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Verizon Profit Drops as Consumers Disconnect Lines

Second-quarter net income fell 2.8% from a year ago, driven down by a notable decline in wireline revenue. From IDG News Service 

Washington - Verizon Communications' revenue rose 1.9 percent, but net income dipped 2.8 percent in the second quarter of 2009 compared to a year earlier, with the company's traditional wireline income taking a big dive. 

Verizon on Monday reported revenue of US $26.9 billion in the second quarter, compared to $26.4 billion in the second quarter of 2008. Net income was down from $5.2 billion to $5 billion. Those numbers are adjusted to account for Verizon's acquisition of AllTel in January. 

Adjusted earnings per share for the second quarter were $0.63, meeting analyst expectations, according to Thomson Reuters. 

Verizon's wireline business drove the decline in net income. The company saw net income of $1.1 billion in the second quarter of 2008, but only $555 million in the second quarter of 2009. Wireline revenue was down 5.2 percent to $11.5 billion. Global enterprise and global wholesale revenues were down, the company said in a press release. 

The continued recession has hurt Verizon's business markets, said John Killian, the company's executive vice president and chief financial officer. "These adverse effects are primarily in volume-drive products, most notably voice," he said during a conference call. 

Continued high unemployment numbers are driving down demand for business services, and many CIOs are delaying new telecom spending, he added. 

But Killian said he was optimistic about the future. "We've not lost any major customers, and we've been successful in terms of new contacts," he said. "We're encouraged by that." 

Broadband connections, however, grew by 9.4 percent in the quarter. Verizon reported serving 9.1 million broadband customers at the end of the quarter, a net increase of 186,000 from the first quarter. Verizon's DSL (digital subscriber line) connections decreased by 117,000 during the quarter, but those losses were offset by 303,000 new Fios fiber-based broadband customers. 

Verizon also reported 300,000 new Fios television customers during the quarter. 

Verizon's wireless division also reported customer increases. 

The company now has 87.7 million wireless customers, with 1.1 million net additions during the quarter. Wireless revenue rose from $14.4 billion in the second quarter of 2008 to $15.5 billion this past quarter and net income rose from $4 billion to $4.5 billion. 

Verizon's wireless revenue growth was "strong," Chairman and CEO Ivan Seidenberg said in a statement. He attributed the overall revenue growth to "resilience in consumer demand for our wireless, broadband and video products." 

Tough Times for eBay Entrepreneurs

A bad economy and competition from big e-tailers are challenging those who make a living via online marketplaces such as eBay, Craigslist, and Etsy 

Ann Wood was thrilled last January when her eBay (EBAY) store, Willow-Wear, had its best month ever, grossing around $33,000. In February, however, Wood experienced a sharp drop-off in sales. Since 2004, Wood has run the home-based business, listing and selling high-end jewelry, clothing, shoes, bags, and antiques for more than 40 clients around the country. She works four to six hours a day, and had sales of about $250,000 in 2007, she says. 

"I've still got steady sales and I'm making money for my clients," Wood says, "but I've been seeing more caution from buyers on the items priced for $1,000 and over. People are being smart. They're acting like my husband and I are trying to act, which is to be more careful about purchases and not buying everything we want." 

Yet Wood's inventory is growing as her clients scour their closets, hoping to make some extra money selling unused items, and telling their friends Wood can do the same for them. The other bright spot for the former appellate attorney, who became a home-based entrepreneur after her three children were born, is international sales. "A great portion of my stuff is shipped overseas. With the dollar so weak, I've got great deals for people in places like Germany and Italy. I even sold something to Tahiti recently," Wood says. 

"Pay to Play"

But overall, it's a tough time for entrepreneurs who sell products through online retailers like eBay, Craigslist (BusinessWeek, 4/16/08), Etsy (BusinessWeek.com, 6/12/07), and myriad other sites. It's also tough to get solid financial data on these individuals, many of them hobbyists conducting virtual yard sales in their spare time, rather than serious business owners. "What we know is that probably half of all online retail happens through companies that are smaller than the top 100 e-commerce retailers," says Sucharita Mulpuru, a principal analyst in the retail division at Forrester Research (FORR). 

"I suspect that probably about 60,000 small and medium-size businesses have some sort of Web presence, and another 650,000 sole proprietors are selling through an online marketplace where anybody can upload their product catalogs," Mulpuru says. "I can't imagine that they're doing particularly well in this economy." Small online operations must either sell unique items, such as antiques and collectibles that appeal to niche buyers, or do enough sales volume to keep prices low. 

"The challenge is that if they're sole proprietorships, they will not be particularly well-branded. In order to attract traffic, they have to pay for some interactive marketing program, which adds to their expenses and cuts into their margins," Mulpuru says. "They have to pay in order to play, but many of them don't have the resources to do that." 

That's not to say lots of people aren't trying. A study of eBay market activity released in May shows that in 2007 the top 10 markets in the country—Los Angeles, New York, Chicago, Philadelphia, Dallas, Orange County, Calif., Washington, Houston, Nassau-Suffolk, N.Y., and Fort Lauderdale—generated more than $7 billion, accounting for 55% of all U.S. sales on eBay. In Los Angeles alone, 196,089 residents sold 24,051,645 items for a total of $1.3 billion in sales, with cell phones, cell phone accessories, and clothing the top categories.

McDonald's McCafé Takes Aim at Starbucks in Europe

Low-cost expansion is helping McDonald's vie with Starbucks as the Continent's No. 1 coffee chain 

By Leona Liu 

McDonald's Trafani in a Paris McCafé, where lower prices are helping to nab Starbucks loyalists Ed Alcock
PARIS — The Left Bank café is furnished with sleek wood paneling and leather armchairs. Patrons sip espresso from china cups and nibble on croissants and pastries. So what are those golden arches doing on the sign outside the door? 

The coffee shop on rue Linois is one of 200 "McCafés" McDonald's is opening in Europe this year. By yearend, McDonald's (MCD) hopes to have some 1,100 of the cafés across Europe. The cafés are located inside existing restaurants but with a separate counter, comfy furnishings, and nary a Big Mac in sight. Next year, the company plans 200 more, with an eye toward becoming "the No. 1 coffee seller in Europe," says Jerome Tafani, the company's chief financial officer for the region. 

That's a grande order. Starbucks (SBUX) is currently Europe's top coffee chain with nearly 1,200 stores. But McDonald's strategy of opening McCafés in existing franchises gives it a leg up over the Seattle-based java king. A stand-alone Starbucks in Europe requires an investment of $350,000-plus, at least triple what a McCafé costs, says Jeffrey Young, managing director of London management consultancy Allegra Strategies. "McDonald's finally woke up and smelled the coffee," says Young. "With the number of outlets it already has in place, it can take Starbucks head-on." 

McDonald's is rushing to grab market share where Starbucks has hesitated. While Starbucks continues to avoid Italy, for instance, McDonald's opened its first Italian McCafé in Milan in 2005. Today it has 65 of them across the country. And McDonald's is undercutting Starbucks on price. At McCafés in Paris, an espresso costs $2.50, vs. $2.80 at Starbucks. 

That's not to say you'll find McCafés everywhere. In Britain, where Starbucks has 700-plus stores, McDonald's has no plans for McCafés. And while all 13,900 U.S. McDonald's outlets now sell McCafé coffees, the company isn't building separate café sections there, either. Since 70% of orders come from the drive-through window, franchisees don't want to install a second counter. But in Europe, where fast food is a bit slower than across the Atlantic, fewer than half of McDonald's orders are to-go. 

A CAFFEINE BOOST

European franchisees like McCafés because they encourage customers to stop in for breakfast and during off-peak hours. Store revenues jump 20% to 25% after adding a new McCafé, says Michael Heinritzi, McDonald's No. 1 European franchisee, with nearly 40 stores across Germany and Austria. And the cafés increase McDonald's appeal to women. "It's impossible to bring [children] to a traditional French café," says Nelly Bourji, a Parisian who drops in at a McCafé once a week. "You can't all fit around the tiny tables." As for Starbucks, she says, "There are too many teenagers." 

Bourji isn't the only Starbucks loyalist to jump ship. At a McCafé on the Autobahn near Munich, former Starbucks patron Tobias Ullmann is sipping a mocha frappé. The restaurant features a gas fireplace inside and three terraces with views of the Alps. "I always stop here on my way to Austria or Italy," says Ullmann, an insurance agent from the German city of Ingolstadt. 

Still, one of the biggest challenges for McDonald's will be to shake off its fast-food image. For some, the idea of lingering in a McCafé remains unthinkable. "I don't care how good their coffee is," says Parisian Jessica Dollé, 18. "The smell when you walk into a McDonald's is so greasy, it's nauseating." 

Air France-Delta Deal: Atop the Atlantic

A $12 billion-per-year Air France-Delta joint venture will own 25% of transatlantic traffic, and could spur more airline consolidation 

By Carol Matlack 

Most of the world's major airlines cozied up long ago in alliances to improve efficiency and expand their route networks. But Air France-KLM (AIRF.PA) and Delta (DAL), partners in the SkyTeam alliance, significantly tightened their embrace on May 20 as they sealed the creation of a $12 billion-a-year joint venture that will become the biggest operator of flights between the U.S. and Europe. 

The joint venture will take over all North Atlantic flights now run by the two carriers, including those operated by a KLM-Northwest Airlines joint venture before Northwest's 2008 merger with Delta. All told, the new JV will handle about 50,000 passengers a day, or 25% of all North Atlantic traffic. 

Air France-KLM and Delta will share equally in revenues and profits from those operations, which will enjoy antitrust immunity. Combining the operations should reduce service redundancies and let the carriers more easily tailor capacity to passenger loads. For instance, if Air France-KLM and Delta each have a daily flight on a certain route but the planes are flying with empty seats, they might now combine the two onto a single, larger aircraft. They will also save costs because ticketing, marketing, and host of back-end services will be performed jointly. 

The resulting improvements in income are likely to be substantial: Earlier transatlantic tieups, including the joint venture started in 1997 by KLM and Northwest, have been "among the most profitable airline operations in the world," Delta Chief Executive Richard Anderson said at a Paris press conference. 

Antidote for Tough Times

What's more, Air France boss Pierre-Henri Gourgeon said the deal would yield an estimated $300 million in cost savings within two years. "This joint venture will help us weather the current economic situation and protect our product offering," he said. Indeed, Air France-KLM's vulnerability to the economic crisis was underscored on May 19 when it posted a $686 million quarterly loss, its worst ever since the French and Dutch carriers merged in 2003. 

Creation of the joint venture will yield "very significant benefits" beyond the efficiencies that both carriers already reap from offering code-shared flights across the Atlantic, says Andrew Lobbenberg, a London-based analyst with ABN Amro. "The prospect of being able to cooperate on capacity [expansion], marketing, and pricing is a very big deal." 

Within a few years, nearly all transatlantic routes are likely to be operated by such ventures. British Airways (BAY.L), American Airlines (AMR), and Iberia (IBL.F) are awaiting a decision by Oct. 31 from U.S. regulators on their application to form a similar joint venture, with action by European authorities expected by yearend. Lufthansa (LHAG.DE), United (UAUA), and Continental (CAL) are working on a similar transatlantic tieup. Who'll be left? Richard Branson's Virgin Atlantic Airways, for one. "They're left looking very exposed," Lobbenberg says.

Chrysler splits Dodge brand into truck, car groups

By TOM KRISHER

DETROIT 

Chrysler's new Italian management has decided to split the Dodge brand into two groups, one focusing on Dodge Ram trucks and the other on cars and minivans, the company announced Monday.

The move came with yet another management shake-up, with two executives leaving the company only three months after their appointment to lead two of its three brands, Chrysler, Dodge and Jeep.

Chrysler Group LLC, now controlled by Italian automaker Fiat SpA CEO Sergio Marchionne, said Monday that it would create a separate Ram brand led by Fred Diaz Jr., who previously ran the company's Denver business center. The Ram brand now consists of the company's new Ram pickup trucks.

Vice President of Design Ralph Gilles will take over leadership of the Dodge car brand which includes minivans, in addition to his current design responsibilities, the company said in a statement.

The two men replace Michael Accavitti, who the company said resigned to pursue other interests. Accavitti was appointed to head Dodge by Marchionne in June when Chrysler emerged from Chapter 11 bankruptcy protection.

"This reorganization will allow us to protect and develop the unique nature of the product offerings within the Dodge brand," Marchionne said in a statement.

In another management shakeup, the company announced that Chrysler brand head Peter Fong has resigned for what it said were personal reasons. He has been replaced by Olivier Francois as Chrysler brand president and CEO. Francois comes from Fiat, where he served as head of the Lancia brand, Chrysler said in a statement.

Diaz also will take over as lead sales executive in the U.S. for the Chrysler Group organization, the statement said.

Michael Manley remains as president and CEO of the Jeep division.

Disney to Buy Marvel for $4 Billion

The deal will give Disney a host of strong characters—Spider-Man, X-Men, and others—that it can sell to teen boys 

Walt Disney's (DIS) purchase of Marvel Entertainment (MVL) for $4 billion in cash and stock, announced on Aug. 31, clearly gives Disney another strong brand. But just as important, it gives it a brand to sell to teen boys, which has remained a lingering weakness for the company that sells tons of Hannah Montana clothes to preteen girls and Mickey and Minnie toys to younger children. 

Through its history, Disney had been one of Hollywood's biggest brand hunters, with a collection of acquisitions that have included Winnie the Pooh, ESPN, and the ABC TV network. The deal also represents the latest step in the march by Disney CEO Bob Iger, who took over the top job in 2005, to build out the company that he inherited from former top Disney executive Michael Eisner. Just months after taking the job, Iger engineered the $6 billion acquisition of Pixar, the computer animation powerhouse headed by Apple's Steve Jobs, with whom Eisner had feuded. Earlier this year, Iger cut a distribution deal with Steven Spielberg's newly recreated DreamWorks film studio, after Spielberg had left Paramount (VIAB) and nearly signed with Universal Pictures (GE). 

"This transaction combines Marvel's strong global brand and world-renowned library of characters, including Iron Man, Spider-Man, X-Men, Captain America, Fantastic Four, and Thor, with Disney's creative skills, unparalleled global portfolio of entertainment properties, and a business structure that maximizes the value of creative properties across multiple platforms and territories," said Iger said in announcing the transaction. 

A Valuable Combo

Disney already features Marvel shows that include Spider-Man, X-Men, and The Incredible Hulk on its newly christened all-boys cable channel, Disney XD. The deal does present one problem to future exploitation of some Marvel properties, however. Marvel has made movies of some of its most profitable franchises for other studios—Spider-Man at Sony (SNE) and Iron Man with Paramount—and has licensed its properties widely throughout the entertainment world. It currently licenses its characters, for instance, so that Spider-Man appears at Universal Studio theme parks in Japan and in Orlando, where it has created a Marvel Super Hero Island. 

Still, Marvel has traditionally cut handsome deals for itself with those properties, and Disney gets a huge upside from a library of more than 5,000 other characters. 

The deal, which valued Marvel at $50 a share, represents a 28% premium to Marvel's stock price, which closed on Aug. 28 at $38.65. Under the arrangement, Marvel will continue to be operated by longtime President and CEO Ike Perlmutter, who will oversee the brand but will not join the Disney board. Perlmutter, who owns 37% of Marvel, also stands to reap more than $1.5 billion in cash and stock from the Disney purchase. After the deal is completed—Disney said it is subject to federal antitrust review—Perlmutter would control 22 million Disney shares, or about 1.4% of Disney's stock. 

Marvel shares jumped $10.19, or 26%, to $48.84 in the first half hour of trading. Disney shares were off 36¢, or 1.3%, to $26.48. 

Samsung Earnings Soar Thanks to TVs

The TV business of Korean electronics giant Samsung helps it post a fivefold increase in earnings, quarter-over-quarter 

Samsung Electronics on July 24 posted an impressive set of quarterly earnings, highlighting the resilience of its consumer electronics business. For the three months through June, operating profits were just over $2 billion, a fivefold increase on the previous quarter and up 5% from a year earlier. Revenue totaled $26 billion, up 13.4% from the first quarter and 11.7% from April-June last year. 

The big surprise was the impressive profitability of the TV business. Samsung is showing that tough competition among TV makers does not necessarily mean profits have to be razor-thin. Samsung's Digital Media division, which makes TVs, computers, printers, and other home electronics products, earned $848 million in the second quarter, up from $304 million three months earlier and $112 million a year ago. 

That represents a respectable profit margin of 9%. Samsung didn't provide a breakdown of the contribution from TVs alone, but Michael Min, an electronics specialist at fund manager Tempis Capital Management, figures about 75% of the $848 million profit came from selling TVs. "Margins in TVs must have topped 10%," he says. "That's like a hitting a home run." 

Samsung's strategy is to concentrate on high-end LCD (liquid-crystal display) TVs, particularly those using LEDs (light-emitting diodes) as a light source. Even as consumers worried about rising unemployment are cutting back on spending, Samsung this year introduced a new line of large-screen LCD TVs sporting LEDs that cost some $600 more than traditional flat-screen sets. Then it splurged on hundreds of millions of dollars in marketing to promote LED-lit TVs that offer a brighter and sharper picture, a thinner screen, and greater energy efficiency. 

Help from a Weak Won

The high-end focus and aggressive marketing paid off, enabling Samsung to increase the amount of profit it makes per TV. Since its mid-March launch of LED-lit LCD TVs, it has sold more than half a million sets. "The company bet that customers are willing to pay a premium for the right products, even during tough times," says Lee Hak Moo, corporate analyst at brokerage Mirae Asset Securities. "It was a huge marketing success." A bit like Hyundai Motor, though, which posted impressive profits on July 23, Samsung is aided by the weak Korean won, which has lost about a quarter of its value against the dollar in the past 18 months. By contrast, Japanese rivals' competitiveness is suffering due to the strength of the yen. 

Samsung's mobile-phone business, which generated $800 million in earnings, is another bright spot. The world's second-largest handset vendor after Nokia (NOK), Samsung sold 52.3 million phones in the second quarter, an increase of 14% from the previous quarter. That was enough to give Samsung a global market share in mobile phones of 20%, compared with 16.7% in 2008 and 11.3% in 2006, according to market researcher Strategy Analytics. 

Remarkably, Samsung executives are confident the company will keep snatching market share, with troubled rivals such as Motorola (MOT) and Sony Ericsson the likely losers. Kim Hyong Do, vice-president at Samsung's telecom unit, expects his company to achieve its target of selling more than 200 million handsets this year, even though for the overall industry Strategy Analytics forecasts a 10% drop from last year's 1.2 billion phones. "With the scheduled launch of [new] flagship models such as Jet, Galaxy, and Omnia II in the second half of this year, we expect a steady market share growth," says Kim. 

Ikea Enters UK's Housing Market

The chain's prefab houses are set to go up in northern England 

by Dianna Dilworth 

Ikea is expanding is BoKlok prefab housing line to serve the United Kingdom. Last month, it received planning permission for 36 dwellings in St. James Village, Gateshead. Live Smart@Home, a subsidiary of the Home property group, will oversee construction. 

The name BoKlok means “smart living” in Swedish. Since it started the line with Skanska in 1997, Ikea has built 3,500 of these prefab dwellings through Scandinavia, Norway, and Finland. BoKlok apartments are designed much like the retail giant’s furniture: a modern aesthetic that includes engineered wood floors and tiled bathrooms. All of the apartments are designed with open-plan living spaces with high ceilings and windows on three sides; they also come fitted with Ikea kitchens. 

Individual BoKlok apartments are composed of two modular units, which in turn are made of timber framing and an insulated, closed panel system developed by Pace Timber Systems. Units arrive on site with their interiors already installed; the roof, exterior walls, and plumbing must be added afterward. A typical BoKlok building is an L-shaped, two-story structure containing three apartments on each floor. These L-shaped buildings are grouped together to form a semi-enclosed courtyard. 

In the U.K., BoKlok apartments will come in two- or three-bedroom configurations and sell for under $200,000. They are aimed at people earning less than $60,000 annually. Work on the 36 units is scheduled to begin this June and finish by the end of the year. Live Smart@Home has future plans to build an additional 117 terraced BoKlok houses at the Gateshead site. 

How Nike's Social Network Sells to Runners

The Nike+ site is drawing hordes of runners, and its success may hold lessons for brand building on the Web 

Nike (NKE) is winning a new game that other corporations, from Coca-Cola (KO) to Verizon (VZ) to General Motors (GM), have tried unsuccessfully to play: building brand loyalty via online social networking. 

In the two years since it launched Nike+, a technology that tracks data of every run and connects runners around the world at a Web site, nikeplus.com, Nike has built a legion of fans. In August, for instance, 800,000 runners logged on and signed up to run a 10K race sponsored by Nike simultaneously in 25 cities, from Chicago to São Paulo. Now the company is testing a social network to promote its basketball shoes. 

How Nike+ benefits the company's bottom line is harder to gauge. Some analysts back up Nike's claims that the site is renewing the popularity of its running shoes. SportsOneSource, a Princeton (N.J.) market research firm, says Nike accounted for 48% of all running-shoe sales in the U.S in 2006. Today, its share is 61%. "A significant amount of the growth comes from Nike+," says Matt Powell, a SportsOneSource analyst. 

SYNCHING WITH IPOD

But skeptics such as Sam Poser, a stock analyst at brokerage firm Sterne Agee & Leach in New York, say Nike+ attracts only serious runners, a drop in the bucket compared with its total customer base. 

Overall, the use of social networks worldwide has grown 38% in the past year, according to market researcher comScore. But a recent McKinsey survey found that many companies struggle with Web 2.0 technology and that only 21% of the nearly 2,000 executives who responded were satisfied with the software available to launch blogs or create Facebook applications. 

Nike's online strategy differs from those of other companies. Most have tried to create virtual communities through a build-it-and-they-will-come approach centered on a brand or specific product. Originally, the Beaverton (Ore.) company envisioned Nike+ simply as a clever way to combine music and running, not as a prototype for a new kind of marketing. "It was never about how can we convert some percentage of users [to buy Nike shoes]," says Stefan Olander, global director of Nike consumer connections. 

The key to bringing runners onto the Web was the development in 2006 of a $29 Sport Kit sensor that, when synched with an iPod touch or nano, tracks runners' speed, mileage, and calories burned. When those runners dock their iPods, nikeplus.com launches, and the run data get uploaded. More important, the site is a virtual gathering place. Runners have collectively logged 93 million miles on nikeplus.com. 

So far Nike has sold 1.3 million Nike+ iPod Sport Kits, according to SportsOneSource, and 500,000 Nike+ SportBands (at $59 apiece), wristwatch-like devices for runners who don't want to listen to music. While sales from these products total $56 million, that's just a rounding error at a company that posted $18.63 billion in sales in fiscal 2008. 

Robyn Winters, an assistant manager of a North Face (VFC) store in Seattle, picked up a Nike+ kit and sneakers in 2006. Winters, 28, who had already run a half-marathon, credits Nike+ with boosting her enthusiasm for running and for Nike, too. 

On nikeplus.com, she's part of a group of 90 runners who challenge each other to go faster and farther. Since first logging on, Winters has run two 50-kilometer races and one 50-mile race, and she plans to run two more 50-milers before yearend. This October, she bought a new pair of Nike shoes and two backpacks with Nike's Human Race logo on them—one for herself, the other for her husband. 

Nike now hopes to score with another group of jocks: basketballers. The company is beta-testing Ballers Network, a Facebook application that lets players organize real-world games and manage their teams online. 

Rivals are joining the race. Next year, adidas intends to introduce in the U.S. a sensor called miCoach that allows runners to upload heart rate and running data to a Web site via mobile phone. But an American miCoach will have a long way to go to catch up with Nike+. About 93 million miles, in fact. 

