
The Sunday Brief:  AT&T and Verizon Earnings – What’s the Post-COVID Strategy?   

 

Greetings from Canandaigua Lake (upstate NY - pictured), 
Jefferson City (Missouri), and Kansas City.  The temps have 
heated up along with 2Q earnings releases, and stock prices 
for AT&T and Verizon are melting like double-dipped ice 
cream cones in the July heat.  This week, after a very brief 
market commentary, we will take a look at Ma Bell and Big 
Red’s earnings.  There’s a lot to cover.   

Before going into the commentary, a quick note of thanks 
for the dozens of comments on the last Brief.  We took a 
different tone highlighting start-up successes during the last 
recession, and many of you responded with stories and 

suggestions for future lists.  We loved the feedback – keep it coming!  
 
 
The Fortnight That Was  
 

 
 
Editorial note: The Alphabet/ Google and Amazon stock splits will be correctly reflected after each reports earnings (by 
the next Brief).  The equity market values are correct, but the share counts should each be 20x higher and the share 
price 20x lower.   
 
While we discuss Verizon and AT&T earnings below, most earnings announcements are yet to come.  Here’s the 
scorecard of earnings results for the remainder of the Fab Five/ Telco Top Five:     
  
 AT&T:    Thursday, July 21 

Verizon:  Friday, July 22 
Microsoft:  Tuesday, July 26 (p.m.) 
Google:   Tuesday, July 26 (p.m.) 
T-Mobile:  Wednesday, July 27 (a.m.) 
Meta:   Wednesday, July 27 (p.m.) 
Comcast:  Thursday, July 28 (a.m.) 
Apple:   Thursday, July 28 (p.m.) 
Amazon:  Thursday, July 28 (p.m.) 

FAB FIVE Ticker

Stock Name Symbol Dec-20 Dec-21 Dec-20 Dec-21 Amount Percent 22-Jul
% 

change
Value Gained/ 

Lost ($B)
Current 

market cap 8-Jul 15-Jul
1-wk 

change
2-wk 

change
Apple AAPL 16,788.0     16,319.4     2,216$      2,898$      682$        31% 154.09$       -13% (383)$                2,515$            (498)$          (447)$          64$          115$        
Alphabet (Google) GOOG 674.1           661.0           1,181$      1,913$      732$        62% 2,167.20$    -25% (480)$                1,432$            (324)$          (422)$          (58)$         (156)$       
Microsoft MSFT 7,542.2       7,496.9       1,678$      2,521$      844$        50% 260.36$       -23% (569)$                1,952$            (515)$          (597)$          27$          (55)$         
Amazon AMZN 503.6           508.8           1,640$      1,697$      57$          3% 2,448.40$    -27% (451)$                1,246$            (521)$          (541)$          90$          70$          
Facebook/ Meta FB 2,847.6       2,765.9       778$          930$          152$        20% 169.27$       -50% (462)$                468$               (458)$          (475)$          13$          (4)$           
Totals  7,492$      9,959$      2,467$    33% (2,346)$            7,613$           (2,315)$      (2,482)$      136$        (30)$         
Change 2,581$     2,467$       
Cumulative Change 4,159$     6,626$      

TELCO TOP FIVE Ticker

Stock Name Symbol Dec-20 Dec-21 Dec-20 Dec-21 Amount Percent 22-Jul
% 

change
Value Gained/ 

Lost ($B)
Current 

market cap 8-Jul 15-Jul
1-wk 

change
2-wk 

change
AT&T T 7,126.0       7,142.0      205$          176$          (29)$         -14% 18.40$         -25% (44)$                  131$               (27)$             (29)$             (15)$         (17)$         
Verizon VZ 4,141.0       4,197.8       243$          218$          (25)$         -10% 44.45$         -14% (32)$                  187$               (6)$               (4)$               (28)$         (25)$         
T-Mobile TMUS 1,241.6       1,249.3       167$          145$          (23)$         -13% 132.48$       14% 21$                    166$               25$              27$              (6)$           (4)$           
Comcast CMCSA 4,598.2       4,533.2       241$          228$          (13)$         -5% 42.60$         -15% (35)$                  193$               (47)$             (43)$             8$             12$          
Charter CHTR 193.7           172.7           128$          113$          (16)$         -12% 485.70$       -26% (29)$                  84$                  (33)$             (30)$             2$             4$             
Totals  985$         879$          (105)$      -11% (119)$                761$               (88)$            (79)$            (40)$         (31)$         
Change 82$           (105)$        
Cumulative Change 302$         197$         

Relative market cap 7.61           11.32        10.01              

2022 YTD PERFORMANCE

2022 YTD PERFORMANCE

Annual Change

Annual Change

Shares outstanding (end 
of yr unless noted)

Shares outstanding (end 
of yr unless noted)

Equity Value ($B)

Equity Value ($B)

https://sundaybrief.com/how-a-recession-brings-out-the-best-in-telecom-and-tech/


 Charter:  Friday, July 29 (a.m.) 
 
Despite earnings-related nosedives in other tech stocks (SNAP down 39%, PINS down 14% on Friday alone), the Fab Five 
held relatively steady last week with Alphabet the only loser in the group.  Apple is successfully holding on to recent 
gains, while Google continues to show some near-term weakness.   
 

The big Fab Five news was Amazon’s announcement that they would purchase 
One Medical, a health care provider, for $3.9 billion.  More on the reasons and 
rationale for the acquisition here.  Neil Lindsay, whom many ex-Sprinters 

remember well, will be leading the acquisition and integration effort (Amazon also owns online pharmacy PillPack and 
learned a lot from their now defunct venture with JP Morgan and Berkshire Hathaway).  Interestingly, one of Neil’s 
colleagues at Sprint, Jeff Hallock, now runs Red Ventures’ Health care division which owns website properties such as 
www.healthgrades.com.  Both have successfully made the transition to new industries.   
 
The Telco Top Five value generation was dominated by Verizon and AT&T earnings which are analyzed below.  AT&T was 
down $15 billion for the week and Verizon down $28 billion.  While this has gone unnoticed by most in the analyst/ 
media world, it caught our eye that Comcast is again the market capitalization leader in US telecom – not because they 
have done particularly well this year (down $35 billion), but because they have done less poorly than Verizon.  While 
Comcast announces earnings next week, we don’t think that there will be material downside surprises.   
 
In another “you probably missed this” announcement, Moody’s announced last week that they were raising their debt 
rating on T-Mobile (here).  That makes two out of three agencies with investment grade ratings.  We are very interested 
in T-Mobile’s plans to address the current upcoming recession – they understand the dynamics of changing consumer 
demographics as well as (or perhaps better than) their peers.  While their earnings headlines will still be focused on fixed 
wireless gains in rural markets, Sprint synergy attainment, and 5G deployments, their balance sheet is quickly becoming 
a competitive differentiator (more on that in a couple of weeks).   
 
And, for those who follow the cable industry and the remarkable demise of Altice, Bloomberg announced on Thursday 
that they have engaged Goldman Sachs to possibly sell the Suddenlink cable unit.  No doubt that Mediacom and Cable 
One will be taking a look – both would do a much better job of integrating Suddenlink’s operations than their current 
owner.  Our hunch is Mediacom emerges the winner if the unit is actually sold.    
 
One final note – Ericsson announced this week that they had closed on their $6.2 billion acquisition of Vonage 
announced late last year.  While we understand the logic of the acquisition to the Ericsson product line, we wonder how 
effectively Ericsson will actually serve the current Vonage base.  In a year where M&A has been less prevalent for larger 
carriers, this one is a real headscratcher.   
 
 
AT&T and Verizon Earnings – What’s the Post-COVID Strategy? 
 
AT&T and Verizon were the first two companies of the Fab Five/ Telco Top Five groups to announce 2Q earnings.  While 
each company is addressing similar problems (e.g., deploying newly acquired C-Band spectrum, trying to gain broadband 
market share from other competitors, satisfying the needs of both 
dividend-hungry and share growth-hungry shareholders), they are 
solving some of them in very different ways.   
 
All of these changes are being made in light of an increasingly 
uncertain and geographically unique economic environment.  
Customers were better bill payers during COVID.  Housing was more 
plentiful (and affordable) prior to COVID.  Gas prices were between 
$2.60 and $2.70 per gallon for the second half of 2019 (chart nearby - 
accompanying data here). Today, a gallon of gas costs ~70% more 
($4.32 per AAA) than it did three years ago.   

https://finance.yahoo.com/quote/SNAP?p=SNAP&.tsrc=fin-srch
https://finance.yahoo.com/quote/PINS?p=PINS&.tsrc=fin-srch
https://www.nytimes.com/2022/07/21/business/amazon-one-medical-deal.html
http://www.healthgrades.com/
https://www.moodys.com/research/Moodys-upgrades-T-Mobile-to-Baa3-outlook-stable--PR_468077
https://www.bloomberg.com/news/articles/2022-07-21/altice-usa-said-to-weigh-suddenlink-sale-for-up-to-20-billion
https://www.lightreading.com/5g/ericsson-closes-vonage-acquisition-/d/d-id/779159#:%7E:text=STOCKHOLM%2C%20Sweden%20%E2%80%93%20Ericsson%20(NASDAQ,business%20and%20expand%20into%20enterprise.
https://www.eia.gov/dnav/pet/hist/LeafHandler.ashx?n=pet&s=emm_epm0_pte_nus_dpg&f=m
https://gasprices.aaa.com/


 
And, during COVID, the T-Mobile/ Sprint merger closed (April 2020).  Many people have been working over the last two 
years to integrate Sprint’s 2.5 GHz band into the T-Mobile “5G layer cake.”  If Ookla Speedtest data is to be believed (and 
we like their work – recent results here), T-Mobile did a heck of a job.  As we emerge from COVID, there’s an additional 
choice for most of America.     
 

AT&T, as we have discussed in many Briefs, is focusing on deploying capital (fiber, primarily where they are the legacy 
phone company, and wireless on a nationwide basis) and retaining wireless customers.  Here’s their scorecard for 
wireless (full materials here – highlights below added):   

 

AT&T has grown their postpaid base by 5.4 million postpaid phone subscribers since John Stankey took office in 2Q 
2020.  They have also grown their prepaid base by over 0.5 million during the same period.  Monthly churn is more than 
10% lower than 2Q 2020 but slightly higher than last year’s levels.  ARPU, whether measured on a phone only or total 
postpaid basis, is remarkably steady.  Overall, wireless metrics are very good – some of the gains might have come from 
Sprint defections during the T-Mobile transition, but AT&T has kept most of their highest value customers and attracted 
a few others.   

Traditionally, scale economies have come with growth, and 5.9 million subscribers should yield more mobility segment 
profits.  As the quarterly trending chart shows below, however, that is not the case:   

Communications
Mobility Operating Volumes and Statistics
Volumes in thousands
Unaudited 3/31/20 6/30/20 9/30/20 12/31/20 3/31/21 6/30/21 9/30/21 12/31/21 3/31/22 6/30/22

AT&T Mobility Subscribers and Connections9

Total Subscribers and Connections 169,198           171,407           176,744           182,558           186,108           191,646           196,519           201,791           196,616           203,373           
Postpaid 75,148             74,919             75,969             77,154             77,934             79,059             80,249             81,534             81,639             82,694             
Prepaid 17,808             18,008             18,100             18,102             18,387             18,681             19,028             19,028             18,859             19,095             
Reseller 6,736               6,718               6,708               6,535               6,501               6,406               6,263               6,113               5,383               5,480               
Connected Devices 69,506             71,762             75,967             80,767             83,286             87,500             90,979             95,116             90,735             96,104             

Net Add Detail
Net Subscriber Additions 3,310               2,208               5,525               5,855               3,551               5,537               4,873               5,271               5,532               6,602               
Postpaid Net Adds 27                    (154)                 1,081               1,229               823                  1,156               1,218               1,285               965                  1,058               
Prepaid Net Adds (45)                   165                  245                  14                    279                  297                  351                  29                    116                  231                  

Phone Detail9

Postpaid Phones 63,105             62,882             63,485             64,216             64,752             65,503             66,396             67,260             67,518             68,311             
Prepaid Phones 16,687             16,856             16,832             16,779             16,992             17,161             17,405             17,398             17,228             17,431             

Phone Detail - Net Adds
Postpaid Phone Net Adds 163                  (151)                 645                  800                  595                  789                  928                  884                  691                  813                  
Prepaid Phone Net Adds (43)                   135                  131                  (40)                   207                  174                  249                  24                    113                  196                  

Other Metrics
Postpaid Smartphone Gross Adds and Upgrades  3.9                   3.8                   4.4                   6.9                   5.1                   5.0                   5.6                   6.6                   5.4                   5.1                   
Postpaid Upgrade Rate 3.0% 3.3% 3.5% 6.5% 4.1% 3.9% 4.3% 5.3% 4.0% 3.6%

Churn Detail10

Postpaid Phone Churn 0.86% 0.84% 0.69% 0.76% 0.76% 0.69% 0.72% 0.85% 0.79% 0.75%
Postpaid Churn 1.08% 1.05% 0.85% 0.94% 0.93% 0.87% 0.92% 1.02% 0.94% 0.93%

ARPU11

Postpaid Phone-Only ARPU 55.68$             54.47$             54.70$             54.46$             54.10$             54.24$             54.37$             54.06$             54.00$             54.81$             
Postpaid ARPU 50.63               49.76               49.94               49.50               49.13               49.26               49.17               48.97               48.88               49.52               

https://www.speedtest.net/global-index/united-states#mobile
https://investors.att.com/financial-reports/quarterly-earnings/2022


 

The combined 4G and 5G network is less profitable than the waning years of a 4G-only network (quarterly service 
revenue growth of $1.3 billion from 2Q 2020 to 2Q 2022, and quarterly operations and support growth of $2.5 billion 
over the same period).  And this is before most C-Band capacity is deployed.  The cost of increased market share has 
been lower margin percentages (even with AT&T’s continued cost reduction programs), and the trend is not 
encouraging.  We struggle to see how the C-Band auction price ($23.4 billion for AT&T on spectrum alone; over $31 
billion in total expenditures) will earn an after-tax return greater than our estimated cost of capital - by our calc, AT&T 
will need to generate an additional $2.6-$3.4 billion in annual after-tax profits to generate incremental economic value 
for the shareholder (Verizon has an even steeper hill to climb as we describe below).   

Wireless isn’t the only network in transition for AT&T – they are furiously deploying fiber to compete with cable in half 
of their traditional telephone exchanges.  Here’s the chart for consumer wireline (financial and operational metrics 
reported together):   

Communications
Mobility Results8     

Dollars in millions
Unaudited 3/31/20 6/30/20 9/30/20 12/31/20 3/31/21 6/30/21 9/30/21 12/31/21 3/31/22 6/30/22

Operating Revenues
 Service 13,968$           13,669$           13,883$           14,022$           14,048$           14,346$           14,527$           14,669$           14,724$           15,004$           
 Equipment 3,434               3,480               4,011               6,097               4,986               4,590               4,611               6,477               5,351               4,922               
    Total Operating Revenues 17,402$           17,149$           17,894$           20,119$           19,034$           18,936$           19,138$           21,146$           20,075$           19,926$           

Operating Expenses
 Operations and support 9,463$             9,218$             10,075$           12,921$           10,976$           10,906$           11,116$           13,764$           12,163$           11,697$           
 Depreciation and amortization 2,045               2,012               2,021               2,008               2,014               2,023               2,035               2,050               2,059               2,017               
    Total Operating Expenses 11,508             11,230             12,096             14,929             12,990             12,929             13,151             15,814             14,222             13,714             
Operating Income 5,894$             5,919$             5,798$             5,190$             6,044$             6,007$             5,987$             5,332$             5,853$             6,212$             

Operating Income Margin 33.9% 34.5% 32.4% 25.8% 31.8% 31.7% 31.3% 25.2% 29.2% 31.2%
EBITDA1 7,939$             7,931$             7,819$             7,198$             8,058$             8,030$             8,022$             7,382$             7,912$             8,229$             
EBITDA Margin1 45.6% 46.2% 43.7% 35.8% 42.3% 42.4% 41.9% 34.9% 39.4% 41.3%
EBITDA Service Margin1 56.8% 58.0% 56.3% 51.3% 57.4% 56.0% 55.2% 50.3% 53.7% 54.8%



 

On the positive side, AT&T has their deployment engine humming, with 1.8 million new consumer fiber locations added 
the last six months, and 3.1 million over the last year.  Per AT&T’s comments on their earnings call, they will likely reach 
30 million locations by the end of 2023 and evaluate future builds based on government funding prospects and their 
ability to sustain/gain more than 45% market share in their deployed footprint.   

The other encouraging sign in the table above is AT&T’s ARPU.  For those of you who are not as close to AT&T’s pricing 
as we are at American Broadband, AT&T has adopted an “everyday low price” or ELP strategy for every fiber 
deployment.  They use short-term prepaid card promotions, primarily for online order completion, as their only 
incentive.  No install fees, no contracts, no extra Wi-Fi charges, no usage caps and (now) no HBO Max content 
promotions.  And their baseline speed is a respectable 300 Mbps symmetric for $55/ mo.   

This is a competitive offer, and one would expect to see an ARPU close to $55.  To see Fiber ARPUs at nearly $62 and 
growing at 5% is encouraging to say the least.  It highlights something we noted in previous discussions about Charter’s 
earnings: that there is an addressable market for higher broadband speeds if the network is engineered to meet the 
associated speed promise.  Given the high overlap with Charter (Los Angeles, Dallas/ Ft Worth, Austin, San Antonio, St 
Louis), it’ll be interesting to see Charter’s ARPU growth percentage.   

Like our discussion of the 4G + 5G scale diseconomies, the wireline network is also experiencing scale issues.  Broadband 
service revenues are $301 million higher than 2Q 2020 (pre-fiber push), but operations and support expenses are $179 
million higher for the same period (and fiber requires much less maintenance than copper).  That’s better than wireless, 
but not good enough.   

Our guess is that AT&T is experiencing share gains in the metro areas where they are expanding (e.g., the Spectrum 
overlap cities mentioned above + Chicago, Atlanta, Miami and other areas where expansion into fiber is greeted as a 
better alternative to cable), but that they are quickly moving up the cost curve in secondary and tertiary markets as 

Consumer Wireline Results8

Dollars in millions
Unaudited 3/31/20 6/30/20 9/30/20 12/31/20 3/31/21 6/30/21 9/30/21 12/31/21 3/31/22 6/30/22

Operating Revenues
 Broadband12 2,109$             2,092$             2,128$             2,205$             2,205$             2,266$             2,290$             2,324$             2,355$             2,393$             
 Legacy Voice and Data Services 581                  560                  538                  534                  519                  504                  484                  470                  460                  445                  
 Other Service and Equipment 421                  399                  374                  377                  374                  370                  368                  365                  346                  336                  
    Total Operating Revenues 3,111$             3,051$             3,040$             3,116$             3,098$             3,140$             3,142$             3,159$             3,161$             3,174$             

Operating Expenses
 Operations and support 1,860$             1,906$             2,082$             2,094$             2,029$             2,063$             2,188$             2,168$             2,078$             2,085$             
 Depreciation and amortization 712                  730                  734                  738                  762                  769                  775                  789                  766                  785                  
    Total Operating Expenses 2,572               2,636               2,816               2,832               2,791               2,832               2,963               2,957               2,844               2,870               
Operating Income 539$                415$                224$                284$                307$                308$                179$                202$                317$                304$                

Operating Income Margin 17.3% 13.6% 7.4% 9.1% 9.9% 9.8% 5.7% 6.4% 10.0% 9.6%
EBITDA1 1,251$             1,145$             958$                1,022$             1,069$             1,077$             954$                991$                1,083$             1,089$             
EBITDA Margin1 40.2% 37.5% 31.5% 32.8% 34.5% 34.3% 30.4% 31.4% 34.3% 34.3%

Broadband Revenue Detail12

Fiber 775$                829$                892$                932$                973$                1,047$             1,112$             1,190$             
Non Fiber 1,353               1,376               1,313               1,334               1,317               1,277               1,243               1,203               

Communications
Consumer Wireline Operating Volumes and Statistics
Volumes in thousands
Unaudited 3/31/20 6/30/20 9/30/20 12/31/20 3/31/21 6/30/21 9/30/21 12/31/21 3/31/22 6/30/22

Total Broadband Connections12 13,554             13,475             13,662             13,693             13,767             13,818             13,846             13,845             13,850             13,825             
Fiber 4,096               4,321               4,678               4,951               5,186               5,432               5,721               5,992               6,281               6,597               
Non Fiber 9,458               9,154               8,984               8,742               8,581               8,386               8,125               7,853               7,569               7,228               

Total Broadband Net Adds12 (44)                   (79)                   187                  31                    74                    51                    28                    (1)                     5                      (25)                   
Fiber 209                  225                  357                  273                  235                  246                  289                  271                  289                  316                  
Non Fiber (253)                 (304)                 (170)                 (242)                 (161)                 (195)                 (261)                 (272)                 (284)                 (341)                 

ARPU11

Broadband ARPU 51.84$             51.61$             52.43$             53.72$             53.52$             54.76$             55.16$             55.96$             56.66$             57.64$             
Fiber ARPU 57.47               57.33               58.65               58.53               58.17               59.57               60.41               61.65               
Non Fiber ARPU 49.93               51.76               50.52               52.41               53.12               53.30               53.67               54.17               

Other Metrics12

Fiber Customer Locations (in millions) 13.9 14.1 14.3 14.4 14.6 14.9 15.5 16.2 17.0 18.0
Fiber Penetration 29% 31% 33% 34% 35% 36% 37% 37% 37% 37%



DOCSIS 3.1 cable footprints expand.  While new housing starts have slowed, they have not stopped, and we think that 
cable continues to beat most telco operators to the punch with new developments.       

As a result, AT&T needs to be more decisive in exiting the ~25-27 million household footprint that they have indicated 
they will only serve with wireless (if at all) and shed these costs faster.  A tough calculus given 2023 BEAD (federal/ state 
infrastructure) program decisions, but the costs of operating two networks are keeping consumer wireline margins 
down.    

Then there’s the unusual comment made by CEO John Stankey at the end of his opening remarks in the context of 
overall weakness in the business wireline segment:   

“Lastly, we saw inflation and wholesale network access charges we incur to provide services to customers 
outside of our footprint due to contractual resets. This cost pressure resulted in more than 20% of the segment's 
year-over-year EBITDA decline. This pressure will be managed through opportunities to operate more efficiently, 
movement of traffic to alternate providers, symmetrical wholesale pricing adjustments and natural product 
migration trends.” 

In response to the Sunday Brief reader who inquired about that comment, you don’t wake up one morning and find your 
access contracts have expired (or you have missed an annual spend requirement, or tripped a higher cost tier).  
Someone (we think it was CenturyLink, based on Verizon’s declining wholesale revenue line described below) raised 
AT&T’s rates several months ago, and not by a small amount, and the AT&T employee in charge forgot to tell their boss 
(and the boss’ boss).  AT&T will likely retaliate (our interpretation of the “symmetrical” comment above) but CenturyLink 
has far less to lose then AT&T has to gain (and Verizon would gladly assist with wholesale FWA to CenturyLink for 10% 
less than pre-increase levels).   

Bottom line:  AT&T is making a lot of progress, but even the pared down (sans DirecTV, sans WarnerMedia) company 
might be too much of a transition to manage without additional margin declines.  There’s no doubt that Ma Bell 
emerges stronger than they would have been under the Stevenson/ Stephens strategy, but can they weather the interim 
8-10 quarters without a larger customer or shareholder revolt?  

Verizon reported earnings on Friday, and they were also mixed (full package here).  Business results were strong, C-Band 
deployment remains ahead of schedule, and fixed wireless was on fire.  Why the $28 billion weekly capitalization loss 
(most of that on Friday) and the change in analyst conviction from optimism to pessimism?  

Verizon’s consumer financial metrics tell the tale:   

 

https://www.verizon.com/about/investors/quarterly-reports/2q-2022-earnings-conference-call-webcast


Operating income and margins were lower in 2Q than in the iPhone-influenced 4Q (gulp!).  And that includes increasing 
wholesale revenues from the cable companies (~$500-600 million in EBITDA overall and at least $90 million of the 
quarter’s growth).  EBITDA margins should be back in the mid-40s but are instead headed into the 30s.  Verizon took 
some pricing increases and introduced a new pricing tier to attract more customers to their network, but those actions 
won’t see a full quarter of impact until the end of 2022.  There’s no way to spin it: Verizon got caught flat-footed after 
the pandemic restrictions lifted, and clearly underestimated the willingness of their consumer base to try out 
alternatives (including cable).  Unlike what we expect to see in T-Mobile’s results, Verizon is going to be playing catch-up 
for the rest of 2022.   

The most interesting comment from the earnings conference call centered around Verizon’s recent device subsidy 
strategy, something we think has been critical to their 1Q and 2Q churn.  Brett Feldman from Goldman Sachs led off the 
Q&A session with a question about the recovery timeline for the Consumer division, which elicited this response from 
CEO Hans Vestberg (our paraphrase, but it’s accurate – link here – minute 28 starts this exchange):  

“We will be very cost-conscious and disciplined in the market…  We don’t think it’s sustainable in the long term 
to continue with the subsidized model… In the high-end we are doing really well – you see the step-ups 
continuing… This is an issue with the low end and metered segment… We will be more surgical, and there will be 
no blanket decisions.”   

Many have honed in on Hans’ comments to say that Verizon is going to make more blanket decisions (more content 
bundling restrictions, less Apple iPhone promotions, etc.).  What we think the Verizon CEO said was “we don’t 
completely understand where the upper end of Tracfone ends and where the low end of Verizon begins.”  No doubt that 
they have products and services to serve both but making the lowest tier too attractive might push cost-conscious 
consumers to these plans (more “step downs”).  In turn, however, some part of the Tracfone asset could serve as a base 
to attract new Verizon postpaid customers (not addressed on the earnings call which is a surprise).   

The table above shows that Verizon definitely has a cost issue, and, thanks to the continued cable wholesale EBITDA 
growth, it’s likely worse than we think.  This would lead, we think, to price increases in the upper-end plans (perhaps 
with additional content options) by the end of the year.   

Bottom line:  Verizon has a terrific asset that needs to grow if they are going to earn their cost of capital ($45 billion in C-
Band spectrum debt has to be paid off eventually).  They have a head start on fixed wireless, especially in the business 
segment (keeping out-of-region access costs “on net”, unlike AT&T), and they have maintained positive FiOS growth 
even after a pandemic surge.  They are losing their product leadership to T-Mobile, however, and appear to have been 
forced to respond with a subsidy-driven program which is not sustainable.  This ship, in our opinion, cannot be righted 
without some revenue write downs and additional churn.  Verizon is left with more challenges to manage coming out of 
the pandemic with more uncertainty than either of their wireless competitors.     

T-Mobile earnings will be very interesting, and we will be listening intently.  In two weeks, we will comment on their 
growth as well as Comcast, Charter, and the Fab Five (we think cable wireless growth will surpass most analyst 
estimates).  Until then, if you have friends who would like to be on the email distribution, please have them send an 
email to sundaybrief@gmail.com and we will include them on the list (or they can sign up directly through the website).  
Enjoy the rest of July and go Royals and Sporting KC! 
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