Wholesale Market Conditioﬁs and Future Approaches

Raul Sejas
TELEFONIC




Once upon a time...

... when the creator of the game of chess - an Indian mathematician -
showed his invention to the ruler of his country, the ruler was so pleased
that he gave the inventor the right to name his prize for the invention.

The man, who was very wise, asked the king this: for the first square of the
chess board, he would receive one grain of wheat, two for the second one,

four on the third one, and so forth, doubling the amount each time.

The ruler, arithmetically unaware, quickly accepted the inventor's offer

However, when the treasurer took more than a week to calculate the
amount of wheat, the ruler asked him for a reason for his tardiness.
The treasurer then gave him the result of the calculation, and explained
that it would be impossible to give the inventor the reward

This reward was : 18,446,744,073,709,551,615 grains

Traffic on Internet almost double each year...
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Some initial thoughts

This is not about carriers having a bigger share of the pie &
(.

This is about making the pie bigger for everybody

We don’t know...
... Which is the best solution

... if there is only one or more solutions
But we do know...
... there is a problem...
... people here in this room are the right people to get things solved
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Traffic growth puts pressure on business models but not equally
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Internet Value Chain
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Source: AT. Keamey analysis

There must be a realignment of who captures the value and who funds the investment
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Market Capitalisation by Value Chain Category
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Two — sided market

Internet connectivity is a two sided market in which connectivity providers
charge both ends of data transmission: content providers and end users
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A successful provider must find the right balance between what it charges to end
users and what it charges to content providers.
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Traffic projection in Europe through 2014
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(3) Mobile data traffic includes handset-based data traffic. such as text messaging, multimedia messaging, and handset, video services. Mobile Intemet
traffic is generated by wireless cards for portable computers and handsetbased mobile Intemet usage

Sounze: Cisco Visual Metworking Index, A.T. Keamey analysis
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Traffic growth for Online Service Providers and End Users
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Traffic growth for fixed line operators
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Summary of Findings — Ongoing traffic growth in existing fixed networks

Expected traffic increase (2010-2014) 11,375 PB/month {35% CAGR)
Expected total capex to convey it (2010-2014) £ 36 billion
Total capex trendline at current levels (2010-2014) € 26 billion
Total incremental capex (2000-2014) € 10 billion
Estimated additional annual revenues required in 2014 £ 9 billion
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Traffic growth for mobile operators
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Summary of Findings — Ongoing traffic growth in mobile netwerks hybrid option

Expected traffic increase (2010-2014) 477 PB/month (4% CAGR)
Expected total capex to convey it (2010-2014) £ 86 hallion
Total capex trendline at current levels (2000-2014) £ 45 billion
Total incremental capex (20010-2014) £ 21 hallion
Estimated additional annual revenues required in 2014 £ 19 hillion
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Different approaches 1/2

Let the final user pay

—+ Additional payment fiow Retail Connectivity Provider End Users
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Different approaches 2/2

Guaranteed QoS
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Europe's Digital Agenda boss Nellie Kroes last
March invited CEOs from communications
equipment manufacturers, network operators
and content providers to suggest new ways to
finance her goals of all EU citizens having
broadband access to 30Mbps, and half with
100Mbps by 2020.

Kroes wants to confirm concrete proposals at a
CEO Summit in Brussels on 13 July 2011

There’s really a problem on how to fund the required future networks upgrades
Network optimization (caching, CDN,...) will not cope with the forecasted extra traffic
Internet users need to recognize received content and services’ value... and be ready to pay for it!

Two sided market providers — i.e. Internet connectivity providers - must charge the right prices on
both sides which prevent discrimination and promote Internet growth within an open market

Pirated content is at the root of the problem. Final solution must include value recognition to
author’s property on copyrighted material
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THANK YOU!!
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