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D. COMPETITIVE POSITION

'.

Adjacent market extensions beginning to create potential for differentiation • may be mitigated
by roaming agreements

Significant early competition on system performance (coverage and quality) - ability to
differentiate on system performance likely to erode over time

Evolution of distribution channels critical to optimizing penetration rate and minimizing power
of Agents and Dealers.

Competition currently low to moderate but increasing

To-date little competition on service pricing

System operators compete for new customers through equipment discounting
and commission rates
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CELLULAR

PAGING Competition currently moderate and increasing
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Deregulation of market entry has brought many new entrants

New entrants have focllsed heavily on price competition to gain share

Market share strategy of new entrants appears to be a precursor to sell-out to the more
committed firms

o
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Competitive intensity may recede to a mow rnodr!r(lt(~ level once shakeout occurs
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SBMS' subscriber revenue has grown from $Z37.4H in 1988 to

$501.5M in 1990 which is an increase of *264.lM or 111%. Due to the

expected growth in customers, subscriber revenue will continue to groW

reachina $1,224" by 1994.

Althouah subscriber revenue is expected to crow throuchout the

business plan, subscriber revenue on a per custoaer baais i8 axpected to

decline. Historically, subscriber revenue per customer has declined about

9.8% annually since 1988. The table below reflects this change as well as

SBMS' forecast through 1994:

AVERAGE SUBSCRIBER REVENUE PER CUSTOMER
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The decline in subscriber revenue per customer is primarily a

reflection of the chanainc customer base. The early subscribers were

pri.arily hieh income business custome~s who use their phones daily. As

the penetration levela have grown, the new customers have become those

with moderate needs for cellular service. With cellular sets now selling

for less than ;100, a new customer ha. e.erled. This customer bUyS a

cellular phone for occa.ional and security use and spends nearly $20 a

month~ than the average customer.

Subscriber revenue per customer is obviously influenced the most

by customer usagei however, SBMS has learned over the years that there are

a number of other factors ~hich can effect subscriber revenue per custome~

(SRPC). These include the follo~ing:

• Price per minute

• Monthly access charge

• Features (Call Waiting, 3-Way calling, Call Forwarding. voice

mail, detailed airtime billing)

• Billing increment

• Peak hours

• 10..111& rates

• Activation or suspend charges

StJ8JEC'%' TO CI.A.Ut or PlK1f!X:IIOH
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The Iraph shown below depicts SRPC for the Dallas market

searelated into the major components of SRPC:

A'TERAGE REVENFE PER CUSTOMER ANALYSIS
DALLAS
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As the graph indicates the airtime portion of SRPC has declined

sharply, however total SRPC has not declined proportionately due to

increases in the monthly access charges per customer and slightly higher

roaming per customer.

SBMS has been aggressively changina elements of subscriber

revenue to aiti.ate the effect of lower customer usale. Virtually every

SBMS market has increased monthly access charles in the last two years.

Billina Increaenta have moved from the 1987 level of 100% of the base on

30-second increments to the current level of 93X of the base on

full-minute roundlna. SBMS has also adjusted the hours by eliminating

"nilht hours" and extend ina peak hours in many of the markets. Features,

detail air, and voice mail have been actively marketed and now represent

$3.24 a month per customer.

3
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In addition, SIMS has made substantial chanaes in rate plan

packalina to reduce the 6ffect of lower customer u.aae. Our revenue

studies indicate that S~ has a high percentage of low usaae customers,

and in response we have structured rate plans with minimum bill

requirements. This structure results in the loW end customer paying the

highest price per minute as shown below:

Per Minute Charle

Free off-peak has proven to be an attractive option to

customers. Because of this, SBMS only offers this option on rate plans

with premiums built into the monthly access charge.

Overall, SBMS ha. i.pleaented a multitude of chanaes in rates to

help offset the decline in custoaer usage. As for the future, there is

very little reaainina to chanae except the published per minute rate. SBMS

currently believe. the market would not bear an increase to the published

rates without substantial churn and other neaative effects. Roaming rates

have increased periodically, however. roaming only represents 4.9% of ou~

average SRPC. Roaming rates are easier to increase than base rates,

because we're not effecting "home" customers. SBMS does not have a sing>~
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plan for the group to generate greater subscriber revenue, but rather

eight plans representing the various markets. Listed in the pages that

follow is a brief history of each market, and the opportunit~es of the

future.

ClICA(jQ

The Chicago aarket has probably the lowest rates of all the major

.arkets. A recent Berschel Shoesteck study indicated rates by market as

follows:

".", r•
..."., ,fl.

LM ....,.-----
As the above indicates, Chicago has the lowest rates in the

country. Monthly access charges for the basic plan have been $15 with

peak rates of $.34 per minute and off peak of $.20 per minute. Overall,

Cellular One's rates are below Ameritech's. Chicago'S rate structure is

somewhat unique when compared to most SBMS markets. Most markets have

plans which serve a low, middle, and high usage customer. Chicago has the

basic plan (middle user) and then several package plans. The package

plans have a higher monthly commitment and include a certain amount of

minutes, but the minutes are discounted from the basic plan. Chicag~

5 5~:UEC: 7~ :~G.:.A.
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actively promotes plans and as a result, traditionally has had one of the

hichest revenue per cuatoaer averacea amona our properties. (Chicaco also

has one of the hlaheat usaae per customer averaces.)

Chicaeo haa lIade a number of chances to improve subscriber

revenue. Theae include:

• November 1987 - Chanced prille hours from 8am to Spm to 7am to

9pm

• Marc.h 1990 - Began charging for "Una Time"

• November 1990 - Introduced expanded voice mall and other

feature charges

• December 1990 - Increased foreign Roamer rates from $.50 a

minute to $2.00 a day and $.75 per minute

• May 1991 - Increased basic monthly access charge to $19.95.

This impacts about 401 of the base.

For the future, with rates in general beine so low, it is our

intent to continue to increase rates. Chicalo currently does not have a

free off peak plan. SBMS is currently reviewine introducina such a plan,

but inatead of unlimited off-peak there would be a modest charge for

off-peak (8ay 4t a lIin.). We are also evaluating charcing customers for

the Telco interconnection fees associated with their usage. With

Chicago'S hieh usage, this would have a substantial impact.
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Boston rates have historically been relatively low for a market

it. size. The monthly access charle i. *29.00 a month which is low for

the northeast. (Rew York $55.00. Philadelphia $52.00, Washinaton, D.C.

$39.95). Per .inute charae. on the other hand are relatively hiah on a

national leTel <t .•• peak. $.29 off peak) but about noraal for the

northeast relion. In addition to the per minute rates, Boston charges the

customer the local Telco interconnection ehar,e aa a separate item.

Boston rates generally are below Nynex's primarily due to the billing

increment. Boaton historically had billed customers on 6-second

increments up to the first 2 minutes.

Over the past few years. Boston has initiated several key rate

chan,es to improve subscriber revenue per customer. The changes include

the followina:

• July 1989 - Roamer surcharge introduced

• April 1990 - Chanced the billina increment from the 6-second

rOUDdina to full minute

• July 1990 - Introduced a free off peak plan with a premium

aonthly access charle

• JUDe 1991 - Increased foreign roamer rates 32~

• JUDe 1991 - Rai8ed monthly access charge $2.00. This change

affects 90% of the base.

I •
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For the .alt part, the chanaes have been implemented with very

little dilrurtion to the market. H~wever, at this writing, while we are

iapleaentlna a rate increase in June 1991, Nyuex has filed a tariff which

would lower rates and price their plans below ours across the board.

Their actiona Ie.. illoaical and appear to contradict the steps needed to

offaet decllnlna cuatoaer ua..e. SIMS ia cloaely aonitorina this

situation.

Aa for the future, SIMS believe. there ar. other opportunities to

increase rates in Boston, somewhat dependent on our competitor. Boston

provides call detail at no charge and vill in all likelihood start

charging customers in the near future. With monthly access charges

relatively lov, SBMS vill continue efforts to move this fixed charge

upward.

WA$BIwc:rol/IALTIIIDU

The Washinatou/Baltimore property historically has had the

hlaheat subscriber revenue per customer of all the SBMS properties. This

il priaarily due to the property's demolraphics (hiaheat income per

capita, heaYy aove~eDt usaae, commuter city, etc.) and the relatively

hiah ratea wheD coapared to the rest of the nation. Washinaton/Baltimore

was ODe of the laat SBMS properties to fall below the $100 a month average

sublcriber revenue. In recent years Washington/Baltimore's subscriber

revenue per customer has fallen precipitously. One major contributor was

the introduction of Plan F, a plan designed t9 add nev customers quickly .
..

Although the plan resulted in a large addition of customers. it ~as priced
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so inexpensively (an average subscriber revenue of $28 a month) that it

drove the Washinaton/8altimore average downward. Plan r has been

subsequently stopped. Despite the obvious failure of Plan F,

Washington/Baltimore has introduced a number of changes to improve

subscriber revenue per customer. These include the following:

• Chanced the billing increment to full minute rounding

• Increased roaming rates

• Changed the billing increment to full-minute rounding

• Increased roaming rates (7am-7pm, etc.)

• Changed peak hours from 7am-7pm to 7am-9pm

• Established an unlimited off-peak plan with a premium access

charge

• Began billing for features

• Increased access charges on low end plans

Washington/Baltimore's future changes will focus on gradually

increasing rates. This will be accomplished mostly through higher access

charges and possibly increased per minute rates. Washington/Baltimore's

network has had major problems, and the system conversion planned at the

end of 1991 will probably increase usage due to customers having fewer

dropped calls and being able to place calls more reliably. Once customer

confidence 18 restored, SBMS feels customers will pick up their phone more

often.
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Dalla. subscriber revenue per customer has always been good for a

laree market. Referencinc the earlier study, Dallas is about averaee for

a larae .arket. Dallas' plan structure haa for the most part followed the

traditional three-tier plan. In other vords, econo~ plana had low

access/hlah per .1nute fees Vhll. hlah user plana had hlah access fees but

included a certain nuaber of minutes and lover per minute charees for

additional uaale. Corporate rates vere introduced in November of 1987.

Initially, all customere were billed in 30-second increments. Dallas was

one of the first markets to require contracts of one year or more which

has had a dramatic effect on reducing churn.

Over the last couple of years, the Dallas property has been the

SBMS leader in implementinc chanaes to improve subscriber revenue.

Subscriber revenue per customer has declined 13.8X since 1988 while peak

minute usage per customer has dropped 24%. Major factors contributing to

this performance are as folloYs:

• Chanaed froa 30 second to full minute billing increments

• la1sed acceas charees on econo~ and basic plans

• Introduced "free off-peak" which in! Hally resulted in higher

peak usage. Once established, eliminated the offering from

low-end plans.

• Increased foreign roamer rates

• Lovered commission rate on economy plans

r
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Dalla. al.o ha. increased activation fees, voice mail rates, and

other miscellaneous charges. Because Dallas has been the 1ead!r in

revenue chanaea, there are not ~lny new options available other than

selectively continuina to increase many of the same items previously

discussed. Like Chicago, Dallas is also reviewing charging customers the

interconnection fee. charled by the Telco associated with customer usage.

In Dalla., this could be a. auch a. $.02 a minute, which would be a

significant boost to sub.criber revenue.

ST. LOQ'IS

The St. Louis market has traditionally had a large percent of

customers on the economy plan. Subscriber revenue per customer has bee~

relatively low for a market its size. Average subscriber revenue per

customer has been below $100 since 1986. However, since 1986, St. Louis

8ubscriber revenue per customer has not been declining as fast as the

industry. This is due in large part to the following:

• December 1987 - Eliminated night rates

I ~
I~
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• September 1988 - Offered unlimited off peak for a $10.00

additional charge. Average off peak paid usage was less than

$5.00

• July 1990 - Raised billing increment from 30 second to one

minute

• November 1990 - Increased access charges on all economy plans

or required a minimum usage
."

• June 1991 - Increased access charges on the basic and other

plans

11
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St. Louis, like most of the SBMS markets, has taken a number of

steps to iaprove sUbseriber revenue. One of the immediate action items

for this aarket i8 to begin limiting the free off-peak usage. Although in

general this program has generated substantial revenue, it has nov been so

successful that off-peak usa,e exceeds peak usage. St. Louis, like the

other aarketa, ia also re.ievina charlina euatoaera the interconneetion

fee for their us..e. This i.sue aay be eztreaely sensitive in this market

due to Southwestern Bell'. presence in St. Louis •

.,

OILABQMA CITY

Oklahoma City'S average subscriber revenue per customer has sho-~

one of the steadiest trends in recent years. As indicated by the

following table, subscriber revenue per customer has remained relatively

flat since January 1989.

AVERAGE REVENUE PER CUSTOMER ANALYSIS
OKLAHOWA CITY
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Thia haa been accompliahed through several key actions. The

firat of theae occurred in late 1989 when roamina rates were increased.

In early 1990 billinc increments were changed to full-minute rounding.

Also in 1990 features and voice mail vere heavily sold to exi.tina

customers. This effort increased subscriber revenue per customer nearly

For the future, Oklahoma City .ust continue to find ways to

offset lower customer usage. Currently, pla-s are underway to increase

the network's calling scope to attract additional traffic. Usage should

increase as certain cellular calls will be toll free when compared to

local land-line calls. In addition, like the other markets, Oklahoma City

is investigating billing customers for Telco interconnection fees

associated with their usage.

WEST mAS

West Texas subscriber revenue typically runs in the $60-70 per

customer ranae. Most of the markets' rate plans are set around the

econ~, basic and hiah end user structure. Capacity vas not an issue in

theae .arket. and a. a result, several of the markets initially offered a

$125.00 • month unlimited usage plan. This plan was very successful early

and accordinaly, generated high subscriber revenue. In recent periods,

hovever, uaage ha. become too high and the unlimited plans have been

discontinued. Additionally, new customers are unwilling to make a high

monthly commitment. Similar to the other SBMS markets, the West Texas

I
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properties have been gradually increasing rates by changing the billing

increment, rai.ina access charges and increasing roamer rates.

Additional increases in rates will be gradual as in the past so

as not to create a coapetitive dis.dvantage. Further upward movement of

the acce•• charle. i. the .ost likely course with the de-eaphasis of the

econo~ plana close behind. West Tex•• vill a180 be revievina billing

customers for interconnection fees associated with their usage.

WSAS OGIOR

Kansas City's subscriber revenue per customer remained in the

upper $90 range until 1989. This performance is largely due to strong

usage and a better than average mix of basic plan customers to economy

~lan customers. Kansas City's rate plans are typical of a market its size

and reflect the economy, basic, and high user structure. Kansas City has

also taken a number of steps to improve rates. They are as follows:

• Increased billing increment to 60 seconds

-
<:

-..
:

• Eliminated night hours

• De-commissioned economy plans

• Increased roamer rates

Sla7ECT TO c.uM OF PROfECtIOtl
tIIDD JlDLI 16(cl (7) OF mE
FIS)EIW. JULES OF CML PJIIJCWORE

SUBJECT TO F.O.I.A.
EXEMPTIONS 3 AND 4

For the future, there are not any "big wins" left to implement

for this region, except possibly the billing of Telco interconnection fees

to the customer. This region typically gener~tes one of the highest

revenues per customer from features and voice mail, and SBMS will contin~e

to focus on these revenue sources.
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lOUD ron 1&101

South Texas Region'S subscriber revenue per customer has remained

in the $80 range for the past couple of years. Of particular note is the

Rio Grande Valley vith its relatively ••all population but hllh subscriber

reYenue per cu.taaer ($11 for 1990). The relion i. about noraal in terms

of rates and structure but has always been characterized by its hi,h

roaming reyenue. Roaaina reyenue in this relion is about $6-8 per

customer compared to an avera,e of $2-3 in moat other SBMS markets. The

hi,h roaming revenue is due in part to the tourism industry. However,

there is a significant amount of travel between cities in the region and

Austin. Because of this heavy travel, regional roaming rates have been

priced without daily fees and at reasonable rates.

Recently South Texas has experienced a relativelY small decline

in subscriber revenue per customer primarily due to a number of pricing

chanaes made the last few years. These chanaes include increasing roaming

rates, ehanain& the billing increment to full minute reundinc, and

selectively introducing rate plans which increaae accea. char,es. San

Antonio is the first SBMS market to increase the per minute char,e. This

increase va. effective early in 1991.

There are very few changes left for the South Texas region. This

market is currently reviewing extending peak hours, and like the other

markets, South Texas is also reviewing charging for Telco interconnection

fees. With the high roaming traffic in the r~gion, roaming rates will be

periodically revieved for a possible increase in rates.
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-.WlRELESS VOICE

TbrNt of New Entrants· JI«Ilum

TODAY·2OQO

Competitive Factors

• The perIOnaJ communications ....na witl change from two major players to
an oIgopoty arrangement consisting of 3·5 payers. baNd on FCC actions.

• New industry entranII wiII'not be M1fIt:Jive competition before 1996. For example,
ESMR.. inIiaIy pt•••nt a weak thrHt. mainly due to unproven technology,
lack of ubiquity and ....... Imitations.

• cellular induItry growth wi' continue to be strong. while growth rates will slow.
• Emerging customer eegments win be more price sensitive.
• WireJess access technology wiJl emerge as a cost-effedive substitute to wireline

access.
• Digital deployment will greatly increase capacity and quality of wireless access.

Bargaining Power of Buyers - Low

• Competition exists at the distribution channel level.
• Competitive pricing exists between carriers; therefore, quality has emerged as

a determinant in the buying decision.
• While service pricing has remained competitive, the rapid decline in equipment

pricing has created an environment where -equipment price- is the perceived
consumer battleground.

• Smooth deployment of digital is critical to maintaining its perceived high level of
quality in the mar1<etplace.

Bergelnlng Power of SUppliers· Low

• Cellular's open air interface standard has resulted in a competitive environment
among terminal suppliers.

• SBMS' position as one of the largest carriers gives it leverage over suppliers.
• Lack of switchJeell standard interlace has resutted in dependency on a single

system supplier, on a per-mar1<.et basis.

sm..nrt !O a.A.1ll OF PJCitiLliON
UNDER RULE 26(c) (7) or !IE
PmERAL RmJ:S or CIVIL JIIIOCn)CR.t

SUBJECT TO F.O.I.A.
EXEKP'rIONS 3 Atro 4

RESTRICTED·PROPRIETARY INFORMATION
The information contained "'erein is for use by authonz.a employees of Southwestern Bell CorporatIOn
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--WlAELESS:NOtCE

Th.... of SUbltJtu~ Products or services· Low

TODAY· 2000

Competitive Factors

• Wirefine service does not provide mobility.
• SMR and IMTS do not offer same level of functionality and mobility as cellular.
• Paging is primarily one-way communication.
• Long-term threat to cellular's core market from other networks is not clear at

this time.
• Extensive time periods for regulatory determinations, license awards and infra­

structure constnJe:tion will occur prior to the emergence of effective competitors.

Rivalry Among Existing Competitors - High

• Cellular growth continues to exceed forecasts.
• Standard that has fueled the growth of the cellular industry has also eliminated

the transfer barriers to customers' switching.
• Research has proven it is not possible. at this time, to construct a perceptible

differential in service price; therefore. competitive pricing is more apparent
on equipment than on service.

• With target markets barely penetrated, market expansion, not market share, is
the key focus.

• Competition for distribution channels is intense.
• Competition for the other carrier's customers is increasing.
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WIRELESS ACCESS

INDUSTRY EVOLUTION

.,

CU....". ATTMCTIYINESS EYOLUT1ON (1"-2000)

• The FCC has oreated a regutated • The FCC wiI license a third and.
duOpoly possibly. fourth ptayer

- Utnited spectrum availability - PeN. E-SMR. CT-2 I CT-3

• The industry has experienced high I • Industry growth wili continue at strong.
I •rates 01 growth
i although Slower. rates

• Early adOpters of cellular service have • EmergIng customer segmems wlli be
not been price sensItive more pnce sensItive

- Perceive cellular as an essentIal • Wireless access technOlogy will
business tool constitute a threat to wireline access

• Wireline access technology cannot in cenain geographic areas

prOvide mObility • Implementation of digital technology
win vastly inorease capacity

~ ~

Absence of significant price competition Increased rivalry

HIGHLY ATTRACTIVE
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NATURE OF COMPETlnON
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; • GROWTH IN DEMAND HAS EXCEEDED ORIGINAL PROJECTIONS

• THE FCC PREDICTED SUFFICIENT LEVELS OF RIVALRY FROM
A DUOPOLY 218492

- tN ACTUALITY, THE TWO PLAYERS IN EACH MARKET
HAVE BEEN ABLE TO AVOID SERIOUS COMPETITION IN
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SIC RElATlVE POSITION

INTRODUCnON

• IN THE CURRENT ENVIRONMENT, CHARACTERIZED BY RAPID
GROWTH AND LIMITED RIVALRY, RELATlVE POSITION IS LESS
RELEVANT THAN IN MATURE. COMPeTlllVE INDUSTRIES

- PlAYEAS ARe CONCENTRATtNG ON MARKET
PENETRATlON

- COMPANY ADVANTAGE LIES IN GEOGRAPHIC
MARKETS SERVED AND CUSTOMER ACQUISITION
STRATEGIES IMPLEMENTED

• IN THE FUTURE. AS NEW COMPETITORS ENTER THE MARKET
AND SUBSCRIBER GROVVTH EVENTUALLY LEVELS OFF.
POSmONING WILL BECOME INCREAS1NGLY IMPORTANT

- SOURCES OF COMPETITtVE ADVANTAGE WILL LIE IN
SUPERIOR SERVICE PERFORMANCE OR SUPERIOR
COST PosmON

o CUSTOMER SEGMENTATlON

GROWTH PHASE MATURITY PHASE

ATTRACTIVE lOW COST
TERRITORIES

CUSTOMER
1 SUPERIOR

\
PERFORMANCE i

ACQUISITION SERVICE
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