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Little bundles of joy
Choosing an
appropriate internet
plan comes down to
more than just the
price, writes
Isabelle Oderberg

The companies
These days, having an int emet
connection is about as necessary as
owning a fridge.

But while refrigeration has
remained more or less static over the
past 100 years or so, the same
certainly can't be said of the internet

remember dial-up anyone?
Now, mobile intemet is shooting

skywards while the rates for fixed
broadband the sort that generally
goes to homes and officeshave
plateaued.

To feed our appetite, the market is
flooded with smartphones, iPad-type
devices and ever-shrinking laptops
and netbooks.

And a host of companies are
seeking an advantage.

According to JPMorgan, intemet
service provider TPG was the clear
winner last year in broadband. In
2010 it took 20.5 per cent of new
Australian customers and in 2009 it
grabbed 54.4 per cent.

Telstra, not surprisingly, remains
the industry leader, with 43 per cent
o f the fixed market and 48.2 per cent
in mobile.

Head of Telstra's consumer
division Rebekah O'Flaherty points
out that in 2006 the telco giant
generated just $700 million revenue
from mobile data.

In the past 12 months alone, that
figure grew 20 per cent to $2.5 billion;
that's equal to 10 per cent of Telstra's
total revenue.

But as telcos large and small
grapple for customers, prices are
coming down.

"We are certainly seeing a shift
from voice and data and already this
year we've had some significant price
reductions in our fixed plans," said
Ms O'Flaherty.

Prices
In late July, Telstra recognised it was
losing ground in the broadband race
and lowered its prices for its full-
service fixed-phone customers.

rme price ior a 20ciu package tell
from $39.95 to $29.95, while a 200GB
package was slashed from $179.95 to
$89.95.

Credit Suisse analyst Bradley
Clibborn said the minimum price
point hadn't moved much last year.

"A year or so ago at the $30 price
point, Optus would give you 2GB,
TPG would give you 1GB and that
was it," he explained.

"Whereas for $30 now iiNet and
TPG are giving you five to 10GB in
peak times."

Dodo chief Larry Kestelman has
just introduced what he says is a truly
unlimited ADSL2+ broadband
package priced at $39.90 a month.

"We're a bit archaic in Australia
when we still talk about peak, off-
peak, 100MB, 500MB, one terabyte
we really want to put a stop to all
those conversations about data," he
explained.

"There is no limit on the amount of
data you can download and we don't
throttle (slow down the service at a
pre-defined limit)."

And he believes that other telcos
will have to follow Dodo's lead.

Unlimited plans, from the provider
point of view, bank on research that
shows average int ernet users go
through 12GB a month.

"To an extent, the unlimited
packages are a marketing game,"
said Mr Clibborn.

Lower prices and better value have
put pressure on telco margins.

"(Customer) volumes are going to
be very important and that comes
back to the scale issue on the NBN,"
Mr Clibbom said.

"You've got fixed costs of
marketing, call centres, overheads;
the retail cost to serve those
customers the larger your
customer base, the lower the cost to
serve each customer. So there's
absolutely a scale game there."

Telcos will be given more certainty
around costs once the NBN prices are
made available to the market.

The industry
The scale game can only mean one
thing: consolidation.

"I definitely think that
consolidation is a key theme that
comes backto those benefits of scale
from your fixed costs to serve a
customer," Mr Clibbom said.

"I think there's absolutely scope for
consolidation at the smaller end."

Geek speak
The world of the intemet still lacks
clarity for many people. It's an area
dominated by geek speak and techno_

name. 6peects, mrotties, ctownioaa
limits, peak, off-peak, the list goes on.

Just this week the competition
regulator started legal proceedings
against Optus for allegedly engaging
in misleading conduct in advertising
certain broadband plans.

'TO AN WENT, THE UNLIMITED

PACKAGES ARE A MARKETING

GAME'

analyst Bradley Clibborn

Rebekah O'Flaherty concedes that
choosing the right broadband plan
can be difficult.

"We have to, as an industry, take
out some of the complexity for
consumers," she acknowledged.

The consumers
Ms O'Flaherty has one essential piece
of advice for consumers wanting
broadband, whether fixed or mobile.

-The key thing comes down to
usage: what do you use it for? How
many people do you have in your
home?" she said.

But even as consumers take
advantage oflower plans and higher
value, there's another benefit to be
had.

"While there will be price
competition in mobile and also fixed
data, we think that the rest of the
offering is going to be really
important," Ms O'Flaherty said.

"So it's going to be things like
customer service, the bundle of
goods and services they can buy from
telcos, trusted brands and so on."

According to the
Telecommunications Industry
Ombudsman, Telstra, which recently
announced a plan to overhaul
customer services, saw complaints
rise by 3.5 per cent between the
December and March quarters to
6610.

Complaints against TPG were
broadly flat at 1007. Dodo saw
complaints rise 23 per cent to 937 and
iiNet's rose 5.4 per cent to 370.

But whether you're talking about
price, value or customer service,
consumers are going to be the
definitive winners in the new data-
centric world, says Dodo's Larry
Kestelman.

"Competition has never been
hotter," he said.

And that's got to be a good thing,
right?
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Margins
heading
way of
the Dodo
Dodo says ISPs will
feel the pressure once
the NBN is ready

MITCHELL 11.1N.U.E.M.AINN
BR OADBAND

CUT-PRICE telco Dodo be-
lieves it is in the perfect position
to jump into the new national
broadband world, but has
warned other internet providers
to be ready for a rude shock if
they expect to maintain the mar-
gins they have enjoyed in the
current telecoms landscape.

Ten years ago, Dodo was one
of the nation's up-and-coming
telcos with a fast-growing cus-
tomer base and diversified prod-
uct offerings. But backlash from
its poor record in customer ser-
vice and the company's decision
to remain on expensive Telstra
and Optus wholesale deals when
all its competitors started to
build out their own infrastruc-
ture left Dodo behind the pack.

"We started 10 years ago
when there was only Optus and
Telstra and a couple of other
smaller side players. But over the
past couple of years my co-
challengers have all become the
big boys," Dodo chief executive

Larry Kestelman told The Aus-
tralian.

"They have all consolidated
and bought and merged and we
are at a place where there are
four big guys and we have been
left standing as the largest pri-
vate telecommunication com-
pany."

Mr Kestelman said the deci-
sion to remain a wholesale-only
customer played a prominent
role in his company's stagnating
market position but in the para-
digm of the NBN, he now be-
lieved Dodo was perfectly pos-
itioned to reinvent its brand and
capture new customers.

"It was a good business deci-
sion on their part to invest in in-
frastructure and its definitely
hurt us, especially in metropoli-
tan areas where we have not
been able to be as aggressive as
we would have liked," he said.

"But for us this is just one bat-
tle, not the war, and without a
doubt the NBN is a much more
positive result for us than our
competitors because they will be
left with stranded assets while
the NBN for us is just another
network that we will hop on to
and use."

Mr Kestelman said Dodo's
position as a wholesale buyer
meant it was used to operating

on tighter margins than its com-
petitors. He said the wholesale-
only nature of the NBN and its
plans to offer universal prices to
access-seekers could see mar-
gins for ISPs slashed by 50 per
cent in metropolitan areas.

"I'd be surprised if their cost of
access in metro areas did not
double. These publicly listed
ISPs with their own infrastruc-
ture are used to very fat margins
on their networks. Now the
question is what are they going
to do when the NBN is ready for
them. They are going to have to
get used to dealing, like our-
selves, on tighter wholesale mar-
gins," he said.

Mr Kestelman plans to pos-
ition Dodo as a multi-service,
multi-product supplier on the
NBN. The telco already sells se-
curity monitoring services and
holds licences to sell electricity
and gas to customers. It's now
eyeing IPTV as the next service it
wants to offer consumers.

"For us it's all about bringing
multiple services to one house-
hold. We want customers to be
able to make a call to us and then
we can come and supply all the
services they need: broadband,
TV, electricity, gas and so on," he
said.
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