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ViaSat (VSAT)

Falling Back to Earth

ViaSat considers itself a leader in satellite technology, capable of producing bandwidth
economicsc ompet i t or s Far thensbver ofrexenue lgenerated from delivering
broadband to an airplane, that may be true. For the 70% of EBITDA that comes from delivering
broadband to homes and small businesses, it is not. ViaSat provides inferior technology in a
hyper-competitive market. Th e company ds isselling satellitesbasecbasic home
internet service to U.S. consumers. Unfortunately, its technology is ho match for terrestrial
internet providers today, let alone over the next few years as terrestrial competitors dramatically
increase speed, capacity and coverage through rapid technological advancements. For ViaSat,
forced to compete against terrestrial by launching satellites that exhaust capacity in 2-year
cycles, U.S. residential broadband is a terrible business destined to fail.

Longs believe ViaSat is insulated from robust competition by its focus on rural households. They
believe ViaSat should thrive in a large addressable market of underserved homes, using leading
satellite technology to take share against legacy telco and cable operators. Once ViaSat-2 is

operational, subscriber trends will meaningfully improvei that 6 s when a stock stuck
for nearly 4 years will finally lift off.

Every part of this bull thesis is critically flawed.

Based on both speed and capacity, thecompanyd s val ue proposition has | os
commercial viability since its last satellite launch. Sell-side estimates that call for a tripling of

gross subscriber additions, stable churn (customer disconnects), rising margins, and continued

inflated ARPU growth are wildly unrealistic. Investors underappreciate the magnitude and timing

of technology i mprovements in competing terrestr.i
target market. VDSL, G.fast, DOCSIS 3.1 and fiber roll-outs are dramatically improving the

capability and coverage of landline networks. Wireless 4G LTE is ubiquitous, unlimited data

plans are offered by all four major carriers, and massive increases in spectral efficiency are

fueling exponential gains in mobile speed and capacity. The changes in technology are not

science fiction nor progressing slowly over many years. The competitive advantage that drove

ViaSat s subscriber perf or-infveyeas agoino longeardxists.| aunch o
ViaSat-2 will not drive substantial subscriber growth and ViaSat-3 will have stranded capacity.

Satellite consumer home internet i like pagers, Blackberries, pay phones and VHS players i
will soon become nearly extinct in the United States, a tiny footnote in the technological
landscape with products owned by a negligible fraction of households.

Like many technology businesses facing near-term obsolescence, ViaSat uses non-core

products and misleading reporting metrics to disguise its doomed principal business. One

particular aggressive tactic has been to use classic telecom gimmicks to inflate average

revenue per user (ARPU). For the past 3 years, ViaSat has been jamming customers with

commoditized add-ons like VoIP for $29.99/mo.,ipr i or ity accesso0O customer s
$5.99/mo., and anti-virus for $2.99/mo. These temporary ARPU contributions will erode under

competitive pressure, just like charging for caller ID, voicemail, and call-waiting did for legacy

wireline carriers. ARPU forecasts across the Street do not properly account for the high level of

non-bandwidth revenues that are unsustainable in a competitive environment. When ARPU

inevitably declines, so will EBITDA estimates and DCF-driven price targets.
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To add insult to injury, while ViaSat waits 9 more months for its next satellite to be operational,
EchoStar6 s n e w Jsinghie market n@v, poaching the few final adopters of satellite home
internet. ViaSat is currently slashing prices to avoid losing a tenth of its customers before the
end of the year.

Amid this deteriorating competitive position, the company is burning cash and tapping the
capital markets for external funding. Since becoming a satellite services company, ViaSat has
never generated positive free cash flow. The last time the company needed funding, it sold
$500m of equity (14% dilutive) at a price near current trading levels. ViaSat needs the capital
markets for another $1bn+ of capital over the next few years, which it will then invest in a
business 1 satellite consumer home broadband i that will have mostly disappeared in the
United States within 5 to 10 years. The company withholds disclosures required to accurately
assess the health of the consumer broadband business, downplayst h e emding 6 s
competitiveness, and inflates metrics used in valuation, all to retain necessary access to the
capital markets.

ViaSat is not an innovative company taking share from legacy telco i it is legacy telco.

Subscriber metrics will woefully underperform expectationsandi t wonét be | ong unt
realizes that satellite-based residential internet is a business in terminal secular decline. We

place fair value at $35, or 50%+ downside.

Disclaimer: As of the publication date of this report, Kerrisdale Capital Management, LLC and its affiliates
(collectively, fAKerrisdaledo), have short positions inf
contributors, and others with whom we have shared our
likewise have short positionsin,a  nd/or own option interests on, the stock of the Company. The Authors stand

to realize gains in the event that the price of the stock decreases. Following publication, the Authors may

transact in the securities of the Company. All expressions of opinion are subject to change without notice,

and the Authors do not undertake to update this report or any information herein. Please read our full legal
disclaimer at the end of this report.
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| . | nvest ment Highlights

ARPU will not inexorably rise as forecast by the Street. | t will decline . A key assumption in
Wall Street models and valuations is that average revenue per user (ARPU) will continue to rise
off current inflated levels.! This view is flawed because it ignores how fragile Vi a S ARPUY bas
become. After years of bandwidth constraints, 40% of ARPU is now derived from charging

for commoditized equipment , non-core services , and add -ons. This weak foundation to
ARPU is poorly understood by investors because of the company® inadequate disclosures. The
c 0 mp a abjity ® continue charging for non-core services will erode as competition continues
to intensify.

1 Beginning in 2014, in the wake of a strategic mistake that left ViaSat without additional
bandwidth to sell, the company began emphasizing the sale of non-bandwidth i v a-l u e
addedo services.

1 Commoditized offerings such as VolP, Wi-Fi modems, anti-virus protection, and even
better customer care began to increasingly drive ARPU growth T a trend that noticeably
accelerated in the last twelve months (+13% in the most recent reporting period).

9 The ability to charge extra for services that are included by competitors will eventually
result in margin attrition as these highly profitable extras are ultimately included in basic
service. The loss of these non-core service revenues will lead to lower overall ARPU.

1 The company inflated ARPU for 3 main reasons, none of which are sustainable:

1. Without additional satellite capacity, the company has aggressively pursued a
rate versus volume strategy over the past 3 years. ViaSat has systematically
allowed lower-value subscribers to disconnect, while selectively retaining and
targeting subscribers to whom they can upsell add-on products. This is not the
strategy that will be employed when they attempt to move upmarket with ViaSat-
2.2

2. EchoStar, their main satellite competitor, has also faced capacity constraints
during the past 18 months. In other words, ViaSat has not had to defend its
subscriber base against EchoStar and has been able to get away with
uncompetitive pricing actions. That changed a few months ago when EchoSt ar 6 s
Jupiter 2 became fully operational.

3. The company needs cash to fund ongoing satellite development and
acquisitions, and so must demonstrate near-term revenue growth to win over
investors. With subscriber levels getting worse, the only way to show growth in
consumer broadband was to find contrived ways to grow ARPU through non-
bandwidth related products. ARPU rose +11% in the September quarter of last
year, driven by the introduction of non-bandwidth products. Ten days after
earnings, the company announced a $500m equity offering to help fund their next
satellite program. It inflated a metric the Street relies on, without providing
granularity, so that analysts would believe growth was more sustainable than it
truly is. In the most recent quarter, the company tempered Street expectations for
growth in consumer broadband, stating that revenues would be closer to flat due

1 Post the November 2016 equity offering, several bulge bracket investment banks initiated coverage of ViaSat. We
found none that projected a decline in ARPU. Street estimates range ff@% ARPU increase in FY2018.

2The primary source of curreratellite capacity is ViaSal. ViaSat2 was launched on June 1, 2017 and is slated

for operational service beginning in 1Q18. See SectiorCidmpany Overview for more details.
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to continued subscriber losses and ARPU thatonyimay 6 compensate for
continued subscriber declines.?
1 Forecasts must recognize the inevitability that ARPU will fall and the impact to

valuation will be significant.  75% of forecasted EBITDA growth over the next 3 years

is driven by consistent increases of a metric inflated by products and services with no

enduring value. The primary valuation method employed for all satellite companies is a

DCF,whi ¢ h i n c¥dse s ®astydased on the terminal value giventhec o mpany 6 s

lack of free cash flow well until the next decade. Even small changes in ARPU drives a

meaningful decline in valuation. This risk is not priced correctly in the stock.

Despite new, larger satellites, the company continue s to lose competitive _ground . Bulls
focus on comparing ViaSat-2 to ViaSat-1 in formulating subscriber forecasts. The more critical
analysis is how ViaSat-2 will be positioned versus terrestrial operators in 2018 and how the
once favorable competitive landscape has decidedly moved against them. Whether comparing
speed or capacity, satellite-based residential broadband is being rendered obsolete.

1 In 2012, ViaSat offered a compelling speed/value proposition of $50 for 12Mbps
download speeds. In bandwidth economic terms, it sold speed for $4 Mbps/mo., a
substantial discount to DSL ($32 Mbps/mo.) and even cable ($8 Mbps/mo.).* Wireless
was not a realistic home broadband solution.

1 In 2018, when ViaSat-2 will become operational after a year-long delay, the company
will likely offer speeds of 25Mbps-50Mbps priced at $50-$75 a month I a premium
speed/value proposition. Even wireless is now compelling on a speed/value basis,
making it a ubiquitous, viable home broadband solution that will get dramatically better in
the near future with advancements in spectral efficiency.

I ViaSat-2 6pwsitioning on data capacity is even worse. In 2012, the company initially
capped data at 10-15GB (1/3 of average US household consumption at the time).
ViaSat-2 will likely double the level at which data restrictions will apply, but average
household consumption since ViaSat-10 s | das guadrupled to 190GB per month.
Cable and DSL have kept up with ease and wireless is now unlimited. ViaSat will still
have to provision capacity on a per subscriber level well below average consumption.

1 The speed and capacity improvements of ViaSat-3 U.S. (the first of a planned 3-satellite
constellation scheduled to launch in late 2019/2020) will not match the advancements
that will have been achieved by terrestrial competitors by the time the satellite is
launched. Vi aSat 6 s upcomi ng s ahegdp brifacileaing any moven ot c | 0 s |
upmarket. They are evidence of the companyé s i n ¢ r e aasde im ¢esidential e | e v
broadband.

The addressable _market is_ much smaller than bulls believe and shrinking fast. Target
addressable market estimates of 13-14m+ homes are built on faulty and outdated assumptions.
The true figure is far smaller and contracting quickly.
1 Many analysts cite a 2016 FCC report on the number of homes that lack 25MBps
download speed without recognizing that the figure fell -40% year-over-year.®

3F4Q17 earnings call.
4 Speed/value figures taken from the 2012 ViaSal#st Day presentation.
52016 FCC Broadband Progress Report released January 29, 2016.
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1 Broadband availability and broadband adoption are two very different things. The
number of Americans who can and would be willing to pay for broadband internet is the
relevant statistic, not simply the number of Americans who do not have it. Layering in
socio-economic factors, housing statistics and adoption rates yields a substantially lower
addressable market. The pool of economically attractive, underserved customers
available to ViaSat is rapidly shrinking.

9 Bullish views on the addressabilityof t h-epéédw DSL mar ket fail to
poorly ViaSat has historically competed against DSL, the advancements in DSL
technology, and the meaningful discount at which DSL is priced. ViaSat may offer an
attractive speed offering (to a rapidly dwindling number of homes) but DSL subscribers
do not value speed in the same way as other subscribers i they are attracted to plans
that are priced -30-40 % bel ow Vi aSat b6s. cheapest offerings

T ViaSatds subscri ber acqui mdaningfollydiscoansing pricgpr ev e n't
to a level that would entice DSL customers.

9 Bullish shareholders fail to recognizeh ow t he er os ispeadsdlearlyVi aSat 6s
illustrates thecompanyd s i nabil ity to add anywhere near th
the company touts as its addressable market, even with multiple terabits of additional
capacity. ViaSat-2 and ViaSat-3 will never meaningfully challenge the DSL market.

Reported EBITDA is o verstating profitability . Reported EBITDA has increasingly captured
material amounts of equipment-related lease revenue without any corresponding cash expense.

1 We conservatively estimate reported EBITDA includes $120m in consumer broadband-
related equipment revenue that has no appropriate level of costs netted against it. The
proper way to represent the true cash profitability of the company would be to include an
adjustment for the depreciation expense related to these equipment sales. Adjusting
EBITDA in this mannerto arrive atfi c a s h  E B stanhdadl practice in the telecom
industry and used by equity research analysts in deriving valuation. In the case of
ViaSat, it would reduce reported FY 2017 EBITDA by -18%.

1 We believe the company has deliberately structured its subscription and add-on plans in
specific ways to take advantage of accounting rules to flatter its primary valuation metric,
EBITDA. On an EBIT and FCF basis,i t 6 s cdompany is hohhighly profitable and
is significantly overvalued.

The company has never generated a decent ROIC . Bulls believe that the ROI for ViaSat-1
(touted as meeting expectations by the company but without any granular verification) and
ViaSat-2 justify the worthiness of the business model. Their beliefs are flawed.

1 The target ROl on VSAT-1 was achieved because the company dramatically increased
ARPU through selling commoditized products. As competitive intensity increases,
charging installation fees equivalent to 3 months of service, requiring 2-year contracts,
and charging extra for modems and customer service is not sustainable.

1 The project ROI on ViaSat-2, pegged conservatively by some on the Street at 16% does
not include all associated ground network expenses i a figure estimated at $75-$100m
by a satellite expert we spoke with and verified as missing from the $600-$650m in
capex by individuals familiar with the project.

9 Satellite development costs are unlikely to ease. While management has stated the
reason to take more operations in-house was done to preserve IP security, another
primary goal was to quicken the payload development cycle down to just 12-18 months.
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This elevates capex for longer and increases the risk the company will develop capacity
without accurately assessing market conditions.

Investors are cash funding increasing ___technology risk . ViaSat has never generated free
cash flow and will require constant access to the debt and equity markets to fund $1.4bn in cash
burn needs over the next four years.

1 The most recent $500m equity round priced at $69, close to current trading levels,
conveniently after reporting then-record high ARPU growth and despite the CFO stating
the companyo6s |l everage positio was fivery | owo

1 We estimate leverage of 4.0x by the end of 2020 (assuming cash burn is funded solely
from future HY bond taps i historically the mix has been 50/50 debt/equity).

9 ViaSat is burning hundreds of millions of dollars of cash annually, without any
demonstrated ROIC, trying to achieve an undefined level of scale, all amid
unprecedented technological change.

Inter national Expansion Will Require Substantial Investment and Partnerships . ViaSat at
its core is an engineering company; when it comes to selling the capacity, it suffers significant
disadvantages.

1 U.S. retail capability was gained through the acquisition of WildBlue. As per multiple
industry sources, ViaSat has no experience with retail operations in Europe. The
company possesses even less in terms of infrastructure, experience, and partnerships
everywhere else. This lack of global operational experience is in stark contrast to their
ambitions of global satellite coverage.

1 The lack of global presence has led the company to sign a poorly structured,
unfavorable agreement to gain a foothold in Europe.

5 F3Q16 earnings call.
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|.Si tuation Overview

Capitalization and Summary Financials

Fiscal Year End March 31st
$ in Millions, except per Share Data

Capitalization Summary Financials
Share Price $71.63 EY 2015 EY 2016 EY 2017 EY 2018E FY 2019E FY 2020E CAGR
Diluted Shares Outstanding 58 Revenue 1,383 1,417 1,559 1,607 1,750 1,872 6.3%
Market Capitalization $4,128
EBITDA (Inc. SBC) 188 283 285 284 344 427 17.9%
FY 2017E Net Debt 718
Net Debt Adj. for Cash Burn ® 2,224 EBIT 83 41 37 17 47 102 4.1%
ETL JV @ Cost (145)  Free Cash Flow @ (70) (154) 174) (312) (459) (412) NM
Multiples
Current Enterprise Value $4,701 EV / EBITDA 25.1x 16.6x 16.5x 16.6x 13.7x 11.0x

Adj. Enterprise Value (FY20E Net Debt) $6,207 Adj. EV / EBITDA 33.1x 21.9x 21.8x 21.9x 18.0x 14.5x

Source: Company filings, Kerrisdale estimates.
1. Net DebtAdj. for Cash Bunreflects Kerrisdale estimates of additional financing required to meet projected cash burn thrg
2020E
2. Free Cash Flow defined as: EBITDA less:InBagst, Capex, Cash Paid for Patents, Licenses and Other Intangibles, and
changes in Working Capital.

The level of interest aviation broadband generates among investors is out-sized relative to the

b usi ne s ntributionttodatal revenue (only 4%). Residential broadband is a far more

important driver for the company and represents the second largest contributor to revenue and

an estimated 70% of reported EBITDA. 70-80% of the capacity on the companyd apcoming

satellites is devoted to residential broadband. Though the companyds di scl osur es have
murkier over time, the business unit is driven by the same building blocks of any telecom model:

ARPU, gross subscriber additions, and churn (the level of disconnections as expressed as a

monthly average percentage of the subscriber base). Faulty assumptions and poor disclosures

have led all three to be modeled far too optimistically.

FY17 Revenue Contribution by Segment

m Government Systems

E Consumer Broadband
Commerical Networks

m Commercial Aviation

m Other

3% 4%

Source: Company filings, Kerrisdale estimates.
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ARPU Will Decline

Ever-increasing ARPU is embedded in Street forecasts and bullish investor expectations.
Without the benefit of granular disclosure into what comprises ARPU, the Street has simply
taken the company at its word in believingt h e medmarkabléiscrease over the past two
years is sustainable. But what exactly is now in ARPU and why should investors be concerned?

AARPU is growing as a result of strength in ou
for a growing proportion of the subscriber base; higher-value, higher bandwidth
service plans; and especially more recently, the introduction of value -added

subscriptionfe at ur es that aren't blampdagisadded] dependent .

6 Mark Dankberg (CEO of ViaSat, November 8, 2016)

A criticism often levied at the company is that ViaSat-1 came up well short of original subscriber
estimates. The satellite reached capacity constraints at under 700k subscribers less than 3
years post-launch, rather than over 1m subscribers as originally guided by the company. The
criticism is valid but rings hollow among bulls, partly because while the company did indeed fail
to achieve targeted subscriber volumes, they were able to make up the revenue shortfall by
increasing ARPU (i.e., they traded volume for price). Some bulls cite this trade-off as a strength
of the company. | t afclever piece of revisionist spin without understanding the true implications
of what is now embedded in ARPU, and how it has serious implications going forward.

Historical Subscriber Performance and ARPU Growth
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Source: Company data, Kerrisdale estiamtes.

In the summer of 2014, after several quarters of rapidly falling gross and net subscriber
additions, ViaSat had to pivot. The company had not properly anticipated the level of data
demand per subscriber and customers were fleeing because they had paid for what they
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thought was terrestrial-like internet service, but instead found themselves running into onerous
data caps and overages. Monthly churn was just shy of 3%, a horrendous level of performance.

It implies turning over the companyd s ent i

re

subscri berfosiopthe every

bleeding, the company had no choice but to double the data caps without raising price. Below

are screenshots from when the change took place:

EXEDE 12 PLAN
10¢8 : 1598 : 25¢8

$49% | $79% $129%

First 3 months of
F-Secure Anti Virus/
Anti-Spyware Software

All Packages Email Add
Include g
of sf

Details and Restrictions

ress I

Source: Internet Archive: Wayback Machine, Archive.org/web,
Exede-sales.com screen captures from April 2014 and September
2014.

August 2014 September 2014

new 2

EXEDE12 PLANS

4ang o H B
$129%

First 12 months of

+ F-Secure Anti Virus/
Anti-Spyware Software
($2.98/month thereafter)

99

Month

Email Addresses
- P’;‘;ﬁ;i 1 0 with more than 10 GB

Details and Restrictions

The move paid off and stabilized subscriber trends at levels that continue to this day i but it
created a new problem. The large increase in data allocated to each subscriber left the satellite
without meaningful additional capacity. So how does a satellite broadband company grow
revenue and achieve a targeted ROI without any actual broadband to sell? Unlike a terrestrial

provider of
model versus terrestrial.

Indeed, in the satellite inter n e t busi

ness

bandwi dt h, 1 itsithe fiadandestal flaw in tieblusinesg i s f i

therebds pressure to

launch because economic yields degrade over time. Capacity is finite, yet each household uses
more bandwidth year after year. The satellite therefore reaches a point where there is no way to
continue to deliver the same amount of speed to each customer. So speeds slow down, pricing
power declines, subscriber levels begin to erode i therefore, the economic yield of a satellite
declines. In trying to serve burgeoning consumer broadband demand, ViaSat has withessed the
point when yields decline occur earlier and earlier in the useable lifetime of a satellite. Thus, as

the CEO once explained, Aiyou got to

mak e

Your money

So, picture the board room of this supposedly innovative hybrid between Silicon Valley and the
satellite industry trying to figure out how to demonstrate a viable business model in order to
raise more cash for future satellites, when they are out of inventory after only 2.5 years. The
answer: time-tested telecom bill-padding. Get customers to pay $29.99/mo. for VolP, a low-
bandwidth voice application which rides over the internet connection. Remember that VolIP is
provided for free by Google and for much lower prices than ViaSat by other providers. Charge
$5.99 per month to have service restored and the right to speak to a customer representative in
a timely manner (imagine how predatory that really is for a customer with limited options and a
service that experiences periodic outages related to weather).

” MoffettNathanson Conference, May 18, 2016.
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Current Exede f V a I-Auded e Eraducts

Add wireless with the Reliable, fast wireless

NE"! Exede W|F| Modem O nly $5/m0 networking to connect all

the devices in your home.

e, EasyCare

AN EXTRA LEVEL OF SUPPORT

Exede Voice

HOME PHOMNE SERVICE

* Bundle with Exede Internet and save * Includes any required service calls and * Bundle with Exede Internet and save
$10/month for 12 months. priority access to customer phona support $10/month for 6 months.

» Get great service and channel lineups from * FREE for your first 3 months! Lo ed local an long d
t tellite TV sl
L PHRIVICRE + Add to any plan: $5.99/mo = Add to any plan: $29.99/mo

Source: Exede-sales.com

Below is a list of ViaSat services that have become increasingly embedded in ARPU, none of
which are associated with its core value proposition of selling internet bandwidth:

1 EasyCare: Better customer service for $5.99/mo.

1 ExedeVoice: VolIP for $29.99/mo. ($11/mo. more than wholesale partners)

1 Anti-Virus Protection : $2.99/mo. (automatically billed after initial free period)

1 Installation Fee: 1x $149.99 or $99.99 installation fee (included in ARPU as non-
recurring service revenue)

1 Equipment Fee: $9.99/mo.

1 Modem Fee: $5.00/mo.

1 Boost 25: $10.00/mo. to 2x speed if you buy the newest built-in Wi-Fi Modem

(equipment revenue disguised as service ARPU)
1 Termination Fee: $15.00 x the number of months remaining on contract (minimum
contract length of 24 months)

All telecom and cable operators collect fees and charge for add-ons, but embedded in ARPU for
ViaSat is a significant amount of over-charging for products that are unsustainable as it tries to
move upmarket. In the expanded addressable market ViaSat wishes to penetrate, there is
plenty of competition and those operators will give away or heavily discount all of these
services.

We asked a veteran telecom consultant familiar with carrier billing practices about the level of
fees and his shockedreplywa s , fi S ohove muahcate thgy able to charge for internet
service? 0Good question i the company has never quantified the non-bandwidth contribution to
ARPU;t h ey 6 v eacknawladgedyt has increased materially.

We spoke to a wholesaler of ViaSat services to gauge what the contribution of VolP and other

ancillary fees might be for the company. He described a sophisticated program the company

uses to screen customers. In the areas where capacity still exists, the company targets premium

customers with an estimated high receptivity to non-bandwidth add-ons and willingness to pay a

higher installation fee. That is a good way to increase ARPU, but it is not a successful mass-

market strategy. According to the wholesaler, 30-35% of his rural customers take a VolP

bundle. The wholesalerd s ¢ o mglsa\Volf? for $19/mo. as an add-on. When told ViaSat

charges $29.99/mo., hi s response was fAY eoahPThémarkeyforgalPi nt mon
and wired voice in general is in well-documented secular decline. The majority of all U.S.
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households no longer have a landline voice connection due to wireless substitution.® Charging
$29.99/mo. for VolIP is over-earning on a dying low-bandwidth product.

Based on t he whol escriseavativedy assumadrec26% take rate/for ViaSat
VoIP and lay out our estimate of what currently comprises ARPU.

What Does ViaSat Actually Charge for The Internet  ?

Est. F3Q17 Retail ARPU $70

Contribution

Less: to ARPU Take Rate Price
VolP (7.5) 11% 25%  $29.99
EasyCare 1.2) 2% 20% $5.99
Anti-Virus Software 1.5) 2% 50% $2.99
WiFi Modem Fee (1.0) 1% 20% $5.00
Boost 25 (2.5) 4% 25%  $10.00
Equipment Fee (10.0) 14% 100% $9.99
Installation Fee ($100/24mo.) (4.2) 6% 100%  $99.99

Total Non-Bandwidth ARPU ($28) 40%

[Core Bandwidth Service ARPU $42 |

% of Total 60%

Source: Published pricing for Exede products and services from Exede-sales.com, ViaSat customer agreements and
disclaimers. Take-rate (penetration of the subscriber base) estimates based on Kerrisdale research.

The significance of these fees and add-ons should not be overlooked. The diminishing ability to
charge extra for these services will eventually result in lower overall ARPU and margin attrition
as highly profitable extras are included in basic access.

This kind of ARPU erosion has taken place in the telecom industry for 30 years. Carriers charge
early adopters for high-mar gi n A ¢ eonrvieenn teendcdevofcemail, aalFwaitng, and
email i that then erode under competitive pressure. Infact,it 6 s h a  ViaSatdbefore,
although one had to be paying close attention to notice. The only time in the last 16 quarters
that ARPU declined slightly quarter-over-quarter (F3Q 2015), the company offered the following

explanation:
AiThe | ower | eft chart shows fleeypadand consumer A
guarter-over-quarter basis. The decline in the non-recurring revenue component
in this quarter |l ed to total consumer ARPU bei
[Emphasis added]

0 Mark Dankberg (CEO of ViaSat, February 10, 2015)

Non-recurring revenue is telecom code for activation charges, installation fees, and other one-
time add-on fees. After reviewing the disclaimers from the time, we found the company lowered
the installation fee from $149.99 in F2Q15 to $99.99 in F3Q15.

8 Center for Disease Control data from 2HMore Than Hif of Americans Have Cut Landline Phoner8ice.



http://fortune.com/2017/05/04/cut-landline-phone-service/
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I't wonét t ahoeARPUO ergsiortwil playew because ViaSat is already reacting to
competition in the manner we are predicting. The company recently slashed prices on their
highest plan by -33% while increasing data to match E ¢ h o S neavesbptans (see HughesNet
pricing plans below). Sure enough, EchoStar is including installation and a modem with built-in
Wi-Fi in their plans.

Despite all their talk of expanding the addressable market and taking share from terrestrial, the
largest block of Vi a S eustd@mr acquisitions typically comes from trading subscribers back
and forth with EchoStar6 s H u g hUsiaghte recently launched advanced satellite, EchoStar
is aggressively marketing plans that mimic what ViaSat aims to offer nine months from now
(assuming ViaSat-2 is operational by the end of 1Q18).

Current Exede Plans

Exede Plans in Oc

PRICRITY DATA PRIORITY DATA PRIORITY DATA
Prionty Data Friorty Data Priocy Data
[ oo |
INCLUDES NCLUDES INCLUDES
Liberty Pass Liberty Pass Liberty Pass
$5999/mo $99.99/mo ‘ $149-99/mo ' 1-5 Mbps download speed 1-5 Mbps download speed 1-5 Mbps downlsad speed
/Diaytime aiter pricsity data uied Morning/Daytime after priority data used Morning/Daytime after priority data used
+ +
E'D“:lgpg - S”H;VPV WBPS wee:l'P' uBPS Free Zone Free Zone Free Zone
X S BPS HBP BPS MBP " i
12 25 pie| | 1 Dowciont pins| |12 Botrins Uplad Bemtn s ity Bemtnd sm iy
Liberty Pass Liberty Pass Liberty Pass | e e

1 - 5 Mbps downioad speeds 15 Mbps download speeds 1-5 Mbps downioad speeds
(momingiaaytime) ater PriorRy (merming/daytime) afer Priorty (mormingidaytime) aner Prionty
Data used Data used Data used

Source: Internet Archive: Wayback Machine,
archive.org/web, Exede-sales.com screen capture from
October, 2016 and current.

Curren t HughesNet Gen 5 Pricing Plans

$49 .99

$69 99 $99Q .99

MONTHLY MONTHLY MONTHLY
For 12 months, For 12 months, For 12 months,
Offer ends 6/30/17 Offer ends 6/30/17 Offer ends 6/30/17

20GB 30GB 50 GB

Source: HughesNet.com

Perfect for casual

Internet users

' FASTER SPEEDS*
+ BULLT-IN WI-Fl MODEM

DATA-SAVING
FEATURES®

" BONUS ZONE

NO HARD DATA
LIMITS®

Learn
More

Good for small

families with kids

' FASTER SPEEDS'
' BUILT-IN WI-Fl MODEM

DATA-SAVING
FEATURES"

" BONUS ZONE

NO HARD DATA
LIMITS®

Learn
More

Ideal for big
families with
multiple devices
+ FASTER SPEEDS*
( BUILT-IN WI-Fl MODEM

DATA-SAVING
FEATURES*

" BONUS ZONE

NO HARD DATA
LIMITS®

Learn
More

Maximum data for
connected
households

' FASTER SPEEDS:

( BUILT-IN WI-Fl MODEM

DATA-SAVING
FEATURES"

" BONUS ZONE

NO HARD DATA
LIMITS®

Leamn
More
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Consensus estimates call for ARPU continuing to increase +2-9% off of these unsustainable

levels.1 t 6 s a atfodds with r@adity that is enabled by the companyd s | ack o.f discl o
ViaSat will not have additional capacity for nine monthsand t heyo6re confronting
competition from EchoStar this second. The practices that helped grow ARPU to current levels

only work when narrowing thetargetmar ket t o A pr e mmbtwhedtryiogtest o mer s
broaden addressability. Overcharging for non-core services is unsustainable and forecasts need

to account for the inevitability that ARPU will decline.

New Satellite s are Losing Ground to the Competi tion

we can r dasterthanother techrplegesiwe as f ast or

i f
we have an enduring mar ket . o

iWe feel
feel i ke
6 Mark Dankberg (CEO of ViaSat, November 29, 2012)

Held attheendof ViaSat-1 6 s f i r st y e a(dl2 \iaBat AnalystDaycemphasizdie 2

many of the competitive advantages enjoyed by the company at that time. CEO Mark Dankberg

highlighted the fspeed/v a | adeahtage of Vi a S Bxede-branded offering vs. competing

technologies. The metric used to describe this advantage is a torturedone.i$ per etlMbps p
Mont hd is effecti vel yothe bpeed detiveredhll tydrdeptdally flasvéedv i ded i n
becausesubscri bers dondét just pay for the speed of d
ViaSat customers in 2012 only received a fraction of their typical desired capacity. But

management didndt want t o dtacapsofameasinldGBeantheo t he o
Analyst Day, and so the discussion around competition focused on one thing: speed.

That said, in 2012 $50 a month for 12Mbps download speed ($4.17/Mbps/mo.) was an

attractive, differentiated, speed/value proposition versus all of the alternatives (except fiber). It

was orders of magnitude better than DSL and wireless. Speed, rather than capacity, formed the

crux of ViaSatd go-to-market strategy. Below, examine the screen captureof Vi aSat 6 s mai n
Exede-banded service from November 2012. Notice something missing? Th er e wa&isgedét a
mention of a data cap in their deceptive marketing for the first year of ViaSat-1. Emphasizing

speed is what helped generate a large ramp in subscriber gross additions.

Exede Online Marketing in Nov. 2012. - No Mention of Data Cap

Ready for super-fast
satellite Internet service?

Now you can do everything online
faster with Exede™ Broadband

sloo OFF

17 %9 $49.99

B Get up to 12 Mbps download speed
B Download at up to 4x faster than average DSL speeds*
M FREE Standard Installation

$49.99/month:
$149.55 appies. Enter your ZIP code

to find service in your area

[___]o

on .
Imagine what you could do with that!

i Exede Plan Selector Tool \ Packages and Prices

Limited Get low cost Broadband Internet from exede™ and
Time the U.S. Recovery ACT. Call us today to get started! V
ak

Offer 1-866-989-3105

The Incredibly FAST New Broadband Internet Service

Source: Internet Archive: Archive.org/web, Exede-sales.com from November 2012.
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Below is a reproduction of data from a chart from the companyd 2012 Analyst Day that
described its competitive speed/value advantage. We 6 v e i n vdepiction td showhMbps
per $ per month for ease of comparison. ViaSat delivered significantly more speed per $ than its
main terrestrial competitors.

2012 Analyst Day Competitive Landscape

0.25 -

0.20

o
.
«n

Mbps per $ per month
o
=

o
o
o

ViaSat-1 Wireless DSL Cable

0.00 =

Note: $/Mbps/mo. values as per company 2012 Analyst Day presentation, inverted to help illustrate the value delivered
VS. competitors

Now review the chart of the competitive landscape that will confront ViaSat-2 in early 2018.
ViaSat-1 dsizable previous speed/value advantage against its main competitors i DSL, Cable,
and wireless T has evaporated.

2018 Competitive Landscape for ViaSat -2

1.80
1.60
1.40
S
§ 120
£
£
2 1.00
W
5 0.80
o
8
2060 1
=
0.40
0.20 -
0.00 . .
ViaSat-2 Wireless DSL Cable
Source: Kerrisdale estimates. ViaSat-2 conservatively assumes 50Mbps for $75 per month. Based on conversations
with industry experts, this is likely better than the initial offer based on the estimated rated capacity of the satellite.
Wireless assumes widely available 25Mbps LTE download speed at $70 per month. DSL assumes 25Mbps for $40 per
month, Cable assumes 100Mbps for $60 per month.
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As alluded to previously, evaluating broadband competition on speed alone is incomplete; one
must factor in data consumption. In 2012, ViaSat sold plans in tiers of 7.5GB/15GB/25GB of
data per month (if you read the fine print). This was at a time when average US household
consumption was roughly 45GB per month.° Vi a S autrehtamid-tier offering is 25GB per
month. ViaSat will increase data caps meaningfully with ViaSat-2 but even assuming that
provisioning on a per subscriber basis triples, it still leaves them woefully uncompetitive.

Based on data from Cisco and echoed by DSLReports, average U.S. household broadband
consumption is currently a staggering 190GB per month. Terrestrial operators meet this demand
with ease. If ViaSat tries to compete with terrestrial and increase the capacity provided to each
customer, then the increased amount of gigabytes per month of data consumption will result in
accommodating fewer people per satellite. | t 6 s t betof cramstances that led to
downward revisions to subscriber forecasts for ViaSat-1.

Thecompanyhas c¢cl| ai med i vadatawil &d avajlable with ViaBat-2.%€ ©nce

a g a i nmportant o seadithe fine print. Nothing is ever unlimited on a satellite. Whativi r t ual | vy
un |l i nreatlyeneains is the company will provision and sell data at a level they anticipate a

typical consumer will not exceed (their track record is not stellar in that regard), and that unlike

with ViaSat-1, they will no longer cut off customers once they hit their monthly allowance. ViaSat

will however throttle the customer to speeds that will make the internet exceedingly slow and
encourage subscri ber s hendthe commanyitan providenti tike dtdamdat a w
not when users may want it.

A preview of these restrictions can be found in EchoStar6 s n e we s t. EchofSthreeduces g s

speeds to 1-3 Mbps once the monthly plan data is reached (the highest of which is only 50GB, a

guarter of current average consumption). ViaSat currently has plans that allow continued data

usage beyond the monthly limit but throttled to 1-5 Mbps speeds until 5 p.m. From 5 p.m. to 2
am,speeds dr op 0pos s i\aSatwabnsdusiomerdthaviaye an inerest in

using a lot of data in the evenings (i.e., nearly everyone who streams Netfl i x) t hat t he pl &
not give you t h enexanupgradgexhe anmmouneonfc ef.por i or ity dat ao be
hit with slower speeds but at a cost of roughly $10 per GB. !

So |l etds assume one wanted to actually redplicate
technology and Avi rt uéAdsdming aivary gemious $1M®forpG0 GB (& pl an s
will probably be half that) still leaves the customer dealing with throttled speeds midway through

the month. The customer can now begin setting her alarm clock for 2:00 a.m. to catch up on

House of Cards or she can pay $5 more per GB (assumes half of the current incremental cost)

to lift the restriction. Because she is still 90 GB short of what her household consumes per

month, this would cost her an additional $450. Ter r est r i a/l pr ovaddedises donot ¢k
how much data your monthly bill includes i their customer base assumes data is unlimited.

Even wireless customers have come to expect data should come without restrictive conditions.

9 Ciscoestimatel North American consumer traffic in 2012 was 6.5PB per month, divided into census data for US

and Canadaqpulation and 2.4 persons per household returns 45GB per mdiNbrthWestern study from

September 2013, "Usaggased Pricing and Demand for Residential Broadband," which used a sample of 54,801

cable subscribers across 4 different markets found the2@4¥ average monthly consumption to be 40 GB.

10 MoffettNathanson Conference, May 17, 2017.

11 Seewww.exede.com/libertf or t he companyés approach to Avirtually u
subscribers with a set amount of fAPriority Dataodo after
reduced speeds depending on the time of day.



http://www.cisco.com/c/m/en_us/solutions/service-provider/vni-forecast-highlights.html
http://www.dslreports.com/shownews/Report-Average-Home-Consumes-190-GB-Per-Month-137976
http://www.exede.com/liberty
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AVirtual | fyomV¥iaSatiisjust the ldt@st example of the games satellite providers play
because of the limitations of their technology.

Below we assume a more generous than likely improvement in data restrictions for ViaSat-2
and the comparison still underscores how poorly positioned the company is when it comes to
data capacity. Doubling or tripling speeds versus ViaSat-1 is immaterial when ViaSat-2 is still
the only broadband technology that does not provide a level of data capacity that is in line with
consumer habits.

ViaSat-2 vs. Competitors 1T Bandwidth Economics

2018 Competitive Comparison

VSAT-2 DSL Cable Fiber Wireless

Monthly Price Speed/value discount in $60 $75 $100 $40 $70 $75 $70
2012 is now a premium
Speed (Mbps) to competitors 25 50 100 25 100 500 25
Data Restrictions (GB/Mo.) 50 75 100 500 1,000 1,000 200
$ per MBps per Mo. | $2.40  $1.50 $1.00| $1.60 $0.70  $0.15  $2.80
$ per Data Restriction GB $1.00 $0.08  $0.07  $0.08  $0.35
Data limits still restrictive and poor value

Avg. Household Consumption (GB/MS 195 195 195 195 195 195 195
$ per GB Consumed [ $1.20 $1.00 $1.00] $0.20  $0.36  $0.38  $0.35
Data Caps vs. Average Mothly Usage 26% 38% 51% 256% 512% 512% 102%

Source: Kerrisdale estimates for ViaSat-2 based on the company6s di scl os wapacdyversesg
ViaSat-1 and conversations with industry experts. DSL projection is based on widely available internet-only plans from
CenturyLink, WindStream, and Frontier. Cable and Fiber are representative of internet-only plans from Comcast, Cox, Spectrum,
and Verizon. Wireless represents the cost per line to add 2 lines to an Unlimited Data plan from Verizon.

What about ViaSat-3 in 20207 It will be more of the same i the new constellation will continue
to offer less than what consumers will demand, and trail terrestrial competitors. ViaSat-3
represents a jump to 1 Thps of capacity. Based on conversations with satellite experts and
industry participants, ViaSat-3 will likely charge $75-$100 for standard speeds of 100Mbps and
provision data at roughly 100-150GB per customer.'? In 2020, Cisco projects data consumption
will be 278GB per household. ViaSat will be selling the worst residential broadband solution
money can buy. In the following charts we project the competitive positioning of ViaSat-1,
ViaSat-2, and ViaSat-3 versus terrestrial.

12 Consistent with coments from the company on the F2Q17 Earnings Call. CEO notes \Ba®ats satellite
will improve bandwidth economics and peak speeds by almost a factor of 4 compared te?ViaSat
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ViaSat is Increasingly Uncompetitive on  Speedé

Source: Kerrisdale estimates.2 012 fi gures taken from ViaSatodés 2012 Investo
1 2018 estimates: ViaSat-2 assumes $1.50 per Mbps based on $75 for 50 Mbps, DSL assumes $1.60 per Mbps based on $40
for 25 Mbps, Cable assumes $0.70 per Mbps based on $70 for 100 Mbps, Fiber assumes $0.15 per Mbps based on $75 for
500 Mbps, and Wireless assumes $2.80 per Mbps based on $70 for 25 Mbps.
1 2020 estimates: ViaSat-3 assumes $.33 per Mbps based on $75 for 225 Mbps, DSL assumes $.14 per Mbps based on $35
for 250 Mbps, Cable assumes $0.05 per Mbps based on $50 for 1Gbps, Fiber assumes $0.04 per Mbps based on $80 for 2
Gbps, and Wireless at $0.47 per Mbps based on $70 for 150 Mbps.

€ and Losing Further Ground on Capacity , Including Against Wireless

Source: Kerrisdale estimates.2 012 uses pricing for each service based on V
data restrictions of 15GB for ViaSat, 200 GB for DSL, 300 GB for Cable, 300 GB for Fiber, and 2 GB for wireless.
1 2018 estimates: ViaSat-2 assumes $1.00 per GB based on $100 for 100 GB, DSL assumes $0.08 per GB based on $40 for
500 GB, Cable assumes $0.07 per GB based on $70 for 1,000 GB, Fiber assumes $0.08 per GB based on $75 for 1,000 GB,
and Wireless assumes $.35 per GB based on $70 for 200 GB (unlimited fair use cap).
















































































































