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making purchase decisions. 
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The Rise of OTT Video and Average Profit Per User  
Introduction 
Calix engineers, sales reps, and consulting professionals travel 
to numerous industry events every year.  We hear first-hand 
about many different challenges that service providers are 
facing. These days one of the most common refrains we hear is 
“We don’t make any money on video,” as well as “We have to sell 
video in order to sell broadband, but video is a loss leader.” 
Service providers almost universally recognize that it’s hard, if 
not impossible, to make money selling video—and it’s getting 
harder. There are several reasons for this, but the primary 
driver is the cost of content.  

At the same time, over-the-top (OTT) video is causing a major 
disruption to the status quo. It’s no secret that a monumental shift is occurring with video 
content providers as they attempt to branch out from their traditional distribution 
models. Subscribers are demanding more choices in how they consume content, and 

announcements 
about new OTT 
content offerings are 
frequent. Premium 
content providers 
like HBO and 
Showtime have 
augmented their 
linear video offerings 
with OTT options. At 
the same time, 
service providers are 
beginning to offer 
“skinny” bundles with 
pared-down channel 
lineups. As a result, 

carriage agreement negotiations have become increasingly contentious, with content and 
service providers each seeking to maintain or grow their revenue base.  

As disruptive as OTT video has already been, it’s destined to be even more so. The 
proliferation of OTT services is driven by subscriber demand for convenience, portability, 
and freedom of choice. Since 2009, real-time entertainment consumption (primarily OTT 

“We have to 
sell video in 
order to sell 
broadband, 
but video is a 
loss leader.” 
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video) has increased from 30% to 65%+ of peak period Internet traffic in North America 
(source: Sandvine Global Internet Phenomena Report).  

In addition, the number of cord cutters (or cord-nevers) 
continues to increase as subscribers look for a more 
personalized experience for their content. According to 
the Leichtman Research Group, cord cutting nearly 
tripled in 2015. While this is still a relatively low absolute 
number, it’s certain to keep growing. The power that 
subscribers have to consume the content they desire, 
when they desire it—and instantly share opinions across a 
multitude of platforms—has never been higher. 

Consumer prices for individual over-the-top offerings are 
relatively inexpensive. But if a subscriber wants to 
assemble all of the content available in a traditional video 
service, the OTT cost can resemble a monthly video bill. 
Indeed, this is a new and challenging environment for 
both service providers and their subscribers. And of 
course the big question for service providers is simply 
this:  How can they profit in this environment?  

The voice/video transition 
Much like the transition that occurred in voice, a transition is looming in video. The 
transition in voice caused an influx of new market entrants (think Vonage, Ooma), and 
video is primed to do the same. Just as the voice business model was disrupted by 
wildcard providers that emerged when VoIP became a viable technology, the video 
business model is being disrupted by the emergence of a new breed of video service 
provider. For example, Twitter recently announced that it will broadcast 10 NFL Thursday 
Night Football games in the 2016-2017 season for free, live streaming to more than 800 
million users worldwide (see press release). Will this inspire more cord cutters? Only time 
will tell. 

We live in a new world where social media companies will be broadcasting live sports 
events—content that has traditionally been considered the bedrock of the linear video 
service package. Service providers likely don’t think of Twitter as a competitor yet, but 
this may change in the future. Adding more disruption and confusion, this proliferation of 
content is making it more difficult for subscribers to find their desired content. 
Subscribers will be asking themselves: “What application is House of Cards on again? Can I 
find old episodes of Breaking Bad or The Wire on HBO Go or Hulu? Is there a service that 
gives me access to live ESPN for the big game?”  

Subscriber challenge: If you add 
up the costs for a number of 
popular OTT options, you can get 
a total that resembles the cost for 
a traditional video package.  

https://nflcommunications.com/Pages/National-Football-League-and-Twitter-Announce-Streaming-Partnership-for-Thursday-Night-Football.aspx
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Taking advantage of this opportunity, new market entrants like Roku and TiVo are 
starting to help subscribers understand and embrace these challenges, while traditional 
set-top-box and middleware vendors struggle to keep pace. 

As the transition to over-the-top continues, what can service providers do to (a) ensure 
subscriber access to desired content and (b) generate revenue from doing so? This 
challenge actually represents a big opportunity for the service provider that: 

• Delivers access to a variety of OTT video applications. 
• Offers a personalized experience to subscribers. 
• Monetizes that relationship. 

Financial considerations: ARPU vs APPU 
Average Revenue Per User (ARPU) is one of the key metrics that service providers track. 
Along with other key performance indicators (KPIs) such as churn rate and new adds, 
ARPU has always been considered a vital statistic. However, revenue alone is not the best 
indicator of overall benefit for a service provider. Profit is. How much profit is actually 
being generated from that revenue?  

The Calix Consulting Services team believes that Average Profit Per User—or “APPU”—is 
now a more important metric than ARPU. If there is indeed “no profit in video,” then why 
continue to sell a product that provides no benefit to APPU? As more content moves over-
the-top, the need to sell a traditional video service as a “loss leader” is going to decrease. 

Instead, if service providers increase the quality and 
speed of their subscribers’ broadband service and 
monetize that growth, profit (APPU) will increase 
significantly. And that’s not the only profit opportunity 
that OTT video introduces. OTT video also creates the 
opportunity to sell additional value-added services like 
Wi-Fi management and content aggregation (both high 
APPU services). 

The tables on the next page show two examples of 
possible service provider offerings:  

• In the first table, a subscriber is purchasing the base Internet tier and a video 
package at a total price of $79.90/month. The total cost to the service provider for 
these services is $64 ($15 for Internet and $49 for managed video) for a total gross 
margin of 19.9%.  

• The second table shows an example of what would occur if the subscriber moved 
to the next Internet service tier, dropped the video service, and purchased some 
value-added services to enhance their broadband and OTT video. This example 
shows an ARPU of $47.95 (vs. the $79.90 in example 1), but an improvement in 

If there is indeed 
“no profit in video,” 
then why continue 
to sell a product 
that provides no 
benefit to APPU?   
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gross margin to 56.2% (vs. the 19.9%). In addition, profit (APPU) on a monthly 
basis improves by over $11.  

 

   

OTT video vs. traditional managed video: What our study found 
To better understand the relationship between OTT video and traditional video packages, 
Calix worked with an independent service provider in the heart of the U.S. to analyze the 
data in their network. We wanted to see if indeed there is a correlation between the 
amount of content subscribers consume over-the-top and their propensity to purchase a 
traditional managed video service. This relationship seems logical, because there are only 
so many hours in the day to consume video—whether broadcast or OTT.  

In the end our study validated our hypothesis while also giving us further insights into 
subscriber behavior.  
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By providing a higher speed tier plus two value added services—and no video 
package—a service provider would show lower ARPU but higher APPU. 
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First conclusion: Subscribers not purchasing traditional managed video were more than 
twice as likely to subscribe to a 10 Mbps service, taking share from the most popular 5 
Mbps tier (for 10 Mbps: 16% non-video subs vs. only 7% video subs). In fact, the rate of 
subscribers buying a higher-speed broadband package was greater for nearly every 
premium data package if traditional managed video was not being purchased. We would 
expect cord cutting subscribers to take higher-speed broadband packages, and the data 
strongly support this hypothesis. 

Key takeaway: Many service providers have an 
opportunity to increase their Average Profit 
Per User (APPU) by upselling heavy consumers 
of OTT video to a higher service tier. 

Second conclusion: As OTT video consumption 
increases, the purchase of traditional managed 
video decreases—and at a sharper rate as OTT 
video usage nears the higher end. The top 2% of 
subscribers take traditional managed video at a 
rate that is 10 percentage points lower than the 
average.  

 

  

Many service providers 
have an opportunity to 
increase their Average 
Profit Per User (APPU) 
by upselling heavy 
consumers of OTT video 
to a higher service tier. 
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Conclusion: What this means to you 
The transition to OTT video is underway, and service providers are seeing their 
subscribers’ behavior change as a result. This raises two important questions: 

• What financial metrics should you focus on to help drive your business forward? 
• What do the numbers noted above look like in your own business? 

Delivering value to both subscribers and stakeholders should be the ultimate goal of any 
organization, whether a for-profit, cooperative, or municipal service provider. You now 
have the opportunity to position yourself to deliver the right products and services to 
customers that will result in a profitable business. This may require you to abandon long-
held beliefs about the metrics you use to measure your success.   

In the long run in any market, it’s not the business with the slickest product, the most loyal 
employees, or the lowest price that wins. It’s the entity with the winning business model, 
because they are the most adaptable to change. Is the history of the voice market a good 
proxy for the future of the video market? Only time will tell. But it’s better to face this 
potential challenge with the right KPIs, the right data, and history as your guide. 

Need help assessing your market and planning changes in your service offerings? Calix 
Consulting Services can help.   

 

 Calix Consulting Services can help you in numerous ways to make 
the best business decisions for your success. Calix Consulting 
helps you use data about your subscribers to better plan new 
service offerings and network expansion—and in general, to 
better serve your subscribers’ needs and desires.  

We combine our knowledge and experience with your data to 
help accelerate your business transformation.  

To learn more:  

• Visit the Consulting Services web page.  
• Email CalixConsulting@calix.com.  

https://www.calix.com/services/consulting-services.html
mailto:CalixConsulting@calix.com

	WP-16-001--Rise of OTT Video and APPU.pdf
	The Rise of OTT Video and Average Profit Per User
	Introduction
	The voice/video transition
	Financial considerations: ARPU vs APPU
	OTT video vs. traditional managed video: What our study found
	Conclusion: What this means to you



