





Operators can use policy management to create new
revenue streams from mobile data services

PETER MOTTISHAW
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“Policy management
has been an
important tool

Mobile operators are faced with rapid growth in data traffic, partly stimulated by
attractive flat-rate data tariffs. In Wireless network traffic 2010-2015: forecasts and
analysis we forecast that wireless data traffic growth will reach 1500PB per month

in operating fixed
networks for
some time.”

Strategically, mobile
operators have a pressing
need to differentiate their
services from those provided
by over-the-top service
providers, and policy
management can provide
some of that differentiation.
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in 2015. This growth has created both new opportunities and an underlying
problem of costs outstripping revenue — and the decoupling of revenue from
network costs will become increasingly significant as mobile operators become
more dependent on data (see Figure 9 opposite).

Most operators recognise that policy management
techniques (which support subscriber management,
charging control and class of service) are required in
order to continue to deliver quality services to
customers and maintain/increase revenue. Policy
management enables an operator to control the
experience of a specific customer using traffic
management techniques based on specific
subscriber profiles. These profiles are defined
centrally and distributed to the policy enforcement

points in the network to control a subscriber’s traffic.

Policy management has been an important tool in
operating fixed networks for some time — where the
use of some services (such as peer-to-peer file
transfer) have been restricted and differentiated
levels of service are used to control network usage.
Mobile operators now have a similar set of needs.

Strategically, mobile operators have a pressing need
to differentiate their services from those provided by
over-the-top service providers, and policy
management can provide some of that
differentiation. Operators have made significant
investments during the past 18 months to support
fair-usage policies and meet regulatory
requirements aiming to prevent ‘bill shock’.
Operators have also invested in real-time charging
platforms for prepaid services, which provide policy
management for charging functions.

Strong market drivers and the evolving business
environment have driven a large number of vendors
to enter the policy management market. 3GPP IP
IMS standards have defined the policy/charging rules
function as part of a broader policy control and
charging architecture, which has reduced the risk for
operators purchasing solutions as well as for
vendors investing in product development.

Network infrastructure has evolved to support policy
enforcement and quality-of-service mechanisms.
Deep packet inspection products now provide a
detailed real-time view of subscriber services.
Real-time charging vendors have developed
real-time rules-based rating engines that can be
adapted to the needs of policy management. Vendors
have also developed real-time subscriber data
management platforms that can support subscriber
profiles in real time. These underlying changes have
made the rapid growth in the number of deployed
solutions possible.



“Strong market drivers and the evolving
business environment have driven a
large number of vendors to enter the
policy management market.”

Policy management, however, provides mobile
operators with more complex challenges than
their fixed counterparts - particularly in areas such
as differentiated services, location-based services,
advertising and parental controls. They also

need to deal with the complexities of charging for
data and other services while roaming. And the
plethora of solutions makes vendor selection
difficult for operators.

Analysys Mason’s recommendation is to look
beyond the immediate need to implement fair-use
or bill-shock solutions. Instead, operators should
develop a blueprint of how to meet the policy
management requirements of the diverse set of
mobile services they will need to offer in order

to remain competitive - which should be part of

a broader plan to roll-out LTE, EPC and

IMS infrastructure.

Traffic volume

Vendors have also
developed real-time
subscriber data
management platforms
that can support
subscriber profiles in real
time. These underlying
changes have made the
rapid growth in the
number of deployed
solutions possible.
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Figure 9: Decoupling of mobile revenue and network cost
[Source: Analysys Mason, 2011']

! http://www.analysysmason.com/Research/Content/Reports/RDTNO_Wireless _traffic_forecast/. 19
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“Mobile devices are
increasingly the focus
for the integration
of a range of
communications
media.”

As stated in our forthcoming
report Mobile VolP offers
operators an opportunity to
evolve their core portfolio,
Analysys Mason believes
growth in OTT VoIP usage
will increasingly come from
mobile devices.
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The rise of mobile VoIP means operators
need to evolve their core product set

While falling short of the revolutionary claims of the late 1990s, over-the-top
voice-over-IP (OTT VoIP) players have left their mark on fixed telephony. Now
the focus has switched to the mobile market, and players such as fring, Google
and Skype are forcing mobile operators — whose once-powerful grip on the mobile
value chain has already been loosened by device manufacturers - to sit up and

pay attention.

There are several reasons why mobile offers a better
fit for OTT VoIP services than fixed line: device
intelligence, price, integration with other appliances
and greater segmentation. Smartphones give
consumers significant computing power along with
the hardware to support advanced acoustics - and a
portable computer-phone is a great solution to the
ergonomic restrictions of the PC. Regarding price,
clear arbitrage opportunities remain, particularly for
international calls/roaming.

Mobile devices are increasingly the focus for the
integration of a range of communications media,
from email and SMS to Facebook/Twitter and
telephony, while mobile handsets already segment
the customer base substantially - a trend that offers
a good fit to the closed user group basis of most OTT
VolIP plays (e.g. iPhone 4 owners will know other
iPhone 4 owners and will be aware of it).

Accordingly, and as stated in our forthcoming report
Mobile VolP offers operators an opportunity to evolve
their core portfolio, Analysys Mason believes

growth in OTT VolP usage will increasingly come
from mobile devices (see Figure 10 opposite). At the
end of 2010 approximately 87% of OTT VolP
subscriptions were fixed subscriptions; this will fall
to around 60% at the end of 2015 as OTT players
build a mobile customer base supported by strong
smartphone growth.

Operators need to take action to minimise the threat
from OTT providers, although spoiler tactics, such as
blocking VolP on their networks, would be a
short-sighted approach. First of all, operators need
to adjust their pricing. High call charges are the OTT
VolP services biggest driver — with the international
and roaming segment seeing the greatest impact.
Regulatory action will go some way towards
lessening demand but operators need to make
targeted reductions to their voice tariffs.



“Operators need to invest in voice
services that exploit the new ways
in which different market segments
use their mobile handsets.”

In addition, operators need to take more control of
the (perceived) relationship between voice and data
spend in bundles. One OTT player argued:

“fring relies on your data plan/Wi-Fi for chats, calls
and video calls. fring does not use your valuable
voice minutes or SMS™, but in the context of caps on
data usage and continued decreases in mobile
termination rates, it is easy to imagine the reverse:
“Why use your valuable data plan for voice calls,
when you can use unlimited minutes from your
inclusive plan?” Operators can also cross-subsidise
with a range of services as they are not just limited to
voice/data, whereas OTT players are limited in their
ability to bundle.

Operators need to take
action to minimise the
threat from OTT providers,
although spoiler tactics,
such as blocking VolP on
their networks, would be a
short-sighted approach.

Operators also need to learn positive lessons from
the rise of mobile VoIP. The excellent fit between
OTT VolP and mobile devices suggests operators
should take advantage themselves and evolve their
core product set. Operators need to invest in voice
services that exploit the new ways in which different
market segments use their mobile handsets.

With competition from fring, Google and Skype, etc.
the challenge will be to ensure operators retain
control of the primary voice interface on mobile
handsets (the 'native dialler’). One approach is to
develop an address book that links directly to
different tariff offers, such as management of the
friends and family list.
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Figure 10: Active subscribers to OTT VolP services in Western Europe by primary means of access, 2005-15

[Source: Analysys Mason, 2011]

! http://www.fring.com/fring_is/what_is_fring - accessed 12 January 2011
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“To begin to recoup
the investment in
the larger cities,
operators need to
tap into the N15.”

We believe the battle for the
N15 will focus on quality of
customer service and an
end-to-end offering
combining voice, data, the
device, and apps/services.
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3G in India: selling 3G services to the ‘next 15%’
of customers requires a new strategy

The top 10% of wireless subscribers in India contribute 35% of revenues and 55% of
margins for the large GSM operators — and selling 3G services to these subscribers is
relatively easy. Operators though will need a different approach to sell 3G services to
the ‘next 15%’ (N15) — which contributes an additional 35% of revenues and 35% of
margins. Analysys Mason believes this approach will not be based on price alone,
but on selling services as a complete package, including apps/services.

A sub-segment of the top 10% of subscribers act no
differently from their global peers, adopting mobile
broadband data for their laptops and using
smartphones to access off-deck mobile Internet
services/apps. Globally, operators have used mobile
broadband, handset-based data access, and apps/
services on 3G to drive the non-voice contribution

to ARPU - which is evident from the significant
increase in this value over the last few years

(see Figure 11 opposite).

If catered for correctly, the top 10% can help
operators pay back much of the recent investment
made in 3G spectrum and network upgrades. Other
than for investments in Delhi and Mumbai, most
large operators only need to enhance the existing
ARPU of these high-end subscribers by 15-25% to
get to break-even on their 3G investments within five
years. To begin to recoup the investment in the larger
cities, operators need to tap into the N15.

We believe the battle for the N15 will focus on quality
of customer service and an end-to-end offering
combining voice, data, the device, and apps/services.
They will require greater management of the user
experience and will need to be backed by an
informed customer service operation that can deal
with apps/services problems, not just billing

and voice.

The N15 will include many first-time Internet users
who will be slow to monetise. With only 60 million
Internet users in India (and with most of these
accessing the net via shared terminals or cyber
cafes), the N15 will comprise primarily first-time
owners of Internet access devices. While they are
aspirational and upwardly mobile, their initial
sophistication levels are likely to resemble the lowest
15% of subscribers in mature markets.



“The N15 will include many first-time Internet users who will be slow to
monetise. With only 60 million Internet users in India (and with most of
these accessing the net via shared terminals or cyber cafes), the N15 will
comprise primarily first-time owners of Internet access devices.”

Bundles and prices need to be pitched carefully. The Customer service and appropriate tariffs will influence
N15 are not going to be BlackBerry/iPhone users, future purchase, spend and churn decisions - and
but will be enabled by access to smartphones priced the operator that can provide the N15 with what they
at less than EURS5. They will be ready to consume want will be able to create real differentiation and
multimedia content and engage in social networking, ~ enhance monetisation beyond the top segment.

but it will not be easy to determine what apps/
services to offer, bundled with which devices, and on
what kinds of tariff plans.
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Figure 11: Non-voice ARPU contribution of leading global 3G operators, 2006-09
[Source: Analysys Mason, 2011]

Bundles and prices need
to be pitched carefully. The
N15 are not going to be
BlackBerry/iPhone users,
but will be enabled by
access to smartphones
priced at less than EURS5.
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THINKING AND DOING

What weoffer

of events is quite another. Our ability to understand the complex
workings of TMT industries and draw practical conclusions, based on
the specialist knowledge of our people, is what sets Analysys Mason

apart. We deliver our key services via three channels: consulting, custom
research and subscription research
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Consulting

Subscription research

For over 25 years, our consultants have been
bringing the benefits of applied intelligence to
enable clients around the world to make the most
of their opportunities.

Unlike some consultancies, our focus is exclusively on TMT. We
advise clients on regulatory matters, support multi-billion dollar
investments, advise on network performance and recommend
commercial partnering options and new business strategies. Such
projects result in a depth of knowledge and a range of expertise that
sets us apart.

We look beyond the obvious to understand a situation from a client’s
perspective. Most importantly, we never forget that the point

of consultancy is to provide appropriate and practical solutions. We
help clients solve their most pressing problems, enabling

them to go further, faster and achieve their commercial objectives.

Custom research

Our custom research service offers in-depth,
tailored analysis that addresses specific issues to
meet your exact requirements.

As you might expect from a tailored service, the content of an
Analysys Mason custom research project is entirely up to you.

Our experienced custom research team can undertake market
sizing and analysis, and competitor and partner profiling, supported
by all the analysis and insight you require. In addition, we can carry
out expert interviews and quantitative surveys to obtain fresh and
genuine insights, and we can deliver reliable benchmark data
together with first-class interpretation and advice on getting the
best from such information.

Clients call on us for our authoritative market forecasts, which are
based on our comprehensive knowledge of the telecoms, media
and technology industries, and draw on a large base of data that
we have collected over many years and refresh through
continuous research.

Our subject experts also produce tailored white papers, which prove
highly valuable for sales and marketing campaigns, and deliver
presentations and facilitate workshops that keep your teams up to
date with the latest emerging trends and technologies.

In short, our vast experience in custom research will give you the
edge over your competition.

Our subscription research programmes address key
industry dynamics in order to help clients interpret
the changing market.

Our research programmes include five key offerings:
e consumer services

e enterprise services

e network technologies

e telecoms software

e market data

We analyse, track and forecast the different services accessed by
consumers and enterprises, as well as the software, infrastructure
and technology delivering those services.

Subscribing to our research programmes also gives you regular and
timely intelligence and direct access to our team of analysts. That
means the opportunity to engage one-to-one with our subject
experts for insight, opinion and practical advice relating to your
most critical business decisions.

Take advantage of this service and you'll be in good company. Many
of the world's leading network operators, vendors, regulators and
investors subscribe to our programmes and rely on our insight on a
daily basis to inform their decision making.

Our research is an essential resource for strategic planning,
forecasting, investment, marketing and benchmarking.
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Regulation

We offer regulatory advice to operators, vendors,
media rights owners, regulators and policy makers.

We blend our range of skills each
day, every day, to solve our clients’
most complex challenges.

Regulation

Systems
and
infrastructure

Transaction
support

Telecoms,

Media and
Strategy Technology Technical
and (TMT) audit and

planning assurance

Marketing

and Procurement

products
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We specialise in economic cost modelling, policy development, radio
spectrum and licensing management, content access and rights
pricing. Our work in this area is nothing short of international.
Recently, we advised the Communications Regulators Association of
Southern Africa (CRASA] on what action to take to lower roaming
charges, assisted a telecoms regulator in a southern African
country to examine the effectiveness of past policy and to formulate
future policy, and identified the optimum framework for Ofcom for
releasing available digital dividend spectrum to the market in a way
that would maximise benefits for the economy and society.

Transaction support

Transaction support is about the provision of due
diligence and business planning expertise to help
vendors, purchasers and lenders.

We provide valuation support, buy- and sell-side support,
transaction management, value generation and regulation risk
appraisals, as well as help clients with negotiations. Recent clients
include: financial institutions, operators, vendors and media
companies around the world. For example, we managed the
production of an application for a fixed licence for an international
fixed and mobile operator in a large country in the MENA region,
helped an operator in Nigeria acquire a fixed and mobile licence by
bidding for an operator in sub-Saharan Africa, assisted a venture
capital company undertake a high-level commercial due diligence of
a South Asian operator, and supported a client with its acquisition of
a broadband triple-play operator in Europe.



Technical audit and assurance

Strategy and planning

Our technical audit and assurance role is about
assisting major organisations to maximise returns
from investment in networks and technology.

Our services include: the technical audits of networks, technical risk
analysis, the optimisation of network performance, control room/
call centre review and optimisation, and the development of ICT
strategy. We recently undertook a radio frequency (RF) survey
across three islands in the Bahamas.

Procurement

Our procurement experience translates into highly
effective vendor management for clients in both the
public and private sector.

In particular we manage the tender review and selection process,
develop valuation criteria, evaluate supplier responses (from both a
technical and commercial perspective), vendor selection, contract
negotiation, RFI'and RFP authoring and version control. Recent
projects include: one of the largest public sector procurements ever
to be undertaken in Scotland as part of the ongoing South of
Scotland Broadband Pathfinder Project, support for national mobile
radio network projects in Austria and Norway, and acting as
technical advisor to the UK’s Department of Health on its
Ambulance Radio Project.

Marketing and products

We are experienced in helping operators,
broadcasters and content providers create profitable
service opportunities in the consumer, enterprise
and public sector markets.

Specifically, we can help with segmentation strategy and sub-
branding, wholesale services and service creation, proposition
development, partnering options and service profitability analysis
through the development of complex business models. Recently, we
successfully identified and recruited indirect channel partners to
support the growth plan for a leading UK MVNO and helped a
top-ten international retail bank develop a mobile banking and
payment go-to-market strategy and produce an associated business
plan for emerging markets.

Analysys Mason is expert in the development and
critical appraisal of operational plans and strategy.

Our work ranges from strategy development/review, technology
portfolio analysis, to revenue uplift and market entry strategies,
customer segmentation, competitor profiling and market analysis.
We recently completed a detailed market assessment to support
the investment decision on a European/Asian transit product, and
advised on the diversification strategy for a fixed and mobile
operator planning to move into TV content.

Systems and infrastructure

Our systems and infrastructure work focuses
on advising operators, vendors, public and
private sector clients on business systems and
infrastructure.

Specifically, we can help with high-level architecture, network

and systems design, fibre and network roll-out, planning
next-generation, high-capacity core networks, evaluating business
models and software processes, the management of infrastructure
deployment and network sharing. Recent projects in this area
include managing the main 0SS/BSS systems required for
commercial launch of a 3G business for a major Asian operator, and
undertaking a like-for-like cost-per-bandwidth analysis of several
wireless access technologies for a major UK MNO.
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