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You would never know that AOL, Prodigy and
CompuServe have a serious problem by looking at
their balance sheets. Last year was their best year
ever. The reason is simple: The Internet is boom-
ing, and for most people in the country, the easiest
way to get electronic mail and be able to surf the

•., World Wide Web is by signing up with one of the
nation's Big Three online service providers.

America Online, CompuServe and Prodigy
: have literally been spamming the world with flop-
•' py disks and CD-ROMs containing their software.
You see them everywhere: in the mail, bundled
around magazines, dropped in piles at universities

I and conferences. Buy a modem, and you'll get
r disks for two or three of the services. Buy a com-
• puter, and the software's probably preinstalled.
The spams are coming so fast and furious that
many of us have been able to stop buying floppy
disks—we simply rely on erasing the AOL disks that
show up every week.

And yet, tough times for these companies may
only be a few months away. That's because nearly
everybody is getting into the Internet service
provider business, driving costs down to bargain-
basement levels. Meanwhile, growth of the Web is
pushing content and electronic communities out
from under the clutches of the online behemouths.
That spells trouble for these online giants, which
have traditionally used their discussion groups,
chat rooms, file libraries and online databanks as
their primary tool for attracting new customers.
With the growth of the Web, this competitive
advantage is quickly evaporating.

"I think that maybe two years from now there
will be no difference between what we call an
online service and what we call an Internet ser-
vice," says Steve Franco, an analyst with the
Yankee Group in Boston who closely follows the
Internet and the online world. "Either the online
service providers will migrate and become ISPs, or
they will be forced out of the business. The model
of controlling proprietary content will not work in
a world dominated by the World Wide Web." £

But if they're going to compete, they're going ro
to have a rough ride. That's because a new gener- ^
ation of Internet access providers are about to hit s

the ground running. Each of these firms has rev- S
enue, capital and market presence that dwarfs all g
three online services—combined. With names like 3



J



MCI, AT&T and Pacific Bell, these firms are the school-
yard bullies, ready to jump into the sandbox and take
whatever they want.

So why aren't the "Big Three" quaking in their
boots?

* * *
If you live in New England, then you have probably

heard of TIAC, formally known as The Internet Access
Company. But if you don't live in New England, then
you probably never will.

TIAC got its start in January 1994, in Bedford,
Mass., using a a handful of maxed-out credit cards for
capital. "We now have 70 employees in Bedford. We
have a satellite office on Broadway in New York City.
We have a satellite office in South Windsor, Conneticut.
We have POPs (points of presence) basically all over
Eastern and Western Massachusetts, Connecticut, New
York, New Hampshire and Rhode Island. By the end of
December, we will also have Washington, D.C., New
Jersey and Maine. By this time next year, or most like-
ly much sooner, we expect to have coverage in excess of
2,500 communities east of the Mississippi River," says
Jeff Aizley, a spokesperson for the company. In

November, TIAC boasted two high-speed Tl lines, with
a third Tl "on order."

TIAC is a local Internet Service Provider, one step
up from the "mom and pop" ISPs that have sprouted up
like mushrooms in most of the country's major metro-
politan areas during the past year. Like most ISPs,
TIAC's prices are far cheaper than the Big Three online
services—$29 a month gets you 100 hours of service,
$49 gets you 300 hours. TIAC is also offering high-
speed access to the Internet through ISDN, a kind of
digital telephone service, for an astonishingly low price
of just $39 for 100 hours.

As for customers, "That number grows by a
couple hundred every day," says Aizley. "Last I
checked, it was 13,500. I can open up our user
database and tell you exactly...14,526 customers
right now. Oops, make that 14,527."

And yet, for all of Aizley's bravado, TIAC
isn't even a blip on AOL's radar screens. Each
day last fall, when TIAC was growing by a cou-
ple hundred customers every day, AOL was
adding more than 8,000 subscribers. The two
companies are in a completely different league.

Analysts say that it's the small Internet ser-
vice providers who have cause to be alarmed.
"There are something like 1,400 Internet service
providers in the country today," says Yankee Group's Franco. "I
would be surprised if that number is bigger than 400 at this time
next year. As these companies continue to grow, they really
don't have the expertise to scale their networks."

It's a completely different business to provide service to
1,000 people, 100,000 people or a million and more. For exam-
ple, TIAC currently keeps track of all of its customers using a

single Filemaker Pro database. Last
year, when a bolt of lightning hit the
company's Bedford offices, TIAC's
entire network went down. Unless
TIAC is able to overhaul and redevel-
op its network, its internal informa-
tion systems and its very way of doing
business, the company won't be able
to expand and could die under the
weight of its own customers. Franco
expects that many of the smaller ISPs
will either merge with larger firms or
close up shop.

If the TIACs of the world aren't a
fear to AOL, a more serious threat
might be the large-scale ISPs that have
hundreds of thousands of subscribers,
such as San Jose-based NETCOM On-
Line Communication Services, which
last year grew 221 percent, from
41,500 subscribers in 1994 to

232,800 subscribers in 1995, or PSINet, which claims to service
1.5 million people as the result of providing Internet connec-
tions to more than 6,000 organizations.

"Baloney," says Ted Leonsis, president of America Online
Services Co. "Every month we are replicating NETCOM," he
explains, citing AOL's monthly growth rate of 250,000 addi-
tional subscribers.

Leonsis says that he isn't worried about the regional Internet
service providers at all. "I don't think that is a good business. If
you just look at the history of media, it is the big brands" that
survive, he says.

Joshua Harrif, president of Jupiter Communications, a
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