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VolP:

A catayst for change in Australia’s
telecoms industry?
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=% \JolP: a global perspective

* “France Telecom issued a profits warning and is to cut
17,000 jobs”

— ... Revenue from traditional fixed line calls is being eaten away
by the increasing popularity of cheaper calls routed through
broadband internet connections...” — Didier Lombard CEO [FT
14/2/06]

+ “BT Plays down threat from internet telephony”.

— The difference between VolIP pricing and other pricing [in the
UK] is by no means comparable to that in other countries...
continued decline in traditional telephony, which now accounts
for only 15% of BT total revenues...” — Ben Verwaayen BT Chief

xecutive [FT 9/2/06]
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OECD Communications Outlook 2005 [August 2005]

* “VolP represents a significant threat to the fixed-line
revenues of traditional carriers, especially for
international calls”.

* “Average saving delivered by VoIP in OECD 80%...”

Nokia says: “Internet voice is going mobile”

* “Nokia threw its weight behind internet telephony in a
move that could divert large volumes of traffic from
cellular networks and put pressure on mobile voice
tariffs.” [Jorma Ollila, CEO Nokia — FT 13/2/06]

D

ton-tct




VolIP: a global perspective

“...Competition was played out in areas of role and market
specialisation where the most lucrative or most exposed
areas of the telco market were cherry-picked....”

. [Telco’s] still view voice as a future backbone of
revenues when the reality is that when VolP is priced at
real cost within a larger network it will cease to be the
backbone application of the industry.” Geoff Huston
SRIS APNIC 3/3/06 Communications Day
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=" VolIP vs Telco business model

* Incumbent revenues:
¢ 19% fixed line voice
* 15% access (for voice)
* 17% mobile voice
Voice contributes 51% of revenues
Voice contribution to total margin:~ 65%(est)

“Australia 7th and 8th out of 30 in terms of most expensive
telecoms spend for business and residential subscribers.”
[OECD Telecoms Outlook 2005]

* ISP business.

— Customers are not prepared to pay the true cost of
internet access.

@ » Do traditional telco’s cross-subsidize IP access from voice

margins?
’ ’
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“#\/0lP vs Telco business model

* VolP:
— Application that works above the network layer.
Piggy backs Telco fixed infrastructure.
Same voice wholesale rates as Telcos.
No legacy network or back office systems.

Low barrier to entry: low cost facilities — scalable —
feature rich.

No geographic presence required.

« Conclusion: VolIP offers challengers an arbitrage
opportunity to attract voice revenues without
major infrastructure costs.
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=% |s VoIP a disruptive technology?

» Low-end disruption. Therefore, we
expect to see the following:
— Price competition to gain market share.
— Initially, lower performance (but
improving with time).
— Innovation to improve performance (&
margin) and features.

@ — ‘Word of mouth’ dynamic network

effects.
ten-tct
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VolIP in Australia

VolIP in Australia is growing....

* Broadband penetration
— 600,000 broadband subscribers [OECD, Jun 2003]
— 2,600,000 broadband subs [ACCC, Sept 2005]

* Australian VolP providers

— 63 VolIP providers cf 25 in July 05
[www.ozinternetphones.com ]

* Number of VolP users?
— 200,000 to 600,000 ?
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=T ATUG VolIP survey

Survey issued in February 2006 set out to
measure customer opinions on VolP.

+ Web based survey ~ 100 questions.

+ Sampled from 2,500 ATUG and 19,000 engin
customers

» 784 individual and 285 business respondents
(to date).

* Minitab statistical software and analysis.

Zon-tct
oAl
of, . .
=... ourvey: Individual Respondents
Individuals
Respondents 784
Average Age 44.3 years
University Education 2%
Pay TV 32%
Average Telephone Spend $132
ADSL 64%
Cable 31%
Median IP Speed 256k-2Mbps
VolP at Home and Work 9%
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.. ourvey: Business Respondents

Business
Respondents 285
Business <20 enployees 85%
Average Telephone Spend $310
ADSL 67%
Cable 30%
Median [P Speed 256k-2Mbps
VoIP at Home and Work 44%
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+AJUG  Respondents from all over Australia
prem oo State Distribution: Individuals
j —
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Age Distribution

4%
21%

024 and below
m25-35
03645
04655

2% W56 and over

27%

26%

1P Speed

15% 2% 13

B Less than 64kbits/secd
64 - 256Kbits/sec

0 256kbits/sec - 2Mbits/sec|
0 Above 2Mbits/sec

70%

Type of IP Access
5%

0%
0%

BADSL
31% m Cable
OISDN
o Satelite

64%
W Wireless
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o AJUG Business
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@ Self Employed
m0 -2 employees
02 - 20 employees
03 - 6 employees
m7- 15 employees
216 - 50 employees
m21-100

050 - 100 employees
m 101 and over

5%

Internet Speed - Business

B Under 64Kkbits/secd

B 64 - 256Kbits/sec

065 - 256kbits/sec
0256kbits/sec - 2Mbits/sec|
m Above 2Mbits/sec

70%

Internet Service Type - Business

3%
0%,

30% B ADSL
m Coax / cable / fibre
O Satelite

O Wireless

67%
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7Z0UG Where did you first hear of VolP?
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Conference

Equipment Vendor

Course

Industr Assn

v

Newspaper

Word of mouth

Intenet
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Why choose VolIP: Individuals

Call quality

Price

Friend's recommendation

Features

0% 10%  20% 30% 40% 50% 60% 70% 80%  90% 100%
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Why choose VolP: Business

Other

Bundled Package

Promotion

Price

Friend's
recommendation

Publication
Recommenation

o
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International and Long Distance calls

> 50%

35% - 50%

25% - 35%

10% - 25%
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Inividuals
17%
32% @< 10%
| 10% - 25%|
16% 025% - 35%|
035% - 50%
> 50%
14% 21%
Business
13%
o< 10%
4% 41% 10% - 25%

22%

025% - 35%
035% - 50%
> 50%

<10%

08 & Long Distance Calls

@ hividuals

@ Business

50

100 150 200 250 300
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e Savit 1gS. Individual
.
Summary for Savings Indiv 8| s4zmonth
Anderson-Darling Normality Test &
- A-Squared  95.75 —
P-Value < 0.005
Mean 4221
StDev 86.42
Variance  7468.81
Skewness  7.6109
Kurtosis 80,7983
N 723
Minimum -14.12
IstQuartie  8.47
Median 29.85
3rd Quartie 5048
© 20 R o €D £ Maximum __ 1144.08
95% Confidence Interval for Mean
Bt » » 35.90 48.52 % 55 %
95% Confidence Interval for Median H
28.90 31.83 < —
95% Confidence Interval for StDev
95% Intervals 82,10 o112
Mean i
Medan{ He—
30 35 40 5 50
‘on-1ct
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Savings: Business
.
Summary for Savings
Anderson-Darling Normality Test
£ | $230/month A-Squared 3.89
] P-Value < 0.005
- Mean 231.08
StDev 208.41
Variance  43434.84
Skewness 1.72117
Kurtosis 3.43038
N 94
Minimum -1.74
1st Quartile 73.37
Median 167.58
3rd Quartile  330.86
75% ® 2 < € G fuog Maximum 974.25
Savings 95% Confidence Interval for Mean
— fF—————— » xo» 188.40 273.77
95% Confidence Interval for Median
127.81 254.39
95% Confidence Interval for StDev
95% Confidence Intervals 182.28 243.35
Mean L 1
Median k - 1
120 160 200 20 280

ton-tct
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Call quality

Summary for Call quality

Anderson-Darling Normality Test

A-Squared 48.32

P-Value < 0.005
/\ Mean 2.5460
Stbev 13341

Variance 1.7799

Skewness 019286

Kurtosis 141784

N 804

Minimum 1.0000

1stQuartile  1.0000

:F Median 2.0000
3rd Quartie  4.0000

e 2 E 4 e Maximum 5.0000
‘ 95% Confidence Interval for Mean

I N 2.4537 26384
95% Confidence Interval for Median

2.0000 3.0000
95% Confidence Interval for StDev

95% Confidence Intervals 12720 14028

Mean- e
Medan{ &
20 22 24 26 28 30

ton-tct

1 - Better than fixed line

2.6
Call Qui s

2 - Same as fixed line

3 - Better than mobile

4 -Same as mobile

5 - Worse than mobile

1 - Better than fixed line

Call Qui i 2 - Same as fixed line

3 - Better than mobile

4 - Same as mobile

5 - Worse than mobile
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= ISP vs Call Quality

Call Quality

Grand Total |

Wireless |

Satelite |

@ Call Quality

ISDN

Cable |

ADSL |

ton-tct
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Ease of use
. Sumary for 28 Ease of Use
High ™ ., 27 ) )
Anderson-Derfing Normality Test
- A-Squered 5374
PValle < 0.005
Mean 2698
StDev 18177
Low 10 Variane 33010
Skewress  1.95727
Kurtosis 44565
N o
Minimum 1.0000
1t Quatie 20000
. Medan 2000
High =g 28 JdQuatie 30000
2 4 6 8 10 Maimum 10,0000
95% Canfidence Interval for Mean
—F— + r x o ox 250 2818
95% Canfidence Interval for Median
Low 10 20000 2000
95% Carfidence Interval for StDev
95% Confidence Intervals 1730 1912
A M ———i
(N L
20 P 24 2% 28
[ B [ .
en-zct
years
o AUG
=.. Use extra features?
sers Group
Individuals
Business

D
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High - 3 SumayfoarQ
Value 1 Anderson-Darling Nomrality Test
— ASqered 4136
= PVae< 005
— Mean 30872
StDev 2059
Variane 4233
Skewness L5270
Low 1C Kutoss 236387
N 03
Minimum 1.0000
1t Quatie 20000
Medan 3.0000
B . 3dQuatile 40000
High 33 2 4 6 8 by Masimum 10,0000
Value 95% Corfidence Interval for Mean
—T—— o+ e 2085 3228
95% Corfidence Interval for Medan
2.0000 3.0000
95% Confidence Interval for StDev
95% Confidence Intervals 1969 2160
Low 10 -
Meani e
Meday L]
20 2 24 28 30 32
’ ’
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7AUG . £ . .
Satisfied with VolP service?
Telecommunications -
Users Group
Summary for Satisfaction )
High * 34
Anderson-Darling Normality Test
A-Squared 32.81 Satisfied
— P-Value < 0.005
Mean 3.4055
StDev 2.2402
Variance 5.0183
Skewness  1.07359
Kurtosis 0.50523
N 799 Low 10
Minimum 1.0000
IstQuartie  2.0000
Median 3.0000
3rd Quartie 40000
2 & © & B Maxmum __10.0000
95% Confidence Interval for Mean
—) 1T 1+ LI SR Y 3.2499 3.5611
95% Confidence Interval for Median
3.0000 3.0000 High 1
95% Confidence Interval for StDev 3'4
95% Confidence Intervals 21354 23557 Satisfied
Mean |
Median- 3
30 31 32 33 34 35 36
Low 10
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+-AUGE  Would you recommend?
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Summary for Recommend
Anderson-Darling Normality Test ngggwmmen " 25
A-Squared 94.61
P-Value < 0.005
Mean 2.5311
StDev 23763
Variance 5.6466
Skewness  1.82051
Kurtosis 2.53351
N 804 Low 10
Minimum 1.0000
1st Quartile 1.0000
Median 1.0000
3rd Quartile 30000
3 < © 8 o Maximum __10.0000
95% Confidence Interval for Mean
F—— L 2.3666 2.6956 Higg 1 " 28
ecomment .
95% Confidence Interval for Median
1.0000 2.0000
95% Confidence Interval for StDev
95% Confidence Intervals 2.2655 2.4985
Mean e
Medi
ediand{ & 1 Low 10
10 15 20 25
‘en-tet
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Would you give up your fixed line and only

use VolP?

Individual

12%

17%

41%

24%

6%

O No

B Don't know

O Maybe - engin / engin &
mobile

O Yes - engin only

B Yes -engin & mobile

ton-tct
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Would you give up your fixed line and only
use VolP? : Business

14% @ No
34% B Don'tknow
10%
0O Maybe - engin / engin &
mobile
0O Yes - engin only

4%
: B Yes - engin & mobile

38%

ton-tct
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Summary of results

Individual Business
Savings 55% 75%
$42 / month $230 / month
Efficiency
Ease of use 2.7 2.8
Use extra features | 22% 17%
Call quality 2.6 23
Value for money 3.1 33
Give up your phone | 29% already have 24% already have
for VOIP? 41% maybe will 38% maybe will
Satisfied? 34 34
Recommend? 2.5 2.8
Zon-tct
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VolP: Strengths

Convenience

Free calls

Quality

Features

Cost

0% 10%  20%  30%  40%  50%  60%  70%  80%  90%  100%

Conwenience
Free calls
Quality
Features
Cost

0%  10%  20%  30%  40%  50%  60% 70%  80%  90%  100%
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VoIP: Weaknesses

Lack of information

Convenience

Qos

No Broadband

Set up cost

Security

Mobility

Quality

0% 10%  20%  30% 40% 50% 60% 70% 80%  90%  100%

Lack of information
Convenience

Qos

No Broad band
Set up cost
Security

Mobility

Quality

0% 10% 20% 30% 40% 50% 60% 70% 80% 90%  100%
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VolP Myths revealed

Myth

Reality

Measure

VOIP only offers
marginal savings
over PSTN.

VOIP offers
substantial savings.

Saving of 55%
for individual to
75% for business.

VOIP is too
complicated for
widespread use.

New hardware and
features make VOIP
easy for anyone to
use.

Customers rate
ease of use at 2.7.

VOIP has poor voice
quality.

VOIP is now a
broadband voice
service that offers
high voice quality.

Customers rate
VOIP call quality
as better than a
mobile phone.

VOIP will never
replace the fixed line
phone

VOIP is a real
alternative to the
traditional phone

29% of
individuals and
24% of
businesses
already have
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Traditional carriers/ISPs/mobile:

VolP in Australia:what changes can we expect

— Price pressure of voice traffic (mobile & fixed)

— Performance standards for broadband (latency /
contention ratios / speed)

— Industry qos peering / transit policy and guidelines
— ‘death’ of the fixed line POT

* VoIP operators:
— Position VOIP as easy to use, convenient and mobile

— Differentiate on the basis of brand, quality and customer
service.

— VOIP peering, interconnection and settlement systems

/-\ — VOIP directories

ton-tct
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Conclusions

“VoIP is not about the destruction of old
technology, it is about enhancing services via
broadband” Ben Verwaayen British Telecom
Chief Executive

VolP will continue to pressure traditional
telcos on price and performance.

The future will see VOIP as an ubiquitous for
both fixed and mobile voice services.

VolIP offers its customers a high quality, high
value alternative to traditional fixed voice
services now.
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