Product/Service Bundling - Telecommunication Case

A large telecommunications provider required assistance in developing a mobile
strategy that focused on the ever-growing cellular customer segment.

The Telecommunications Client
* Mobile customers are a large, high profit, and high growth segment
« Competition in this area is increasing

* Mobile offers are an increasingly important part of the overall customer
relationship

» Despite the development of complementary products and services, the
client had no overall strategy designed to specifically meet the needs of
the mobile customer

» Therefore, it is critical that client develop a bundling strategy for mobile
clients that will help

— Synthesize industry and technology risks and opportunities

Define a shared view of mobile customers, segments and their needs

Develop integrated offers that will maximize share and profit in each
segment

Coordinate efforts across multiple departments within the organization
and avoid/limit duplication of product and market investments

Anticipate and proactively respond to competition
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@ Project

» Develop a mobile strategy
based on product
bundling

@ Approach
* Link market experiments
with economics to
optimize results

@ Recommendations
* Winning the “best”
customers requires
segment-specific value
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@ Results

* With new strategy,
predicted an incremental
$6.8 B in NPV (vs. base
case)
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Therefore, Mll needed to fully understand the customer segments, their needs, and

their interest and willingness to pay for wireless products..

» Client project was designed to address four objectives
— Understand the evolving mobile needs of client’s customer segments
— Define the industry environment for mobile communications

— Develop an integrated strategy to meet customers’ mobile
communication needs

PRODUCTS CUSTOMERS

— Cellular — Client segments
(Have mobile, Want
mobile, Don’'t Want

—Paging Mobile i
Customer melelie)

—Card Strategy — Competitor

—Bundle (any customers
combination + other

products and services)

— Develop an implementation plan for strategy roll-out
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To accomplish this, Mll used a 5-phase approach to developing optimal bundles
and creating a new targeted strategy.
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e Phase I: Establish Strategic Imperative Phase II: Situation Assessment Telecommunication Bundling
— Describe potential components of mobile — Understand customer needs including
customer strategy segmentation, mobile needs analysis, @ Project
A — ldentify issues the strategy must address e  Develop a mobile strategy
= i iti based on product
— Develop frameworks that describe the Conduc_:t IR, ERUTE €2 Bunal s
P _ analysis undling
p current and future state of: consumers,
technology, competition, economics — Assess industry environment, e.g. o Approach
J . competition, new entrants, substitutes PP ) ]
o — Define Phase Il work + Link market experiments
a with economics to
c Phase lll: Economic Analysis Phase IV: Customer Research optimize results
h = Develop COmpetitiVG scenarios, e.g. new = Deve|op experimenta| design, @ Recommendations
entrants, pricing, tactics propositions to test, survey questions - Winning the “best’
— Model value propositions — Analyze findings customers requires
—Bundled vs. unbundled _ Effectiveness of media :‘:‘gg‘;zﬂit;zec'f'c value
—By segment — Customer preferences
— Assess different marketing approaches, — Price sensitivity @ Result.‘s
e.g. by offer, by segment, by region . " * With new strategy,
— Potential competitive moves predicted an incremental
$6.8 B in NPV (vs. base
Phase V: Strategy Development case)

— Synthesize project findings, e.g. current situation vs. optimized bundled strategy

— Develop strategy: products, marketing, investment/cost, benefits, organization

— Plan for implementation: activities, timing, staffing, tracking, financials
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MIil recommended segment-specific tactics, product offers that focused on
acquiring and/or retaining customers, and developing alternative channels.

Customers
—Win current Have
segment by
— Capturing their
existing wireless
business
— Prevent them from
switching to a
competitor's bundle
—Convert current Wants to
higher value Haves
— Appropriate pricing
plans
— Protect LD
—Attract competitor
customers
— Win wireless business
— Capture LD with
differentiated offer

L1l

Win the best customers

Product Offers
—Focus on cellular
— Biggest leverage of
stand-along offers
— Key component of a
bundle
— Important to resell
—Premium price offers to
optimize NPV
— Leverage client brand
strength
—Vary brand strategy by
product

— Leverage for card and
bundle

— Build brand and/or
develop alternative
brands for cellular (for
comp. customers)

—Integrate support

— Develop single bill

— Offer one-call
customer service

Ll

Differentiate value
propositions

Channels
—Use alternative channels
to cover the wireless
market
— Retail growing in
importance
— Explore possibility of
higher cost/higher
revenue direct sales
force
—Use customer targeting to
improve acquisition
— Match differentiated
value propositions to
customer segments
— Lower acquisition
costs
—Leverage channels and
contracts to reduce churn
— Proactive OTM prior
to contract ending
— Extension of contract
length

L1l

Develop channel portfolio
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Predicted results were based on detailed market share analysis of all bundile
attributes tested.

* Market share estimates were predicted for all attribute combinations (even
those not specifically tested together)
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Telecommunication Bundling

@ Project
Price Per Minute Monthly Fee AND Brand « Develop a mobile strategy
(base case = 40 cents per minute) (base case = $25 per month, Client name)

based on product
bundling
100¢ $50
‘ @ Approach

% 65¢ » Link market experiments
$0 with economics to

optimize results

@ Competitor A @ Recommendations

* Winning the “best”
customers requires

Competitor B segment-specific value
propositions
Results
Competitor C o .
* With new strategy,

predicted an incremental
5 10 15 20 25

$6.8 B in NPV (vs. base
case)

Market Share Percentage Market Share Percentage

[ Have mobile
[ Want mobile
I Don’t want mobile
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The resulting optimized bundles enabled Mil to develop segment-specific
recommendations.

» Predicted market shares were linked with the economic model to develop
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estimates of the incremental NPV for each segment and bundle combination

Telecommunication Bundling

* MIl was then able to optimize the bundles for each segment

@ Project
» Develop a mobile strategy
Client Customers Competitor Customers based on product

bundling
Don’t Don’t
Want | Have | Want | Want |

@ Approach
Bundle ellula + Cellular + Cellular « Cellular » Cellular « Link market experiments
Composition & Card with economics to
(mobile products)
. . . « LD « LD

Have | Want |

optimize results

Bundle
dgqmp?siti:n @ Recommendations

(additional products) « Winning the “best”

customers requires
Monthly Fee segment-specific value
propositions
Results
Contract Length o .

With new strategy,
predicted an incremental
. . . 5 $6.8 Bin NPV (vs. base
Total Incremental case)

NPV ($MM)

Incremental NPV
per Customer
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As a result of Mil’s rigorous approach, the client could earn as much as $6.8 B in

incremental NPV from implementing the recommended strategy.

* Results were analyzed across all important decision criteria - |.e. segment,
product, customer vs. prospect

$25 NPV Impact (Total)

$20 -
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$10 -
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Base Case J E Strategy

5 NPV Impact (By Segment/Client Customers) ¢ NPV Impact (By Product)
25
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L New Strategy $20 - [ Bundled

$15 -

$10 -
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Don't Want

Featured Client Case # 20
Telecommunication Bundling

@ Project

» Develop a mobile strategy
based on product
bundling

@ Approach
* Link market experiments
with economics to
optimize results

@ Recommendations
* Winning the “best”
customers requires
segment-specific value
propositions

o Results

With new strategy,
predicted an incremental
$6.8 B in NPV (vs. base

case)




