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Objectives of Analysis

The purpose of this study is to obtain compelling data to support the Applications Impact Research

Project. The goal is to test support in the claim that interactive TV can positively influence a cable 

operator’s revenues. Five metrics are considered imperative to conduct such a study:

I. Do application users churn less?

II. Does the application accelerate the overall digital roll-out?

III. What is the rate of adoption of the application?

IV. Do application users exhibit a different profile than the average digital user?

V. How are consumers using the application?

The following is an analysis for MSO B Site X studying the effects of VOD/SVOD.



G1502A   1002    Page 3Case Study: SVOD Analysis MSO B Site X

Executive Summary

MSO B Site X initially launched VOD/SVOD in five phases beginning in September 2001. At the start of 2001, the site

employed a fast, wide, and deep digital set-top rollout. Adoption of SVOD has dwarfed that of transaction-based VOD.

The site gives the on-demand service to all subscribing customers of HBO, Showtime, and STARZ. The site’s VOD

servers and billing database were used to analyze the impact of the service.             

Three compelling findings were observed:

• Application users churn less and thereby reduce overall churn.

– Churn rates of VOD/SVOD-users were an average of 1.36% lower per month than non-users. 

– Retention rates indicate sustained churn reduction going forward.

– Churn rates in enabled nodes were reduced 0.95% per month than non-enabled nodes.

• SVOD adoption rates are much higher than those observed at VOD sites.

– Buy rates approached 500%, the equivalent to every subscriber using the service five times per month.

– Take rates averaged 14.36 buys per user.

– User rates continue to increase as over one third of digital subscribers tried the service in May 2002.

• Application users spend more on average per month.

– SVOD increased premium penetration of enabled nodes.

– VOD/SVOD-users average 0.27 more set-tops per household.

– 5.40% more VOD/SVOD-users also subscribe to high speed data services

Other key findings included:

• VOD/SVOD accelerated digital growth as a by-product of churn reduction and continues to source overall growth 

in enabled nodes.

• Consumer usage is distributed throughout the day more than for a pure VOD system, yet still peaks in the evenings

and on weekends. 
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I. Do Application Users Churn Less?

Study Findings:

• Churn rates of VOD/SVOD-users were an average of 1.36% lower per month than non-users. 

• Churn rates in enabled nodes was reduced 0.95% per month than non-enabled nodes.

Summary:

• Application users churn less and thereby reduce overall churn.

Analysis:

For the scope of this study, digital churn was defined as a digital disconnect or a downgrade from digital service to

basic analog service. Digital churn data (pre and post VOD/SVOD launch) was observed for the VOD/SVOD-enabled

subscribers of the site as seen below in Figure 1. 

Figure 1: Digital Churn Pre- and Post-Launch for VOD/SVOD-Enabled Nodes

Digital rollout began at the start of 2001, resulting in higher digital churn for the first few months of the year as expected.

From this plot, it would be difficult to speculate whether the reduction in churn ensuing the application launch date was

a product of the launch itself or simply the churn rate leveling out from the initial months of digital rollout where churn is

a poorly representative metric.
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Recent studies from market analysts Richard Bilotti of Morgan Stanley and Lara Warner of Credit Suisse First Boston

estimate the monthly digital churn rate for the industry in 2002 at 5% and 5.5%, respectively. Site X’s monthly churn

averaged 4.90% from August 2001 to August 2002. So, the site has experienced slightly lower than average digital

churn over the past year.

In order to understand the impact to digital churn from the VOD/SVOD launch, customers were tracked by account

number in order to observe the churn profile of a VOD/SVOD-user versus a non-VOD/SVOD-user (See Figure 2).

Figure 2: Digital Churn Rates for VOD-Enabled Nodes

Results indicate that VOD/SVOD-users churned less frequently than non-users from December 2001 to May 2002 (an

average of 1.36% lower per month).  Churn by industry convention is defined as the percentage loss of subscriber base

month over month. 
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To establish causality that VOD is truly impacting churn and thereby disprove the hypothesis that only the site’s “better”

customers are using the service, digital churn was compared between enabled nodes and non-enabled nodes at the

site (See Figure 3). 

Figure 3: Churn Comparison of Enabled vs. Non-Enabled Nodes

Prior to Phase 1, no customers had access to the VOD/SVOD service. After Phase 1B, all subscribers in the VOD-

enabled population had access to the service. The trend demonstrates that as more subscribers become enabled, 

the enabled churn rate separates further from the non-enabled churn rate (an average of 0.95% lower per month 

after Phase 1B)  

The study is ideal because approximately half of the site’s population are in enabled nodes and half in non-enabled

nodes.
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II. Does the Application Accelerate the Overall Digital Rollout?

Study Findings:

• The site was over 40% digital at the time of launch.

• VOD/SVOD has made an impact on churn, which as a by-product temporarily accelerated a slowing digital growth.

• The percentage of total subscribers that exist in enabled nodes has increased with respect to non-enabled nodes.

Summary:

• VOD/SVOD slightly accelerated digital growth as a by-product of churn reduction, and may be contributing to 

overall growth in enabled nodes.

Analysis:

Digital penetration data was analyzed to determine if the VOD/SVOD service had an impact on digital rollout 

(See Figure 4).

Figure 4: Digital Penetration for VOD-Enabled Nodes
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As the digital penetration plot shown in Figure 5 indicates, a drop off in digital growth occurred between August 2002

and September 2002. After November 2002, growth resurges for five months as VOD is rolled out, after which accelera-

tion returns to levels comparable to prior to the launch. The assumption one can make is that VOD has made more of

an impact on churn, which as a by-product has affected digital growth. Referring back to Figure 4, digital churn

decreased for enabled nodes between October 2001 and March 2002, but then increases from May 2002 to July 2002.

The increase in digital churn, which also correlates to a decrease in digital acceleration, is most likely attributable to the

seasonality of cable programming. In short, VOD/SVOD helped roll out digital faster, but the reason is probably a side-

effect from a reduction in digital churn. One would expect penetration to slow as it reaches higher percentages. The rate

at which digital growth was slowing may have been softened by the introduction of VOD/SVOD.

Figure 5: Acceleration of Digital Penetration for VOD-Enabled Nodes

From this data, no significant acceleration in overall digital rollout is observed as a result from the VOD/SVOD launch.

One important observation is the site was over 40% digital at the time of launch. Similar results to those from the case

study published in September 2002 at MSO A Site X are observed:  Since a fast, wide, and deep digital rollout occurred

months prior to the VOD/SVOD launch, the impact on digital growth by the launch is dwarfed by the impact of the

major marketing push for digital deployment in the months preceding the launch.    

The data indicates that the highest acceleration period came during the Spring and Summer months of 2001, prior to

the VOD/SVOD launch. In order to accurately track the rate at which digital penetration was increasing during the

VOD/SVOD launch, the acceleration of digital penetration was plotted (derivative of the digital penetration curve) as

seen in Figure 5. 
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Current marketing for the digital platform gives no reason to believe consumers choose the digital product in order to

gain access to VOD/SVOD. Currently, the marketing appeal for digital includes more digital channels, higher quality

video and audio, music channels, more premium offerings, along with interactive services. 

VOD/SVOD may not be directly influencing digital growth at this site, but by retaining more consumers from churning,

digital growth is accelerated. Perhaps VOD/SVOD would make a more significant impact to digital growth if the launch

of the service occurred simultaneous to the roll out of digital. Early consumers have been proven more influenced by 

initial exposure to a new product.  (See findings from Case Study: VOD Analysis MSO A Site X, G1501A, originally 

published in September 2002 for details.)   

A better indication of the effects to subscriber growth from the launch of the VOD/SVOD service is the breakdown of

total subscribers in enabled nodes versus non-enabled nodes (See Figure 6).

Figure 6: Percentage Breakdown of Total Subscribers (Basic + Digital)

At the start of 2001, more total subscribers existed in non-enabled nodes than enabled nodes. Starting in September

2001, VOD/SVOD was made available to customers in enabled nodes. By May 2002, all subscribers in enabled nodes

had the potential to access the service. The resulting trend indicates that VOD/SVOD has helped spur overall growth in

enabled nodes. At the conclusion of the study, more total subscribers existed in enabled nodes then non-enabled

nodes.
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III. What is the rate of adoption of the application?

Study Findings:

• Buy rates for the time studied are approaching 500%, the equivalent to every subscriber using the service five 

times per month.

• Take rates averaged 14.36 buys per user during the time studied.

• User rates continue to increase as over one third of digital subscribers tried the service in May 2002.

• HBO On Demand is the site’s most popular on-demand service.

Summary:

• SVOD adoption rates are much higher than those observed at transaction VOD sites.

Analysis:

Adoption rates for the VOD/SVOD service at the site were observed as follows in Figures 7, 8, and 9.

Figure 7: Buy Rates

Buy Rate is the ratio of total number of buys to the total number of enabled subscribers (not the total number of premi-

um subscribers, but rather the total subscribers that have the potential to get the service if they subscribe to premium

content).  An SVOD buy represents a user electing to watch a single feature. Recall that premium subscribers of HBO,

Showtime, and STARZ are given access to the service. 
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In general, adoption rates for SVOD are much more impressive than that of transaction VOD. Buy rates are a key 

indicator for network planning. A buy rate approaching 500% is equivalent to every enabled user using the on-demand

service five times per month. The study found during one instance of peak utilization a particular Service Group had 

29 active streams for approximately 400 enabled customers, or 7.25% peak utilization.

Figure 8: Take Rates

Take Rate is defined as the total number of buys over the total number of distinct buyers.

Take rates averaged 14.36 over first nine months of the service. Assuming a 30-day month, this is equivalent to saying

the service is being used every 2.1 days by the average customer.
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User Rate is calculated as the total number of distinct buyers divided by the total number of enabled subscribers.

Increasing user rates correlate to an increase in VOD/SVOD penetration, the percent of users that use the service month

over month going forward. In May 2002, one out of every three enabled customers tried the service as the user rate

reached 33.08%.  A rise in user rate is critical in order to measure economic impact associated with VOD/SVOD. Figure

2 demonstrated that application users are churning at lower rates than non-users. In order to significantly impact overall

digital churn for the site, and thereby affect the site’s bottom line, penetration of the service must reach a critical mass.

User rate data from Site X provides promising expectations for continued improvement in overall churn reduction.

Figure 9: User Rates 
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To understand which service is producing the most demand, buy rates were dissected as seen in Figure 10.

Figure 10: Buy Rates by Content 

HBO On Demand produces by far the most buys per month. Showtime On Demand and STARZ On Demand demon-

strate similar popularity. Not surprisingly, transaction VOD generates far less buys per month. However, the extremely

low buy rates for transaction VOD suggest either the product is not being marketed or SVOD is in effect starving out

transaction VOD popularity.
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IV. Do Application Users Exhibit a Different Profile Than the Average Digital User?

Study Findings:

• SVOD increased premium penetration of enabled nodes for premium packages that were well marketed.

• VOD/SVOD-users average 0.27 more set-tops per household.

• 5.40% more VOD/SVOD-users also subscribe to high speed data services

Summary:

• Application users spend more per month by subscribing to more premium packages, set-tops per household, and 

other services such as high speed data.

Analysis:

To compare premium package penetration of SVOD-users to non-users would be blatantly biased. In order for a sub-

scriber to gain access to the service, he or she must subscribe to a premium package. Therefore, the conclusion can be

made that users of the SVOD service have a higher probability of subscribing to premium content than non-users of the

service. The desired result of an SVOD launch is to increase overall premium subscription of the subscriber base. The

following study introduces causality that SVOD has increased premium penetration at the site (Figures 11, 12, and 13).
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Penetration, in this case, is defined as the total subscribers to the premium service over the total subscribers (both 

digital and basic).  The ratio includes basic subscribers because during the time studied subscribers could still get 

premium content without a digital converter. 

Both HBO (Figure 11) and Showtime (Figure 12) penetration has increased at a faster rate in VOD/SVOD enabled nodes

than non-enabled nodes. In comparison, Cinemax penetration (which does not provide an on-demand service at the

site) was studied in Figure 13.
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The gap between enabled nodes and non-enabled nodes remained constant over the time studied for Cinemax 

penetration. The drop off of premium penetration between January 2001 and July 2001 is attributable to the rollout of

the digital platform. Perhaps subscribers content with the increase in the number of quality channels no longer had a

desire to subscribe to premium content. In order to receive multiple premium channels, subscribers were forced to go 

to digital. The study suggests that the presence of SVOD has countered these issues and increased HBO and

Showtime penetration while the lack thereof has left Cinemax stagnant.

Figure 13: Cinemax Penetration of Total Subscribers
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STARZ also offers an on-demand subscription service. However, STARZ content was relatively new to the site during

the rollout of digital. Therefore, STARZ was not marketed in the same manner as HBO, Showtime, or Cinemax. The

effects from the lack of marketing are evident (See Figure 14).  

Figure 14: STARZ Penetration of Total Subscribers

In the early months of 2001, STARZ penetration of total subs is much greater than any of the other packages, probably

associated with a special offer for STARZ in the months prior to this. However, like Cinemax, STARZ penetration took a

slide correlating to the rollout of digital. Marketing managers admitted that the push for STARZ on the digital platform

was much less than that of HBO, Showtime, and Cinemax. This supports the claim that marketing execution is as

essential as technical execution for the success of an on-demand service. 
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The number of set-tops per household was also studied. Customer accounts were polled and cross-referenced to

VOD/SVOD using customers to determine the number of digital receivers per VOD/SVOD using subscriber versus 

a non-using subscriber (Figure 15).
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Figure 15:  Set-Tops per Subscriber

On average, a current digital household that has used VOD/SVOD at least once during the time studied has 1.93 

digital set-tops. Non-using digital customers average 1.66 set-tops (13.99% less).  This data supports the claim that

VOD/SVOD drives more set-top sales. This data is remarkably similar to data found in the VOD case study for MSO A

Site X published in 2002 (VOD Users = 1.90 sttp/HH, Non-Users = 1.65 sttp/HH).
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The site also offers a high speed data service. Subscribers to this service were studied to determine the percentage of

application-using consumers versus non-using (Figure 16).

Figure 16:  High Speed Data (HSD) Penetration Comparison

The data indicates that 5.40% more VOD/SVOD-users subscribe to the high speed data service than non-users.
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V. How Are Consumers Using the Application?

Study Findings:

• 50.19% of VOD/SVOD consumers use the service nine times or more per month.

• More consumers use the service over 30 times per month than once per month.

• The peaks for SVOD are not as dramatic as those observed in the VOD analysis.

• Peak utilization typically occurs Fridays between 10:30 PM and 11:00 PM.

• Sundays, followed by Saturdays, produce the most overall buys per weekday.

Summary:

• Consumer usage is more distributed throughout the day than for a pure VOD system, yet still peaks in the evenings 

and on weekends. 

Analysis:

To study how consumers are using the service, the following histogram was produced (Figure 17).
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The data indicates that the majority of people use the service more than nine times per month. This study dissects the

take rate analysis (Figure 8) that demonstrated that on average each user purchased 14.36 buys. From this plot, it is

clear that the take rate is influenced by ‘power users’, consumers who use the service nearly daily. The data indicate

that more consumers use the service more than 30 times per month than try the service only once per month. On the

other hand, over 38% use the service five times or less on a monthly basis.

To determine peak usage times, the number of active streams was tracked at 15 minute intervals by the VOD server, as

seen in Figure 18.

Figure 18:  Active Streams per 15 Minutes

The peaks for this VOD/SVOD system are not nearly as dramatic as those observed in the VOD case study published in

September 2002 where low activity was detected throughout the day but then soared in the evening hours. In particular,

between 10:00 AM and 7:00 PM, SVOD appears to be much more popular and thus more effective in utilizing allocated

bandwidth. This study indicates that the highest peak occurs on Fridays between 10:30 PM and 11:00 PM. Overall,

Saturdays and Sundays appear most popular throughout the morning to mid-afternoon hours.
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Figure 19 displays the breakdown of total buys per weekday.

Figure 19:  Breakdown of Total Buys per Weekday

Although Friday is producing the highest peaks weekly, Saturday, Sunday, and Monday consistently produce more total

buys. Thursdays generate the least amount of buys on average, perhaps attributable to cable programming.

Summary

Compelling data to support the Applications Impact Research Project was found at the site. First, subscribers trying the

VOD/SVOD service were found to churn less. To establish causality, churn in enabled nodes was shown reduced in

comparison to non-enabled nodes. Second, the launch of VOD/SVOD accelerated digital rollout, but most likely as a by-

product from the reduction in churn. Next, adoption rates were observed much higher than that of the transaction based

VOD case study at MSO A Site X (September 2002).  The profile of VOD/SVOD-users suggested that they spend signifi-

cantly more per month by taking more premium packages, set-tops per household, and high speed data services.

Marketing execution was demonstrated imperative in order to see this success. Finally, usage peaks were found much

less dramatic than transaction VOD peaks. Consumers are more apt to use this service throughout the day, yet peaks

still occur in the late evening hours.

In December 2002, the site plans to commence charging an additional fee for access to the SVOD service. Another

study would be appropriate to observe the impact associated with this price increase.
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