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Slowly but surely, the mobile industry is changing

The industry is undergoing a
fundamental shift from voice to data
services

Data revenues (including SMS) now
accounts for around 23% of total retalil
revenues

Voice revenues appear to be in
decline:

w quarterly like-for-like voice
revenue growth has slowed
steadily since 1Q 2005

w like-for-like annual voice revenues
fell 4.7% in 3Q 2008

w data revenues grew 8.1% in the
same period
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Mobile broadband has opened up new opportunities
for the industry

Drivers Implications
Mobile broadband growth in Western Europe 'EeW dmt;)b”de
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Propositions

A wide range of new propositions have emerged
based on service rather than traffic-related tariffs

Dongles and embedded PCs have
driven the mobile internet boom

A wide range of laptops, and
netbooks are now available through
MNO channels at subsidised rates

Get a laptop with mobile broadband
Offer includes:

= Acer laptop worth £349.99

= FREE USB modzm stick

= WiFi HolSpet access

= Surt a5 much as you lke
at no extra cost

all for
£30/mﬂnth
Offerte Internet =) T2 3 a Py

Internet
Inside

0

wodafone

Vodafone MiniPc

A soli 39¢€ al mese
MiniP¢ incluso e fino

a 10 ore al giorno di navigazione
Scopri l'afferta '+
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Development of Apps stores

The Apple Apps store passed one
billion downloads 10 months after
launch

2008 gross revenues* are estimated
at USD250 million

A range of operators and vendors
are investing heavily in similar

ecosystems
Application downloads to date
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Monthly downloads ===Cumulative downloads

Device/service integration

Amazon Kindle provides access
to more than 230 000 books,
major US newspapers, and blogs

The user pays for each item
purchased, not for the data traffic
generated:

w 0One newspaper issue costs
around USDO0.75

w one book costs between
USD6 and USD12

Core voice and SMS services of today will be increasingly
linked to new service propositions
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Propositions
In the enterprise space, broadband is encouraging
deeper integration of mobility in processes
Transitioning mobility from people to processes Multiple mobility applications’ approach
Rol application
e.g. productivity deployment
efficiency gains
Rollout to
Deployment empkls)))//ees Pilot
to senior
managers
e Aot Middleware
\ | | | |
Many organisations find Security Management

themselves at this point | | | |

Mobile email due to the complexity of _
pilot mobilising processes Enterprise systems

SFA CRM Email SCM Other

Mobilising people Mobilising processes

" Increasingly, the emphasis is on service, not traffic
*® ¢ ana Iysys Ref: 14942-242
.. mason Confidential

Sources: Vodafone, Mobile applications



Propositions

Broadband should also enable the expansion of

the connected devices market

Vehicle
performance
optimisation

In-vehicle
infotainment

Domestic
tsfr::] appliance
servicing monitoring
Application
Pets and ecosystem Internet-
7 people enabled
R monitoring household
(KTF) devices
Flying (Nabaztag)
doctor Portable
(Telstra) T medical
equipment devices
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The challenge is to connect
more SIMs/devices
at low marginal cost
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Chamets
New propositions are driving innovation in
channels ...
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Channels

... and channel skill sets are having to increase
putting pressure on costs

Core product

Enabled
Devices

Content /FMC propositions

Sales channel complexity (illustrative)

Propositions

Handsets & packages

Broadband

Fixed and mobile bundles

WiFi Internet
Laptop/netbook

MID

Games consoles
Internet connected TVs

Slingbox

Content rich Touch
phones

Content packages

WiFIl/Femtocell FMC
proposition

Buyer

Ind
HoH
Ind/HoH

HoH

Ind

Ind

Ind
HoH/Ind

Ind
Ind

Ind

HoH

Sales
skills

Mobile

Fixed

Mob+Fixed

Content

Fixed/CPE

Content

Mobile/
Content

Content

Fixed/Mob
nT

Complexity of additional training

MNO
staff
training

N/A

C 9000006 CO0C

G

ISP | Logistics
raining
™ A
N/A B
™ A+B
@ C
O A+C
q) A+C
Q A+C
O A+B
O C
O A
™ A
9 B
> ?

Key

Buyer
Ind = individual buyer
HoH = head of household
Sales training

Mobile/Fixed/ IT/Content =
sales staff familiar with relevant
sales proposition

Logistics

A = handset inventory
management, shipments plus
contract or pre-paid fulfilment
process

B = broadband contract plus
broadband CPE shipments and
inventory management,

C = CPE inventory
management and shipment
with no contract
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Networks

Network investment is now dominated by rising
data traffic

Forecast for total mobile data demand Denmark: average subscriber used
~420MB per month during H1 2008

3000 _
According to Alcatel Lucent, the

% 2500 average US iPhone user generates up

o) to 2.5GB per month
£ 2000 = . o .
' DiGi Telecommunications in Malaysia
E’ 1500 is offering broadband usage caps of
[s . 3GB, 10GB and 20GB
) .
a 1000 According to Cisco, mobile data traffic
500 ] I in Western Europe expected to grow at
B f— 131% CAGR until 2013
0o 2 9 4 9 9 Average subscriber use might well
L & &8 8 8§ & reach levels similar to today’s fixed
N America ¥ W Europe broadband
B Asia-Pacific Japan
B Latin America C&E Europe

B Middle East & Africa ® Europe
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Networks

Understanding which “cost” is important is key to
understanding profitability

Cost Unit cost

Marginal Service A
cost incremental
g — — — Stand-alone N
cost [
‘ o =
= = = allocated
Common cost
Service ]
= = = Incremental
Voice cost
costs
Voice dominant = Data dominant — - — Marginal
cost
— A
Volume
Fully allocated Stand alone

cost cost
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Networks

New network technology is driving down
Incremental costs faster than expected

Evolution of service incremental cost of Impact of LTE deployment on evolution of
data traffic (2008—-2015) service incremental data cost (2008—-2015)

LTE deployment initially
results in an increase in
incremental data cost due
to the initial low utilisation

of LTE assets

data costs significantly

| HSDPA deployment alone
I I I drives down incremental /'

2008 2009 2010 2011 2012 2013 2014 2015

2008 2009 2010 2011 2012 2013 2014 2015
—no LTE deployed by 2015

Access m Backhaul mCore ——LTE deployed from 2011

As Ethernet is adopted in the backhaul, so dependency
of the cost base on traffic volume falls Rel 1adaz-2a2
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Value

chain

Aggregate revenue and profitability per customer
across all services will be key metrics

Top retail priority: to add value over =~ Revenue per subscriber that focuses on

and above access provision up-selling:
* propositions for segmented
_ markets
Unit e event, transaction, or per month
AL based pricing
[ year

* broader based bundling
time

_ Continuous effort on network
Unit costs:

cost/ _ -
ear . . * increase the radio interface
d . . capacity

J e secure new spectrum for

mobile services
» secure backhaul capacity at a

Target terminal Continuous efficiency reasonable cost
subsidies at Improvements on « share network infrastructure
potentially most retailing (non-

profitable SIMs network) costs
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The open mobile ecosystem offers players arange “ "
of options of “where to compete”
Yesterday Today
Vertical Networks (single service) Horizontal Network (multi-services)
Services |

/ J ¥ \ Content i Content

=z

< : .

= = Services
Environment

Fixed telephony
Fixed Data Net

Dedicated transport, switching
and access networks
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Conclusions

Service bundling continues to increase in importance

The industry is transitioning from traffic driven tariffing to service and event based
pricing:

w increased dependency on SIM based revenue growth rather than traffic based
revenue growth

w simpler and more predictable tariff structure
w easier for consumer to compare and contrast
w offers more opportunity for service upsell

Incremental costs of traffic are falling faster than expected for operators with modern
networks:

w this should enhance the ability of operators and ecosystem partners to innovate
and add value in an mobile broadband environment

Focusing on customer profitability rather than the profitability of individual services will
be key in an open mobile ecosystem:

w hon-infrastructure players should seek out operator partners with modern
networks and low costs bases
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