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The Financial Impact of Satisfying
Wireless Customers

In June of 2010, the wireless penetration rate in the United States was 93%, representing an
increase of 174% during the past 10 years, according to J.D. Power and Associates wireless
industry data. While the overall penetration rate may be slowing, carrier market shares are in a
constant state of flux. To maintain subscriber growth and positive financial performance in the
midst of this competitive tug of war, wireless carriers must continue to meet and exceed their
customers’ evolving expectations and provide a satisfying and rewarding experience.

Most industry executives acknowledge the value of having a highly satisfied subscriber base,

but not all have embraced measuring this intangible tenet with the same vigor. Those executives
who are less inclined to dedicate adequate resources to customer experience or loyalty programs
question their short-term shareholder value. However, there are quantifiable links between
customer satisfaction and profit, and, in fact, customer satisfaction may be used as a mechanism
to drive profitability. While customer satisfaction impacts each wireless carrier differently, the
most notable benefits are increases in customer recommendations; service and device upgrades;
and premium plan package subscriptions, as well as lower operating costs and increased
frequency of sale transactions. J.D. Power and Associates’ research findings also show that

there are positive returns on investment (ROI) for providing a highly satisfying wireless customer
experience, and that these payoffs most often occur in the short term.

In their search for a leading indicator to gauge the success of their most recent marketing and
customer care initiatives, some wireless carriers have narrowly focused on the importance

of measuring customer advocacy using metrics such as net promoter score (NPS) as their
bellwether. While a valuable tool, measuring advocacy alone is not sufficient, and is perhaps an
oversimplification.

Wireless carriers must understand which actions to take to develop advocacy. To gain more
insight into the customer experience and develop successful, enduring service and marketing
action plans, J.D. Power recommends a holistic approach of measuring customer satisfaction that
includes loyalty metrics, key performance diagnostics, and competitive strengths—all of which
will serve as more comprehensive, if not leading indicators of profitability.

The objective of this special report is to illustrate how wireless carriers may use Voice of

the Customer metrics to assess and eventually create predictive financial and operational
performance models. In addition, this report provides examples of the financial impact of
enhanced focus on customer satisfaction and the customer experience. Although rankings in
J.D. Power's wireless industry studies vary from year to year, one fact remains constant: the
highest-ranking carrier provides its customers with a top-quality network for calling (and, more
recently, texting and Web surfing); competitive pricing; and highly knowledgeable, courteous,
and helpful customer service and sales representatives. More importantly, the highest-ranking
carriers also typically achieve high financial performance.

The most notable benefits

are increases in customer
recommendations; service and
device upgrades; and premium
plan package subscriptions, as
well as lower operating costs
and increased frequency of sale

transactions.
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To examine the financial impact of satisfying wireless customers, J.D. Power conducted analyses
using financial metrics and data from its wireless studies. Providerlevel satisfaction and loyalty J.D. Power recommends a
metrics were compiled by quarter from 2008 to 2010 and merged with publicly available provider holistic approach of measuring
level financial metrics such as net subscriber additions (i.e., the number of new customers minus customer satisfaction that

the number of lost customers) and operating revenue. The relationship between wireless service
provider customer satisfaction and financial performance was examined at point in time and at
various time lags (e.g., 2009 first-quarter satisfaction in relation to 2009 second-quarter financial
metrics). To control for potential seasonality impacts and to boost the sample size, the data were

includes loyalty metrics, key
performance diagnostics, and

competitive strengths—all

stacked at the various time lags. For example, 2009 first-quarter satisfaction data were aligned of which will serve as more
with 2009 second-quarter financial data, and 2009 second-quarter satisfaction data were aligned comprehensive, if not leading
with 2009 third-quarter financial data. indicators of profitability.

Impact of Wireless Customer Satisfaction on the Bottom Line

Overall, the analyses showed a positive relationship between providerlevel satisfaction and
subsequent financial outcomes. That is, the overall customer satisfaction index score was
positively related to net subscriber additions and operating revenue one quarter later. This
relationship held across increased time lags (i.e. two-, three-, and fourquarter lags), but was
strongest after one quarter.

To graphically illustrate the impact of customer satisfaction on financial metrics, data were
grouped into three categories based on overall provider satisfaction and examined in relation

to financial outcomes. (Figure 1) These categories segmented customers with low satisfaction
(scores lower than 695 on a 1,000-point scale), moderate satisfaction (scores of 695-719 points),
and high satisfaction scores (scores of 720 and higher). The mean satisfaction score among the
low satisfaction group was 674, while in the moderate and high satisfaction groups they were
707 and 729, respectively. On the surface, the differences among these three groups may seem
nominal, yet the differences are statistically significant, leading to dramatic differences in financial
performance. Taken at face value, some wireless carriers may shrug off a gap in satisfaction
between their company and the highest-performing competitor. However, the drivers of these
scores can have farreaching consequences.

In the low satisfaction group, the subscriber base is still growing—on average, this group nets
618,000 subscriber additions one quarter later. Further, carriers included in this satisfaction group
average $1.4B in operating revenue per quarter. While positive, these figures are still well below
those of the moderate satisfaction group. The average net addition for this group is 882,786 new
subscribers per quarter, which is nearly 265,000 more than for carriers in the low satisfaction
group. Operating income is also higher in the moderate satisfaction group (more than $1.5B,

on average), and carriers in this group average $9 more in quarterly income per subscriber than
carriers in the low satisfaction group.

However, financial indicator metrics are significantly more positive among carriers in the high
satisfaction group. Average operating income exceeds $2.9B per quarter, which is more than
double that of the low satisfaction group. Further, the average number of net subscriber additions
(more than 1.9M per quarter) is also more than three times as high as the low satisfaction group.
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It does not pay to be average. While only 22 index points separate mean satisfaction scores of
the high and moderate satisfaction groups, the differences in carrier financials are quite dramatic.
Carriers that truly satisfy their customers achieve double the number of subscribers gained per
quarter, compared with those carriers that simply meet expectations. These carriers also achieve
double the operating income, and the average revenue per subscriber is $12 more than among
those carriers that are in the moderate satisfaction group.

Financial Outcomes by Subscriber Group Carriers that truly satisfy their
(Net Subcriber Additions vs. Average Operating Income) customers achieve double the
number of subscribers gained
2,000,000+ $2,921.769,231 - 3,000,000,000 g i
per quarter, compared with
1,947,923 1.2.500,000,000 those carriers that simply meet
1,500,000+ expectations.
T2,000,000,000
1,000,000 + $1,539,428,571 —+1,500,000,000
$1,429,000,000 882,786
T 1,000,000,000
500,000+ 618,000
500,000,000
0 1 1
Low (<695) Medium (695 - 719) High (720+)
Net Subscriber Adds Operating Revenue
Source: J.D. Power and Associates 2008 — 2010 Wireless Customer Satisfaction Study*™ Figure 1

Customer Satisfaction Index as a Predictor

The Customer Satisfaction Index score is an effective predictor of average revenue per
subscriber. There is a strong correlation between the CSl index score achieved in J.D. Power’s
wireless studies and average revenue per subscriber (ARPU) the following quarter. To further
illustrate, in Q2 of 2010, Verizon Wireless ranked highest in customer satisfaction among the
largest wireless carriers with an index score of 739. The following quarter, Verizon Wireless
reported an operating income of more than $4.8B, which equated to $52 per subscriber and
several dollars more per subscriber than any other competitor.

While there are certainly numerous other factors contributing to subscriber additions and losses,
existing customers can serve both as proponents and detractors of the brand.

Word of mouth is actually effective in garnering market share and valued customers, and brand
advocates serve as uncompensated marketing representatives. J.D. Power finds a strong
correlation between a customer'’s propensity to recommend their wireless carrier and increases
in actual subscribers the following quarter. While Sprint has struggled with regard to subscriber
churn, the carrier's recommendation propensity rate increased by more than 5% from Q4 of 2009
to Q2 of 2010. This coincided with Sprint’s first net subscriber gain in several quarters.
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Value of Satisfying Customers

To recognize the macro-level financial benefits of satisfying wireless customers, it is critical for
carriers to understand the value of satisfying the individual. J.D. Power notes the following from
recent industry data:

e Nearly three-fourths (72%) of customers who rate their wireless experience 8, 9, or 10 on a
10-point scale indicate they “definitely will” or “probably will” purchase additional products
and services from their carrier within the next 6 months, compared with just 48% among
customers who rate their carrier 7 or below. Furthermore, customers who rate their carrier
a 10 are three times more likely to indicate they “definitely will” purchase new products,
compared with those who rate their carrier 8. (Figure 2) Similarly, customers who rate their
carrier 10 are nearly 40% more likely than those who rate their carrier 8 to currently subscribe
to plan upgrades, such as extended device warranties and insurance programs.

e |nresponse to the economic downturn, customers who are less satisfied with their carrier
(ratings of 1-7) are 36% more likely to have downgraded their wireless services, compared
with customers who are more satisfied (ratings of 8-10).

e Satisfying existing customers translates to fewer resources needing to be allocated to
retention programs. Just 6% of customers who rate their carrier 8, 9, or 10 are likely to switch
to another service provider in the next 12 months, compared to 22% among those rating
their carrier 7 or below. Further, customers who provide their carrier a rating of 8, 9, or 10
recommend that carrier nearly three times as often, leading to a significantly higher number
of added subscribers. Again, notable differences exist between switching intention rates even
among those who are considered satisfied customers: those rating their carrier 10 are half
as likely to say they “definitely will” or “probably will” switch their carrier within the next 12
months, compared with customers who rate their carrier 8 (4% vs. 8%, respectively).

Wireless Carrier Satisfaction by Rating

Satisfaction with Wireless Carrier

% "Definitely Will" or “Probably Will” Purchase

48% 72% 79%
Additional Products within Next 6 Months ’ ° °
% Downgraded Service in Past Year 15% 1% 1%
% "“Definitely Will" or “Probably Will” Switch
o wenniely I oW 22% 6% 3%
Carriers
Source: J.D. Power and Associates 2010 Wireless Customer Satisfaction Study" Figure 2
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In 2009, J.D. Power reported that customers who were dissatisfied with their carrier's network
quality and switched service as a result spent an average of $5 more per month with their new

carrier, suggesting customers will pay a premium for an exceptional network. This equals an
average of $60 in additional annual revenue per subscriber.

¢ Providing a satisfying sales experience is also reflected in financial performance. According
to the J.D. Power and Associates 2010 Retail Sales Satisfaction StudyS—\Vol. 2, customers
whose sales experience exceeded their expectations spent an average of $6 more per month
than the industry average on their wireless service. Effectively pairing customers with well-
trained, enthusiastic sales representatives and offering current devices and plans that meet
customers’ needs not only results in a positive financial return at the point of transaction, but
also may mean increased revenue in the months following.

While industry analysts and the media seem to focus mainly on exclusive device offerings as the
primary contributor to revenue growth, it is clear that financial performance is a function of much
more than promotions and the next “hot” product. Solid revenue growth is predicated upon
ongoing marketing and service processes that focus on the overall wireless experience in price,
product, and people. Plan and device upgrades will come organically when carriers are focused
on—and succeed in delivering—high-quality network performance, value for the price paid, and
rewarding customer care and sales interactions.

In the fast-paced wireless environment, which is driven by exponential improvements in
technology and increased reliance on product innovation, customer satisfaction remains
paramount. Customers’ expectations of their service provider are constantly being elevated, and
carriers must adapt accordingly to this rising bar and to increased customer dependence on their

products. However, wireless customers have grown less forgiving, as the rate of switching intent

increased by 47% between 2007 and 2010 among customers experiencing just 5 to 9 problems
per 100 calls.

To adapt to industry changes and to continue providing shareholder value, J.D. Power and
Associates recommends the following actions.

¢ Implement post-transactional and post-plan and device upgrade tracking programs.

J.D. Power 2010 study findings show that sales transactions and customer service experiences

of smartphone customers may actually be more satisfying than those of feature phone
customers, despite significantly more time required for this group of customers. Moreover, it
is crucial that carriers ensure that customer needs are still being met in the days and weeks
following a plan or device upgrade, as new technology may pose new challenges to some of
them. Offering device operation and optimization training and soliciting feedback in the weeks
following an upgrade may serve as ways to instill consumer confidence in their wireless
investment, reduce customer service inquiries, and foster long-term customer loyalty.

¢ Provide a distinct, consistent value to customers. This is the common denominator among
the highest-ranking carriers in J.D. Power and Associates’ wireless studies over time. Value is
not purely a function of providing service at low cost—value can be recognized in the price,
product, or people with whom the customer interacts. Wireless customers may be willing
to pay a premium for an outstanding network when they recognize the value in it. However,
identifying competitive strengths and redefining or reinforcing the value proposition are
unending endeavors. More importantly, understanding what drives value and satisfaction in
the subscriber base will lay the foundation for improved lifetime customer value and advocacy.

Plan and device upgrades will
come organically when carriers
are focused on—and succeed
in delivering — high-quality
network performance, value for
the price paid, and rewarding
customer care and sales

interactions.
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¢ Provide a satisfying total ownership experience. J.D. Power and Associates has identified
quantifiable links between loyalty, brand advocacy, and customer satisfaction, which clearly
impact financial performance. A satisfying total ownership experience is paramount, as it
leads to the creation of sustainable revenue and brand advocacy. This measurable ROI further
reinforces the need to create and maintain a culture in which satisfying each customer is held
in utmost importance, given the impact total ownership experience has on the bottom line.

Author
Ross Gagnon, Research Manager, (203) 663-4140, Ross.Gagnon@jdpa.com
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Turning Information Into Action®

J.D. Power and Associates Services

Custom Continuous Research

J.D. Power and Associates conducts custom, proprietary research and customer satisfaction
measurement and tracking with Acutrend, ™ a new tool that allows companies to continuously
monitor the customer experience for your company in comparison to your competitors’ companies.
Acutrend combines real-time customer satisfaction data with J.D. Power customer satisfaction
benchmark data for your industry, providing an unprecedented view of performance at the most
detailed level of the customer experience and giving your company the information to make
improvements that keep it competitive and profitable. To learn more about Acutrend, please visit:
jdpower.com/tracking

Automotive Forecasting

The J.D. Power Automotive Forecasting team is comprised of statisticians, economists, and experts
in demographics who combine their knowledge of consumer behavior with the latest statistical
modeling techniques to measure and track the global automotive industry. The team leverages its
consumer and forecasting databases to predict sales, production, powertrain configurations, demand
for future technologies, product cycle plans, and trends in vehicle prices and contenting. 7o learn
more about Automotive Forecasting, please visit: jdpower.com/forecasting

Mystery Shopping

J.D. Power and Associates’ mystery shopping programs evaluate how consistently employees
communicate their company’s mission, vision, values, and brand promise, primarily through
measuring sales and service process execution. To measure consistency across the customer
experience, J.D. Power deploys mystery shoppers to assess their employees’ performance across
a range of identified customer touch points. This provides objective, highly actionable and tactical
information that allows organizations to compare their performance with key competitors, better
understand operational strengths and weaknesses, and develop strategies for improvements.

To learn more about mystery shopping programs, please visit: jdpower.com/mysteryshopping

Power Information Network® (PIN)

The Power Information Network (PIN) provides clients across Canada and the United States with real-
time automotive information, analysis, and decision-support tools to reduce risk exposure, improve
marketing and remarketing effectiveness, and increase profitability. PIN automotive solutions are
based on the collection and analysis of daily new- and used-vehicle retail transaction data. Details
from these transactions are evaluated to create products that focus on key measures, including price,
cost, profit, finance, lease, and trade-in values. To learn more about PIN, please call 800.9476988 or
e-mail customersupport@powerinfonet.com or visit: jdpower.com/PIN

Call Center Certification Programs

J.D. Power and Associates call center certification programs help consumers and B2B customers
identify product and service providers that deliver an outstanding customer experience. To become
certified, the client call center must meet or exceed the customer satisfaction benchmark established
by the most recent J.D. Power and Associates customer satisfaction research study. Call centers

that become certified may then have the opportunity to license the J.D. Power brand to enhance
consumer recognition of their certification. To learn more about call center certification programs,
please visit: jdpower.com/certificationprograms

Consulting

J.D. Power and Associates’ consulting services assist clients in developing competitive advantages
by helping them understand and integrate the Voice of the Customer into their strategic planning and
operational activities. The methodologies employed are practical and proven, yielding measurable
results and providing clients with assistance in developing and refining processes

and products from concept through sales and service. To learn more about consulting services,
please visit: jdpower.com/consulting

Web Intelligence

The J.D. Power and Associates Web Intelligence Research Division offers a breakthrough capability

to analyze social media—to provide richer and deeper insights about topics of most importance to
online content creators. J.D. Power Web Intelligence crawls more than 100 million blogs each week
and collects unaided opinions of the online community—turning it into valuable marketing intelligence
about markets, trends, issues, segments, brands, products, and services. To learn more about WWeb
Intelligence research, please visit: jdpower.com/webintelligence.com
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