AOL Prices Scenario I
By Alex Beck

AOL’s offers 4 different pricing plans for its 56-kilobits/second Internet service in the United States of America. The 4 plans are as follows: the unlimited monthly plan, the one-year unlimited plan, the light usage plan, and the limited usage plan.

The unlimited monthly plan is probably the most versatile Internet plan available. This plan is marketed to those people who think they are going to use the Internet for more than 10 hours a month but don’t want a long term commitment. The one-year unlimited plan is similar but targets those who think they can save money by making a commitment to pay us $240 in advance each year. The next plan is the light use plan which is marketed to those who think they will be on the Internet for less than 10 hours a month, which is the break even point in this plan (in comparison to the two unlimited plans). The reason I use the word “think” is because most of these people usually exceed the breakeven point of 10 hours because they forget to log off or for other reasons exceed the 10 hours. This means that this user becomes more profitable to us than the user who purchased the unlimited plan. The final plan is the limited use plan or the limited “rip off” plan. This plan is more profitable for us in all circumstances except if the purchaser uses exactly 5 hours of Internet time. This is the break-even point between the limited and light use plan. We make a huge amount of money on this plan compared to the light use or unlimited plans. But unfortunately few people purchase this plan.
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The unlimited monthly plan:

Pros: We make more per month than the one-year unlimited plan and those that use the light use plan for less than 10 hours.
Cons: People that have their Internet on all day every day pay the same amount as those who have it on for 10 hours.

The one-year unlimited plan:
Pros: These people have to make a commitment and pay us their money in advance. We can invest that money or use it for other purposes at AOL.

Cons: They pay slightly less overall than the unlimited monthly plan.

The light use plan:
Pros: We make much more on those who are on the Internet longer than 10 hours in comparison to the unlimited plan.

Cons: If they actually use the Internet for less than 10 hours we make less profit.

Limited use plan:

Pros and cons: Identical to the light use plan but we make more in all circumstances, except for 5 hours of use.
PROPOSED PLANS


As of today, over 10% of our 56k market has converted to broadband. The only market we have in broad band is the “$9.95 per month "bring-your-own-access " plan providing unlimited access to thousands of unique AOL features*, including access to the Internet, for individuals who already have an Internet connection or access through the work or school environment. 
*Pricing plans do not include premium services, which carry additional charges. For more information, go to Keyword: Premium Services.

Although the "bring-your-own-access " plan and the “Premium Services” are very profitable they are only used by a limited market of our loyal users. Besides these 2 services we have nothing to offer to broadband users. If we are to enter the broadband competition NOW IS THE TIME. If we delay further the market will already be dominated by other vendors and we will be stomped out by companies that dominate the Broadband market as we do in 56k internet. For the next 3 years, 56ks will dominate the Internet in numbers of sheer users, but in 2005 our market will shrink to less than 10% of Internet users as compared to 90% now. For the time being we should seek huge consumer commitments like a 2 year unlimited plan and a 5 year unlimited plan. We could provide tantalizingly cheap prices. The most profitable would be $430.80 for 2 years or $17.95 as a monthly average. This 2-year plan would be marketed to the very committed. Those that buy this plan would probably face the decision to switch to broadband before their time commitment ends. This decision will come when broadbands become available in their geographic area. They must decide whether to lose the money they have already committed, in order to switch to a faster modem (where they might buy the “bring your own access plan”) or suffer with a slower modem. For those that buy the 5 years of unlimited access for $897 and $14.95 as a monthly average, the decision will probably come far before their lengthy time commitment ends. In this case we rake in $900 now for only 2 or 3 years of service. Now that’s what I call profitable!


But although these new plans will generate profit for the time being we are currently stuck in a dead end industry. That’s why we must act now to get a foothold in the future of Internet service.

