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Message from the Editor
The current global economic crisis is so pervasive that it is now a given in 
every business conversation. While its precise effects vary among sectors 
and geographies, we are all undeniably facing one of the most challenging 
business environments the world has seen in decades, if not centuries. 
For the leaders in every organization and every industry, the challenge is to 
identify and execute the best way to manage through the downturn while 
simultaneously positioning the business to capitalize fully on the recovery 
when it comes. 

Most analysts believe the communications sector will be affected less than 
many others because of such recession-resistant characteristics as its 
increasingly pivotal role in customers’ lives and its proven ability to generate 
cash. Communications businesses, though, are taking steps to contain and 
reduce costs, while also managing consumers’ expectations for new product 
offerings, pricing, and customer service. Many of these initiatives already are 
producing benefits. Although many operators have now done the basics—
reducing head count, outsourcing noncore competencies, cutting capex and 
opex—the most forward looking are also identifying innovative new ways to 
build value through greater operational and cost efficiency. 

This search for new solutions leads to opportunities opened by the current 
downturn. Communications companies navigating the economic maelstrom 
should remember that cost-cutting programs often provide the chance to 
make longer-term changes that will transform their business for the recovery. 
How best to exploit this opportunity is the focus of all the articles in this issue 
of Communications Review.

In our first article, “Embracing Disruption,” author Rolf Meakin examines 
the opportunity to cut costs as a way of transforming operating models and 
making businesses more competitive. As he points out, many of the cost 
containment and cost reduction programs under way throughout the industry 
will do little to improve operators’ real edge in the marketplace. What will 
deliver is a more holistic, future-focused perspective—and the required radical 
action will be easier to sell and execute during the downturn, when sticking 
with the status quo is not an option and disruptive change is inevitable. 

In our second article, “A Case for Collaboration,” authors Ian Corden, Bijan 
Koehler-Zolfaghari, and Bernhard Raschke explore a function critical in 
making any cost-cutting program sustainable: procurement. The downturn-
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inspired need to reduce the cost base—both capex 
and opex—has thrown the spotlight onto procurement, 
creating pressure to squeeze suppliers and achieve 
better terms. As well as posing challenges for the 
CPO, the intense focus on costs is creating a one-time 
opportunity to define a more strategic role for the CPO 
within the organization. Ultimately, the authors maintain, 
the CPO can establish itself as the key “watchdog” over 
cost and quality across an operator’s entire organization, 
and they describe how it can achieve and retain that role.

As operators seek to transform their cost base for the 
future, one of the most intractable challenges they 
face is the complexity that 10 years of growth and 
diversification have embedded in their operations. In the 
third article, “Focusing on the Details,” Qadir Marikar 
and Paul Townley-Jones examine the value leakage that 
this complexity can cause and highlight ways to regain 
the lost value through more effectively and proactively 
managing contracts. In the authors’ experience, a 
risk-based approach to contract management—with 
management intervention focused rigorously on the 
drivers of value leakage—usually can recover up to  
10% of a contract’s value. 

Our fourth article shifts the focus from reducing lost 
value today to exploiting new value opportunities 
tomorrow. With several countries approaching major 
awards of spectrum bandwidth in the coming years—
including 3G expansion band and analog TV spectrum—
communications operators have the chance to lay the 
foundations for new services, ranging from 4G mobile 
to high-definition TV. In “Timing Is Everything,” authors 
Simon Harris, Darren Waterman, David Lancefield, 
and Alastair Macpherson examine the timing of these 
spectrum awards and offer a framework for assessing 
their true potential value to a business—thereby helping 
operators pinpoint the price they might justifiably pay.

Our fifth article changes focus even more radically, 
moving from operators planning and managing costs 
to consumers sharing their views of the industry. 
“The Speed of Life” is Deborah Bothun’s overview of 
the findings from PricewaterhouseCoopers’ global 
consumer-research program that involved qualitative 
focus groups and online discussions with more than 
750 consumers about how the economic downturn is 
affecting their consumption of communications 
services. Irrespective of any cost pressures and 
optimization programs, operators must never lose  
sight of consumers’ expectations—as this article  
clearly demonstrates.

Navigating a downturn is one of the most challenging 
yet inspiring experiences a business leader can have. 
It requires an ability to focus with equal rigor on both 
the here-and-now—cost optimization, operational 
excellence—and the future, building capabilities to 
exploit value opportunities in the recovery phase. It 
means striking a fine balance, and every article in this 
issue is about how operators can get it right. With this in 
mind, I hope, and believe, this issue of Communications 
Review will provide you with valuable insights as you 
formulate and execute your own strategies for the 
downturn. As ever, I would love to hear what you think. 
Whatever your feedback, please feel free to e-mail me 
directly at paul.g.rees@uk.pwc.com, or call me  
on [44] 20 7213 4644.

 

Paul Rees
Partner
Global Communications Industry Leader
PricewaterhouseCoopers LLP
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In the face of one of the most challenging business 
environments in decades, the priority for many companies in 
the communications sector is starkly defined: surviving the 
next 12 to 18 months. Not surprisingly, cost containment and 
cost reduction programs are well under way throughout the 
industry. But while these responses to the crisis may make 
sense in the short term, our experience suggests that tactical 
efforts at cost optimization will merely keep pace with the 
effects of competition and ongoing market erosion during 2009. 
Crucially, programs focused purely on cutting costs will do little 
to provide companies with a real competitive edge in the future. 
Instead, broader-based, forward-looking initiatives are needed 
to position companies strongly in the recovery—and the current 
downturn provides a “burning platform” that fully justifies the 
disruption such initiatives will create. Companies that grasp this 
opportunity to transform both their cost structures and their 
business operating models will be the eventual winners when 
the recovery finally dawns.

Embracing 
Disruption
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While just how long this downturn 
will last remains uncertain, it is 
clear that the eventual recovery 
will see a very different set of 
market dynamics in place across 
the communications industry. Even 
before the credit crunch took hold, 
telecoms, media, and technology 
(TMT) businesses were struggling 
to adapt to the new demands of a 
converging digital marketplace. And 
the pressures of the financial crisis 
have massively accentuated the 
need for organizational change—
change geared to ensure both 
short-term survival and long-term 
competitiveness. 

The challenges confronting the 
TMT sectors are well recognized. 
For telecom companies, in many 
markets mobile and broadband 
demand is reaching saturation. 
Traditional voice services are being 
commoditized, while mobile revenue 
growth may be available from the 
take-up of value-added content and 
applications services. 

Achieving similar growth with fixed 
broadband delivery models is 
much more challenging because 
of strong competition from other 
digital delivery platforms and new 
business models. In enterprise 
markets, challenges are arising 
from the complexity of delivering 
end-to-end converged network 
and network-related services, 
meeting the price expectations of 
sophisticated buyers, and the risk of 
disintermediation from non-telecoms 
players (see Figure 1).

Media businesses must contend 
with a complex and rapidly evolving 
set of service, device, content, and 
technology requirements. Audience 
fragmentation (between the Net 
generation and older audiences) 
calls for far greater flexibility in terms 
of content delivery mechanisms, 
storage, pricing, and availability. 
And agility is key if companies 
are to seize the new opportunities 
being created by regulators and 
technology innovations. 

by Rolf Meakin

In the technology sector, 
collaboration and partnerships will 
become ever more important as 
companies seek to drive innovation 
and enhance core competencies 
while controlling investment. 
Overcapacity is set to trigger further 
consolidation, reshaping the entire 
industry. And companies also will 
have to implement different revenue 
models to accommodate exploiting 
their intellectual property (IP) more 
effectively and intensively.

All the issues named above mean 
that, throughout the TMT sector, the 
traditional sources of competitive 
advantage are changing forever. 
As a result, organizational change 
soon will be mandatory for these 
businesses, not optional. Tactical 
cost-cutting measures may help 
companies survive the savage, 
short-term effects of this financial 
crisis. But in the longer term, 
companies that have significantly 
realigned their business models will 
be the ones experiencing higher 
growth rates.

Stopgap cost reduction 
under way 
The majority of TMT businesses 
have already launched cost 
containment and/or cost reduction 
programs. With the variety of 
measures introduced in Q4 2008 and 
Q1 2009, cost-cutting pledges are 
the order of the day. Vodafone, for 
example, is committed to removing 
US$1 billion in costs, while Telecom 
Italia plans to remove $2 billion. 
Meanwhile, announcements of 
job cuts are hitting the headlines 
on a virtually daily basis, as many 
organizations seek to reduce head 
count by between 5% and 15%—
4,000 workers let go at Motorola; 
3,400 cut at Texas Instruments as 
profits slide; and 8,000 to go at 
Sprint-Nextel as the third-largest 
mobile operator in the United States 
targets savings of $1.2 billion.

In the drive to reduce costs, most  
areas of opex (operating expenditures) 
and capex (capital expenditures) are 
under scrutiny. Aside from job cuts, 
labor costs are being minimized 
through hiring freezes, pay freezes, 
zero bonuses, sabbaticals, and 
cutbacks in training and entertainment 
budgets. Nonlabor general and 
administrative expenses are being 
reduced through minimizing travel, 
consolidating real estate portfolios, 
and reducing power usage and 
communications expenses. 

Sales costs, also, are being 
slashed, with cutbacks in corporate 
entertaining and advertising spending, 
along with reallocation of promotional 
spending to lower-cost channels. 
Sourcing from third parties is being 
scrutinized (with supplier and 
outsourcing contracts renegotiated 
and, where possible, consolidated), 
contract compliance audits initiated, 
and discretionary spending deferred. 
And capital expenditure is being cut 
through capex deferral and IT/network 
program reduction.

There is no doubt that, under current 
conditions, lean businesses stand 
the best chance of survival. But time 
will tell whether companies can save 
their way to prosperity—through 
these head-count reductions and 
other stopgap tactical adjustments—
without making substantial changes 
to their business models. 

It is worth remembering that any 
business should be able to take out 
10% to15% of managerial labor opex 
at the end of a profitable period. 
The problem now is that the sheer 
level of uncertainty surrounding this 
downturn (in terms of its extent and 
severity) means that companies may 
find that additional deep cuts are 
needed further down the line, and 
these could prove highly disruptive. 
Certainly, our experience shows that 
typical cost optimization projects, 
while likely to keep pace with market 
erosion throughout 2009, risk being 
insufficient to sustain growth into 
what, inevitably, will be a very volatile 
2010 (see Figure 2). 
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Focusing on “new world” 
competencies
As the current recession tightens 
its grip, value in consumer markets 
will be eroded further. As shown in 
Figure 2, this means that, in revenue 
terms, companies will have to run 
ever faster simply to stand still. At 
the same time, traditional business 
models for generating revenue 
are being undermined continually 
by regulation and technology 
innovation. In communications, for 
example, consumers have grown 
accustomed to getting more for less 
(broadband packages being a  
case in point). 

Against this unforgiving backdrop, 
TMT businesses need to look 
at leveraging trends in digital 
convergence to enhance their 
offerings and secure a competitive 
edge. Put bluntly, winning 
companies will, we believe, be  
those that broaden the scope of 

existing tactical cost optimization 
programs by transforming their 
business models to focus on “new 
world” competencies. 

So, what does this mean in practice? 
In the mobile telco sector, one of 
the vital new-world competencies—
network sharing—is already much in 
evidence. Passive network sharing 
is becoming a massive business 
in India; and collaborations by 
players such as Hutchison, Orange, 
Telefónica, T-Mobile, and Vodafone in 
some European markets are defining 
new approaches to managing what 
was viewed in the past as a source  
of competitive advantage. 

Other types of collaboration provide 
the opportunity to rethink traditional 
organizational models. Bharti 
Airtel’s use of an IT and innovation 
“Community of Practice” of partners 
to deliver large parts of its business 
model is well documented. In 
Japan, recently Nokia announced its 

imminent launch of a mobile virtual 
network operator (MVNO) via its 
Vertu luxury handset brand. Run as a 
managed service by Nokia Siemens 
Networks on DOCOMO’s network, 
the MVNO will enable the offering 
of value-added services without the 
major cost of start-up investment in 
people, software, and equipment. 

Such new approaches represent 
a significant shift away from an 
entrenched “go it alone” mind-
set. The successful development 
of competency in collaboration is 
truly transformational, calling for 
radical reassessments of underlying 
business and revenue models, 
collaborative capabilities, and  
IP ownership.

Fixed-line incumbent telcos, on 
the other hand, are finding that 
many of their required new-world 
competencies come back to the 
people domain. Most companies 
with this type of business model 

Figure 1: The changing competitive landscape
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The convergence of information technology and telecommunications is drawing suppliers from different backgrounds into one 
intensely competitive market.
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face the triple challenge of having 
too many people for the next 
generation of infrastructure, 
insufficient numbers trained in the 
new technologies, and a high cost 
of workforce reduction due to the 
age profile and the protected rights 
of some employees. Managing 
workforce transformation in all its 
aspects is therefore a required 
competence in going beyond  
an incremental approach to  
cost reduction.

Elsewhere in the TMT ecosystem, 
other competencies are being 
developed by forward-looking 
businesses. For example, already 
evolving rapidly in the media sector 
are the traditional core competencies 
of channel ownership, marketing 
strength, proprietary IP, regulatory/
policy lobbying, and national, 
limited cross-media ownership 
focus. Traditional publishing 
business models are particularly 

challenged. Increasingly, companies 
are transforming their operations 
to enable cross-platform execution 
and value capture (of content and 
brands), strategic agility, customer 
insight, partnership/alliance mind-
sets, and, crucially, global focus. 

At the sharp end, Apple is a 
technology/media business that 
continues to lead by example. Its 
willingness to push organizational 
and technological boundaries was 
vindicated by its decision to open 
up the iPhone to independent 
software developers—the iPhone’s 
App Store is expected to generate 
upwards of $800 million in 2009. 
And the recently announced iPhone 
3.0 software will drill even deeper 
into what convergence has to offer 
by enabling the device to become 
a control panel for a whole range of 
electronic devices.

Seizing the opportunity
Throughout the TMT sector, 
driving toward convergence is 
acknowledged as a strategic priority, 
whether in consumer or enterprise 
markets. A few businesses have 
already made real progress toward 
this goal. Many, though, have 
scarcely embarked on the journey, 
and for these businesses, 2009 is 
not just about overcoming short-
term cost reduction challenges. It 
should also be about deciding just 
how far-reaching and disruptive they 
want the transformations of their 
business operating models to be.

CEOs in these companies have 
a clear choice. They can opt to 
introduce incremental changes 
that should, if nothing else, ensure 
survival into 2010. Or they can grasp 
the opportunity to champion and 
push through an agenda for much 
more transformational change. 

Figure 2: Typical EBITDA minus capex bridge for tactical cost optimization programs
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In general, tactical cost optimization projects will mainly keep pace with market erosion in 2009 and will risk being insufficient  
to sustain growth in 2010. 
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One of the advantages of pursuing 
a more disruptive agenda during 
a downturn is that people within 
the business will be more willing to 
countenance what may be painful 
initiatives (initiatives that often 
will impinge on closely guarded 
organizational fiefdoms). In other 
words, the downturn offers a burning 
platform for change that will be 
difficult to emulate if these decisions 
are delayed until the recovery 
has begun. And not only will the 
changes be easier to sell to internal 
stakeholders, but also they will inflict 
less pain on shareholders (because 
the associated restructuring costs 
will be assimilated over a shorter 
period). Such advantages should 
help to ensure a favorable reception 
from the analyst community as well.

Companies that emerge from the 
downturn with a step-change lower 
cost base and a differentiated 
business model will be able to 
redefine the competitive dynamics 
in those sectors most affected 
by shifting consumer behaviors. 
Specifically, experience shows that 
this means that companies should 
be aiming to achieve a 30% to 35% 
lower opex base, a 40% to 50% 
shorter time to market, and a 20% 
increase in customer advocacy— 
all key capabilities in the 
convergence marketplace. 

A realistic appraisal of the business 
unit portfolio should indicate 
where a transformational approach 
would yield the most “bang for the 
buck.” Examples could include the 
traditional print publishing division 
within a media conglomerate or the 
large enterprise business within a 
telecom group. Companies should 
expect to see results within 12 to 24 
months (contingent on the scope 
and complexity of their business-
model/cost-base transformation). 
That time frame means that if 
the change process is initiated 
during the second half of 2009, 
positive business impacts will be 
experienced in the second half of 
2010 and beyond.

Understanding what 
is involved
As companies square up to the 
complex challenges posed by this 
financial crisis, they should actively 
consider the various transformational 
options along with the good–
housekeeping measures they already 
have under way. 

The components of any cost-base 
transformation will vary by subsector 
and by company. There is no single 
correct approach. But any such 
project is likely to involve elements 
of organizational change. Telecom 
businesses need to take action in a 
number of key areas:

Align the organization to new •	
consumer behaviors to enable a 
real competitive edge; optimize 
product development and after-
sales care to meet the demands 
of each market segment.

Ensure that staffing levels, •	
pensions, and benefits/
capabilities make sense in the 
new organizational structure; deal 
with legacy labor-cost issues and 
optimize tax-planning benefits. 

Consider network sharing and/or •	
network outsourcing to achieve 
step-change reductions in opex 
and capex.

Reassess priority markets— •	
and exit those that materially 
dilute average return on invested 
capital (alternatively, customers 
and assets in those markets can 
be swapped with competitors 
through reciprocal distributorship 
arrangements).

Practice agile decision making— •	
a key capability in delayering 
internal structures and increasing 
management spans.

Challenge each element of the •	
internal value chain in terms 
of insourced vs. outsourced 
performance and tax- 
optimized location.

For entertainment and media 
businesses, on the other hand,  
the following actions stand out:

Shift content production (e.g., •	
editorial) spending to more 
profitable channels as part of an 
overall portfolio optimization.

Align the organization to new •	
consumer behaviors to enable a 
real competitive edge; optimize 
product development and after-
sales care to meet the demands 
of each market segment.

Renegotiate, partner on, and/•	
or outsource distribution; exit 
noncore activities.

Realign resources in core •	
content and commercial areas 
(advertising, rights, etc.) to exploit 
cross-platform opportunities.

Deploy a cross-platform, return-•	
on-investment approach to 
spending (marketing, content, 
etc.), identifying and managing 
“cannibalization” effects  
between channels.

Reduce the cost burden from •	
regulatory intervention, which 
constrains investment and 
consolidation (e.g., ownership 
rules, content).

The recognition by management 
of the need to realign their 
business portfolios will define the 
type of transformation needed. 
Figure 3 highlights some of the 
principal drivers of change for TMT 
businesses, as well as the actions 
that should be considered.

Whatever the specifics of the 
transformation, the winners will 
be those companies that have 
successfully rebalanced their 
business portfolios and have 
realigned management, organization, 
and processes. Inevitably, those 
achievements will involve:

A program of actions and  •	
projects that are interrelated  
and closely coordinated.
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Redesigning organizational •	
structures to minimize complexity 
and ensure accountability.

Securing the right internal •	
sponsorship for each project.

Rapid deployment of  •	
planned initiatives.

Understanding the internal •	
political dynamic.

Robust and proactive change •	
management processes to 
manage the inevitably disruptive 
and threatening nature of some  
of the changes.

Future-ready capability
There is no questioning the 
severity of the challenge facing 
TMT businesses. Current revenue 
opportunities are constrained by  
the recessionary environment.  

And longer-term development  
must assimilate the new 
convergence imperative. 

Under these circumstances,  
decisive action is essential.  
Certainly, cost reduction/
containment is needed to ensure 
survival into 2010. But to focus 
solely on this imperative is to 
overlook the broader-based 
transformations that will be needed 
to ensure competitive advantage in 
the new convergence marketplace. 
PricewaterhouseCoopers’ 
experience suggests that winning 
businesses will use this period of 
crisis to leapfrog the competition by 
introducing deeper organizational 
and strategic change initiatives. 

Rolf Meakin is the global leader  
of PricewaterhouseCoopers’ 
Telecom, Media, and Technology 
Advisory practice. For more 
information, contact Mr. Meakin by 
phone at [44] 20 7213 1707 or by 
e-mail at rolf.e.meakin@uk.pwc.com.

Figure 3: The principal drivers of change and some actions to consider for transforming the business 
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The recognition by management of the need to realign a company’s business portfolios will define the type  
of transformation needed. 
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As the economic downturn bites in markets across the world, 
companies are switching their focus from growth to reducing 
both operational and capital costs. The large procurement 
budgets and the need for major, ongoing capital investment 
mean that current pressures are especially intense for chief 
procurement offices (CPOs) in the communications industry. 

However, managing sourcing effectively in a downturn is 
not about beating suppliers down on price, but rather about 
focusing on risk and risk management. For CPOs, the 
consequences of risk are immense: Suppliers’ bankruptcies 
leave purchasing departments scrambling to find alternative 
sources to avoid disruptions in production schedules; record 
volatility in raw-material markets calls established hedging 
policies into question; and suppliers are pressured to reduce 
costs further, which may lead to reduced quality or missed 
delivery dates.

The current environment presents a major opportunity for the 
CPO to take a strategic, long-term view of the business’s  
needs, and establish procurement as the business’s cost and 
quality “watchdog”—influencing and managing activities that 
range from collaborative R&D to shared services centers and 
network outsourcing.

A Case for  
Collaboration
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Even before the current economic 
downturn, the communications 
industry was facing tough 
challenges, including the need 
for major capital expenditure on 
next generation networks (NGNs), 
intensifying competition, technology 
convergence and evolution, and the 
need to build new content-based 
relationships and revenue models. 
Now the wider downturn has created 
additional pressures, making access 
to capital even harder, creating 
uncertainty around raw material 
and commodity prices that drive 
business costs, and strengthening 
the industry-wide focus on cash flow 
and cost management. 

Consumers are also focusing on 
telecom cost management, as 
spending on telecom equipment 
and services is a significant element 
of both operating and capital 
expenditure across many sectors. 
At the same time, as customers are 
getting more sophisticated, they are 
demanding complex, high-quality 
services at affordable prices. In 
handling these shifting customer 
dynamics, telecom operators face 
a range of ongoing trends with 
profound operational impacts.  
These include the need to accelerate 
innovation and to improve cost 
efficiency and agility, in response 
to rising market liberalization and 
competition. In addition, the advent 
of new technologies—NGNs, all IP, 
voice over Internet Protocol, gigabit 
Ethernet, and so on—that promise 
better economics, ultimately, is 
creating short-term uncertainty 
during the transitional phase.

The result of all these developments 
has been a disaggregation and a 
relayering of not only the traditional 
telecom network architecture, but 
also the value chain itself (see  
Figure 1), enabled—in part—by a 
move to common platforms and 
more open network standards. 
Telecom operators are looking to 
focus more on their core business 
and simultaneously avoid the 
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pressure toward commoditization, 
with realization of opportunities in 
the application and content layer. 
The shift brings the telecoms and IT 
sectors closer together with industry 
and network convergence. This 
reshaping of the value chain has also 
seen the rising use of outsourcing, 
offshoring, and managed services, 
ranging from the creation and 
outsourcing of shared services 
centers for support services, to 
network infrastructure sharing and 
outsourcing deals with competitors 
and third-party specialists. 

Balancing risk
So the already tough telecoms 
market is getting tougher, and 
doing nothing is not an option. 
The downturn is throwing up 
extraordinary market conditions, 
intensifying the existing capex 
crunch, demanding more thorough 
business cases and return-on-
investment planning. More generally, 
cost has returned to the top of 
everybody’s agenda, because the 
lack of significant opportunities for 
growth means the sure way to  
drive up profits is through cost 
reduction exercises. 

As the economic climate worsens, 
many organizations are becoming 
increasingly concerned about the 
robustness of their key suppliers. 
This concern is well founded 
according to the latest figures, which 
show that company failures were 
up 50%, year-on-year, in the last 
quarter of 2008. We believe that this 
area is important to consider as part 
of your risk management processes. 

The impact of a supplier’s potential 
failure can prove to be very 
significant. An example occurred 
a few years ago in the automotive 
sector, when the high-profile failure 
of the sole supplier of the chassis 
for its Discovery model led Land 
Rover to take on onerous debts 
of the failed business to avoid the 
disruption of finding an alternative 

supplier. The cost of failure for 
organizations in terms of their ability 
to deliver essential services is 
equally high.

While protecting themselves 
completely against their suppliers’ 
failures is not possible, organizations 
can help mitigate their risks by 
systematically assessing the 
probability of failure and deciding 
where some form of intervention 
is required. Organizations need to 
mitigate both the risk and the impact 
of potential failures by:

Understanding the criticality •	
of suppliers.

Identifying and monitoring the •	
vulnerability of suppliers. 

Assessing the need  •	
for intervention.

Developing and implementing •	
contingency plans.

The chief procurement officer 
is clearly on the front line of the 
battle to keep the business on an 
even keel. A recent survey of CPO 
leaders by CPO Agenda found that 
three-quarters of those interviewed 
said that their function has been 

Figure 1: The new telecoms  
value chain

Network
(WAN, LAN, VoIP)

Applications

IT infrastructure

OS and 
middleware

Servers, storage,
and PCs



Communications Review / Vol. 14, No. 2

PricewaterhouseCoopers / 23

directly affected by the downturn, 
with roughly the same proportion 
indicating they are under direct 
pressure to cut costs—a directive 
which is being passed on as a 
challenge to suppliers. So CPOs 
need to balance the conflicting 
pressures to cut costs and meet 
business needs with the equally 
pressing requirement to manage 
and improve their supply chain and 
operations in a sustainable way for 
the future. This includes strategically 
ensuring the security of supply for 
vital inputs, in an environment where 
suppliers themselves are under 
severe financial pressure.

Put simply, this current defining 
time brings advantages and 
disadvantages for the CPO. On the 
upside, procurement’s status in and 
importance to the business have 
escalated, and internal customers 
have become more willing to 
collaborate in areas such as demand 
management and forecasting. 
Suppliers are also ready to negotiate 
on price. 

Balancing those advantages are the 
downside effects, including the risk 
of suppliers going out of business, or 
that an overly aggressive approach 
to suppliers now could destroy 
relationships in the supply chain 
and leave the company exposed 
when the upturn comes. While 

procurement inevitably will have to 
exit some supply contracts that are 
no longer required and renegotiate 
others to reduce quantity or price 
levels, keeping its hard-won, 
carefully managed, professionally 
selected supply base intact is vital to 
help support growth in the cyclical 
recovery phase. 

The need to reconcile all these 
pressures brings challenges for 
the CPO—but also opportunities. 
A downturn not only shifts the 
balance of power from seller to 
buyer, but also makes implementing 
and executing on best practice 
more important than ever. And 
operations that outperform their 
peers often build the basis of that 
outperformance during a recession. 
The CPO function is no exception. 

Challenge as a trigger  
for improvement
What the current situation 
provides is a unique trigger point 
for procurement to reposition 
and redefine its role within the 
organization. To drive forward 
in the current environment and 
lay a platform for the future, 
communications operators need 
smarter strategy planning, with 
carefully targeted investment in 
key areas that add real value to 

the business. Ideally, procurement 
can guide and participate in this 
process through a new approach 
that positions it as a cost and quality 
watchdog for the business. 

Rather than being based on 
technical requirements alone, buying 
decisions are, at root, commercial 
and should be approached as such, 
including working out how to share 
value and risks with key suppliers. 
By taking a holistic view across all 
its stakeholders—both suppliers and 
internal customers—procurement 
can evolve into an expert interface 
between the needs of the 
business and the external supplier 
environment. It can then collaborate 
and add value on both sides, 
through a core team of experts able 
to both act as a broker for some 
projects and take a more hands-on 
approach for others. 

On the internal customer side, 
effective operation involves working 
closely with the business to define, 
monitor, and meet its needs, while 
also tracking and forecasting 
demand so as to meet customers’ 
needs more effectively and at lower 
cost. Crucially, procurement needs 
to incorporate balance in its views 
across the business—a sourcing 
function led solely by the CTO 
function being no better than one  
led solely by the COO or the CFO 

Case study 1: Aligning procurement with the chief technology office 

A major national incumbent operator that was undergoing significant internal and external change needed to keep its 
complex sourcing programs on track. PricewaterhouseCoopers was engaged to help. 

The chief operations officer felt that a communications gap had opened up between the company’s procurement and 
chief technology office functions, resulting from process discontinuities. The company’s main issue was a complex 
and costly next generation network program with more than 100 component projects, all of which needed to be 
kept on time and on budget while new procurement processes were developed. The first step was to identify the 
true value of what the company was buying and benchmark and rationalize the procurement effort. Additionally, the 
existing procurement team required product and industry training. 

As a result of our efforts, the operator saved more than €10 million (US$12.6 million) on a €300 million ($378 million) 
network investment program.
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side. In reality, good practice 
demands a blend of skills 
appropriately organized—including 
depth of knowledge on sourcing 
items, suppliers, and markets, as 
well as the usual contracts and 
pricing knowledge. 

On the supplier side, good practice 
means segmenting the supplier base 
to identify those who are strategically 
vital to the business, and building 
strategic, mutually beneficial, 
long-term relationships with those 
suppliers. These relationships will 
focus on shared value alongside 
price, including collaborating and 
sharing information on everything 
from future demand planning to 
product development to strategic 
research and development.

Having adapted this approach, an 
operator’s procurement function 
can transform the sourcing of 
major projects and equipment, 
such as NGNs, by coordinating 
and managing collaborative, multi-
skilled governance teams that 
take an end-to-end view of each 
project on the basis not of price 
but of the total cost of ownership. 
These collaborative teams—drawn 
as needed from procurement, 
information technology, finance, 
operations, research and 
development (R&D), and other 
relevant functions—can use a formal 

review process to ensure that all 
stakeholders have bought in to the 
project’s direction and progress 
before moving on to the next stage. 

Communications operators’ 
changing business models make 
this an especially good time to 
achieve such a transformation. In 
their drive to avoid commoditization 
as pure providers of bandwidth 
“pipes,” communications companies 
are diversifying into areas such as 
media and IT applications and are 
increasingly sourcing and supplying 
software and content. Procurement 
of software demands different skills 
than those for hardware; it also 
frequently involves complex rights 
and revenue-sharing agreements 
that require ongoing collaboration 
and trust. Trust becomes all 
the more important when such 
agreements extend into joint 
development and repurposing for 
specific platforms. A smarter, more 
focused, and more collaborative 
CPO is better suited to building and 
sustaining such relationships.

The overall impact of the changes 
we have described is to bring the 
central procurement organization 
into a truly strategic role in the 
business. Our work with clients 
shows that this change often faces 
a number of hurdles, including lack 
of integration between legacy IT 

systems, inaccurate management 
information, weak linkage between 
the CPO and the rest of the 
business, and a dilemma between 
centralized procurement and project 
agility. In the following, we look  
at how such challenges can  
be overcome. 

Key dimensions for the  
CPO during the downturn
How can the CPO take advantage of 
the potential areas for improvement 
that we have discussed above? A 
key step will be to ensure that the 
corporate agenda is well understood 
and tightly integrated with the 
procurement function. PwC has 
defined 10 critical dimensions that 
we believe should be considered 
during the downturn:

Take a closer look.1.	

Act decisively.2.	

Remember: “cash is king.”3.	

Focus on what really matters.4.	

Manage your cost base.5.	

Understand that reliable 6.	
management information is key.

Plan for various scenarios. 7.	

Recognize the value of your 8.	
people.

Take your stakeholders with you.9.	

Take advantage of the 10.	
opportunities.

Case study 2: Building a rigorous telecom sourcing hierarchy 

A major European communications operator engaged PwC to help transform its procurement division. The effort 
involved shifting the division’s focus to strategic sourcing for effective planning, value enhancement, and operational 
excellence. To that end, we addressed these major objectives: extending the span of control for the procurement 
division and involvement in the overall procurement process, emphasizing market analysis and developing sourcing 
strategies, exploiting group synergies, and streamlining processes. 

An annual procurement plan was compiled to facilitate the needs analysis, procurement planning, and sourcing group 
strategy development, improving control over specific expenditure areas that directly affected the organization’s 
bottom line. 

The engagement helped to optimize capex and opex and to develop sourcing group strategies for enhancing 
bargaining power as well as reducing procurement costs, with a focus on total cost of ownership, flexible decision 
making, and supplier selection and management. 
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These areas are addressed in the 
framework developed below.

In our experience, a good first step 
is to take stock, ask searching 
questions, and establish where 
the function currently stands in 
the business by benchmarking it 
against counterparts elsewhere. 
On the basis of the findings, the 
CPO function can then take steps 
to build a deeper understanding of 
business needs and goals. Having 
that level of understanding ensures 
that the function can meet and 
track the needs of the business as 
they change—for example, cutting 
costs as demand slows, improving 
the speed of supply in response to 
customer demand, and linking  
the procurement function with 
business profitability.

With this bedrock in place, the 
CPO needs to get its new role onto 
key senior stakeholders’ “radar” to 
build buy-in across the business. 
Effective execution in sourcing 
requires strong representation at 
the board level, and if this is not 
in place, it should be addressed. 
Clear targets can then be defined 
and agreed to—for example, “the 
sourcing function will save $X 
million over the next two years in 
the sourcing of new soft-switches 
and media gateways for the new IP-
based network”—thereby creating 
a platform and a focus for action, 
and defining the wider benefit for 
the business. This clarification of 
the role puts the CPO in a position 
to collaborate and partner across 
the organization to deliver on these 
commitments. It also sets clear 
areas of accountability on which the 
CPO will report to the business.                                

At root, such change involves 
understanding—by both the 
business as a whole and 
procurement in particular—of what 
effective sourcing really involves. 
It does not mean “pounding 
suppliers to death on price.” What 
it does mean is understanding 

Outsourcing: ‘Bought in’ or ‘managed out’

Across many sectors, outsourcing noncore functions is well established as 
a means of achieving greater cost efficiency and quality improvement in the 
supply chain, as well as enabling business focus. But decisions to outsource 
need to be based on long-term strategic value as well as cost. As is often 
the case in change programs, it can be necessary to spend money to save 
money, which calls for careful planning—especially in a downturn.

Outsourcing in the communications industry is becoming increasingly 
prevalent, reflecting the changing value chain. Strategic outsourcing 
arrangements can enable win/win deals, such as equity partnerships, in 
return for exclusive distribution rights. Also, operators are increasingly 
ready to consider letting go of areas once seen as strategic differentiators. 
With coverage no longer seen as a market differentiator, communications 
companies are seeking out network infrastructure sharing or outsourcing 
deals that can reduce risk and cost. Also being considered widely are 
offshore arrangements, which require operators to balance benefits in 
areas such as labor costs and taxation with hidden costs and risks such as 
exchange rates, fuel costs, risk to the company’s reputation, and inflation of 
offshore labor rates.

Outsourcing with managed services remains a major trend in telecoms, 
driven by better and simpler cost management and by strategic gains such 
as access to best practices, higher agility, capex avoidance, and better risk 
management. Leasing with managed solutions can help avoid the capex 
crunch that many telecoms players in today’s market face. And leasing can 
help balance financial constraints with the need to invest in networks to 
maintain competitive positioning. Business flexibility, also, can be enhanced, 
with pay-as-you-go, software-as-a-service, and cloud computing models 
being well suited to difficult commercial conditions.

Approaching outsourcing decisions

Against this background, the CPO should approach and manage the 
company’s outsourcing agenda through three fundamental steps:

Identify core areas of the business. What does the business do better and 1.	
cheaper than others?

Define essential areas and identify candidates for outsourcing. Is the area 2.	
a source of competitive advantage, or is it a common or overhead function 
in the industry? Is it hard for competitors to replicate it? Note that some 
areas of strength could be developed for insourcing and offered to other 
businesses.

Execute on the outsourcing plans. Take into account not just top-line costs 3.	
but also the effect of shipping costs, management effort, time zones in 
the event of offshore arrangements, and so on. Then establish contracts, 
operations, and ongoing management of the outsource partner(s). The 
relationship needs to be managed and monitored continually to keep it 
running effectively, maintaining control of key activities and metrics to 
track delivery and performance.
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the economics of the total cost of 
ownership across the business, 
having the right information about 
markets and suppliers’ economics, 
allowing them a fair margin, and 
forming strong relationships and 
partnerships for mutual advantage.

Achieving all this successfully 
requires a number of 
characteristics. The procurement 
function needs to be facts-
based and supported by robust 
information tools and analytics, 
effective market research, and clear 
targets and metrics. It also needs 
to be identified as a cost center, 
accountable to the business for 
financial targets, with talented staff 
and good communication across 
the business. And procurement 
needs to develop a smart 
organization, able to manage 
complexity efficiently, reach 
across silos between functions, 
and innovate commercially (for 
example, leasing rather than buying 
where appropriate). All these 
attributes need to be underpinned 
by a clear sourcing strategy that 
establishes sourcing as a means of 
differentiation for the business and 
that aligns a segmented supplier 
base with defined business goals.

By reviewing and applying 
changes in some or all of the areas 
described below, any organization 
should expect to see some marked 
improvement in efficiencies and/or 
in value for money.

The framework shown in Figure 2 
identifies key dimensions  
that we have found useful to 
consider when working with 
procurement functions. 

The capabilities associated with 
these areas include: 

Procurement organization—•	
Elevating people, talent, and 
organizational structures from 
a clerical, low-skill, and low-
knowledge legacy environment 
to a high-skill base with expert 
knowledge, both in business 

needs and in the supply items 
being sourced to meet those 
needs. This upgrading requires 
the CPO division to build on 
the basic skills of negotiating 
contracts and pricing with 
three key additions: hiring good 
people with well-rounded, 
cross-functional analytical and 
management skills; setting clear 
goals and incentives for people 
linked to business performance; 
and instituting integrated, cross-
functional collaboration and 
teaming across the business. 

Appropriate SLAs and KPIs—•	
Setting clear metrics and goals 
that reflect procurement’s role 
in supporting the business’s 
corporate performance and 
helping it execute its strategy 
successfully, rather than 
focusing on internal procurement 
measures, such as price.

Effective reporting—Advancing •	
from basic processes to innovative 
tools and IT capabilities, including 
dashboards, advanced analytics, 
and real-time management 
reporting, all closely integrated 
with internal customers’ systems. 
Lack of this information can create 
dislocations between procurement 
and customers in terms of the 
equipment sourced and the timing 
of delivery, pushing costs upward 
and effectiveness downward. 
Sourcing via e-business links 
has become a common tool. 
Many operators have achieved 
initial step changes in IT process 
linkage with simple tools, such 
as MS Excel, and with effort on 
the people side before phasing 
in more complex e-tools, such as 
e-auction systems and e-buying. 

Figure 2: Framework for supply management in the downturn
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Alliances and partners—Moving •	
from many suppliers to a 
segmented, targeted approach 
that involves a smaller number 
of strategic partnerships, often 
including collaboration around 
R&D and product design. This 
also involves using outsourcing 
strategically (see sidebar on  
page 25), focusing on “do what 
you do best and outsource the 
rest.” The reduced number of 
suppliers enables cost-volume 
advantages, leveraging of 
synergies, better innovation in 
products, and greater speed to 
market, while also continuing to 
flex traditional levers such as  
pricing, changing suppliers,  
and renegotiating contracts.

Procurement strategy—•	
Embedding in all procurement 
decisions a clear understanding 
of the corporate strategy and 
how it is being executed. This 
understanding is used to develop 
clear, fact-based sourcing plans 
aligned to the business,  
including, for example, capex  
and opex alignment.

Risk management—•	
Understanding the impacts of 
risk on the business as a whole, 
across the various life cycles 

of processes in the business. 
Supplier risk also needs to be 
assessed on a continuing basis, 
with a business disaster “plan 
B” ready in the event that a key 
supplier fails. Better demand 
planning and scheduling can 
enable clearer communication 
with suppliers, and that, in turn, 
can reduce their risk. The trend 
toward innovative risk-sharing 
approaches is growing, including 
sharing network, asset, and 
business risk. 

Innovation—Adopting novel •	
techniques that outpace the 
competition. Examples might 
include developing active supplier 
management and strategic links 
to enable the joint development of 
products and joint deals, building 
strategic links into contracts 
with suppliers, and embedding 
innovation in supplier agreements. 
Using the supply chain as a lever 
for product development—even 
inventing new products with 
suppliers—can drive cost 
efficiency, differentiation,  
and speed.

Cost control—Progressing from •	
a price-squeeze focus and basic, 
local cost control to looking at 
the total cost of ownership and 

the economic implications for 
the whole business. Finance 
operations and processes also 
need to evolve, away from a 
“siloed,” reactive approach and 
toward cross-functional teaming 
across the business,  
with proactive support for 
innovation. A cross-functional 
approach, in turn, drives more 
effective and accountable cost 
management and supports 
strategic supplier relations. 

Markets and competition—•	
Understanding not just price but 
the dynamics and trends in the 
supplier marketplace, ranging 
from solvency to technology 
issues to opportunities for 
strategic partnering. 

Operations and processes—•	
Developing and implementing 
more effective processes across 
the business by focusing on the 
fundamentals of the selection 
methods and how they can be 
improved to align more closely 
with the business’s needs. The 
improvement process includes 
identifying the degree of supplier 
risk and establishing what level 
the business will accept, as well 
as examining opportunities for 
further rationalization. 

Case study 3: Building relationships for the future 

BT’s CPO lead, Neil Rogers, spoke recently to the publication CPO Agenda. He was asked to what extent he was 
looking to BT’s top 20 suppliers for more of a partnership kind of relationship.

Mr. Rogers commented: “We would like to work with a smaller number of real partners with whom we will innovate. 
That is proving very difficult to do, because even people with whom we spend a lot of money who you would think 
would have that ethos—a long-term ethos—don’t behave like that. They don’t take on risk, they sit in their box and 
take their quarterly results, they don’t really align innovation with us, and they certainly don’t commit beyond what 
their contractual proposition is. 

“I can think of two companies in particular right now with whom I’m immensely disappointed. I’ve been on their side, 
you see, and I have this conversation with them here where I say, ‘If I were in your shoes—and what I’ve done all my 
life—I would waive that or invest in this or get over that, because I want to be here for 20 years.’ And if I’m playing a 
long-term game like that, I’ll get over this month’s problem, I’ll make it easy for the customer to get over this month’s 
problem, because they’ll remember that in the next evaluation. They have a corporate memory. People will say, ‘I 
want to go with them, because I remember when they helped me overcome that problem.’”
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Business requirements—•	
Accepting that procurement is 
not an island, engaging with 
customers in the business to 
understand what they need, and 
collaborating with them to source 
it at an economical price—while 
taking into account any long-term 
strategic value rather than just the 
immediate cash cost.

Management innovation—•	
Scanning the horizon strategically 
to identify the next steps in 
continually improving and 
implementing effective measures 
and metrics to track progress 
in the CPO function. Examples 
include tracking cost and quality 
on market and supplier-facing 
issues, monitoring internal 
customer satisfaction, measuring 
agility and speed on projects, 
tracking the value delivered by 
alliances and partnerships, and 
measuring how effectively internal 
projects’ needs are met.

Price/contract benchmarking—•	
Understanding the value suppliers 
offer through analyzing pricing 
and contracts effectively.

Supplier relationship •	
management—Developing and 
maintaining strategic partnerships 
with a focused supplier base.

Looking ahead: Beyond 
procurement
As we have pointed out in this 
article, the current downturn 
provides a trigger to transform the 
role and the capabilities of the CPO’s 
division in the communications 
sector. Operators that act decisively 
now will emerge fit for competition 
as exponents of growth.

With operators’ risk increasing, they 
need to address the CPO function 
now. They need to ensure that 
the CPO function can contribute 
effectively in creating value for 
shareholders, which means pulling in 

the same direction as the business 
and leveraging relationships to 
secure goodwill to get value from 
strategic suppliers while driving 
costs out.

In our view, those that do succeed 
in acting now by focusing on the key 
dimensions, addressed above, stand 
to realize significant benefits. 
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In today’s economic environment, cost reduction and 
conserving cash are the priority for most organizations. In 
mature markets, cost reduction has been an imperative for a 
number of years, and most communications operators have a 
“director of transformation,” or a similar role, leading the charge. 
One area that few have addressed properly through traditional 
cost-cutting regimes—and that has the potential to quickly 
yield cash and take out costs—is that of unlocking the value in 
contracts. Effective contract management can help operators 
identify, assess, and recover what is typically 5% to 10% of a 
contract’s value in leakage.

Focusing  
on the Details
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Communications businesses have 
become increasingly complex over 
the last decade. The trend has 
been toward centralizing spending, 
outsourcing noncore activities, 
and entering into more complex 
partnering arrangements, such as 
those with equipment vendors, 
content suppliers, and asset sharing. 
This complexity creates an ongoing 
challenge for operators trying to 
maintain value for money, specifically 
in relation to services or construction 
of capital assets—where the levers 
for reducing activities or costs 
are not immediately apparent and 
neither is whether value for money 
has been received. Contracted 
spending, therefore, is less  
sensitive to traditional cost- 
reduction approaches.

Opportunities exist in contractual 
arrangements because ambiguities 
and inefficiencies manifest 
themselves after the contract is 
signed. The key to unlocking the 
value in contracts is to develop a 
granular understanding of how the 
benefits received and the actual cost 
incurred relate to the contract  
and the various elements of the 
service delivered.

Contracts are documents that 
are frozen at a point in time and 

represent rights and obligations that 
are to be delivered over a future 
period. Contracts often represent a 
company’s perception of a “good 
deal,” which usually focuses on price 
and quality—both easily understood 
by all stakeholders. However, 
whether a good deal really has 
been achieved can be concluded 
only if the delivery was in line with 
expectations, in terms of quality as 
well as the total cost. 

Inadequate oversight at the various 
interfaces between procurement, 
commercial, operations, and finance 
can result in total cost outcomes that 
are higher than they need to be. Total 
cost is not just a function of price 
but is driven by a number of other 
factors, including effectiveness of 
planning and demand management, 
quality of scope definition, visibility 
of remedial work, effectiveness of 
works management, and working 
capital efficiency, to name a few. 

The total cost of services changes 
over time, as needs change and 
as the scope and the services 
delivered under the contract vary. In 
such longer-term arrangements as 
network infrastructure, maintenance, 
and information technology systems, 
the value received tends to decline 
over time. Typically, the level of 
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commercial diligence applied at the 
start of the contractual arrangement 
is not maintained throughout 
delivery and is not extended to 
understanding the cost of the 
service delivered. Supplier and client 
behaviors that result in loss of value 
are not effectively understood or 
acted upon.

Often, those who negotiated the 
contract are not responsible for its 
management or day-to-day delivery. 
We have seen situations in which 
those managing the contractual 
arrangement have never read 
the contract and focus solely on 
operational objectives. Hence, the 
visibility of what drives costs in the 
contract is often low (see Case  
study 1).

Operators with established and 
separate functions, such as 
operations, procurement, finance, 
and commercial, are particularly 
susceptible to loss of value 
in contractual arrangements. 
Responsibilities and accountabilities 
between separate functions mean 
that total cost outcomes are often 
owned across functions; in effect,  
no single person has a view of  
what really drives costs in a 
contractual arrangement. 

Case study 1: Understanding what drives costs

An operator entered into an asset and infrastructure maintenance contract following an invitation-for-tender process. 
Prior to this process, the operator conducted a benchmarking and market study to assess the appropriate pricing 
of the service. The sourcing process was best-in-class. The contractual arrangement was input-based with agreed-
upon rates for materials, as well as specific rates for items such as tools and equipment hire, which were charged 
when used on-site. An incentive process was put in place to motivate the supplier to complete the work at the 
appropriate level of quality and ahead of schedule.

Our review uncovered the fact that the contractor was not claiming any of its incentive payments because it never 
completed work ahead of schedule. Rather, it kept the tools continually on-site. As a consequence, the contractor 
was able to profit (in excess of £30 million) from the pricing mechanism that inadvertently rewarded keeping the tools 
available rather than by trying to gain the incentives.

Now understanding the perverse incentive in the contract, the operator controls and manages tool hiring and avoids 
the unnecessary costs.
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Issues arise not in setting up these 
arrangements, but in how the 
products or services are drawn 
down. Inefficiencies and waste in 
the drawdown can be hidden under 
the presumption that the “best deal” 
was made when the contract was 
agreed upon. Since it is assumed 
that the framework agreement has 
settled the question of price, those 
calling down on the contract often 
erroneously abdicate responsibility 
for the total cost (see Case study 2).

Hybrid arrangements 
Hybrid arrangements, those with 
fixed and variable elements as 
well as exclusive and nonexclusive 
rates, are increasingly typical of 
network equipment contracts. They 
are also prevalent in outsourcing 
arrangements, where demand can 
be predicted to some extent yet 
there is likely to be a need for related 
services that cannot be defined 
easily up front. 

Conversely, suppliers typically 
have a keen understanding of the 
contractual arrangement and can 
appreciate how to use the various 
levers in the contract to maximize 
margins on the contract most 
effectively. The contract manager on 
the supplier’s side often has margin 
and revenue objectives built into his 
or her bonus arrangements. 

Many operators have reduced head 
count in important areas of contract 
management, and now they are 
starting to pay the price. Consider 
the gravitas and seniority of those 
who manage your relationships with 
your equipment manufacturers or 
your billing system provider, and 
compare them with those you have 
managing your interests in the 
arrangement. Alternatively, consider 
the time and investment you place in 
maximizing contracts on which you 
are the provider and the impact that 
has on margins.

What types of contracts 
represent the best 
opportunities?
In gaining an understanding of how 
the activities of both the supplier 
and the client impact the total cost, 
it is possible to identify areas where 
value is being lost and to develop 
effective countermeasures.

Framework agreements
Framework agreements with 
suppliers provide quick access 
to products and services by 
establishing contractual terms with 
particular regard to prices and 
quantities, which are applied when 
products or services are drawn 
down. Such agreements are entered 
into to provide the best buying 
leverage for the operator and usually 
are input-price-based, with charges 
ranging from simple price lists to 
complex equipment and service day 
rates. Mechanical and engineering, 
facilities management, and logistics 
services often are managed under 
framework agreements. 

In these contracts, some services 
attract an exclusive rate—which 
represents a very competitive 
rate in exchange for the supplier 
having the sole right to these types 
of services. Other services with 
a higher, nonexclusive rate are 
presumed to have their prices tested 
in the market. Hybrids also include 
complex service-level metrics that 
drive a certain element of the fee as 
well as measure service quality.

The ability to apply commercial 
diligence to changes in scope 
and the metrics that drive the 
arrangement can become impaired. 
These types of arrangements can 
become complex. Cost transparency 
is easily lost among the various 
types of services that have been 
called upon and whether they 
should be charged at exclusive or 
nonexclusive rates.

Case study 2: Examining a framework agreement  
that has lost shape

A major multinational communications company was operating under a 
framework contract to provide site inspections and technical evaluation 
services. The agreed-upon rates were input-based, with specific technical 
equipment priced at day rates and skilled personnel at various levels 
assigned specific hourly rates.

We discovered that over time the contract had lost its shape, as new 
equipment was used that was not specified in the contract and that was 
charged at very high spot rates. Additionally, almost 30% of the total 
spending related to idle time prior to commencing work on-site.  
These situations were under the direct control of the client and were  
largely avoidable.

Individual risk management decisions meant that excessive equipment had 
been scoped on standard day rates as backup in the event that failures 
would occur, a practice that added 19% to 23% to the cost outcome. In 
addition, because contractual rights related to equipment failure were not 
fully understood, they were not properly tracked or enforced. 

Once able to turn off the tap on idle-time wastage, the operator quickly 
established reduced and more appropriate levels of backup and created 
processes to hold the supplier accountable for failure. The result was a 
reduction in annual spending under this agreement of more than 30%.
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Network maintenance contracts are 
a good example. The distinction 
between planned maintenance, 
unplanned maintenance, and repairs 
often attracts different prices and 
charging regimes, but the distinction 
in the field is often open to debate.

Input-based contracts
Input-based contracts are usually 
entered into when the scope of 
the services cannot be accurately 
defined upfront or the cost risk 
cannot be passed on to the supplier. 
For communications companies, 
typically falling into this category 
are operator services, field services, 
and professional and technical 
consultancy. Input-based contracts 
are usually time and unit-rate 
driven, with reimbursement of 
third-party/subcontracted costs. 
These contracts sometimes include 
provisions for agreeing on the 
prices for specific projects upfront; 
however, usually the cost of a 
specific project is built on the rates 
implicit in the contract.

Value is lost in determining whether 
the activities delivered under 
the contract are appropriate to 
the needs and have reasonable 
durations, and also that cost 
estimates to the projects 
include no hidden contingencies 

(hidden, usually, in durations and 
reimbursable cost estimates).

Open-book arrangements
Open-book arrangements 
are a variation of input-based 
contracts but aim to provide 
transparency concerning actual 
costs incurred. Examples of open-
book arrangements entered into by 
communications operators include 
manpower services, distribution 
arrangements, and information 
technology projects. In practice, 
open-book arrangements contain 
significant assumptions, such as 
overhead allocations, intercompany 
recharges, actual versus 
estimated standard costs, and the 
reconciliation of actual head count to 
charges on the project.

Value can be lost when costs are 
not measured appropriately, margins 
are hidden in recharges, confusion 
arises between cash and noncash 
costs (such as depreciation or 
impairment), or duplicated costs 
arise as accounting systems fail to 
take into account how resources  
and costs relate.

Open-book audit rights are 
rarely invoked because they are 
erroneously assumed to apply to 
issues around trust rather than 

good governance. When audits 
are performed they often miss the 
key issues, as they tend to follow 
compliance-based processes related 
to what the provider presents to 
them, and to not properly challenge 
the mechanisms of delivery or the 
validity of the costs incurred (see 
Case study 3).

Contract renewal
Complex contractual arrangements 
that are coming up for renewal or 
renegotiation present an opportunity 
to ensure that deficiencies in 
the current service and pricing 
arrangement are resolved. This 
opportunity is frequently missed, 
as organizations do not perform 
a bottom-up analysis of how 
the various cost levers within 
the contract were used in actual 
practice. As a result, the waste that 
may have been inherent, but not 
identified, in the previous contractual 
arrangement is repeated in the 
renewed contract process. 

Uncovering value leakage  
in contracts
In general, a condition for value 
leakage is complexity. Complex 
contractual arrangements are less 
likely to be managed effectively, 
especially if multiple interfaces are 

Case study 3: Realizing value from auditing an open-book arrangement

A company entered into a contract with a technology services company to acquire and run the research and 
development assets. The remuneration mechanism consisted of various charges under an open-book arrangement. 

Our examination of the billing arrangements uncovered the following issues:

Payroll costs could not be reconciled to the actual persons working on the account.•	

Accelerated depreciation charges resulted in unnecessary cash outflow from the client.•	

Insurance charges included unknown intercompany profit uplifts.•	

Charges for additional use of services did not correlate to the marginal cost of providing the service.•	

What the company thought to be a simple 8% cost-plus arrangement was effectively a 20% cost-plus charge for 
what was a relatively risk-free contract for the supplier. By challenging the validity of costs and the mechanism used 
to deliver the service, the company brought costs back under control.



Communications Review / Vol. 14, No. 2

PricewaterhouseCoopers / 35

involved. Furthermore, when the 
services being provided are highly 
technical or difficult to measure, the 
ability to challenge and determine 
whether value has been received 
becomes heavily subjective. Thus, 
commercial arrangements that have 
complex pricing and subjective 
value definition provide the greatest 
opportunity for identifying value 
leakage. Figure 1 illustrates some 
potential opportunities in the 
communications industry. 

To evaluate whether value leakage 
has occurred in a contract, a 
company needs to develop an 
approach that looks at how the 
contract is operated, what activities 
were delivered under the contract, 
and how these factors relate 
to contract spending. Such an 
approach requires cross-functional 
input and a deep understanding of 
both the services delivered and the 
terms of the contract. In addition, 
sufficient granularity of spending 
should be obtained to enable an 
analysis of the root causes or drivers 
of cost. Once that is obtained, a 
picture of how the service was 
delivered from a cost perspective 
can be developed.

Understanding  
the cost drivers 
A cost driver is any activity that 
generates cost; this includes 
activities that both the client and the 
supplier undertake. Activities can 
be routine, proactive, or reactive. 
Through understanding the sum 
total of activities that occurred 
under the contractual arrangement, 
why they occurred, and their cost 
consequences, we can identify how 
behaviors and activities should be 
changed to capture value.

Activities that drive cost usually fall 
into five broad categories:

Bad planning. Other than in simple 
contractual arrangements, planning 
is a critical element of determining 
costs. Planning defines how the 

operator engages with the supplier 
to identify specific needs sufficiently 
in advance to enable the supplier to 
organize and deliver on that need 
within an agreed-upon time frame 
and cost. Unplanned emergency 
requests usually are expensive and 
can drive up costs significantly.

For example, in network 
maintenance, the ability to deliver 
to plan is the major determinant 
of cost. Often a fixed budget is 
allocated to maintenance, and that 
budget is spent on both planned 
and unplanned activities. Poor 
planning (sometimes hidden in 
budget manipulation) can result in 
most of the budget being spent on 
emergency work, with discretionary 
preventative maintenance being 

deferred to the next budget period. 
The emergency nature of the work 
causes it to be expensive, and 
deferring preventative maintenance 
means that more “emergencies” 
arise due to a poor asset condition. 
This vicious cycle can then drive up 
maintenance costs.

When analyzing contracted 
maintenance costs, it is essential 
to separate and understand the 
planned and unplanned elements 
of the cost. The next step is to 
understand who absorbed the 
planning risk in the contractual 
arrangement. If planning has been 
delegated to the supplier, then 
how is the supplier being held 
accountable for maintaining the 
stability and quality of the plan?

Figure 1: Opportunities to find value leakage 
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Scope definition and costing. 
This area is particularly relevant 
to project spending. The ability to 
define needs precisely has a direct 
correlation to the cost of the project. 
However, defining scope depends 
on how well informed the operator 
is on their needs and how these 
needs should be delivered. Poor 
scope definition can result in costs 
escalating when changes are made 
and commitments escalating as the 
original requests evolve. Suppliers 
may be incentivised to deliver over-
engineered (expensive but effective) 
solutions; and the operator will 
need to be armed with sufficient 
information to counter this tendency. 

Costing is another area where the 
risk of value leakage is high. In 
reviewing contracts for information 
technology services, we have come 
across quotations for six weeks of 
labor to make a change that should 
take three days at the very most. 
Opaque costing is particularly 
prevalent where complex technical 
services are being provided.

The approach to estimating costs 
also can drive costs. Contingencies 
can be duplicated by being built 
into the task durations as well 
as being identified separately as 
“risk.” In addition, collusion can 
occur between client personnel 
and the supplier, as they avoid the 
embarrassment of exceeding the 
budget by having an excessive 
budget to begin with. Because 
work and cost expand to meet the 
available budget, tight budgeting is 
imperative in controlling costs. An 
absence of overshooting the budget, 
which is not a good thing, usually 
indicates unchallenging budgeting 
rather than excellent project and 
commercial management.

Poor scope definition and ill-
informed buying can be significant 
cost drivers and very difficult 
problems to crack. Understanding 
the level of expenditure that is 
purchased “blind” is the beginning 

of defining the information needed  
to control and mitigate these types 
of costs.

Drawdown. Drawdown relates 
to how the services of a supplier 
are to be called upon, what level 
of notice is required, and what 
obligations—such as access to the 
site, user rights, information, and 
other deliverables—the client needs 
to provide. The costs that result from 
poor drawdown can be significant. 
We came across a situation where 
more than 30% of the spending  
with a contractor directly related to 
the failure of the client to provide 
timely access.

Often those drawing down on the 
contract are insulated from the cost 
of their decisions and are motivated 
by operational pressures, and 
therefore they lack the incentives 
to consider the best deal. Their 
focus is often on the relationship 
when dealing with the supplier, as 
maintaining goodwill is essential to 
support their aims. Without some 
form of independent review,  
the relationship can take  
precedence over appropriate 
commercial tension.

A typical scenario that demonstrates 
how the drawdown can become 
distorted is this real life example. 
The head of the billing consolidation 
project calls the outsourced IT 
support and says, “I want John, 
whom I trust, to do a maintenance 
update.” IT support explains, “John 
no longer does maintenance, but he 
could do the update as a developer.” 
The head of billing consolidation 
agrees to this arrangement, not 
realizing that a developer rate is 
75% higher than maintenance; he 
also agrees to secure John to do 
the work in three months’ time and 
accepts an invoice in advance  
of the work. 

The ability to understand how failing 
to deliver effectively on the client’s 
obligations affects spending is 
critical to addressing this cost driver.

Change management. Change 
management is closely linked 
to defining scope and costing. 
In a competitive environment, 
responses to tenders are keenly 
priced. Sometimes the pricing in 
the contract is at a breakeven point 
or a loss, with a view to recovering 
margin from change.

Change is an inevitable 
consequence of doing business. 
Passing on the risk of change to 
the supplier might be possible in 
some cases, but, in any event, it will 
come with a heavy premium. In most 
cases, the risk of change remains 
with the client. Understanding how 
much of the contractual spending 
relates to change as well as the 
root causes of the change (usually 
root causes sit in the domains of 
“planning and drawdown” and 
“scope definition and costing”) are 
the first steps in addressing change 
as a driver of costs.

We have come across circumstances 
where normal operational risk 
has been defined as change and 
has been charged through the 
contractual mechanisms. In other 
instances, we have noted conflicts 
of interest in which identifying 
and approving changes had been 
delegated to the supplier.

The cause of change can also 
prove to be ambiguous. When the 
change is caused by the supplier 
or is in response to a failure to 
deliver on obligations (for example, 
not following the agreed-upon 
maintenance strategy), then the 
cost of change may be subject to 
negotiation. However, if processes 
are not in place to identify the root 
cause of change, then inevitably the 
cost of change will be passed on to 
the client. 

Change, therefore, can drive 
costs significantly in a contractual 
arrangement. The ability to 
anticipate, manage, and control 
change is critical to mitigating the 
cost of change. 
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Validation and billing. When complex 
services exist with various levels 
of pricing, the ability to validate a 
service and determine whether the 
correct billing has occurred can be 
challenging. Complex contractual 
arrangements are not usually 
negotiated by the people who 
end up in charge of administering 
the day-to-day interactions on 
the contract. We have come 
across circumstances where the 
administrator had not read the 
contract, and, consequently, certain 
shared assumptions had developed 
between the supplier and the client 
that did not correlate to the actual 
terms of the contract. An essential 
control for validation is a three-way 
reconciliation of the cash amounts 
charged under the contract to the 
service delivery and then to the 
contractual pricing terms. 

Having effective and independent 
measures to determine whether 
a service has been delivered 
appropriately is fundamental for 
accurate validation. We came across 
help-desk utilization measures that 
formed part of the cost of service 
but had been inaccurately calculated 
by the supplier and overstated. 
In the absence of independent 
measures, sufficient audit rights 
should be maintained for the buyer 
to be able to validate performance 
measures that drive costs.

Validation is also the last line of 
control before cash passes from the 
client to the supplier. An effective 
validation process identifies both 
nondelivery by the supplier and 
poor engagement by the client. An 
essential ingredient for effective 
validation is the level of granularity 
received as part of the billing 
process from the supplier. 

Conclusion
Managing contracts effectively 
is at the very least a two-person 
game. It is not just the delivery 
responsibilities of the supplier 

that drive costs, but also how 
effectively the client delivers on 
its own obligations. The behavior 
of both the client and the supplier 
impacts the final cost outcome 
of any commercial arrangement. 
Understanding how the contracts 
work in actual practice is the key to 
determining how the various levers 
in the contractual arrangement can 
be manipulated to drive cost and 
cash benefits.

Much of what has been discussed 
here is incorporated to varying 
degrees in the contract management 
practices of many communications 
operators. However, the measure 
of success of effective contract 
management is the preventing or 
detecting of value leakage. Often, 
internal compliance departments 
are designed to ensure billing 
compliance. In our experience, 
however, billing compliance issues 
are a minor contributor to value 
leakage in contracts.

Effective contract management 
is risk based, with management 
intervention focused on the 
contracts and the drivers that most 
likely lead to value leakage. This 
intervention will include periodic 
investigations of how and why cash 
was spent to identify how effectively 
the supplier is engaged and whether 
the structure of the arrangements 
really deliver the perceived value. 
The absence of an independent, 
bottom-up review of the cash spent 
on the contract usually is the reason 
why many issues that drive value 
leakage remain unidentified.

Value leakage is almost certainly 
occurring in the supply chain of 
telecom groups. Whether the value 
being lost is material and worth 
addressing is the critical question. 
In the current economic climate, 
companies cannot afford the luxury 
of not knowing the answer.

Qadir Marikar is a partner and Paul 
Townley-Jones is a senior manager 
in PricewaterhouseCoopers’ 
Commercial Assurance group. 
For more information, contact Mr. 
Marikar by phone at [44] 20 7213 
2165 or by e-mail at qadir.marikar@
uk.pwc.com; or Mr. Townley-Jones 
by phone at [44] 20 7212 3823 or by 
e-mail at ptj@uk.pwc.com. 
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The next few years will bring significant awards of spectrum 
bandwidth in a range of countries across the world as regulators 
seek to promote the efficient use of spectrum. The release of 
the 3G expansion band and the analog TV spectrum are two of 
the most significant awards. This spectrum is expected to be 
used by telecom companies and broadcasters, and potentially 
others, to help facilitate the launch of new communications 
services, including 4G mobile services, high-speed wireless 
Internet services, and high-definition television services. 

The timing could not be more challenging. It is therefore even 
more important for potential bidders to think hard about the 
value of spectrum, in terms of the direct value from delivering 
new services, the opportunity cost of not acquiring spectrum, 
and the impact on their overall competitive position. 

Timing is 
Everything
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by Simon Harris, Darren Waterman, David Lancefield, and Alastair Macpherson

Providers of wireless services will 
have greater access to the airwaves 
than ever before as new spectrum 
capacity is released on the switch  
to digital broadcasting and the 
award of the 3G expansion band. 
Access to new capacity will enable 
the expansion of the existing,  
and the introduction of new,  
wireless services. 

The new services include more 
digital terrestrial television channels 
in standard and high definition as 
well as faster, more reliable Internet 
and other data services on mobile 
phones and other portable devices. 
Eventually these services will 
enhance customers’ experience of 
wireless services and will herald an 
era of converged innovation and 
competition between providers. 
Many new services require 
new network deployments and 
technology developments and hence 
may not be ready for commercial 
launch until after 2012. 

Wireless communication services, 
such as radio, television, and mobile 
telecommunications, are provided 
using varying frequency ranges 

within the electromagnetic spectrum. 
Due to interference issues at low 
frequencies and limited signal range 
at high frequencies, the spectrum 
that is most suitable for broadcasting 
and telecommunications is focused 
on the so called “sweet spot” of 
frequencies. This is illustrated 
in Figure 1. As this bandwidth is 
a scarce commodity, regulatory 
authorities generally license it, often 
through an auction process.

National regulatory authorities 
are adopting varying approaches 
to releasing and awarding this 
spectrum—from competitive 
auctions, where the highest bidder 
wins, to administrative processes, 
where spectrum is awarded for no 
direct fee and operators bear the 
cost of key license obligations. 
Auctions and administrative 
allocation processes are due to take 
place at increasing pace over the 
next few years. The structure and 
timing of the release of spectrum 
has a very large impact on the sums 
of money companies ultimately pay. 
This effect is demonstrated by the 
award of the original 3G licenses 
across Europe, which began in 2000.

The auction of 700MHz spectrum 
in the United States in 2008 
demonstrated the value that 
companies expect new wireless 
services to bring. Although the 
auction took place before the 
economic downturn took hold, its 
proceeds reached some US$19 
billion, or $75 for every mobile 
subscriber in the US. 

The economic downturn presents 
regulators, governments, and 
companies with difficult and 
immediate decisions over the 
award of spectrum. On the one 
hand, regulators believe that 
the timely release of spectrum 
provides certainty over access and 
incentivizes the early development 
of new services. The value of new 
services deployed using auctioned 
spectrum will be determined over 
the entire life of the license, by 
which time the outlook may be more 
positive than at present. 

On the other hand, bidders may 
take more of a short-term view. 
The prospect of paying large sums 
today for spectrum that might not 
generate cash-flow returns until 
sometime in the future may not be 
attractive against a backdrop of 
cost cutting, limited investment in 
today’s services, and shortened time 
horizons for assessing the payback 
from any investment in new services. 

If regulators continue to press ahead 
with their objective of auctioning 
spectrum over the next few years, 
companies may be forced to pay 
significant sums for an asset that 
has no immediate benefit to their 
bottom line today. This is a question 
for governments to consider as they 
evaluate the appropriate timing of 
the various award processes. 

Here, we help companies break 
through this complexity by setting 
out a commercial and pragmatic 
approach to spectrum valuation 
and bidding. This approach helps 
companies answer two important 

Figure 1:  The electromagnetic spectrum and the “sweet spot” 
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questions: (1) Should I bid for this 
spectrum?; and if the answer is yes, 
(2) How much should I bid? 

The changing  
spectrum landscape 
The competitive landscape and 
economic environment in which 
spectrum awards take place is 
changing. The shift encompasses 
the increased use of auctions and a 
change in the competitive dynamics 
between bidders. 

In early spectrum awards, many 
regulators allocated and licensed 
spectrum for specific types of 
services. Spectrum offered for GSM 
mobile would attract interest only 
from companies looking to provide 
GSM services. That meant regulators 
were effectively determining, and 
therefore restricting, the types of 
services consumers could access. 

Now, however, we are seeing an 
increase in demand for the use of 
spectrum driven by an increase in 
applications, as well as an increase 
in the supply of spectrum driven 
by the shift in policy and the move 
toward market allocation. Regulators 
are adopting less prescriptive 
approaches by offering spectrum 
licenses on a technology- and 
service-neutral basis, thereby 
allowing market forces to shape 
the allocation of spectrum to 
technologies and services. Put 
simply, the bidder that offers the 
most wins—and then uses the 
spectrum for whichever services it 
chooses to offer. 

Convergence is changing the 
competitive dynamics among 
bidders radically, widening the 
range of interested parties. Bidders 
are finding it harder to predict how 
much they need to bid for spectrum, 
given the range of potential uses 
and bidders competing with them. 
At the same time, partnerships are 
becoming ever-present in the value 
chain as a way of sharing risk, cost, 

and knowledge. Deciding when to 
compete or partner will be critical for 
any bidder navigating the issues of 
competition law along the way. 

Lessons from  
previous auctions
In order to decide whether or not to 
bid for spectrum, companies need to 
determine the value of the spectrum 
to their business. This requires them 
to be mindful of the lessons of the 
past, in particular the challenges of 
estimating the revenue potential of 
spectrum usage. 

Two key awards are taking place 
across different countries: the 
spectrum released following 
the digital switchover, which is 
particularly valuable, given its 
lower frequency, and therefore 
has attractive propagation 
characteristics; and the 3G 
expansion band, which historically 
was reserved for mobile services and 
now is being released as the take-up 
of 3G services has expanded.

In the US, the Federal Communi-
cations Commission (FCC) held its 
2008 auction of 700MHz spectrum 
(that released by the switchover to 
digital television) in October 2007 
(Auction 73). More than 200 bidders 
qualified to take part in the auction, 
which lasted for two months and 260 
rounds of bidding. The auction was 
expected to attract a lot of interest 
from bidders for two reasons. First, 
700MHz has relatively attractive 
propagation characteristics 
compared to most of the spectrum 
previously available. Second, the 
FCC planned to allow the spectrum 
to be used on “technology-neutral 
grounds.” Licenses could be used 
for fixed, mobile, and broadcast 
purposes, including fixed and mobile 
wireless commercial services; fixed 
and mobile wireless uses for private, 
internal radio needs; and mobile and 
other digital broadcast needs. 

A key issue in the auction was 
the FCC’s requirement that the 
winner of the largest bandwidth lot 
for sale (Block C) would have to 
provide open access to all devices 
and applications. The requirement 
prevented an operator from offering 
exclusive services using this 
spectrum and aimed to provide 
assurance to companies like Google 
that customers would have ready 
access to their services without 
limitations imposed by the operator 
of the spectrum. With uncertainty 
thus created over the value of the 
spectrum, the winner needed to 
consider how the independent 
strategies of other application and 
device providers could affect its 
own strategy for monetizing the 
spectrum. The auction raised $19 
billion, with Verizon Wireless paying 
$9.6 billion and AT&T $6.6 billion. 

It remains to be seen in the US 
whether the returns will justify the 
price paid for spectrum. However, 
the sheer size of the financial 
commitment underlines how 
important it is for market players  
to be certain of the value of 
spectrum they are buying. The risk 
is that they overpay or miss out on 
other opportunities that could have 
been funded by the capital used to 
bid for spectrum. Awards of further 
spectrum at this frequency are 
expected across Europe. Although 
no awards have yet taken place in 
Asia, South Korea, for example, is 
expected to open up its 700MHz 
band in 2012. 

Recently, 2.6GHz spectrum 
awards have taken place and have 
generated significant sums. The 
prices paid have been lower than 
those in the 700MHz auctions in the 
US, which reflects the less attractive 
propagation characteristics of this 
spectrum. Scandinavia led the way 
with the auction of this spectrum, 
with awards in Norway and Sweden. 
The Hong Kong government raised 
HK$1.5 billion from its sale of the 3G 
expansion in January 2009. 
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Adopting a holistic view of the 
value of the spectrum under 
consideration in light of other 
spectrum requirements and 
alternative technology will go a long 
way in shaping informed commercial 
decisions and in avoiding these 
risks. Figure 2 presents the steps 
that we advise companies to 
follow in evaluating their spectrum 
requirements and auction strategies. 
The valuation of spectrum is a 
critical component of planning  
and decision making throughout  
the process. 

Using previous auction 
experience to benchmark  
the value of spectrum today 
The results of previous spectrum 
auctions can be used to guide the 
value of spectrum, with a healthy 
dose of caution and interpretation. 
The difficulties in valuing spectrum 
are underlined by the prices paid 
in previous awards. Figure 3 shows 
the average price paid per MHz per 
capita in selected auctions over the 
past 10 years. 

Figure 3 shows that it is difficult to 
use any single simple metric as the 
basis of spectrum value, as a range 
of factors influences the prices paid 
at auctions. We have developed a 
benchmarking model as a guide 
to future values, drawing on past 
experience and a high-level analysis 
of the relevant factors driving value.

For example, we have estimated the 
value of future European spectrum 
awards by using past auction 
experience. This approach aims 
to estimate an indicative value for 
the “digital dividend” (450MHz to 
862MHz) and the 3G expansion 
band (2,500MHz to 2,690MHz), 
which will be licensed across Europe 
over the next few years. 

Our starting point is the prices 
paid for similar spectrum in recent 
spectrum auctions on a price per 
MHz per capita. For example: 

In March 2008, the US auctioned •	
700MHz and raised US$19 billion, 
or €0.83 per MHz per capita. We 
use this benchmark as a guide to 
the value of the digital dividend. 

In May 2008, Sweden auctioned •	
the 3G expansion band and raised 
€225 million, or €0.13 per MHz per 
capita. We use this benchmark 
as a guide to the value of the 3G 
expansion band. 

We have controlled for key factors 
that drive differences in the value of 
spectrum across countries: 

Average revenue per user (ARPU) •	
from mobile services. 

A measure of mobile market •	
concentration (Herfindahl Index). 

Fixed-line broadband penetration.•	

Mobile penetration. •	

We recognize that these factors apply 
more to the mobile telecoms sector 
than to broadcasting. However, in our 
view, mobile operators are more likely, 
compared to broadcasters, to drive 
the ultimate prices paid for spectrum 
when they are competing for the 
same spectrum. 

These factors have been weighted in 
their application to the benchmarks, 
based on our view of their relative 
importance in driving spectrum 

Figure 2: Four key steps in spectrum bid preparation 
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valuation. For example, ARPU was 
assigned the highest weighting 
because it approximates the value  
of consumers’ willingness to pay 
for mobile services, which drives 
cash flows and supports the value  
of spectrum. 

We have therefore taken our base 
price per MHz per capita, adjusted it 
for the key factors described above 
for each territory, and then multiplied 
by the population and assumed 
bandwidth for each country. We 
estimate that the spectrum awards 
of the digital dividend and the 3G 
expansion band in Europe are 
worth €40 billion. A value of around 
€10 billion is attributable to the 3G 
expansion band and €30 billion to 
the digital dividend, a difference 
that reflects the more attractive 
propagation characteristics of the 
digital dividend. 

This valuation is designed to indicate 
the quantum of value attributable 
to this new spectrum. Companies 
can use this approach as a “sense 
check” to their own valuations. 
However, bidders in auctions should 
conduct a much more detailed 
analysis when assessing how much 
they are prepared to pay, as many 

factors will come into play in addition 
to those we have described above. 

Three pillars of  
spectrum valuation
The three main ways spectrum can 
be valued are as: 

Value arising from the launch of 1.	
new products and services made 
possible directly from acquiring 
spectrum. 

Cost savings arising as a direct 2.	
result of acquiring spectrum. 

The franchise fee, or the ability 3.	
to protect existing business as a 
result of acquiring spectrum. 

New products and services 
Launching new products and 
services involves a number of 
technology choices. Whatever 
these may be, it is vital to have a 
well-defined and robust business 
plan that clearly sets out the service 
offering and its anticipated revenues 
and costs. 

Of particular importance is the 
relationship between assumed 
pricing of products and services and 
the valuation of spectrum. Pricing 
should determine the value of 

spectrum independently, rather than 
the other way around. The prices 
that consumers are willing to pay for 
services determine the profitability 
and hence the value associated 
with new services. For example, 
companies may want to build market 
share by adopting penetration 
pricing in the early stages of 
launching new products, and this will 
affect the value of spectrum in the 
context of supporting this particular 
business model. 

A relevant example is the success 
of the mobile broadband offering 
from mobile network operators in 
the United Kingdom, which is driving 
significant capacity requirements. 
Operators are likely to require further 
spectrum to meet consumer demand 
for bandwidth—penetration pricing 
has been adopted that may limit 
revenue generation, which in turn 
may impose a constraint on how 
much operators are willing to pay for 
additional spectrum. 

Cost savings 
The release of the digital dividend 
opens up opportunities to provide 
cheaper coverage networks and 
in-building coverage. For example, 
this spectrum can provide cost 
savings for mobile operators 
based on their current products 
and services and on consumer 
demand. Using spectrum at a lower 
frequency compared to spectrum as 
currently used by mobile operators 
may generate significant network 
cost savings. A multiterritory 
spectrum acquisition strategy also 
may generate further cost savings 
through economies of scale on both 
network equipment and handsets. 

An additional opportunity to reduce 
costs is to share spectrum and 
infrastructure, i.e., a network/
tower-sharing agreement. For 
example, tower-sharing exists in 
Canada, where the regulator cited 
environmental reasons for requiring 
incumbent operators to share their 
masts with new entrants. In the 

Figure 3: Comparison of trends in spectrum prices is difficult across markets 
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UK, T-Mobile and 3 are developing 
a site-sharing deal that covers 
their 3G networks. Operators with 
high market shares seeking to 
collaborate, however, should be 
aware of the potential for legal 
challenge on competition and 
regulatory grounds. 

The franchise fee 
The franchise fee represents the loss 
in value to an operator if it does not 
acquire spectrum. We believe that 
a significant proportion of the large 
sums paid in the early 3G auctions 
were likely to have represented a 
franchise fee. Underpinning the bids 
was a need to protect existing GSM 
mobile businesses against the threat 
of new entrants that would offer 
more enhanced services using 3G 
technology, potentially making GSM 
services redundant at a faster rate 
than operators had been assuming. 

Brand value may result when 
an operator is considered at the 
forefront of mobile innovation and 
technology. Brand perception 
has an impact on retail success. 
Experience shows that operators 
may face customer churn if they 
stand by while other players in the 
market migrate to more advanced 
technologies. So operators that 
are slow to adopt more advanced 
technologies risk losing a significant 
proportion of their existing revenues 
and stranding existing investments 
in customers and networks. 

The relationship between 
spectrum value and  
auction prices
 The price paid to acquire spectrum 
does not necessarily equate to the 
value that each winner places on the 
spectrum it has acquired. In most 
auctions, the price paid is usually 
the final bid of the losing bidder 
rather than the highest price the 
winner may have been prepared to 
pay. A number of other key factors 
that will influence auction prices are 
summarized in Figure 4. 

Uniqueness of the opportunity 
The valuation of spectrum in use 
in a specific territory may not 
capture the value of a “toehold” 
strategy. This reality is relevant to 
companies that operate across 
multiple territories. By acquiring 
the same spectrum across different 
territories, a company may be able 
to realize benefits from economies 
of scope and scale. For example, 
the early 3G auctions in the UK 
and Germany resulted in higher 
spectrum prices than in subsequent 
auctions. Bidders realized there was 
value from leveraging economies of 
scale and scope across countries. 
Once the toehold strategy was 
established, subsequent bids were 
based only on the incremental 
value of the opportunity in the 
specific territory and may have even 
discouraged competition from other 
bidders that did not secure spectrum 
in earlier auctions. 

The arrival of new entrants means 
that incumbents need to consider 
the franchise fee element of their bid 
very carefully, as it provides a greater 
threat to their existing business. 
In this scenario, the franchise fee  
will represent a key factor influencing 
the price they may have to pay  
for spectrum. 

In addition, if the auction is expected 
to represent the one-time chance 
to secure spectrum, competition 
may be more intense. However, 
regulators increasingly are looking 
to establish secondary markets for 
spectrum, which may enable new 
entrants, for example, to secure 
access to spectrum after the  
initial auction. 

Market forces 
The 3G auctions in the UK and 
Germany took place at the height 
of the dot-com bubble. The 

Figure 4: Factors affecting auction prices 
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positive market sentiment drove 
high expectations of future service 
revenues, which may have had an 
impact on spectrum values. In the 
present economic climate we expect 
the opposite to be true.

Given that new services are, 
potentially, some time away from 
commercial launch, auction bids 
should be based on expectations 
about the economic climate in the 
long term. However, the economic 
downturn is constraining the capital 
available to companies for new 
investments. If companies are 
unable to access capital to fund 
auction bids, that may reduce 
their ability to bid up to their own 
valuations. Indeed, new entrants 
may find it particularly difficult to 
raise capital to fund bids. 

In concentrated markets, 
competition for spectrum may be 
the greatest, and therefore bidders 
are more likely to be forced to bid 
up to their own spectrum valuations. 
In addition, bidders are more likely 
to have similar valuations for the 
spectrum if their business models 
are similar. In less concentrated 
markets, there is likely to be more 
differentiation between bidders’  
own valuations. 

Efficiency of the auction 
Regulators are looking at 
increasingly complex auction 
designs to ensure that the prices 
bidders pay reflect their underlying 
valuations to ensure that bidders 
with the highest valuations prevail. 
As governments come under 
increasing pressure to raise funds, 
spectrum auctions may be perceived 
as a good way to generate income. 

In the past, regulators have held 
auctions where more licenses 
were being awarded than bidders 
were participating. This disparity 
leads to depressed auction 
values. Regulators increasingly are 
looking to maintain competition 
for spectrum in auctions—by 
dynamically adjusting the number 

of lots or licenses in response to 
bidders’ interest, or by ensuring 
that they market upcoming auctions 
aggressively to generate interest 
and to be sure they understand the 
number of interested participants. 

Also in the past, regulators have 
included obligations as part of 
spectrum licenses, for example, 
time-bound minimum coverage 
requirements. That can force winners 
to make uneconomic investment 
decisions that should be factored 
into the spectrum valuation model. 

Conclusions
The spectrum due for release across 
Europe is prime real estate that 
telecom and media companies will 
acquire to enhance their customers’ 
experiences of existing services 
and to launch new services. 
We estimate that the spectrum 
has a value of some €40 billion, 
representing 8% of the market 
capitalization of the leading telecom 
and media companies in Europe. 
In the current economic climate, 
that is a significant investment. 
The companies’ ability to pay may 
be constrained, particularly as the 
benefits of acquiring spectrum are 
more likely to be realized in the 
medium to the long term. 

Industry convergence widens the 
range of potential bidders, making it 
harder to predict likely motivations 
and strategies. Convergence also 
offers opportunities to partner. 

Valuation is considered to be more 
of an art than a science. The range 
of factors influencing spectrum 
value is known to be wide. Applying 
sound judgment to complex models 
therefore becomes more important 
than ever—and will enable interested 
parties to achieve the best possible 
economic outcome in the midst of 
significant uncertainty.
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Media, and Technology practice. 
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phone at [44] 20 7213 5023 or by 
e-mail at darren.waterman@uk.pwc.
com; Mr. Lancefield by phone at 
[44] 20 7213 2263 or by e-mail at 
david.lancefield@uk.pwc.com; or 
Mr. Macpherson by phone at [44] 20 
7213 4463 or by e-mail at alastair.
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As part of our global consumer research program, 
PricewaterhouseCoopers’ Telecoms, Media and Technology 
practice is conducting a series of consumer discovery sessions 
to elicit candid feedback and gain new understanding of 
consumer attitudes and behaviors in a rapidly changing 
communications landscape. This research yields powerful 
business insights that help our clients identify and capitalize on 
emerging trends. 

The following is a summary of what we discovered during a 
discussion with an online community of over 750 consumers, 
ages 18-60, about the economic downturn and its effect on 
their media habits, usage, and attitudes. This online community 
augmented our qualitative focus group research and provided 
additional insight into our continuing research on the impact of 
the economic downturn on media habits. 

The Speed  
of Life
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by Deborah Bothun

Summary: Consumers aim 
to keep communications 
services, but demand more 
control and benefits 
Today’s economy poses many 
uncertainties for communications 
companies. But here’s one bright 
spot: consumers say they’re not 
about to give up their must-haves—
chiefly, their Internet access and 
cell phones. Although some are 
trimming communications expenses, 
particularly premium services, most 
consumers say they see those 
services as essential and that they’d 
rather cut other areas of their budget 
first. For telecoms, media, and 
technology companies, that means 
there is still ample opportunity to 
grow and build loyalty, especially if 
companies focus on providing the 
services consumers want most: cost 
savings, excellent customer service, 
and the ability to customize plans 
and features. 

Compared with our prior sessions, 
the new findings demonstrate 
how consumers’ budget-minded 
decisions are potentially impacting 
their attitudes towards brands.  
The themes from these new  
findings include:

My must-haves—communications, 
technology, and value: Even in 
today’s weak economy, consumers 
are resistant to cutting back on 
communications services—they 
rely on these as critical necessities 
to their everyday lives. The Internet 
especially has emerged as a  
critical “lifeline” tool. However, 
as their personal budgets shrink, 
consumers seek brands that will 
provide greater value—cost savings 
and better deals.

Save me the money—my way:  
Cost-saving measures—like 
bundling or advertising on cell 
phones—are only valued if they 
are tailored to the needs of the 
individual and not broadly mandated 
by the provider. Flexibility and 
personalization in packaging 

products and services is an 
opportunity to generate appeal  
and differentiate for companies  
that can deliver. 

“I wish these companies would be 
more flexible with their packages…
to get the one thing I would pay for 
it seems like I would have to sign up 
for loads of junk I don’t want.”

If you care, I’ll care: Consumers  
yearn for reliable, quality products, 
and caring customer service— 
another perceived gap area. 
Companies can build loyalty by 
providing good products and good 
service and recognizing and  
rewarding good customers.

“One way for a company to gain my 
loyalty is to offer excellent customer 
service—something so many 
companies have forgotten in  
recent years.”

Don’t call me, I’ll call you: 
Advertising on personal devices 
(like cell phones) is frowned upon 
as invasive. This kind of advertising 
needs to provide choice—so the 
consumer feels he/she is “opting 
in” as well as a clear benefit (free 
minutes?) in exchange for entry into 
this “personal space.”

“I don’t want my calls interrupted!”

Key Findings
Here is how consumers say they are 
reacting to the economic downturn:

1.	 Trimming the “fat:” Consumers 
have begun to identify and curtail 
the “extras” in their telecoms, 
media, and technology spending.

Back to basics: Premium cable 
channels and cell phone services 
are under heavy scrutiny. 

“I don’t use cable the way I used 
to and paying for a lot of channels 
I never watch is a waste.”

If I had to choose: When asked to 
prioritize, landline phone service 
and cable TV are cited as most 
expendable. They are used less 

or duplicate services available on 
multi-function platforms, such as 
cell phones or the Internet. 

“I would cut back on my cable 
service, like HBO. TV is optional 
in my life. My cell phone and the 
Internet are not.”

2.	 Choosing Internet first: The 
Internet has become consumers’ 
top priority in spending decisions 
for telecoms, media, and 
technology.

Versatility: The Internet is 
viewed as both a personal 
and professional tool 
for communication and 
information—a critical lifeline to 
the outside world. 

“I could never give up my 
Internet...I use it constantly and it 
is my lifeline for everything.”

Value: Its versatility as a multi-
platform device coupled with its 
relatively low cost put the Internet 
at the top of the technology “must 
have” list. 

“The Internet is a source of 
entertainment, information, social 
connection and so much more. I 
remember life without it and love 
the advantages we have with it.”

3.	 Seeking the personal 
touch: Customization and 
personalization remain largely 
unmet needs—and the idea 
of bundling with pre-ordained 
packages, products and services 
often conflicts with the desire to 
personalize.

Not their way: The ability to 
bundle multiple services from 
one provider has the recognized 
potential for efficiency, but many 
are dissuaded by concerns 
over contracts and commitment 
levels—especially for things they 
don’t need. 

“I don’t like the idea of bundling 
because it’s too much hassle if 
you’re not happy with the service. 
Then you’re stuck with something 
you don’t want.”
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My way, instead: Consumers 
want more control over 
their service plans to better 
economize. They want to create 
their own “packages” instead of 
feeling constrained by dictated 
options. 

“I think these companies should 
let us choose which services 
we want and get rid of their 
‘packages.’ Just let us pick and 
choose what we need.”

4.	 Looking for loyalty: Loyalty 
is seen as a two-way street 
and consumers aren’t feeling 
appreciated for their faithfulness.

Rewarding tenure: Companies 
can demonstrate and build loyalty 
(and differentiate) by providing 
free or improved services 
(and customer service) and 
more customization options to 
customers based on their length 
of affiliation.

“I would like the corporate 
content behemoths to practice a 
little customer loyalty. How about 
a free month of each premium for 
every year you stay subscribed?  
If they are not going to be loyal  
to me, why should I be loyal  
to them?”

Don’t favor the new guy: Cable 
and telecom companies are 
perceived as too focused on 
attracting new customers instead 
of maintaining and rewarding 
existing ones. This perception is 
reinforced by contract incentives 
and options that are offered only  
to new customers. 

“I hate when they give the new 
customers deals but the loyal 
customers are given nothing but 
rate increases.” 

5.	 Considering acceptance 
of mobile ads—for a price: 
Advertising that adds value and is 
received on their terms is the cost 
of entry for consumers to allow 
ads on their personalized media 
devices.

Don’t intrude: Advertising 
needs to be received at a time 
and manner amenable to the 
consumer, e.g., texts vs. calls. 

“Don’t call me…My phone calls 
are my private time and I don’t 
want the intrusion.”

Make it worth my while:  
Financial incentives—like lower 
monthly bills—are necessary  
as compensation for  
advertising’s “intrusion.” 

“Lower rates would encourage  
me to receive ads on my cell 
phone—but only at a reasonable 
rate of ads.”

Implications to your 
business
1.	 Show you care: Consumers 

crave personal attention—
something they feel is sorely 
lacking in today’s hectic world 
and particularly in the current 
economic climate. Companies 
can show they care by providing 
empathetic customer service that 
helps address relevant needs of 
the individual; excellent service, 
such as high-speed access or no 
dropped calls; and, consistently 
quality products.

2.	 Prove your loyalty: Incentivize 
and reward through things like 
cross-platform customer loyalty 
programs that show consumers 
how they might get more in 
exchange for their allegiance to 
your business. Bundling as a 
loyalty device must bring value  
to the consumer.

3.	 Provide freedom of choice: 
Consumers want to save money 
and are willing to bundle services 
if they can have what they want 
and avoid or eliminate what they 
don’t want—such as mandated 
products, services, or contract 
commitments. The ability to 
customize and personalize 
provides a differentiating 

advantage to companies by 
empowering consumers in a 
climate where they have little 
control over economic levers; it 
can also build both loyalty and 
value perceptions by showing 
greater customer empathy  
and demonstrated cost  
efficiency opportunities.

4.	 Trade rewards for advertising: 
Explore meaningful incentives as 
a way to break down resistance 
to advertising on personal media 
and communication devices. In 
a sluggish economy, financial 
incentives (e.g., lower bills or 
bonus services) are likely to be 
even more motivating and may 
have the potential to pave  
the way for continual  
acceptance once the economic 
situation improves. 

5.	 Use ads that add value: 
Advertising on personal media 
and communication devices 
will be more readily accepted 
if it adds value, like personally 
relevant products, services, 
discounts, or entertainment. 
Consumers’ ability to customize 
and personalize is critical. 

Deborah Bothun is a partner 
in PricewaterhouseCoopers’ 
Entertainment, Media & 
Communications practice.  
For more information, contact  
Ms. Bothun by phone at  
[1] 213 217 3302 or by e-mail at 
deborah.k.bothun@us.pwc.com.
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