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Consolidation and New Technology
Are Forcing Firms To Stay Flexible

Rapid Changes Transform the Market, But Open New Opportunities

hanges in the telecommunications market over the past
year have left industry firms feeling uncertain about the
future. From the $8.5-billion Verizon takeover of MCI,
the AT& T merger with Cingular and its $86-billion
megamerger with BellSouth, to the emergence of the WiMax
platform, designers are faced with less negotiating power and
shrinking profit margins, but potentially more work in new tech-
nology business as the market continues to transform itself.

“We really saw [the telecommunications industry] bottom
out in the summer of 2003,” says Jeff Akers, president of the
Enterprise Management Solutions of Denver-based CH2M
Hill. “It is an industry that has changed in terms of its business
structure and the way things get done, and the expectations that
contractors should have in vendors and parmers.”

The recent consolidadons have only reinforced the 800-1b
gorilla image of telecommunications clients. “They are so big
that they just don't feel the need to necessarily negotiate with
you,” says Bill Johnson, president of Birmingham-based North-

New View. Northstar, a subsidiary of BE&K, is installing switches, cell
sites, lines/connectors and antennas for ZTE Corp. in Alaska.

Star Communications Group, 2 wholly owned subsidiary of
BE&K Inc. “And there’s enough smaller [firms] out there, peo-
ple that are maybe not as savvy doing business that will sign
those [contracts], and as soon as somebody signs it they can use
it as leverage against the rest of us.”

But this pattern is starting to change, says John Small, pres-
ident of Pasadena, Calif -based Parsons Commercial Technol-
ogy Group, as the large carriers are getting “burned” by some
of those inexperienced firms. “There’s a rend now toward sin-
gle-source national-type agreements,” he says. While the con-
tracts are there for the major firms that do telecommunications
work, the fees remain low. Small says Parsons has been cautious
about its choice of clients. “Price is a definite factor, and it
pushed down what we can charge, and it’s gotten to a point
where a lot of our competitors have dropped out of the market.”

Moreover, engineering and construction firms are finding
fewer traditional wireline projects. The proliferadon of faster
wireless standards and the relatvely ease with which last-mile
connectivity can be achieved without cables have led to a signif-
icant decline in traditional wireline projects. “The wireline busi-
ness has been in a steady decline and I don't see any change in
the near future,” says Small. In 2002, Parsons had 300 to 400
people working on BellSouth wireline projects—projects that
involved underground cables, either copper or fiberoptic—
when BellSouth was one of its biggest clients. Today, there are
only about 50. Once 2 significant portion of the market, wire-

line is “going the way of the horse and buggy” Small says.

But some growth is expected in the wireline sector as a result
of the proliferation of multi-technology platforms using one-
access devices through an Internet Protocol (IP) backbone.
AT&T continues work on Lightspeed, its $6-billion fiber-to-
the-home project that will add 40.000 miles of fiber and reach
18 million homes by next year. Northstar has over 200 staff mem-
bers working in outside plant engineering services for AT&T,
primarily in California, Johnson says. Meanwhile, Verizon con-
tinues to expand its $20-billion fiber-to-the-premises FiOS ser-
vice, with connection speeds of up to 50 Mbps, already available
in several cities across 17 states.

According to a report by Insight Research, wireless telecom
spending accounted for a third of total corporate communica-
tion costs, In the wireless business, equipment manufacturers
increasingly are stepping in as integrators for large carriers seek-
ing more turn-key solutions through a single entity. “Where in
the past maybe Bechtel or General Dynamiics were the big wire-
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less integrators for the carriers directly, now you see someone
like Ericsson, which is an equipment supplier, fill that role,” says
BE&KSs Johnson. “They're stepping in as the prime not only to
provide the equipment but to provide all of the services, and
they’re outsourcing a lot of those services to companies like
ours, so we're seeing that model changing from what it used to
be in the wireless industry.”

Parsons has received similar contracts from clients like
Nokia and Ericksson. Ericksson provided Parsons’ largest tele-
communications contract last year. Approximately 500 Parsons
engineers worked on the project, primarily in engineer, furnish |
and install work (EF&I). In addidon, the firm is picking up work
from Cingular and Sprint Nextel in site development, which

includes acquisidons and lease of existing sites or greenfield
sites, all of the construction and equipment installadon work,
and a significant portion of the EF&I work, Small savs.

Driving the wireless market is the continuous bid for data
upgrades as major carriers expand their services t 3G net-
works. “While we're not going to see as many greenfield wire-
less sites, you'll see a lot of change-outs and upgrades.” says John-
son. “The pace will not so much pick up as stay robust, but it
has picked up since 2 year ago.”

Flexibility Helps

Despite the opportunities created by new and developing tech-
nologies, industry firms are finding that they need to stay flex-
ible and in some cases, even change their approach, to find
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