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l. Introduction

Until recently, the consumers had two choices for pagdwices, cable and satellite. The competitive
landscape changed when both Verizon and AT&T annoutheedeployment of optical fiberand with it

the provision of TV services along with telephone and data services. Around the same time, cable
companieswere deploying Ihased telephone services over their netwarkempeting with telephone
companies for the first time with an alternative to landline communicatiofi$ie resulting mix of new
services opened up local markets to intense competition betwieaditional telephone companies and
cable companies. The satellite companies were mostly left out.

This paper provides a view of how this competitive landscape changed. Rather than lookieg at

market as araggregateusingthe number of homes passethis analysisooks at competition from a

local focus.Indeed, the battlefield for the new level of competition is defined by the intersection of wire

centers and MSO service areas. Sieezon and AT&T have not been able to fully deploy fiber over

their entire networkonly a portion of the marketplace has experienced this new level of choice and
competition. C2 NJ G KA & LI LISNE 6S F20dza 2y +SNAT 2y Qa RSLIX 2
service) product.

! http:/Mww22.verizon.com/content/consumerfios/



1. Location, Location, Location

FOS iscurrently available in 16 Verizon statésFrom acable compan®a LISNBARLISOGA FSS CAh
direct competition for high speed internet access and video (pay TV). FiOS was initially marketed in
terms of two bundles; voice and data (double plagl voice, data and vide@riple-play). The delay in

fielding the tripleplay was due, in part, to the requirement that Verizon obtain franchise authority to

offer video serviced.Verizon has now adopted a policy of deploying only the tiés bunde.

From a competitive position pgoective, Verizon must prioritizeshich wire centers it wants to deploy
FiOS. Full deployment can take up to two years. Consequently, the selection of tafgetentersets
the stage for the competitive environment.h@ wire centetbecomes the geography of interest.

The following maps illustrate thication issue of deployment. The first map displays the national
deployment of FiO$. Viewing deployment at a more local level illustrates tlilemma facing cable
companies. Were (in their service area) is the next push for FIOS?

Map 1: National Deployment of FiIOS
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2 http://www.fiberexperts.com/
3 http://www.dslreports.com/shownews/WhefWill-NYCGetFiOS$91038
* Information on FiOS deployment and demand comes from Centris; www.centris.com



The second map displays FiOS deployment by wire center (the &éhimond and vicinity). Note that
deployment of FiO8an cover an entire wire center (e.g. BTHIVABT), a partial wire center (RKVLVARK) or
no part of a wire center (PWTHVAPW).

From the cable perspective, the focus is only on those FiOS deployed wire centers.

Map 2: Deployment of FiIOS by Wire Center
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Map 3: FiOS Deployment and Dig

ital Cable Penetration
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The background in the map represents the penetration of digitable, with the darkr shades
representing higher @netration rates.The greenrepresents a digital cablpenetration rate of 36 to
45% (with pink representing 187% and blue representing (86%). Verizon has targeted FiOS in areas
that have a high penetration of digital cabl&iOS deployed areas are represented by the gBisce



FiOS is an alternative to digital cable, households are already fawilfadigital TV. One strategy for
+SNAT 2y A& G2 2FFSNI RAaO2dzydia (2 AyRdzpBy>KAIK LI &

1. Fiber Demand

The demand forr SNA T 2 y Q& i€ didplayedLisNIabtedz(Quarte's denoted with ande¢ are
estimates.All numbers are in millions. The penetration rates for FiOS data and FiOS TV are displayed in

Chart 1/

Table 1: FiOS Subscribers
2007 Q1| 2007 Q2| 2007 Q3| 2007 Q4| 2008Q1 | 2008Q2e| 2008Q3e| 2008Q4e
FiOS TV 348 515 717 943 1,193 1,423 1,688 2,003
subs
FiOS Data | 864 1,067 1,296 1,541 1,791 2,021 2,286 2,601

The penetration rates for FiOS/ are increasing as Verizon focuses on deploying their-pigle
LJ 011 3So ¢CKAA aiGNIGS3e O2YLX SYSyida +SNAT 2y Qa Lidz
services.

Chart 1: FiOS Data and TV Demand

30.00%

25.00%

20.00%

15.00%

10.00%

5.00%

O-OO% T T T T T T T 1
2007Q1 2007Q2 2007Q3 2007Q4 2008Q1 2008Q2e 2008Q3e 2008Q4e

—0—FiOS Data ——FiOS TV

®There is evidence that aside from construction related issues the drivers for selecting an area are density and

income

® Data obtained from company reports and Centris.

" Penetration rates for FiOS Tige homespassed as the denominato ForFiOS data, the denominator is internet
capable homes passed. Homes passed numbers were obtained from Centris.



Chart 2 compares penetration rates of tabsatellite (DBS) and Fiber as a function of incbnighe
numbers represent an indexan index of 100 indicates that the penetration rate is equal to the overall
average. An index of 110 indicates that demand is 10% higher than average. Note tkairigme is
associated with fiber TV.

Chart 2Penetration Rate of Cable, DBS and Fiber by Income
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IV. Switching Experience

Table 2presents a summary of households that switched from either cable or DBS t8 Fi@Shose
choosing FiQS1.8% switched from cable to FiOS.

Table 2 Video Switching Experience

Previous Video Provider FiOS Tripleplay
Cable 71.8%
DBS 26.5%
Neither 1.7%

Table 3displays the switching experience for those households switching from their data service
provider to FiOS.

Table 3 Previous Internet Service Provider
Previous hternet Service Dialup
Provider

Dialup 13.4%
Cable Modem 38.2%
DSL 43.8%
No Internet 4.6%

Not surprisingly, the impact on cable is greater for those households switching their video service. For
FiOS data (package of voice and data), the impact on cable while significant is less than the migration of
current DSL customers to FiOS.

Themarket is not a one way flow from cable and DBS to fiber. Cable telephony (packaged mostly as a
cable tripleplay) has partially offset the flow of cable customers to fiber. For examopkr the period

Q1 2006through Q4 2007 cable telephony hgsown fom 6,055,000 to 10,888,000 access lines or a
market share increase from 4% to 10.8%.

° Data comes from a Centris survey of 2200 households where the households were in FiOS deployed areas
10 Oppenheimer Industry Update, April 15, 2008; February Broadband Buzz, Bear Stearns, March 3, 2008



Switching Intent

The following charts display interest in switchingiber-based services. Chartd@notes a strong
correlation between switching intent (venkély and likely to switch within the next three months). A
reviewof Chart 4suggests that younger households are more likely to switch.

Chart 3 Interest in Switching to Fiber as a Function of income
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Chart 4 Switching Intent as a Function of Age
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" Data obtained from Centrismnibus, Deg March, 2008



Table 4displays, for hose who switched to FiOSwitching propensity in terms of discounts or
promotions.

Table 4 Use of Promotions

Did you receive a special offe FIOS Video (triplelay) FiOS Voice and Data
or discounted price when yoL
signed up for FIOS?

Yes 78.8% 67.9%
No 12.1% 26.3%
Do not know 0.1% 5.8%

Longer terms contractswo years) andy OSy G A §S& 6SNBE Y2 NB Ogayoky T2 NJ :
54% of FiOS triplplay subscribers selected a two year contract. Only 31% of #aDBleplay
subscribers opted for a two year contract.

¢KS | @SN IS Y2y (K istripgdldpwaRdlgp®d FT2RBNBRBET AYIQYyRAY I T2
and data package wds o m ® /| 2NNBaLRYRAYy3Ites | @SNI 3 Splayd @Sy dzS
FiOS deployed areags $12.*

There is as expected, and will continue to be, downward pressure on price in areas where FiOS
competes directly with cable. To mitigate this decrease in ARPU (average revenue per household) both
cable companies and Vedn have increased their advertising. Consumers believe FiOS represents a
new and better technology. Some able companies are accelerating theipolls out of the next
generation cable modem (DOCSIS 3d)ompete with fiber. dThe chief reason why some cabl
operators are embracing DOCSI8 so tightly and others are not is the state of telco competitiorthe

U.S., such early DOCSI®0 champions as Comcast are facing strong challenges Wenzon
Communications Incgrowing fiberto-the-home (FTTH) network. Verizon, which tangles with Comcast

up and down the East Coast, has now signed up more than 1 million FiOS TV customers and more than
1.5 million FiOS Internetza S K& o ¢

Discounted introductory pricing is clearly a strategy behind the FiOS deployment. However, Verizon is
y20 AYYdzyS G2 AyONBlIaSR Oz2adao +SNAT 2y Qa GANBES
products such as FiOS, increased pricéerizon is likely to keep the introductory tripday price at

$99. Consumers can expect, however, increased prices for set top boxes, premium channels and other

add on capabilities! This cost pressure becomes part of the competitive scene andfwitit already,

fA18te& OFGOK GKS FdGSylGAazy 2F #SNAT2yQa OFLotS O2Y

2The average revenue includes rent for the set top box, fees and taxes and additional services such as
subscriptions to premium channels (HBO, Showtime).

3 http:/www.lightreading.com/document.asp?doc_id=147851&site=cdn

“see eg. http://www.lightreading.com/document.asp?doc_id=152218&site=ct#erizon to raise prices, cut jobs.


http://www.lightreading.com/complink_redirect.asp?vl_id=5926
http://www.lightreading.com/complink_redirect.asp?vl_id=5926
http://www.lightreading.com/complink_redirect.asp?vl_id=5926
http://www.lightreading.com/document.asp?doc_id=152218&site=cdn

V. Substitution

The following table provides estimates of the impact that FiOS data has on a local market. These

estimates were derived using data on switching experietioe speed of FIOS deployment and industry
data on FiOS internet subscribérs.

The simulation focuses on a suburb of Washington, DC.

Tableb: FiOS Impact on High Speed Data

Service Start End Net Change
Cable modem 271,875 255,434 -39,134
DSL 198,126 227,341 -44,539
Other 5,406
FiOS Data 126,656 226,059 89,079

5 www.centris.com



V1. Consumer Satisfaction

Promotions help. FiOS currently enjoys the blessinGafsumer ReportsFiOSame out on top the
Consumer &oort survey on ISPin this month's issue d@onsumer Reportshe magazine took a look

at ISPs and declared Verizon's fiber optic FiOS service to be best of breed. Not only that, but the FiOS
television service trumped all comers, including DirecTV, AT&T, Comcast, and Time Warner. Top honors
also went to FiOS phone service, which beat every other telco and cable company for reader
satisfaction. The fact that FiOS gets such high marks mayebee#ison that some people have even
moved to get it'®

dnterviews with residents of FiGsigible areas in the U.8evealed that satisfaction levels for FiOS
customers are highahan forVerizoncusiomers overall, with 90% satisfi. Satisfaction amog FiOS TV
customers surveyed is higher th#tme cable/satelliteaverage, with 59% very satisfi vs. 45%or all TV
service providers;top competitors includegComcastCablevisiorand Time Warner Satisfaction among
FiOS Internet customers surveyed ishieigthan the Internet group average, with 86very satisfid vs.
50% for all ISPs; topompetitors include Comcast and Cablevision. Eighty percent of all surveyed
are more satiséd with FiOS than with previous video services, while 76% pre@Einternet service to
previous ISPs; most rate FiOS a better valleanwhile, FiOS customers surveyed spend slightly more
for TV service, oaverage, than cable/satellite customersdgenerat most subscribe to TV plusternet
bundles, with 16% choosing TVIyand 7% Internet only; 59% subscribgtemium video services. Top
reasons to switch to FiOS reportedly include higheoadband speeds, discounted bundles and
dissatisfaction with existing serviddinety-two percent of customers surveyed would recommdeFiOS,
and 85%plan to keep FiOS for at least the next year. Still, 5% plan to cancel FiOSniextharee
months; top reasons include expiratia promotional pricing, service dissatisfaction dnetter cable
offers. As to nonFiOS subscribers sunesl; most feeht least somewhat informed about FiOS bundle

offerings. Among cable customers subscribindptadles, 89% are satisti and 38% subscrilie triple-

play offers. The top reason for choosihgndled services reportedly are price promotions, wé2%
placing importancen a discounted monthly bill, and top reasons to switch to FiOS indisgeunted
bundles, higher broadband speeds, dissatisfaction with cable/sataltittincreased HD content. Sixty
nine percent of sources have noticed Fi@8motions, and 33% noted giveaways. Looking ahead, 11%
of nonsubscribersurveyed are likely to subscribe to FiOS in the next six mahths.

tKS O2YLISGAGADGS SYO@ANRYYSYy(Gd 3ASYSNI GSa | hdeYy o SNJ
somewhat perplexingokay, maybenot so much release from Verizon, it is essentially crawling to the
FCC and begging that it assist the telco in bolstering its own market share. How so? By enabling cable

18 http://arstechnica.com/news.ars/post/200801 Hios-tops-satisfactionsurveyworth-movingfor.html and
o http://www.rcm.com/sanfran/pdf/market_monitor.pdf


http://www.engadgethd.com/2007/07/31/verizon-gets-greedy-asks-for-three-year-waiver-from-fcc/
http://www.engadget.com/2006/03/22/verizon-lobbies-fcc-for-help-securing-tv-content/
http://arstechnica.com/news.ars/post/20080110-fios-tops-satisfaction-survey-worth-moving-for.html

subscibers to jump ship without evenotifying their cable company, that's how. More specifigait's
seeking to banish "a significant obstacle to consumer choice and competition in the market for bundled
communications services" by allowing disconnect orders from the new provider (read: Verizon) to take
the place of, you know, the customer cadjiup their carrier and shutting things down. Verizon argues
that said procedure "significantly complicates the process of switching video providers, thereby
entrenching the cable incumbents' dominant market position." Beyond the inordinately high level of
ridiculousness crammed into those statements, we wonder if Verizon's all geared up to start receiving
similar letters from Comcast, Cablevision and the whole gang should any of its customers decide to walk
away in silencé®

\IR Promotion and advertising

+SNAT 2y Q8 LINRBY2GA2Y 2F CAh{ dzaSa 20l t "qu&téra LI LIS NA
2007, Verizon purchased 24% more local newspaper ads in areas served by Comcast to promote FiOS.
With respect tospot TV ads, Verizon out spent Contdasa factor of 3 to 1?

Verizon incentivized FiOS by offering a HDTV if you signed a two year contract. On the one hand,
judging by the backlog of HDTVs promised to new subscribers, the promotion was successful. However,
a survey of people who optefdr the promotion revealed that most (92%) would have switched even if
there were no promotion.

The advertisement on the left promoted the free HDTV. The advertisement on the right promoted a
free digital camera as well as the expected savingsof quet® LISNJ @ SI NJ F2NJ + SNAT 2y Q

18 http://www.engadget.com/tag/fios

!9 Information on media placement and expenditures obtained from VMSw.vms.com
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