finance Department, Building 
Services, Manager’s Office and Information Services have gone through a lengthy process to 
examine the operations in terms of the utilization of new telephony. As a result, the team 
obtained a detailed count of telephone sets required to support our operation with specified 
features for each of village employees. Such detailed work is the foundation of a successful 
project. 
 
In addition, it is essential that we perform necessary analysis of our network’ ability to support 
IP telephony prior to implementation. Because of the age of our building and changes in our 
office configuration throughout these years, the network cable installed in 1996 is an area where 
we need to focus more attention even without the current telephone replacement project. 
According to research conducted by Gartner Group, a leading IT consulting firm in this country, 
for all organizations that look at IP telephony, to re-cable the network is usually required. The 
following table is a summary of the study. As indicated in the table, all midsize organizations 
that look at IP telephony will experience changes in their existing computer network.  
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Age of Data Network Percentage That Will Require  
Upgrades/Replacement 

Percentage That Will Require 
Configuration Changes 

>5 Years Old 80 to 100% 100% 
4 to 5 Years Old 60 to 90% 100% 
3 to 4 Years Old 50 to 80% 100% 
2 to 3 Years Old 30 to 50% 100% 
1 to 2 Years Old 10 to 15% 100% 
0 to 1 Year Old 0 to 5% 100% 

Sources: Eric Paulak, Gartner Group, Midsize Enterprises Summit, 2004 
 
 
The analysis of our network capacity is a major part of the requirements in our RFP. Sentinel’s 
proposal includes such an analysis, and the actual work has been factored in their proposal. 
 
The new Cisco IP phone system offers many new features not available on the traditional 
telephone system. According to Gartner Group, as information technology advances in many 
fields at a stunning pace, most midsize organizations will face a strong need for convergence in 
their various IT initiatives. The development of telephony based on Internet technology and the 
computer network is considered the most significant convergence today.  
 
For the Village, the Cisco IP phone would be installed and managed as part of Village’s 
computer network, and each phone set will be, in fact, a computer. Such convergence will bring 
changes in the way we communicate. For example, being part of the computer network, the voice 
messages left in our phone system can be translated and saved as E-Mails. Another advantage is 
in maintenance. Since each telephone set is a computer, the physical location of the phone is no 
longer an issue. Whenever necessary, staff can take their phones to any location in the Village 
and use it. Expenses usually paid to SBC for installing new phones or moving phones will be 
eliminated. Based on the feedback obtained from site visits to existing Cisco IP phone customers, 
users appreciate those features offered by the new technologies. The project team believes that 
the new technology will enable us to improve our service significantly. 
 
4. Delay of the Project 
 
The project team has taken a careful approach to the replacement project because of its impact on 
the operation of the Village. Nevertheless, as the new technology evolves at a fast pace, there are 
some areas where further development is necessary.  
 
During the site visit to City of Elgin, the project team learned that the Cisco system had some 
technical issues concerning the gateway that connects the IP phone system utilized in the regular 
office environment, e.g., city hall, public works, etc. and the analog world where the city's 
dispatching center is operating. Sentinel and Cisco made many attempts to solve the problem, 
knowing that their success or failure would have a direct impact on our project. After a close 
review of the issue, the team decided to wait and see how the City of Elgin would resolve the 
issue. If our team had failed to identify this gateway issue and gone ahead with our replacement 
project, we would have had some technical difficulties with our 911 dispatching operation. The 
project team has maintained close contact with staff in Elgin regarding their project status. Two 
week ago, we received an Email from Mr. Jeff Massey, the IT manager at the City of Elgin. Mr. 
Massey indicated that the latest solution implemented by Sentinel and Cisco seems to be 
working.  
 
The project team would like to see the system successfully implemented and fully functional at 
the City of Elgin before recommending the award of the project to Sentinel & Cisco. The project 
team plans to meet again in six months to evaluate the feasibility of proceeding with the Sentinel 
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proposal. Sentinel and Cisco, on the other hand, have agreed to hold the current cost proposal 
along with the interest free loan for a period of 12 months while the project is being suspended.  
 
II. RENEWAL OF THE CENTREX LEASE AGREEMENT WITH SBC  
 
The original timeframe of the replacement project was to have the new system operational by 
April/May 2004 when the current Centrex lease with SBC was about to expire. However, due to 
the delay discussed above, the Village will have to extend the current Centrex Service Lease 
Agreement with SBC. The following discussion focuses on the current telephone system usage 
and related costs. 
 
The current telephone services provided by SBC can be put into three main items: 1) circuit lines 
including phone lines and T-1 lines not included in this project, 2) local and long distance 
services and 3) Centrex Service. The first two items are the external services the Village needs 
regardless of whether we replace the current system or not. The current agreement for Centrex 
Service was approved by the Village Council in June 2001 . Fully aware of our current 
replacement project, SBC agrees to renew them all together this time with their new cost 
proposals. 
 
Item One: Circuit Lines with a total annual cost of $8,820.48 under a 3-year contract term. 
These lines are 4 digital lines (56K) that connect fire stations to VOC, and the connection 
between Du Page County and VOC. The following table is the cost configuration for these 
circuit lines.  These lines must be maintained even if the IP Telephony project proceeds in the 
future.  
 
Circuit Lines Costs 

LINE TYPE CURRENT  
ANNUAL COST 

PROPOSED  
ANNUAL COST 

ANNUAL  
SAVINGS  

4 DSO Lines (Fire Stations to/from VOC $9,292.80 $6,772.80 $2,520.00 
1 DSO Line (VOC to/from County) $2,726.52 $2,047.68 $678.84 

 TOTAL: $12,019.32 $8,820.48 $3,198.84 
 
Item Two: Local and Long Distance Service with a total annual cost of $13,656 under a 3-year 
contract term. Our current long distance service provider is AT&T. SBC is proposing a lower 
rate. Bands A, B and C are local calling areas with different rates based on distance. The current 
costs were estimated by SBC based on our actual usage. The table below is a summary of the 
costs. 
 
  Long Distance & Local Services Costs  

SERVICE TYPE CURRENT  
ANNUAL COST  

PROPOSED  
ANNUAL COST 

ANNUAL  
SAVINGS  

Long Distance  $5,676.00 (AT&T) $1,044.00 (SBC) $4,632.00 
Band A: 0-8 miles/$0.012/m $7,320.00 $5,172.00 $2,148 
Band B: 8-15 miles/$0.021 $2,244.00 $1,884.00 $360 
Band C  15-< miles/$0.028 $5,952.00 $5,556.00 $396 

 TOTAL: $21,192.00 $13,656.00 $7,536 
 
 
Item Three: Centrex Service. SBC is proposing two options: 1) 6-12 months term, or 2) 3-year 
term. Please note that associated with the lease extension is an additional SBC annual 
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maintenance contract with the amount of $14,380 billed by SBC on a quarterly basis. The 
following table is a summary of the Centrex Service lease extension. 
 
 Centrex Services Agreement Extension 

CURRENT ANNUAL COST CURRENT COST EXTENSION 
COST 

ANNUAL 
SAVINGS  

36 months with SPO* (not recommended) $50,220.00 $48,814.44 $  1,405.56 
12 months without SPO (recommended) $50,220.00 $54,144.00 $ (3,924.00) 
CPE** Maintenance (required)  $14,592.00  
    
* SPO: Single Payment Option 
**CPE: Customer Provided Equipment  

TOTAL: $68,736.00  

 
 
The project team recommends that the Village extend the current SBC Centrex Service 
Agreement with the 12-month option plus the annual maintenance agreement for a total of 
$68,736. A one-year extension of the current service agreement will allow the team to further 
review the replacement project while the telephone services remain uninterrupted. As shown in 
the table, the longer the term is, the lower the cost will be. However, a longer contract term will 
limit our options in the next three years. As discussed earlier, a new telephone system will help 
reduce the service cost and offer better options in the telephony field of the Village’s operation.  
Even if the Village were not considering a replacement of its telephone technology, a one-year 
agreement has certain advantages due to the rapid rate of change currently affecting the 
telecommunications industry.  
 

ANNUAL COST SUMMARY 
 

• Renew 5 DSO Lines for operational needs $8,820.48 
• Switch long distance carrier to SBC and renewal of SBC local calling 

bands proposal (estimated): 
 

$13,656.00 
• Extend SBC Centrex Service Lease Agreement (12 months) with a 

maintenance agreement 
 

$68,736.00 
Total annual cost for Village Telecommunications Services $91,212.48 

 
The Village will need to sign different contracts for these items (see below). 
 
ATTACHMENT:  
SBC cost proposals 
 
RECOMMENDATION: 

1. Approval of the 12 month SBC Centrex Service Agreement extension ($54,144.00) 
2. Approval of the annual Centrex Service Maintenance Agreement ($14,592) 
3. Approval of switch of long distance carrier to SBC with a 3-year term ($1,044; actual 

cost may vary) 
4. Approval of SBC local calling bands proposal with a 3-year term ($12,612; actual cost 

may vary) 
5. Approval of DSO lines agreement with a 3-year term ($8,820.48) 








































































































































