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Executive Summary

This report investigates the key fundamentals that need to be in place for an
operator to improve their profitability. Specifically it focuses on what is best
practice for mobile operators around the world in terms of network coverage,
branding, pricing, segmentation, channels and handsets.

Key trends that have emerged from the study show that network quality and
comprehensive coverage, or the perception of this, is imperative to reduce
customer churn and that the importance of this increases as more competitors
enter the market.

Pricing is also important — while many operators offer a broad range of pricing
plans to their Postpaid customers, the range is not nearly as extensive for
Prepaid. This trend is repeated when looking at handset availability. A greater
range of handsefts is available to the Postpaid base than the Prepaid base.

Customer segmentation continues to play an important part in marketing to and
trying to retain both Prepaid and Postpaid customers. Usage segmentation tends
to be the most effective for Consumer customers, irrespective of their payment
method, whereas the size of the business account is the most effective
segmentation method for business customers.

When it comes to implementing customer retention strategies, direct channels
are the most involved.

This study identifies best practice benchmarks for each of the operator
fundamentals and includes a case study.
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Disclaimer

Intellectual property rights

The findings, views and opinions presented herein are those of Emagine
International and cannot be reprinted, copied or re-transmitted in any form
without the express permission of Emagine International.

Abuse of confidentiality

Emagine International has entered into confidentiality agreements with alll
parficipants regarding the handling of information supplied to Emagine
International as part of this study and considered confidential to each
participant.

Emagine International is bound by those confidentiality agreements, which in
summary mean, that at no fime, shall Emagine International nor any of its
representatives or agents;

Specifically identify which operators have participated in this study

e Atfribute any material presented in this report directly fo a particular
operator excluding to a participant that which has been provided by the
participant directly

Operator names are used in Case Studies that appear in this report, however
these operators are not necessarily parficipants in the study. Publicly available
information has been used for the case studies, which are infended to provide a
practical illustration of a particular Emagine point of view or specific initiative.

Disclaimer

Emagine International has used its best efforts in preparing this report. All
information presented is directly based on information supplied by participating
operators. In rare situations where quantitative information was not supplied
directly by the participants, public domain information, including website
information or estimates have been used. All participants have had the
opportunity to comment on these estimates and suggest variations where
appropriate. Emagine International can provide no express or implied warranties
with respect to the accuracy of the contents of this report. Emagine International
specifically denies any implied warranties of useability of this report for any
particular purpose and at no time shall be liable for any loss or consequential
damages resulting from actions taken subsequent to this report.
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Figure 2.2 illustrates best practice movement for operators — the ideal result is for
an operator to reduce churn (move downwards), increase or maintain NPV (size
of bubble) as their market becomes more competitive (moving right).

(size of bubble indicates customer lifetime NPV)

60%

Annual

churn
rate 50%

40%

30%

20%

10%

0%

Market Competitiveness —_—

Figure 2.2 - ICVM Market Competitiveness Index (MCI)

Note that it is indeed possible that markets need not inexorably become more
and more competitive (move right) and hence operators need not assume that
they will continually have a higher and higher MCI.

The inputs to the MCI are based around the variables shown in section 2.2.2,
some of which the operator has the ability to control. With consolidation,
reduction in subsidies, and government regulation, markets may become less
competitive over time.

2.2.4 Customer Lifetime Net Present Value (NPV) Defined

The generally accepted definition of customer lifetime NPV is the total profit
earned per customer over the average customer lifetime.

Different operators may adopt different internal calculations of customer lifetime
NPV. For the purpose of benchmark comparisons, Emagine has applied a
common model across all partficipants in the ICVM study.
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It is worthwhile to understand the formula used and its implications.

Customer lifetime NPV = (- Acquisition cost) +
((ARPU*Margin)/WACC)*((1(1/(1+WACC)A(1/Churn)))))

Where:

Acquisition cost = total average acquisition cost per customer

Margin = the average monthly ongoing operator margin in dollar terms per
customer excluding acquisition costs.

WACC = monthly weighted average cost of capital

Churn = total average monthly churn rate %

Note that the average customer lifetime is a function of the average churn rate.

Therefore, a 50% reduction in churn (for example) will approximately double the
lifetime net present value of an operator’'s customer base.

Hence, whilst customer lifetime net present value is the key indicator used to
measure best practice, churn is also an important indicator.

2.2.5 Definitions Used in this study

The following table outlines the definitions used in the study for customer churn,
net adds, average revenue per user (ARPU), acquisition costs, net equipment
expense, operating margin, weighted average cost of capital (WACC) and
operational and capital expenses.
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CHURN:

INTERMATIONAL

Postpaid Monthly Churn:

Those customers disconnected in the month divided by average customers for the month.
Average customers equals beginning monthly subscribers plus the end of the month subscribers divided by two.

Prepaid Monthly Churn:

For prepaid customers, all disconnects of services in that month plus services that become inactive in that month divided by the average
customer base in that month. Please see the definition below for inactive customers.

Inactive customers - prepaid:

|Deﬁned as all customers (services) who have not made or received calls for at least three months. |

Average monthly churn - prepaid and/or postpaid

Defined as a three month rolling average of monthly churn - prepaid or postpaid.

Average Voluntary churn - Postpaid

Those customers who themsleves choose to disconnect for any reason during a given month, divided by the average customer base
during that month (includes both contract and non-contract postpaid customers)

Average Involuntary churn - Postpaid

Those postpaid customers who are disconnected in a given month at the initiative of the operator for bad debt or other operational
reasons, including fraud, divided by the average customer base during the month.

Rotational churn - Postpaid

A subset of voluntary churn. The percentage of voluntary churners who choose to disconnect and reconnect as a new subscriber to
the same operator in a given month. (Note: You may only know this % through market research for example)

Off contract churn - postpaid

Total annual churn for postpaid customers who are not on a contract for a given period, e.g. for the month or year. \
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On contract churn - postpaid

|Tota| annual churn for postpaid customers who are on their first contract for a given period, e.g. for the month or year. |

Recontracted customer churn - postpaid

Total annual churn for postpaid customers for a given period (e.g for a month or a year) who have resigned a new contract after the
first contract has expired, e.g. under a recontracting promotional initiative.

Net additions

|Gross additions less all disconnections in any given period. |

Average Revenue Per User:

|Please refer to the ARPU table in the Mobile KPI's and Benchmarks worksheet. \

Average Acquisition Cost per customer:

Defined as total advertising and promotional costs (excluding brand advertising) plus third party commissions plus net equipment expense
per gross add.

Net equipment expense:

Equipment-related activity
Equipment net expense (excluded)

(Equipment sales)
Equipment subsidies

Cost of equipment sales
Installation revenue
(Installation expense)
Direct payroll

Service center
Warehousing & distribution
Other

Gross monthly operating margin:

Defined as ARPU less operating expenses (marketing, customer service, network operations, billing, finance & administration), less
acquisition costs

Weighted Average Cost of Capital (WACC)

The expected rate of return on capital invested. |

Operational Expenses (OPEX)

|Total operational expenditure on running everyday marketing campaigns (e.g. agency costs or handset subsidies) |

Capital Expenses (CAPEX)

The total investment in capital items in a given period (e.g. network, software licenses)
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2.3 Participant Selection and Recruitment

Study participants were selected for their apparent expertise and recent success
record in at least one aspect of mobile customer retention, as observed by
Emagine’s customer retention consultants. Three regions were targeted and
subsequent operators were selected from Europe, Asia Pacific and the United
States who agreed to participate in Emagine’s diagnostic.

The study was limited to mobile operators or the mobile divisions of integrated
telecommunications operators to maximise the relevance of the findings to
participants.

2.4 Questionnaire Development

The questionnaire was designed to gather both qualitative and quantitative
data.

The questionnaire was developed following the publication of last year's
diagnostic. A series of workshops were held with last year's participants and
additional scope was identified. These workshops identified the key retention
and loyalty questions operators asked as well as potential gaps of information.
Where possible, partficipating operators were again given the opportunity to
confribute to questionnaire design. The questionnaire split the data between
Prepaid and Postpaid.

The final questionnaire design comprised two components:
A face-to-face or phone interview qualitative questionnaire, and

Quantitative data workbooks, which were completed by the operator prior to
the qualitative interview (where possible)

2.5 Data Collection

The data-collection phase of the study was undertaken between May and July
2002.

This phase involved face-to-face and/or phone interviews spread across Europe,
USA and the Asia-Pacific. Each interview lasted approximately 1-2 hours and
often with 2 — 3 key people in each operator.

Key people interviewed include where possible: CEO, Marketing Director,
Retention/CRM Director, Customer Service Director, Retention Manager, and
Senior Financial and Marketing Analysts.

In addition, participants were provided with the quantitative workbooks and
qualitative questionnaire prior to the scheduled interview.
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2.6 Data Analysis

The initial phase of the analysis combined all the participating operator
information to formulate a single view of the data. This enabled key findings to
be identified. Emagine interpreted these findings to identify best practice
customer retention activities.

In a limited number of circumstances, where confidence in the data provided
was low and contributed to a significant skewing of the data, specific operator
data has been excluded from certain analysis.

In all cases, Emagine has based this report upon data provided directly from the
participants. Every effort has been made to ensure information portrayed in this
report is accurate and realistic. Where discrepancies occur Emagine holds no
liability for the accuracy of the specific information in question. The quality of the
final analysis and recommendations is based on Emagine’s expertise in the area
and the information supplied by the participants.

2.7 Case Studies

Case studies are used to provide a practical illustration of a particular Emagine
point of view or an example of a specific initiative.

Operator names are used in Case Studies that appear in the Customer Retention
Handbook, however these operators are not necessarily participants in the study.
Publicly available information has been used for the case studies.
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3 Improving Customer Profitability - Getting the Fundamentals
Right

3.1 Overview

High churn rates and declining ARPU are some of the serious issues operators are
currently facing. To rectify these issues operators need to firstly get the
fundamentals right.

Operator fundamentals are all those elements of an operator’s core proposition,
strategy and operations that enable operators to compete and distinguish
themselves in a competitive marketplace.

This report investigates operator fundamentals for Prepaid and Postpaid
businesses, at the different stages of an operator market competitive index
(MCI).

Specifically it looks at the importance and effectiveness of providing
comprehensive network coverage, creating a strong operator brand, offering
competitive pricing, in addifion to the importance and effectiveness of customer
segmentation, channels and handset range and deals.

3.2 Executive highlights

As markets become increasingly competitive Postpaid churn is contained... for a
while. There is a similar frend with Prepaid although not to the same degree.

As markets become more competitive ARPU declines.

Network quality ,as a contributing factor to customer churn is on the increase for
competitive markets, with high customer expectations for network quality.

The number of Postpaid acquisition pricing plans increases in line with increasing
market competition, while the number of Prepaid pricing plans remains relatively
constant.

Simplistic pricing plans for Prepaid operator’s result, on average, in lower Prepaid
customer churn.

Operators rate usage segmentation as the most important method for
segmenting their consumer customer base

The size of the business account is a primary segmentation method for business
customers.

Direct channels are the most involved channels in implementing customer
retention strategies for operators

Greater ranges of handset models are available to Postpaid customers than
Prepaid customers.

3.3 Best Practice Benchmarks

Best practice operators:

17748 www.emagine-int.com
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Provide 100% network coverage.

Are in top 3 operator brands in marketplace.

Offer a wide array of pricing ‘value added services' to their customers, including
special calling plans, free off peak minutes and capped pricing to particular
destinations.

Are using usage, modelling propensity and profitability segmentation methods
Have lifecycle marketing plans in place for Prepaid and Postpaid customers
Are using customer value segmentation information in all divisions

Actively involve channel partners in all aspects of an operators retention strategy

3.3 Infroduction

3.3.1 As markets become increasingly competitive operators get
Postpaid churn under control... for a while

90.00%

"Low" "Medium" "High"
80.00% -

70.00% -

60.00% -

50.00% 1

40.00% -

Annual Postpaid Churn

30.00% -

20.00% -

10.00% -

0.00% T T T T T T T T T T T
20% 25% 30% 35% 40% 45% 50% 55% 60% 65% 70% 75% 80%

Market Competitiveness Index (%)

Figure 3.1 Postpaid annual churn and Postpaid customer lifetime NPV by
market competitiveness

Countries identified as “Low MCI”, are relatively cosy markets with low levels of
competition. The focus is on growing market share quickly, and the consequent
acquisition focus and aggressive marketing campaigns leads to high churn rates
(on average 3.81%). In particular, high involuntary churn is experienced as
customers are “sold” the benefits of a product they are unable to afford (bad
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debt) or from opportunists who take advantage of rudimentary credit screening
and checking processes (leading to high rates of fraud).

As the level of competition in a market increases (moving from low to medium),
there is a shift from a market share focus to a retention focus. Consequently,
CRM systems and strategies are put in place and churn is substantially reduced.
The average Postpaid churn rate for the Medium MCI stage is 1.73%. However,
NPV also declines at this stage due to aggressive price competition and
marketing fowards high value customers.

As the level of market competition reaches higher levels, churn increases again
(to an average of 3.35%). In part this is a natural result of the higher level of
competition in the market. However, this is also driven by a conscious decision by
operators to allow certain low value customers to churn, while trying to retain
higher valued customers through programmes and incentives. NPV tends to
decline due to aggressive price cuts. To address this the company needs to
focus on usage stimulation at this point.

3.3.2 The degree of market competitiveness also impacts on the level of
Prepaid churn in the same way, although not to the same degree

120.00%

100.00% -

80.00% -

60.00% -

Annual Prepaid churn (%)

40.00% - B

20.00% -
AC

AB

0.00%

20% 25% 30% 35% 40% 45% 50% 55% 60% 65% 70% 75%

Market Competitiveness Index

Figure 3.2 Prepaid annual churn and Prepaid customer lifetime NPV by
market competitiveness

Operators in low market competitiveness experience large swings between high
and low churn and profitability. Indicative of the high average monthly Prepaid
churn rate aft this stage of 4.76%.
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As market competitiveness increases operators begin to contain churn (average
falls to 3.32%), however some still have churn levels of up to 50% and the
average monthly Prepaid churn rate in comparison to Postpaid at the Medium
MCI stage is sfill 21% higher!

In the Medium MCI group, 5 out of 17 operators (nearly 30%) experienced a
negative NPV for Prepaid customers. This is indicative of the pressure of
competition in their market — they are churning Prepaid customers faster than
they can profitably sustain them.

Operators with negative NPV need to re-evaluate their commitment to the
Prepaid market. If they want to remain a Prepaid player, their business model will
need to be addressed and this will probably involve an injection of capital.
Should they wish to exit the market, they can either sell off their Prepaid base to
the highest bidder, with an immediate improvement in total NPV or they can
investigate infroducing a “credit challenged” Postpaid plan and transferring the
Prepaid base across.

Operators in highly competitive markets experience a small rise in churn
although this is not as evident as in Postpaid. This is due to the levels of
competition for Prepaid customers not being as high as for Postpaid customers
as Prepaid customers are not perceived to be such high value. Best practice
operators are experiencing strong Prepaid NPV results as they move into highly
competitive markets, suggesting perhaps that they have managed to control
Prepaid churn while maximizing Prepaid ARPU.

3.3.3 As markets become more competitive, ARPU declines

20/48 www.emagine-int.com
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Figure 3.3  Total ARPU and total customer lifetime NPV by market
competitiveness

e As market competitiveness increases, ARPU declines due to increasing price
competition. This is a consistent theme across both Prepaid and Postpaid
markets.

21/48 www.emagine-int.com




emagine

Improving Customer Profitability

$180.00

"Medium"

$160.00 4

$140.00 4

$120.00

$100.00 A

$80.00 §

$60.00 §

Postpaid Average Revenue Per User (US$PPP)

$40.00 4

$20.00

$0.00 T T T T T T T T T T
20% 25% 30% 35% 40% 45% 50% 55% 60% 65% 70% 75% 80%

Market Competitiveness Index (%)

Figure 3.4 Postpaid ARPU and Postpaid customer lifetime NPV by market
competitiveness
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Figure 3.5 Prepaid ARPU and Prepaid customer lifetime NPV by market
competitiveness
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e For Postpaid customers the decline in ARPU in High MCI markets is somewhat
steadied due to operators introducing usage stimulation campaigns and
introducing new data services such as SMS which help to compensate for the
loss in voice revenue.

3.4 Detailed Findings

3.4.1 Provide comprehensive coverage

3.4.1.1 Network coverage, as a contributing factor to customer churn, is
on the increase for competitive markets

The study found that network coverage as a reason for churn tends to be high
for developing markets, taper off as markets enter a medium competitive level
and increase again as a core churn reason in highly competitive markets.

Network coverage can be a problem for customers in developing markets, as
many operators are in the process of ‘building out’ their networks. In highly
competitive markets, network coverage becomes an issue even though
operators have close to 100% network coverage, as customers have a very high
expectation of network quality and for calls not to ‘drop out’.

Operators in many markets have taken advantage of this and promoted
network quality and coverage as a key differentiator to drive acquisition away
from other operators.

3.4.1.2 Network prioritising to high value customers may not be possible
on many GSM and CDMA networks but things are set to change
with the introduction of 3rd Generation networks

No operators are displacing low value customers with high value customers
when a cell is at capacity. This is the same finding as that which was found in
ICVM 2.0. All operators’ networks operated on a ‘first come, first served’ basis.

It appears that customer service differentiation is only happening at service level
not network level. This could be a reflection that the maijority of operators have a
CRM focus primarily in Customer Services and Marketing and are yet to extend
this to all aspects of the operation.

Emagine Point of View

For many GSM and CDMA networks it is not possible to offer customer service
differenfiation on networks today. However the advent of 39 Generation
networks (UMTS) will enable operators to prioritise a customers network access
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based on customer value. For example a low value customer may move from
128k to 16K-access speed to accommodate a high value customer on the same
node, who will always receive the fastest access.

The viability of this proposition may still need to be investigated, given that many
countries treat telephony as an essential service and thus, all customers should
be given equal access to telephony services.

3.4.2 Operator Brand

3.4.2.1 87% of operators in the study are in the top 3 brands in their
market place.

@ 5th or greater brand position
B 4th strongest brand in market
B 3rd strongest brand in market
W 2nd strongest brand in market
B Leading brand in market

56.3%

Figure 3.6 Brand position breakdown of participants

There has been significant operator consolidation in the marketplace over the
last 12 months with some smaller players either collapsing or merging with a
stronger player. Many operators have taken a ‘global brand’, the key benefits of
which are achieving cost efficiencies across the group and more powerful brand
differentiation in their local marketplace.

The trend outlined in ICVM 2.0 of operators pulling back to a core operator
brand rather then running multiple sub-brands, continues in the study. The
majority of operators now have one core brand for all services. This provides cost
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efficiencies, simplifies the market proposition and ensures cross and up-selling to
customers appear more seamless.

Emagine Point of View

Consolidation and uncertainty has caused many customers to move away from
smaller players in each market, to tier 1-3 operators. Operators suggest that this is
due to the degree of uncertainly in the marketplace with many smaller operators
‘shutting their doors’ and customers facing the inconvenience of having to
switch suppliers. There has also been an increase in uncertainty in markets in
general, with the collapse of major firms, not necessarily in the Telecom'’s sector.
This is leading to customers being risk adverse and moving to or sticking with the
‘major players’ in any market.

3.4.3 Competitive Pricing

3.4.3.1 Operators priced at or greater then market average for Postpaid
subscriptions experience higher customer churn on average,
though the trend is not conclusive.
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Figure 3.7 Postpaid monthly churn rates versus Postpaid price position

The maijority of operators are operating at market average to premium pricing
positions in the market for Postpaid. This is perhaps reflective in at the majority of
operators in the study are fier 1-3 in their marketplace.
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3.43.2 Operators priced below market average for Prepaid
subscriptions tend to experience the lowest Prepaid churn on
average, though performance can be wide spread.
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Figure 3.8 Prepaid monthly churn rates versus Prepaid price position

¢ The maijority of operators in the study price Prepaid services at market
level and have a wide range of customer churn results. 3 operators priced
at the premium end of the market, experienced an above average churn
rate for Prepaid.

Emagine point of view

Price is a primary churn reason for Prepaid customers. These findings suggest that
if an operator can maintain a pricing position below market average they will
experience a lower Prepaid customer churn rate. Those operators trying to
maintain a price premium in Prepaid markets will find it hard to sustain growth in
this sector.
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3.4.3.3 The number of acquisition pricing plans increases in line with

market competition while Prepaid pricing plans remain relatively
unchanged.

There is a large inconsistency between operators, with the number of acquisition
pricing plans for Postpaid customers fluctuating from under 5 plans to over 20.

This chart may reflect that price complexity increases in line with market
competition in some markets but the majority of operators maintain a low
complexity of pricing (less then six plans) as a key market proposition for
Postpaid.
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M Prepaid
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Figure 3.9 Average number of acquisition pricing plans versus market
competitiveness
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3.43.4 The maqjority of Postpaid operators have straightforward or
complex pricing plans.
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Figure 3.10 Postpaid monthly churn versus Postpaid price complexity

The level of pricing plan complexity does not appear to influence churn rates

3.4.3.5 Simplistic pricing plans for Prepaid operator’s result on average
in lower Prepaid customer churn

Though the spread in churn for operators on different complexity pricing models
for Prepaid is still widespread, those operators with basic to straight forward
pricing plans tend to exhibit a lower Prepaid customer churn rate. The spread in
performance between operators makes it hard to draw any strong conclusions
from this data except that Prepaid customers are very price sensitive and shy
away from complex pricing models.

28/48 www.emagine-int.com




Improving Customer Profitability

10% 1

9% -

emagine

.G
8% - *s
8 7%
£
T 6% ° *C
5
> 5%
£ oK
(<}
S 4%+
T
H U
S 3% . oN *R
oL s Q
2% -
Tix
. *F
19 .0
0% ; ; ; ; ‘
0 Very Basic 1 Basic 2 Straightforward 3 Complex 4  Extremely complex 5
Price complexity
Figure 3.11 Prepaid monthly churn versus Prepaid price complexity
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3.43.6 90% of operators in the study offer straightforward to very basic
Prepaid pricing models

0% 5%

@ Very Basic

W Basic

W Straightforward

B Complex

W Extremely complex

Figure 3.12 Percentage breakdown of Prepaid price complexity
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3.43.7 45% of operators in ICVM offer complex pricing models for
Postpaid with the remainder offering straightforward pricing
models

O Very Basic

W Basic

B Straightforward

W Complex

W Extremely complex

Figure 3.13 Percentage breakdown of Postpaid price complexity
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3.43.8 94% of operators offer special calling plans (friend/family) to
Postpaid customers with 62% offering free off-peak minutes for
Postpaid.

93.8%
Special calling plans (eg. friends & ’

family discounts) 43.8%
.8%

W Postpaid:
)
62.5% O Prepaid:

Free 'off peak' periods

25.0%

31.3%
Other

Capped pricing on particular
destinations, eg. International

Figure 3.14 Percentage breakdown of value added pricing services offered by
participants - Postpaid versus Prepaid

These services are also available to some Prepaid customers although at much
lower levels - 44% of operators offer special Prepaid calling plans and 25% offer
free off-peak minutes.

While two to three years ago very few operators offered pricing VAS to Prepaid
subscribers, there has been an increase in the use of VAS as operators begin to
compete for high value Prepaid customers in many markets.

Emagine point of view

More operators in the study are integrating pricing value added services into
their retention strategy. Though the majority of pricing VAS is targeted to new
acquisitions, calling plans such as free minutes and capped calling plans are
helping to stimulate additional usage.
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3.4.3.9 Operators in high MCI markets offer a much wider array of
pricing value added services than operators in less competitive
markets, including capped pricing which is only available in
highly competitive markets.

68.8%
Special calling plans (eg. friends & ’

family discounts) 25.0%
.| o

B Med-High MCI
OLow MCI

37.5%
Free 'off peak' periods

25.0%

25.0%
Capped pricing on particular ’

destinations, eg. International

Other

Figure 3.15 Percentage breakdown of Postpaid value added services offered
by participants - split by market competitiveness
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3.4.4 Effective Customer Segmentation

3.44.1 Operators rate usage segmentation as the most important
method for segmenting their customer base.

W Postpaid
Prepaid

Behavioural - usage - 4.56
Modelling propensity - Cross sell/up-sell X 4.00
Profitability of the customer — 3.94
Modelling propensity - Churn risk i 3.88
Lifecycle with the operator — 3.63
Customer needs based (attitudes) — 3.38
Usage type (i.e. personal versus business) o 3.38
Rate Plan N0 3.13
Demographic - lifestage ggg
Demographic - age, occuption, income 2.81
etc. 3.00
Geographic - regional, city, urban 2.4%56
0,60 Not Important 1]00 Less Important 2,60 Important 3]00 Very Important 4A‘00Extremely Important 5,60

Figure 3.16 Importance of consumer segmentation methods - Postpaid versus
Prepaid

The previous year's study found that in competitive markets many operators
valued the need to segment their customers based on profitability. This study
found that though this is important, the more practical means of segmenting
customers (such as by usage) are proving more effective. This is because they
are easier to be ‘made operational’ for the execution of proactive and reactive
customer marketing campaigns.

The study found that operators rated customer usage followed closely by
modelling propensity for up/cross-sell as the most important forms of customer
segmentation for Postpaid customers. For Prepaid, usage segmentation also
rated most important, followed by profitability segmentation.

As with previous studies, many operators rate the importance of customer needs,
demographic and geographic segmentation methods quite low on the scale for
executing customer retention campaigns.
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3.44.2 Operators in higher competitive markets for Postpaid are
focused on usage and modelling propensity for up/cross-sell

and churn risk forms of segmentation

W Med-High MCI
OLow MCI

Behavioural - usage 4.50 475

Modelling propensity - Cross sell/up-sell M 417
Profitability of the customer ﬂ 4.08

Modelling propensity - Churn risk 3.75 450

Lifecycle with the operator W 3.67
Customer needs based (atitudes) q 3.67

Usage type (i.e. personal versus 3.50
business) 4.00

3.25
Rate Plan 2.25

Demographic - lifestage 2.83 400

Demographic - age, occuption, incorme — 283
etc. 2.75
Geographic - regional, city, urban ﬁ 258

I
0.00 Not Important 1.00 Less Important 2.00 Important 3.00 Very Important 4'00Extremelylmponant 5.00

Figure 3.17 Importance of consumer segmentation methods - Postpaid and
split by market competitiveness

The findings from the above chart suggest that as markets become more
competitive, segmentation by statistical modelling for churn risk and
opportunities to up/cross-sell customers, becomes much more important to the
operator.

Operators in markets of low competition, who may not have access to modelling
software, rate practical segmentation methods such as usage; lifecycle and rate
plan as most important. The high importance of profitability segmentation for
these operators is a direct consequence of operators striving to achieve
profitability.
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3.4.4.3 The most effective forms of segmentation for Postpaid customers

are usage, lifecycle and profitability of the customer

) 3.69 W Postpaid
Behavioural - usage ﬂ BPronms

3.50

Lifecycle with the operator 2.19

N 3.44
Profitability of the customer 2.56

Rate Plan # 3.00
Modelling propensity - Churn risk # 2.88
Usage type (i.e. personal versus business) # 2.88

2.81

Modelling propensity - Cross sell/up-sell 1.94

Demographic - age, occuption, income etc. 2.31 2.69

Customer needs based (atitudes) MZM

Geographic - regional, city, urban e 219

Demographic - lifestage h&-oo

I
J Do not use J Not Effective J Average J Effective J Highly Effective '
0.00 1.00 2.00 3.00 4.00 5.00

Figure 3.18 Effectiveness of consumer segmentation methods - Postpaid versus
Prepaid

Interestingly for Prepaid, after usage and profitability, demographic
segmentation (age, income, occupation) rates as the most effective form of
segmentation. This suggests that a move to better understand Prepaid customers
behaviour assists in targeting campaigns to this segment.
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3.444 Rate plan segmentation is much more effective in low MCI

markets while in high MCI markets, usage, profitability, and

lifecycle segmentation methods are seen as most effective for
Postpaid customers.

Behavioural - usage 3.58 400 ;tﬂed-;gh MCl
- ow
Customer needs based (attitudes) W 3.50
Modelling propensity - Churn risk 3.42 275

Profitability of the customer # 325
Demographic - lfestage ﬂ 3.08
Demographic - age, occuption, income — 2.67
etc. 14.00

2.58

Modelling propensity - Cross sell/up-sell 3.50
Lifecycle with the operator 2.50 3.25
U . . 2.25
sage type (i.e. personal versus business) 2.50
Geographic - regional, city, urban _ 200
1.92
Rate Plan | 3.00
' Do not use J Not Effective ! Average j Effective J Highly Effective '
0.00 1.00 2.00 3.00 4.00 5.00

Figure 3.19 Effectiveness of consumer segmentation methods - Postpaid split
by market competitiveness

As indicated in the above chart, rate plan segmentation is one of the earliest
and easiest forms of segmentation used effectively by operators in low MCI
markets. As operators and competition matures more sophisticated methods of
segmentation such as lifecycle and profitability are proving more effective in
targeted customer campaigns to reduce churn.
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3.44.5 Prepaid segmentation effectiveness is actually rated average to

not effective at all for operators regardless of MCI level

W Med-High MCI
Behavioural - usage —%-2775 Blow NCI
Profitability of the customer W] 2.67
Demographic - age, occuption, income etc. O 2.58
Lifecycle with the operator # 2.42
Customer needs based (attitudes) 1.50 233
Demographic - lifestage 0 2.00
Modelling propensity - Churn risk 1.00 1.83
) . 1.75
Modelling propensity - Cross sell/up-sell 2.50
U ’ ’ 1.75
sage type (i.e. personal versus business) 1.00
Rate Plan 1.67 2.50
Geographic - regional, city, urban —‘1\"1;775
I
! Do not use ! Not Effective j Average j Effective ! Highly Effective
0.00 1.00 2.00 3.00 4.00 5.00

Figure 3.20 Effectiveness of consumer segmentation methods - Prepaid split by
market competitiveness

Figure 3.15 indicates that no operator in the study has found an effective form of
customer segmentation for Prepaid customers. Many operators interviewed for
the study admitted that Prepaid customer retention strategies are at an early
stage for many operators, who have a primary focus on Postpaid customer
retention and segmentation practices. This lack of focus has seen many
operators yet to investigate or find an effective form of segmentation for Prepaid
customers.
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3.44.6

method for business customers.

Modelling propensity - Churn risk

Behavioural - usage

Profitability of the customer

No# of services/phones

Modelling propensity - Cross sell/up-sell

Lifecycle with the operator

Industry

Role in the company

No# of employees

Size of turnover of the business

Behavioural - lifestage

Geographic - location

Demographic, age, occupation, income etc

3.00
294
2.88
244
2.38
2.19
2.00
0_6’60& Important 1.‘00 Less Important 2.‘00 Important 3_60 Very Important 0 Extremely Important '

Figure 3.21
Postpaid

The business customer weighting given to the degree of importance for different
segmentation methods follows much the same story as with consumer
customers. The one exception is that the size of the business account is a primary
segmentation indicator for business customers. Generally the more handsets on

emagine

The size of the business account is a primary segmentation

3.69

3.63

3.50

3.50

3.44

3.38

Importance of business consumer segmentation methods -

a business account the more valuable the business customer is.

Demographics and behavioural life-stage segmentation,
business accounts as each account is made up of several users and it is hard o

generalise at this level.

is less important for
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3.44.7 Operators in highly competitive markets rate modelling
propensity (churn) and number of phones on an account as

most important segmentation methods.

Modelling propensity - Churn risk # 4.08
No# of services/phones ﬂ 3.75
Behavioural - usage M 3.75 B Med-High MCI
OLow MCI
Modelling propensity - Cross sell/up-sell 3.67
Profitability of the customer M 3.58
Lifecycle with the operator M 3.50
Industry M 3.08
Role in the company M 3.00
No# of employees Mg.%
Behavioural - lifestage —Lﬁ_l 275
Size of turnover of the business —Zli—l 3.00
Geographic - location —1&725
Demographic, age, oceupation, income *—_un_l
etc 2.50

0.60 Not Important 1‘60 Less Important 2‘60 Important 350 Very Important 4l60Extremelylmponant 5.60

Figure 3.22 Importance of business consumer segmentation methods -
Postpaid split by market competitiveness

Low MCI markets rate usage and profitability as the most important
segmentation methods for business customers. Many operators with a low MCI
admit that, apart from account size, limited segmentation methods are used for
business customers.
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3.448 Most effective business segmentation methods include the
number of phones on an account, behavioural (usage) and
equally profitability, industry and lifecycle.

No# of services/phones

Behavioural - usage

Profitability of the customer

Industry

Lifecycle with the operator

No# of employees

Geographic - location

Role in the company

Size of turnover of the business

Modelling propensity - Churn risk

Modelling propensity - Cross sell/up-sell

Behavioural - lifestage

Demographic, age, occupation, income etc

0.00

Figure 3.23
Postpaid

1.50

1.81

3.13

294

2.75

2.75

2.75

2.69

2.50

2.38

225

219

213

1.00

Not Effective

2.00

T
Average Effective

3.00 4.00 Highly Effective

5.00

Effectiveness of business consumer segmentation methods -

The only segmentation method for business customers rated as effective is the
number of phones on an account. The maijority of operators found segmentation
by behaviour (life stage) and demographics are not effective.
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3.44.9 The main differences in effective business segmentation methods
between operators in high and low MCI is that high MCI
operators have found number of phones on an account and
churn risk scoring much more effective.

No# of services/phones —q 3.33 ;E":;';icglh mci
Behavioural - usage M 3.00
Industry M 2.83
No# of employees M 2.75
Profitability of the customer —
Lifecycle with the operator —
Geographic - location — %g
Modelling propensity - Churn risk * 2.5
Role in the company Mg.n
Size of turnover of the business M 233
Modelling propensity - Cross sell/up-sell Mg-"
Behavioural - lifestage —J—ﬁ]—| 225
Demographic, age, occupation, income etc _ 1?8

NN DN
NNONN
aa g

oo

o

0.00 Do not use 1.00 Not Effective 2.00 Average 3.00 Effective 4.00 Highly Effective 5.00

Figure 3.24 Effectiveness of business consumer segmentation methods -
Postpaid split by market competitiveness

The majority of segmentation methods scored for effectiveness for business
customers has remained unchanged as operators enter a higher competitive
market.

Emagine point of view

Emagine believe the main difference between low and high MCI operators is
that some technology may be available to high MCI operators, such as churn
scoring, which is yet to be made available for low MCI customers. Hence high
MCI operators rate churn scoring much more effective.

Interestingly a * return to the basics’ is seen with high MCI operators rating the
number of phones on a business account as the most effective form of
segmentation. There may be a valuable lesson for low MCI operators
considering more advanced and expensive segmentation methods for
business customers.
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3.4.4.10 75% of operators use customer segmentation information in at
least their core divisions (marketing and customer service)

31%

ONo divison

B Marketing division only

B Core divisions (CS/Marketing)

W Majority of divisions (CS/Marketing/Sales etc)
DAl divisions

Figure 3.25 Degree to which customer segmentation information is used

The study has found a high proportion of operators are actively using customer
segmentation across the majority of their business units (37%). The rollout of
segmentation capability to a majority of divisions provides an indication as to
how essential segmentation and targeted marketing have become for operators
to stay competitive.
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3.4.5 Channels

3.4.5.1 Direct channels are the most involved channels in implementing
customer retention strategies for operators while indirect
channels are the least involved

W Direct channel - Call Centre/TMR's
M Direct Channel - Internet/Web

Payment of commission on % of customer's billed revenue 73 37.5% | 31.3% | D Direct channel - Other
Bindirect channel
Provision of operator customer base to channels [ 250% [ 313% |
Clawback of commission if customer churns 50.0% [ 25.0% |
Use customer contracts 43.8% 18.8%
Implement tariff plan optimisation [12.5%]12.5%]
Implement recontracting offers 31.3% [ 25.0% |
Implement resubsidisation/handset upgrade program(s) 50.0% [ 25.0% |
Implement loyalty program(s) [ 18.8% [12.5%]
Implement affinity program(s) [ 18.8%0.0%
Use churn prediction in operations )% 25.0% 6.3%
Conduct proactive campaigns [ 18.8% 6.3%
Implement reactive customer save process % 37.5% 18.8%
Manage customer interaction by segment [ 25.0% [ 250% |
Implement operational customer segmentation 0.0%
Obtain comprehensive customer information 31.3% [ 250% |

Figure 3.26 Percentage use of customer retention strategies by operators
across channels

The strongest customer retention strategies to be implemented across all
channels include; obtaining comprehensive customer information, implementing
re-subsidisation/upgrades of customer handsets, and involvement in proactive
campaigns

There is a marked increase from last year's study in the use of internet/web
channels in an operator’s retention strategy. These channels are predominantly
used to obtain comprehensive customer information, and to execute proactive
campaigns.

A marked growth area of internet/web channel involvement with an operator’s
retention strategy is with handset upgrade programs. 25% of operators have
launched such programs and are using their website as a cost effective channel
to recontract customer through handset upgrade programes.

44/48 www.emagine-int.com




INTERNATIONAL

emagine )
Improving Customer Profitability
3.45.2 Case study: Use of channels in an operators CRM strategy — 02
Germany

Use of Channels in an operators CRM strategy - O2 Germany

Intfroduction

02 Germany has recently frialed the infroduction of access for their channels
to a customer database built specifically to facilitate re-contracting and re-
subsidising of existing customers. Access is via a web interface. This case study
examines the success of the program.

Issue

With the German mobile market being quite competitive with saturation rates
of over 70%, the introduction of MNP at end of year (Nov 02) with 5 players in
the marketplace, there has been a large shift in focus by operators towards
customer retention.

02 Germany decided to expand their CRM strategy to include their direct
and indirect channels fo address problems with rotational churn. Rotational
churn from their channels had also become a problem with the drop in ‘new’
customers in the marketplace and some channels re-connecting existing
customers so they could receive the latest acquisition offers.

The channels had no access to customer value information, which made re-
subsidising and re-contracting of existing customers difficult.

Options explored

Options explored include integrating both direct and indirect channels into
02 Germany's CRM strategy to shift the focus of channels from customer
service to customer care.

Customer care ‘hotlines’ for channels as well as access to a ‘tool’ via the
Infernet was also considered to allow direct access for the channels to
customer information.

It was decided that a ‘tool’ should be made available to the channels to
allow real time and direct access to customer information.

Following criteria was essental for evaluation of the tool:
1) Strong Segmentation functionality
2) Integrated Web-Campaign ability

3) Broadcasting Outbound across Multi-channels (Letter, SMS, e-mail, call,
web)

4) Strong campaign automation (Rules-based marketing)
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5) Strong workflow support and process automation for designing complex
marketing campaigns

6) Easy integration with CRM front-end system (Vantive, Clarify)

The objective was to reduce overall customer churn and build customer
loyalty.

Solution implemented

02 Germany launched a customer database which channels have access
to via a secure Internet connection. A CRM Datamart, as a subset of Data
Warehouse, provides data to customer touch points. This Customer data
sharing interaction is ensured via single view of customer data in Data
Warehouse.

Access to accurate customer information allows the channels the ability to
make the right offer to the right customer. The database can tell them which
customers they can re-confract, which customers not to re-contract and
generally what value individual customers are to the operator and how much
money they can spend to keep them.

The system also allows for lower value offers to be made to a customer if they
simply wish to reconnect versus higher value offers if the customer plans to go
to a competitor.

Advantages of Web based tool for CRM campaigns (or web based
campaign management):

1) By using the Campaign Management we can steer our customers
proactive and individual to extend their confracts

2) By using web-enabled Campaign Management we can handle
personalized, historical offerings

3) By using workflow-enabled Campaign Management we can manage the
complex process across channels and offers and customer values

4) By using web as frontend for Shops, Agents and the Customer we are
multichannel and self-service capable

5) By integrating the solution in the Data Warehouse O2 Germany can
combine Winback with contract extension. We can ensure a single version of
customer data, which is accessed by intferaction systems

As a result there are major savings on ressources because of automated
process and fast time to market.

Results and Lessons Learned
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The first trial to direct channels has been hailed a success.

Currently more than 700 In-direct channels have access to the retention tool
via the web. The feedback has been very positive so far. There are plans to
infroduce additional features like cross seling and up selling in the near
future. Offers will then be based on comprehensive customer insight and
customer information.

Initial results have seen rotational churn for low value customers reduce 10%
and feedback from the channels has been very positive to be involved in the
process.

* Note: Operator case studies are not necessarily participants from the study

3.4.6 Handset Range and Deals

3.4.6.1 Greater range of handset models are available to Postpaid
customers than Prepaid

30 -

25 1

20

Number of Handsets
&

Postpaid Prepaid

Figure 3.27 Average number of handsets offered — Postpaid versus Prepaid

On average, Postpaid customers have a choice of almost twice as many
handsets models as Prepaid customers. This is probably indicative of the fact that
Prepaid customers are generally perceived to be poorer than their Postpaid
counterparts, and wanting the phone for basic voice and SMS communication
only rather than the more advanced VAS. This relationship may change, as
Prepaid becomes a more valued customer base.
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3.4.6.2 The average number of SIM only plans on offer is similar at all
levels of market competitiveness

3.5

254

Number of SIM only plans

Low MCI Med-High MCI

Figure 3.28 Average number of SIM only plans offered by operators - split by
market competitiveness
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	Greater range of handset models are available to Postpaid customers than   Prepaid
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