ECONOMUSE

2017 review of broadband pricing

Present trends will not address the major issues

This is my tenth annual review of the retail broadband market in Australia. It is interesting to
observe how the market has evolved since 2008 and to speculate where it could go next.

In 2008 there were no unlimited plans and the maximum peak monthly download was 100 GB
(TPG and Internode). Each of the top ISPs (BigPond, Optus, TPG, Internode and iinet) offered
several plans with different data caps. Plotting these on a scattergram and estimating a best-fit
(regression) describes the retail broadband pricing market.

2008 vs 2017 ADSL2+

2008 = 554 + 95 cents/GB

S per month

2017 = 346 + 5 cents/GB

Peak GB per month

In 2008, the best-fit plan cost $54 per month for access plus 95 cents per GB for usage. The mean
download then was around 5GB so the predicted cost of a 7GB plan is $61. The actual cost of this
plan with iinet and Optus was $60 and $89 respectively.

Excluding unlimited plans (discussed later), the best fit price line for 2017 for the same ISPs has
pivoted down to make the best-fit retail ADSL2+ plan cost $46 plus just 5 cents/GB. Unlike 2008,
there are no challenger brands for ADSL2+ as pricing for capped plans by Belong (Telstra’s fighting
brand), Exetel and Aussie Brand is almost the same (i.e. including them would make the best-fit
line $46 plus 4 cents/GB).

The second and fourth charts show the how the best fit line has moved by year for ADSL2+ as well
as NBN 25/5 and NBN 100/40.
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When the NBN became available, the annual price survey considered ADSL2+ and NBN 25/5 to be
comparable. The NBN priced 25/5
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largest peak data cap was 100GB (Internode for $150 per month). The first TB (1,000GB) plans
were made available in 2010 (TPG and Internode at $80 and $120 respectively). 2014 saw the first
unlimited plans among our top ISPs (Optus and TPG for both ADSL2+ and the NBN). This year and
last year, Big Pond was the only one of our major ISPs not to offer unlimited plans — which is
neither dumb nor stupid.

Unlimited data plans cannot be shown on the scattergram of retail broadband plans. But we can
draw inferences about the implicit cost of data. And, we can also see if they have become more
generous over time — apparently not in the case of Optus (fifth chart).

The inference about the implicit cost of data in unlimited retail broadband plans is made by
deducting the best fit access fee (estimated from capped plans) from the advertised plan fee for an
unlimited plan and dividing the remainder by
an assumed usage to get the implicit cents
per GB.

Implicit usage fees per GB
Telstra $90 for 1TB
$/GB
050
Optus unlimitfd plans at 25/5

Optus was one of the first to offer unlimited
| | data plans. The fifth chart shows how the

implicit usage fee has moved over time
(upwards) for different assumed levels of
use ranging from 150GB to 600GB per
W1is0 M300 ME00 GBpm month.

Obviously, if you buy a 1,000GB capped plan but use only 150GB, the effective cost per GB (plan
price divided by usage) is going to be higher — higher than for the Optus unlimited plan in the case
of Telstra which is shown on the same slide.

In my view, the major issues with retail broadband prices stem from current NBN pricing. They are:
e The lack of affordable entry-level prices
e The poor take-up of high speed (over 85% on 25Mbps or less)
e The increasing pressure on ISP margins due to CVC pricing (leading to under-provisioning)
e The growing threat (to the NBN) of increasingly competitive mobile broadband

The genesis of the pricing survey was the development of a wholesale pricing for broadband. This
anticipated bestowing fast speeds (no AVC tiers, like mobiles) and cents/GB usage pricing (not
CVCs) The wholesale plan would sit parallel (same usage fee as in retail market) and below the
best fit retail broadband price line. This can be tweaked to offer entry level pricing and also to
charge a premium for over 100 Mbps.

Over the next three years the bulk of migration to the NBN will take place. There is a sense that
the experience of the NBN is not much different - or worse (some ISPs are, as Bill Morrow has
observed, are even pushing NBN 12/1 to improve their margins) — than what was previously
available. It does not have to be like that.

John de Ridder
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