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1l Executive summary

This report discusses the current state die UK®&s premium rate service
market analysis for 2010, and a forwdodking view for 2011 and beyond. The report was
produced for PhonepayPlus by consultancy Analysys Mason Ltd. during Q4 2010.

Definition of Premium Rate Services

60Pemium rate serviceso (PRS) ar e -addedfservicesd as ¢
t hat are paid for through a charge added to th
othercommunications services bikuch services typically inetle paidfor content, data services

and value added secés such as red button votiiRRS are usually accessed by dialling or texting

to numbers beginning 09, 118, 0871/2/3; or by texting to five or six digit mobile text short codes.

Calls and texts tough services generally cost more than a normal phone call or text message,
hence the term Opr e mipuam dr asteerdv.i c eBloe itserum edp h ort ¢
term@PRSDin this report.

The premium rate industry in the UK incorporates a devgm®up of services, as shown in the
taxonomy below, which divides the market into 5 major service categories:

Information services
Calling services
Entertainment services
Personalisation and gifts
Payment services

= =4 =4 4 =4
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Current and emerging trends in the UK premium-rate services market | 2

Service area Service type Description

Information Directory All phone-paid services classified as directory enquiries
Enquiries

Information Includes phone-paid information delivered across any platform:
Services §  sports and news updates
9 tipster lines
I  specialised information services such as legal or technical advice
1 text-information services such as AQA
1 location-based information services (paid maps, find-the-nearest etc)
1  Business information lines (e.g., customer service, product helplines)

Calling Call Services Premium rate services for alternative call routing or access, including
1 International call routing

1  Reverse charge services

Entertainment Adult All phone-paid content of a sexual nature, delivered across any platform,
Entertainment including:

I  adult chat, video, images

T recorded stories and other adult content

Competitions & Competitions and quizzes which participants engage in via call-in or text-in
Quizzes action (regardless of origin of call-to-action)

Voting & other All phone-paid participation TV activity, including:

Participation TV f Voting (via HAmoetdxt-muttonod, call

T Text-to-screen

Flirt / Date / Chat All phone-paid chat and dating services of a non-sexual nature. Includes
chat on 087x.

Gambling, All kinds of phone-paid gambling and lottery activity (incl. scratch cards,
Lotteries etc. casino etc)
Games All phone-paid gaming activity including purchase of game applications paid

for by phone, one-off access to a game, purchase of game levels etc.

Tarot / Astrology Phone-paid fortune-telling services, incl. tarot, astrology and psychic

/ Psychic services

Other Music, video, TV and other entertainment content paid for by phone, whether
Entertainment streamed, downloaded (via a fixed or mobile broadband connection or TV

set-top box) or accessed through mobile applications.

Personalisation Mobile All mobile device personalisation content and services - predominantly
& gifts Personalisation ringtones and graphics
Virtual Gifts Phone-paid payments for the purchase of virtual objects or services within

community/social media sites (outside the chat/flirt/date activity)

1  purchasing virtual gifts for friends, or virtual accessories or objects for
use within a social media environment

Payments Charity Donations made using premium text or calls
Donations
Payment of Non- Payment for non-phone-based content and services, including
phone based 1  One-off payment for Wi-Fi access, SMS-based payments for services
services such as parking , etc.
Figure 1.1: Taxonomic map of premium rate services market segmentation [Source: PhonepayPlus,

Analysys Mason]
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Current and emerging trends in the UK premium-rate services market | 3

1.1 PRS Market Size and Evolution

In 2010, the premium rate indagtin the UK was worth an estimated GBP 816.2 million
excluding VAT, up 0.8% from GBP810.1 million in 2009.

Figurel.2, below, shows the breakdown of revenue fromhighlevel categories of premium rate

service&
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% u Call services
o 300 Information services
&
200
100
2009 2010
Figure 1.2: Revenue (GBP million) on PRS by service category, 2009 and 2010 [Source: Analysys

Mason, 2010]°

Of the majorPRS categories the largest in terms ofevenueis Entertainment, followed by
Information Services (the majority of which is accounted for by Directory Enquiries).

Entertainment PRS were worth GBP 428.6 million in 2010 (52.51% of the total pipaick
servicesmarket). The Entertainment category saw revenue growth over the year, up 6.1% from
GBP 404.1 million in 2009. This was mainly driven by growth in gambling, participation TV and

All market size figures in this report refer to revenue ex-VAT, unless otherwise specified.

Note: Business Information Lines (087x numbers) have been regulated by PhonepayPlus since August 2009. Because of this, the
20009 figure for revenues from Business Information Lines was estimated by PhonepayPlus using a different methodology from the
other PRS categories for 2009; the 2010 revenue figure for Business Information Lines was estimated using the same methodology
as that used for all other PRS categories. The 2010 Business Information Lines (087x numbers) have been included in the
Information Services, and for comparison this segmentation has also been applied to the 2009 numbers.

2009 revenue figures from ThinkTankds report include al/l mo Payforée i nternet b
(GBP13.6) is a sub-set. 2010 revenue figures only include Payforit revenues (GBP18.3 million)
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Current and emerging trends in the UK premium-rate services market | 4

flirt chat lines. However, the remainder thfe product segments declined miagly or at best
remained stable.

These declines reflect changing consumer spend and purchase habits, rather than a decline in
consumer appetite for pafdr entertainment servicger se

A number of key factors are driving this shift (many of whiotpact other areas of the PRS
market as well, although less dramatically):

{1 Entertainment services are increasingly going digitaland being delivered across a wide
variety of platforms which may not necessarily be within the control of, or linked to, the
consumer 0s telephony provider

1 The trend towardgreater availability of free information and contentis continuingi both
usergenerated content (the creation of which is of growing interest for users of social
networks and other consumers of Internet vjdeod adsubsidised content are increasingly
accessible on fixed and mobile platforms, and compete with-fpaidervices which are
offered via PRS. Segments that have avoided declines are those that are not available through
alternative free methods, ithatinvolve participation / human interaction

1 As smartphones become more prevalent among consumers, enablinigitbotht access
from the mobile and the use of mobile applications these methods of accessing
entertainment and other information serviae displacing opportunities for phepaid
services

1 Consumption of entertainment services (and discovery of information, content and
applications in general) is increasingly centredsonial networks which are creating new
addressable markets for sdgg@mes and applications that could present growth opportunities
for PRS if the right partnerships are developed; however at present many social network
services are monetised by nphonepaid payment mechanisms.

 Content and service providers are pdivg consumers witla wider range of payment
options than in the past which compete with PREthese include credit card billing, billing
to online accounts through applications and content providers such as iTunes, payment via
third-party services suchsaPayPal, prepaid cards, and even virtual currency wallets within
social networking and gaming applications; consumers are also becoming more comfortable
with online and mobildased nofphone payment methods, as these become more widely
used and trusted

o0 A further factor is driving provider interest in alternative payment methods: as
highlighted by a number of industry players we interviewed for this stady,
requirement for high revenue share payments from PRS content providers to
the service providers(notably mobile operators) who provide consumer billing
via PRS is dampening the growth of this method of billingpbile operators tend
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Current and emerging trends in the UK premium-rate services market | 5

to take a relatively high proportion of content and applications revenue when such
content i s bil Imebilebil @ypically80%%. ubscri ber 6s

These trends are discussed in more detail below, and are further illustrated by a closer examination
of the individual service subategories which make up the PRS market (showhigaore 1.3,

below).
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Figure 1.3: 2010 Phone-paid services revenue by service sub-category (GBP million) [Source:

Analysys Mason, 2010*

The largest individual phorgaid service suoategoryin terms of revenues generaiedirectory
Enquiries(part of the Information Services categoryFigure 1.1), which was worth an estimated
GBP 206.4 million in 2010 (25.3% of the overall PRS market). Directory Enquiries also showed
high penetration levels in 2010t was the seconthostcommonly used PRS service according to
our consumer survey, wit@3% of survey respondenteporting they had accessed Directory
Enquiries PRS one or more &sin the past three months

The most widelyused PRS service last year was competitions and quizzes -Gatsgory of
Entertainment), whicR6% of survey respondé&nreported accessing.

The revenue figure for charity donations does not include revenue share by network operators that have been waived.
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Figure 1.4: Penetration of specific phone-paid services among survey respondent [Source: Analysys

Mason, 2010] °

Adult Entertainment Services (@ubcategory of Entertainment) also constitutes a significant
proportion of the phonpaid market, worth an estimated GBP 129.4 million in 2010 (15.9% of
total PRS revenue), but unsurprisingly was not used by as wide a group of consuBférs (
penetratiol.

While Directory Enquiries and Adult Entertainment Services remain the two largest contributors to
the PRS market, as they were in 2009, markets for both have shrunk in the past year (Directory
Enquiries Services by 6.4% and Adult Content by 1.3%). fbst important factor in both
declines is increasing competition from free information and adult content, as well as the
increasing diversity of means to pay for, and consume, such services. The-shedium term

trends impacting the PRS market arecd#sed in more detail below.

Discovery and perception of phongaid services

As part of this yeardés study, Anal ysys Mason
perceive, phongaid services.

In terms of discoveryadverts on TV or radio were themost likely means for consumers to
discover a given phonrgaid service. 47.3% of respondents who had purchased a-paimhe
service stated that a TV or radio advert had been their call to action.

The consumer survey we carried out did not explicitly define Business Information lines (087) in the definition of General information
services.
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However, new platforms are becoming an important meangsobwery for certain types of
phonepaid services.Web advertising was cited as the most common discovery mechanism for
three individual service types: phepeid flirt/date/chat services; phepaid music/video services
and phonepaid virtual gifts. Weladvertising plays an important role for discovery of all types of
PRS services it was among the top three discovery mechanismBR® overall

Mobile application storesare a relatively new advertising mechanism for PRS and offer a variety
of discovey options. PRS services may be advertised directly within the mobile app store.
Alternatively, the user may find an advertisement for a PRS services within an app that they have
purchased from an app store. Thirdly, the user may discover a PRS servexbteekn app which

they have already purchased, for example, an opportunity to purchase virtual currency. Mobile
application stores were the most common discovery mechanism for-phishgames. Mobile app
stores ranked either second or third among degomechanisms for four other individual phene

paid service types: phoipaid adult content, music/video services; virtual gifts and personalisation
services.

QR codesare another emerging means of discovering PRS services. QR codes are two
dimensional bBrcodes which are used as a-tadaction by advertisers, who invite consumers to
ireadod the code via a cameraphone, after whi ch
access to a particular service, conpor piece of digital contenfThey arewidely used for

consumer advertising in Japan but are a relatively new concept in therid QR codes become

more established, we anticipate that they will be a growth driver for a range -@farddland

virtual purchases, particularly if payment prastig can successfully integrate a (phpaé)

purchase option.

Social networks are offering a new discovery and advertising channel for PRPremium rate
services are increasingly being marketed on social networks such as Facebook, MySpace and
Twitter. 4.3% of PRS users we surveyed had discovered the ypaitieservices that they used in

the past six months via a social network or internet forum, although for somedidreervices,

such as virtual gifts, the proportion was significantly higher (13.7%)

Providers of adult and gambling services that we spoke with have yet to exploit social network
based marketing opportunities because of age restrictions, but could conceivably target
advertisements at specific demographic groups based on gamblingsaijfe or adult general
internet browsing, or agrtise on 18+ social networks.

1.3 Consumer perspectives on phonpaid services

For users of phonpaid services, accurate pricing information is the single most important factor
that will help to improve trust, ith just under three quarters (73.9%) of phpa&l service users
citing this as a factor that would help improve trust (Sgerel.5).
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Privacy issues were also seas important to respondents, with 18.6% of respondents believing

6keeping my personal details confi den-paidal 8 wou
services.
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Figure 1.5: Factor(s) that would help improve the level of trust users have in phone-paid services

[Source: Analysys Mason]

Around half of phongaid service users (45%%% depending on the specific PRS service type)
believed that their current PRS usage lewaluld stay the same over the coming year. Across the
board, however, more consumers believed their usage would decrease than believed it would
increase, over the coming 12 months:

1 This difference was especially marked for Mobile Personalisation serviee¥4difference
in favour of decreasing usage), Competitions / quizzes (12.3% difference) and Call services
(12.0% difference).

1 Non-phone content, charity donations, music / TV / video services, and tarot services had the
most equal ratio of users beliagitheir usage would decrease and those that believed it would
increase, indicating the most stable usage levels.

Respondents were asked about expected usage changes for each PRS service they had used in the past six months.
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Payments Non-phone content
Charity donations

Personalisation Virtual gifts
Mobile personalisation
Tarot/astrology/psychic

Music/video/TV
Games
Gambling/lotteries m |t will increase
Flirt/date/chat = It will stay the same

Voting/participation TV
Competitions/quizzes

Adult entertainment

Call services

Information Information services
Directory enquiries

It will decrease

0% 10% 20% 30% 40% 50% 60%
% of current users of specified PRS service

Figure 1.6: Self-predicted change in usage of PRS over the next 12 months, by service area. [Source:

Analysys Mason]

1 6Lack ob wasbetdet most common r e-asagenfploiret ed by
paid services. The fact that mobile applications have seen significant traction in the-p@st 12
months, howewe suggests that there may be potential for further growth in pbaide
servicesif the services are able to offer the same information or entertainment content as
mobile applications (or indeed serve as billing mechanisms for mobile applications), at a
similar price point.

1 Costis also a deciding factor: 28.3% of rogers cited cost as a reason for not using phone
paid services.

1.4 Trends Impacting the PRS Market

We identified a number of key trends in information and entertainment delivery and consumptio
which are impacting the PRS market. These are summarised below. The specific areas of mobile
applications and apps stores, social networking, and alternative payment mechanisms are also
explored in more detail in separate chapters within the main report

Entertainment services are increasingly going digital

The main context for the egoing shifts in the PRS market lies in the digitalisation of content and
entertainment services, as these are increasingly being made available to consumers via IP
networksand the Internet. Entertainment and information services are already being delivered
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across a wide variety of platforms which may not necessarily be within the control of, or linked to,

the consumer 6s tel ephony pr othdsdtéop hox, tonhe gamesi ng de
console via the Internet, and to the mobile phone via -fharty content and applications

providers.

At the same time, many players in the content and entertainment world are stretching beyond their
traditional places in thealue chain, in the search for additional revenue and control of the

cust omer relationship. Device manufacturer Ap
distributor of digital content. Internet search provider Google is offering everything frem fre
information services to HBased voice telephony.

The relationship between the consumer and the communications services provider, which was
once the most trusted one in the communications universe, is being displaced by these new
players. While thisd a threat to PRS services, it also creates potential new opportunities for those

PRS providers who are flexible enough to develop new partnerships and consider alternative
business models.

Greater availability of free information and content is displacpad-for options and limiting
PRS growth

The trend towardgreater availability of free information and content is continuing, with
significant implications for the future of the PRS market. On one hand, there is significant growth
in the creation and ailability of usergenerated content (the creation of which is of growing
interest for users of social networks and other consumers of Internet video)

Ad-subsidised and sponsored or promotional content is increasingly accessible on fixed and
mobile platforms, and competes with pdil offerings which are offered via PRS. Such content
may range from adubsidised directory enquiries to promotional mobile apps developed by
companies looking to build brands or to pull users in initially with the aténgoal of moving

them onto paidor services.

As discussed above, the growing availability of free content is a major factor in the declining
revenue from botlinformation services and adult contesgrvices. For adult services, industry
sourcesexplainthat usergenerated free content is a major competitor to-faicdtontent. The
growing preval eintel wdi A dad ul t2. dtbu b e 6-created es ( wh
adult video and images) reducing consumer willingness to use phpa&l adult content. For
information services, the ability to Ajust Go o
displacing not only directory enquiries calls from the home, but also those made on the move, as
growing numbers of mobile subscriberkdadvantage of smartphone capabilities and mobile data

plans.

The proliferation of free mobile content and applications, rather than via charging the consumer
directly, is impacting consumer perception of value and limiting what consumers are prepared to
pay for; however, content and service providers still need to monetise their offerings. Striking a
bal ance between the interdeemsmbofappdnsamens dwu
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models are becoming more prevalent on the mobile as well aslihe platform, particularly for

game applications. Freemium ganaw the user free access to basic content, but charge for
premium services, be they access to additional levels within the game, or content, such as virtual
gifts, accessories, weapons gaverups. While these premium services are normally billed in

app, the requirement for micropayments (especially in the mobile environment) potentially offers
new opportunities for phone payments. At present, however, most apps holvPRS payment
mechanisms, for example credit/debit cards; Paypal and, increasingly, virtual currencies (discussed
below).

Smartphones are becoming more prevalent, enabling both mobile Internet access and the use of
mobile applications

As smartphonesbecome more prelent among consumers, the ability to access entertainment
and other information services directly using mobile data services is displacing opportunities for
traditional phongpaid services while potentially also creating new opportunities for PRS service
providers.

The availability ofdevices with enhanced connectivityand more effective Uls and OSs is
increasing, enabling more sophisticated mobile content and applications and increasing the size of
the addressable market. Flate data plans and sengetys schemes are reducing the cost of
using paidfor mobile entertainment services for consumers.

App storeshave significantly altered the landscape for gaidcontent and services, affecting the
business models for content providers and other plagetise market, and impacting the way
services are monetised and billed (see detailed discussion in Se2tajrthis report). Apple has

led the way with its iTunes store, which moved from online to mobile with great success as the
sole source of applications for the popular iPhone, and is how being extended to offer applications
for the iPad. Many of these djmations are free, either because they are being offered to
consumers for marketing purposes, because they asebaitised, or because they are gateways

to fAihookod wusers into an app wi {agp vitubl goods ®ma | of
premium game levels and the like.

Initially many app stores were looking to mobile operatongrovide the billing for appurchases,
creating phongaid service opportunities, but we are seeing an increasing shift to alternative
payment mechanisms withindimobile app environment.

Social networks are becoming a central feature of consumer entertainment and information
sharing and may significantly impact PRS opportunities

Consumption of entertainment services (and discovery of information, content aétapgs in
general) is increasingly centred social networks which are creating new addressable markets
for social games and applications that could present growth opportunities for PRS if the right
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partnerships are developed. However, at preserdlsawork services are primarily monetised

by nonphonepaid payment mechanisms, including credit/debit cards; Paypal and, increasingly,
virtual currencies. Our consumer survey revealed that on avefa§#% of survey respondents
had purchased one or matems of digital content through phone paid mechanisms over the past
six months, whilst in a social network.

For service providers, social networks are offeringeav marketing channel Premium rate
services are now being advertised on social netwsuks as Facebook, MySpace and Twitter,
with some positive results, particularly for certain categories such as virtual gifts. Along with
direct advertising, the marketing agencies who work with PRS service providers have opened up
opportunities for viramarketing.

Consumers have an eweidening range of payment options for content and entertainment
services

Payment processes and mechanisms continue to fragment across platforms, as a result of
consumer preference for choiceand asnew players enter themarket seeking to differentiate

their propositions. While phorgaid services benefited from something of a first mover advantage

as a payment mechanism for digital content, the spread of new platforms and the development of
new business models for theopision of digital goods and services are resulting in an increasingly
diverse marketplace.

Virtual currencies a n d Acreditso are also becoming a mo
micropayments within certain types of online, mobile and gaming environmeNfistual

currencies have long been employed within the online gaming space as a convenient solution for
consumers and an inexpensive way for service providers to monetise small items of content, by
cutting out the credit card companies in particular. yTaee increasingly being employed by

social networks and other large online communities to support transactions within applications

hosted by and for the social network. Leading social network Facebook recently launched its own

virtual currency intendedof use across the multitude of popular social games and other
applications which it hosts.

Virtual currency purchases potentially create new opportunities for ghaidebillingi at least at
the point where the consumer purchases the virtual currésely-+ as well as competing with
PRS billing. Many of these services are however, currently being monetised Jphaooepaid
payment mechanisms.

1.5 Outlook for 2011

The micropayments ecosystem (of which PRS is a part) is evolving rapidly. Premiunrvigiesse

are subject to competitive pressure from a growing number of sources, discussed in more depth in
the body of this report. The trend towards greater availability of free information and content, the
wide range of payment options now available to eabtproviders and consumers, and figh
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required revenue share payments from PRS content providers to the service providers (notably
mobile operators) are all dampening the growth prospects for PRS in the UK.

This yearods study has, however, provided some
moving in the right direction. Most industry stakeholders interviewed as part of the study agreed

that regulation introduced in the last couple of years in the Bli6h hel ped o6cl ean up
industry and improved its functioning.

This is reinforced by the findings froour consumer research: only %f current phongaid

service users <cited o6l ack of trust of hey he ¢ o mj
werenod6t interested i n-padserviags. Bhid dompareofavaurablytwittp e s o f
the 2009 survey in which 4.0% ofnonusersof PRS cited their reason for nose as a lack of

trust in thec 0 mp aadyedisng PRSandwith a figure from the 2008 Market Reviewwhich

showed thabn average, 20.0% of narsers of any givePRSservice cited lack of trust ithe

serviceas a reason for nossing it This suggests that there has been a significant reduction in the
prevalence of issuesmused by less scrupulous PRS providers

Our research has also identified a number of potential growth areas for PRS, notably around social
media and mobile applications. For example, virtual goods purchases may offer new growth
opportunities for PRS séces providers, as could billing opportunities for mobile applications and
purchases within applications.

However, PRS providers must be adaptable in considering new partnering and revenue share
models if they wish to make the most of these opportsniaed should work proactively with
mobile operators in particular to demonstrate the benefits of a more flexible approach in targeting
these new markets. Industry stakeholder interviews suggest that communications providers (and
mobile operators in padilar) are reviewing their current revenue share agreements with PRS
service providers and that these may become more favourable to PRS providers in the course of
the coming year. Along with improving revenue share agreements, exploring new partnerships
and alternative business models will be a key element of any successful PRS growth market
strategy.
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2 Il ntroduwmdt men hodol ogy

This report builds on previous work commissioned by PhonepayPlus, and covers both the current
market and its evolutioover the past 12 months as well as the outlook for the market in the
coming year It provides a broad overview of trends and drivers across the jplaahenarket as a
whole, as well as more detailed information about individual pipaiiet service market stors.

Its purpose is to assist with planning and pehegking at PhonepayPlus, and to provide insight
into the current situation and future development of the phpaite market for existing and
prospective industry participants.

In order to evaluate & market, Analysys Mason has conducted an extensive programme of
primary and secondary research. This includes:

1 In-depth interviews with 17 companies in the phofmaid servicessector. These included
executives from across the value chain, including matylerators, fixed operators, service
providers andontent providers (including content producers)

1 A consumer survey comprising a nationally representative surve$4€9000to form a base of
5000consumers (conducted through SSI). This survey captufedmiation from both adults
and the youth segment (thei 1T age group).

7 Internal desk researchc over i ng Anal y sy shoustarmterial§, as weledse vant
previous research conducted on behalf of PhonepayPlus.

1 External desk researchto support the pmary research with consumers and stakeholders,
with the aim of capturing further information on industry developments.

The data gathered from these four strands of research has been comprehensively analysed to
produce a balanced picture of the currentestd the industry and its outlook for the next 12
months.

It has also been used to inform a detaifearket sizing for UK premium rate services which
draws on:

1 Top-down/total market figure based on gayment data submitted to PhonepayPlus

1 The bottoraup breakdown of this figure by service type based on the quantitative consumer
study, coupled wit average price points or spend

The datawerethen sense checkedith industry information from secondary sources as well as
through direct discussionith industryplayers

The remainder of this report is structured as follows:
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1 Chapter3 examinesthe market context and major trends affecting therent and future
market for phongpaid services

1 Chapterd provides market sizing and markanalysis byphonepaid service type

1 Chapter5 discussed?RS as a content and services payment mechanism, comparing it to
alternative payment mechanismand exploring consumer attitudes to usagd different
payment methods

1 Chapter6 examines marketing of phoipaid rvices, with perspectives from both consumers
and industry stakeholderspveringdiscovery of and engagement with phone paid services.

1 Chapter 7 explores public perception of phpaél services

1 Chapter8 provides key takeaways for industry, segmentgdstakeholder type
The report includes several annexes containing supplementary material:

1 Annex A provides further details about tt@nsumer survey undertaken

1 Annex B provides further details of tihdustry interviews undertaken

1 Annex C provides detailof the market sizing methodology

1 Annex D provides details of the service penetrationelspondentiemographic
Note on terminology

Throughout tté report we have used the tarmp hpaé d saendi 6PREO (premiur
services) interchangeablyVe have also referred tpremium rate numbedsather thanfphone
paid number§ in line with common usage.

Abbreviations
This report features a number of abbreviations. These are defined as follows:

T DQ: Directory enquiries

T PpP: PhonepayPlus

I PRS: premiunmate services

T MNO: Mobile network operator
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3 Cur raemdt fmatr krede fpa@an dplseme i ces

3.1 Introduction

In this section, we discuss the trends within the broader information, content and services
ecosystem that are impacting the market for phume services.

Following the general trend discussion, we explore two areas in more-deatatbile applications
and app stores, and social networkingn the basis that these are likely to have a major impact on
the way in which paidor services are offered and consumed by target audiences in the UK.

3.1.1Key chapter findings

1 Entertainment services are increasingly ging digital, being delivered across a wide variety
of platformsand giving rise to a range of new business moglish may not necessarily be
within the control of , or l i nked t o, t he cons.

1 Smartphones are becoming more previadégnong consumers, enablifrgernet access from
the mobile and driving the use of mobile applications
T mobile appsare introducing new ways to access and consume information and services,
as well as offering easier access to a greater wealth of free content.
T this is displacing traditional PRS but may be creating alternative opportunities for phone
based billing serges.

1 Consumption of entertainment services (and discovery of information, content and
applications in general) is increasingly centredsoaial networks which are moving from
the online world into the mobile domain
T this iscreating opportunities for theale of both virtual and reatorld goods and services
around specific communities of interest, which could present growth opportunities for PRS
if the right partnerships are developed.

1 The trend towardgreater availability of free information and contentis continuing both
usergenerated and aslibsidised or sponsored content and entertainmermarpetingwith
paidfor services which are offered via PRS

1 Providers of ontent and servicegre givingconsumersa wider range of payment options
than in the past which compete with PRS; at the same tinmstumers arbecoming more
comfortable with online and mobilgased nofphone payment methodas these become
more widelyused and trusted.

These industry trends are having a marked impact on bsegeents that PRS operate in, and are
raising significant questions for consumers and sermpioviders alike, as discussed below.

oo°y
& analysys
Ref: 18490-45 e MASON



Current and emerging trends in the UK premium-rate services market | 19

3.2 Discussion of general trends impacting the phonrpaid services market

We identified a number of key trends in informatiord a&ntertainment delivery arxbnsumption
which impactedhe PRS markeih 2010 and will continue to have significant influence on the
market over the coming year

3.2.1Entertainment services are increasingly going digital

The main context for the egoing shifts in the PRS market lies in the digitalisation of content and
entertainment services, as these are increasingly being made available to consumers via IP
networks and the Internet. Entertainment and information ssnace already being delivered
across a wide variety of platforms which may not necessarily be within the control of, or linked to,
the consumer 6s telephony provider, including
console via the Internetand to the mobile phone via thipdrty content and applications
providers. Retailing of entertainment and content services has become increasipgigticated

and personalisedor example, live portal managemearid behaviouralbgriven ad serving ense

that the right content goes in the right place at the right time

At the same time, many players in the content and entertainment world are stretching beyond their
traditional places in the value chain, in the search for additional revenue and céntinel
cust omer relationship. Device manufacturer
distributor of digital content. Internet search provider Google is offering everything from free
information service to IRbased voice telephony.

The relaionship between the consumer and the communications services provider, which was
once the most trusted onen the communicationgcosystemis being displaced by these new
players. While this is a threat to PRS services, it also creates potential netumitipe for those

PRS providers who are flexible enough to develop new partnerships and consider alternative
business models.

3.2.2Smartphones are becoming more prevalent, enabling both mobile Internet access and the use
of mobile applications

As smartphonebecome more prevalent among consumers, the ability to access entertainment and
other information services directly using mobile data services is displacing opportunities for
traditional phongoaid services while potentially also creating new opportunitie®®RS service
providers.

The availability of devices with enhanced connectivity, and more effective Uls and OSs is
increasing, enabling more sophisticated mobile content and applications and increasing the size of
the addressable market. A furthewverifrom the service provider side is the increased availability

of flexible and attractivelpriced mobile data plans, for both postpaid and prepaid subscribers.
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Flatrate data plans and sengmtys schemes are reducing the cost of using-fpaidnobile
entertainment services for consumers.

App storeshave significantly altered the landscape for gaidcontent and services, both in terms

of the business models for content providers and other players in the market, and in terms of the
way services are ometised and billed, as discussed in more detail in Se8tibnApple has led

the way with its iTunes store, which moved from online to mobile with great suasd¢bg sole

source of applications for the popular iPhone, and is nhow being extended to offer applications for
the iPad.

Many of these applications are free; they are being offered to consumers for marketing purposes,
they are aébubsidised, or they agat eways to Ahookodo users into
upselling them with irapp virtual goods or premium game levels. However, for those apps which
are paidfor (or where the consumer has the option of makingpim purchases), there is an
opportunty for mobile operators to provide the billing mechanism, using a platform such as
Payforit. Initially, many app stores were looking to mobile operators to provide this billing,
creating phongaid service opportunities, but we are seeing an increasiftgtshalternative
payment mechanisms, including credit/debit cards; Paypal amdasingly, virtual currencies

We discuss the mobile applications ecosystem and the impact of mobile apps and app stores on the
PRS market in more detail in Secti8r8below.

3.2.3Sacial networks are becoming a central feature of consumer entertainment and information
sharing and may significantly impact PRS opportunities

Consumption bentertainment services (and discovery of information, content and applications in
general) is rapidly shifting tsocial networks which are creating new addressable markets for
social games and application®ur consumer survey revealed tle6% of suvey respondents

had purchased one or more items of digital content via their mobile phone, whilst in a social
network. Purchases of digital content and entertainment services within social networks could
present growth opportunities for PRS if the righirtnerships are developdibwever at present
mostsocial networkbasedservices are monetised by Aphonepaid payment mechanisms.

For service providers, social networks are offeringesav marketing channel Premium rate
services are now being advertised on social networks such as Facebook, MySpace and Twitter,
with some positive results, particularly for certain categories such as virtual gifts. Along with
direct advertising, the marketing agencies who weitk PRS service providers have opened up
opportunities for viral marketing. Our consumer survey revealed that, 4.3% of respondents had
discovered the phonrgaid services that they used in the past six months via a social network or
Internet forum.

We discuss the evolution and impact of social networking in more detail below in S&etion
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3.2.4Greater availability of free information and content is displacing paidfor options and
limiting PRS growth

The proliferation ofree content and applications both online and increasingly via the mobile
device,is impacting consumer perceptions of value and what consumers are prepared to pay for.
This trend hasignificant mplications for the future of the PRS market.

There has beersignificant growth in the availalitly of usergenerated contenthe creation of
which is of growing interest for users of social networks anérotbnsumers of Internet video.
What started @1 a fixed Internet phenomenon is now spreading to mobigsrtedlyYouTube
mobilegets over 100 million views a day

In addition, a-subsidised and sponsored or promotional content is increasingly accessible on fixed
and mobile platforms, and competegh paidfor offerings which are offered via PRS. Such
content rangefrom adsubsidised directory enquirie® promotional mobile apps developed by
companies looking to build branor to pull users in initially with the ultimate goal of moving
them ono paidfor services.

The growing availability of free content is a major factor in the declining revenue from both
Information Services and Adult Content services. For adult services, industry sources indicate that
usergenerated free content is a majompetitor to paiefor content. The growing prevalence of

OAdul i 2cl0@édi ng adult Ot ubed -sreatect adult(videb iardh of f e
images) igeducing consumer willingness to use phpa@ adult content.

i We ar e del dontemtr bettelgcustormdr service, better payment solutions, but

tube sites are still making a significant dent. We have to deliver much more content to get
the same revenues. The mar k-dAdultwrdeddinthenta ppear
services providr]

For information services, the ability to fijust
now displacing not only directory enquiries calls from the home, but also those made on the move,

as growing numbers of mobile subscribers take advanfagmartphone capabilities and mobile

data plans.

However, content and service providers still need to monetise their offeriiigs. shift in
consumerhabits is driving some to explore new business modéts. example, thé&freemiumé
application businessnodel isbecoming more prevalent on the mobile as well as the online
platform, particularly for game applications. Freemium gaatkesv the user free access to basic
content, but charge for premium services, be they access to additiczlal wéthin thegame, or

http://www.youtube.com/t/press_statistics
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contentsuch as virtual gifts, accasries, weapons and powaps. (Note: Freemium models are
discussedn more detail in SectioB.3.3

If free-of-charge access becomes the prevalent business model for the majority of mobile content
and applications purchases, as has largely been the case with online content and services, this has
implications for the future of PRS and for the opportesitior the Payforit platform. PRS
providers may need a much mdeaegeted approachfocussing on those market segments where
consumers are still likely to pay for content.

3.2.5Consumers have an ever widening range of payment options for content and entertainnte
services

For those types of content and services where consumers are still willing to pay, we have seen a
continuing fragmentation of ggment processes and mecisamg as a result ofconsumer
preference for choiceand asnew players enter the marketsedking to differentiate their
proposition. While phoneaid services benefited from something of a first mover advantage, the
spread of new platforms and the development of hew business models for the provision of digital
goods and services are resultingimincreasingly diverse marketplace.

Content and services providers are providing consumig¢ihsa wider range of payment options
than in the past which compete with PRE these include credit card billing, billing to online
accounts through applicatiorand content providers such as iTunes, payment via-phairty
services such as PayPal, and prepaid cards.

Virtual currencies a n d Acreditso are also becoming a mo
micropayments within certain types of online, mobile and gaming environments, although these
potentially create new opportunities for phepaad billing, as well as competing with Wirtual

currencies have long been employed within the online gaming space as a convenient solution for
consumers and an inexpensive way for service providers to monetise small items of content, by
cutting out the credit card companies in particular. Theyirameasingly being employed by

social networks and other large online communities to support transactions within applications

hosted by and for the social network. Most notably Facebook has launched its own virtual
currency intended for use across the titude of popular social games and other applications

which it hosts.

A further factor is driving provider and consumer interest in alternative payment methods, from

the supply side. As highlighted by a number of industry players we interviewed fetuthysthe

requirement for ahigh revenue share payments from PRS content providers to the service

providers (notably mobile operators) who pride consumer billing via PRS gdampening the

growth of this method of billing. Mobile operators tend toetakrelatively high proportion of
content and applications revenue when such <cor
(typically 30%), while other payment methods (e.g., credit cards, online wallets) typically require

a smallempay-outfrom the catent provider to the billing entity.
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3.3 Mobile applications andapp storesand their implications for the PRS market

The market trend which we have identified as having the greatest potential implications for the
PRS market is the growth of mobile applicat and app stores, which we explore in more detalil
in this section.

In the last two yearsnobile applications have gone froopeinga niche marketto becominga

basic requirementor most smartphone userand a growing source of revenue for applications
developers and providers Applications are developed blyandset vendors, bthird party
developers orby operators. They are distributed through a number of sources (including
preloading ommobile handsets). The two largegtp stores in the market iitrate the rapid pace

of growth

1 Apple launched itsApp Store - which provides apps for use on the iPhone and other Apple
mobile devices in July 2008, with 552 appBy October 2010, the Appl&pp Store had over
300,000 applications availabkendreportedover 7 billion app downloads.

f Android Market i which offers apps fod evi ces using Goog-lhasos Andr
beenavailablesince October 2008, with UK users able to purchase paid applications from
March 2009. There were over@,000 Andrdd appspublished in 2010a thirdof which were
paidfor, with the remainder availabte consumeréree of chargé. 2.5billion apps hadeen
downloadedy Decembef010.

The success of mobile apps and app storessrB@equestions for the PRS egatem. One
guestion is howWwPRS providers now fit in theobile serviceyvaluechain as it expands to include
applications developers, device vendors and app stgkesther is what the potential impact of
mobile apps will beon how PRS services are discovengalid for andconsumed by consumers,
now that there that there are many alternative ways to acmdske entertainment arabntent

3.3.1The mobile applications ecosystem and market players

Figure3.1 provides an overview of the mobile applications ecosystem:

Android Market ZOOM By AndroidZoom [available for download at http://blog.androidzoom.com/docs/2010-AndroidMarketZOOM-
byAndroidzoom_ENG.pdf]

http://androidfeeder.com/
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Mobile application ecosystem
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Figure 3.1: Mobile applications ecosystem [Source: Analysys Mason]

Mobile network operatorsrendors, andhternetplayers have all takeactive roles in the mobile
content value chain, drivingefproliferation of mobile apps.

1 Mobile network operators (MNOSs) have developed their content offerings andrgaships
to address consumer demand for mobile content, increased competition, and the need to
develop new revenue streams in the face ogaimy downward pressure on ARPMNOs
are looking to capitalise omssetsvhich can differentiate their offeringeom platformbased
application storegsuch as the Android Markefind vendormanagedapplications providers
(suchasAppl eds i) MiNQsease loskingto exploitheir fixed infrastructurgwhich
can enable fast deliverycustomer billing relatioships, customer information and brand
equity. However, at this point in the market
role rather than providing consumers withith@imary portal to access apps and content.

1 Vendors have taken a significanble in the mobile content value chadluring the pasti
years.The mostprominent example has been the massive succespop | e 6s App St or
which capitalised on both the appeal of the iPhane the existing billing relationship Apple
had with usershrough its online iTunes stard linktoAp pl e 6 s appspmleadekiet pl ac e
onalliPhone Numer ous vendors have andsetupftteirdwoappd Appl
stores; indeed, several (notably Nokia) preceded Apple into this marketpbethave st
come close to Applebds success

f Leading internet players have also entered the mobile apps environm@miine giant
Googléd #ndroid platformis now being used by multiple handset vendoitsis attracting
significant interest from applicationdevelopers and content providers looking to reach a
wider mobile audiencthrough the Googlenanaged Android Market, which provides apps for
the multitude of smartphones which run on this platform.
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1 Third -party aggregators of mobile contentsuch aslamster are also players in the market,
and were early entrantsut over time havedost their advantage to the vended and Internet
playerled offerings.

3.3.2Impact of mobile applications growthon monetisation and billing

Mobile app stores havanpacted the wa content and services are monetised and biited

Because of the early success of AppleApp St oreds model i mevemudet r act i n
share modelused by Apple has become more or less the industry standard, at least for now.

Apple (and Gogle via the Android Mark@toffer the same commercial terms to developéns

build apps for thenUS$9 to signup, plus a 70:30 revenue split).

An increasing proportion of revenue from pé&id mobile content and applications will b&-bill

from the perspective of mobile services provid&s discussed above, consumers more gisn

for mobile apps or within mobile app$a an altenative method, such as Pay®alan online or

mobile wallet Often this is managed by the app store proyittarexample, iTunes customer can
purchase apps from the Apple App Store using their preregistered iTunes account payment details,
circumventing the mobile operator

This trend is driven in part by apps providers opting to offergtmmepaid billing as prt of their

general strategy to maximise revenuedustry players we spoke wifbr the study notedhat

mobile operators tend to demand fairly significant percentages of revenue from mobile content and

apps sales which they bill for. Fromthecongntovi der 6 s per s p e4dtiofv e, hav
revenue to the MNO just for billing can make the proposition unprofitable, particularly if
additional revenue has to be shared with other players in the value chain.

3.3.3The app marketplace is giing rise to new business models

Monetising mobile content and applications is a key challenge for market players, who are looking
to drive takeup as quickly as possible but must still earn revenueamé&s and applications
publishers are experimenting withf r e e businessdnodelgliscussed above in Secti8r?.9,

which allow the user free access to basic contentchatge for premium content or access.

Examples of freemmm apps includ yngadés FarmVill e, hosted on Fac
iPhone freemium game; afdayForge's Zombie Farmwhi ch is so far the onl:
to reach Appleds Top 10 Grossing Apps |ist

! Zombie Farm is an iPhone game whidilows urs to farm, grow and harvest crops and
corpses, which they can then unleash onrtéighbouringpopulation.Users can purchase
virtual items includingUSD0.99 brains and tombstones. Since launch in February ,2010
Zombie Farnmhas been downloaded.3 million t i me s f App &toreAhe gamedhad
a reporte® million active monthly users as of December 2810

http://techcrunch.com/2010/12/14/zombie-farm/
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Freemium models are also used mom-entertainment information servicéelivered via mobile
apps although this is less common.

f Quest Visual offers anaugmented reality app for the iPhone, whiets uses train their
camera on a piece t#xt and get it translated into another language instartky.app is free,
but it costsUSD4.99 to load up the languagat the time of writingonly Spanik/Englishwas
available).

The oO0freemi umbé mod e lcrossdlifferent typesva dpplicagos, aisttjaihings he d a
significant traction in the social games spatearticular Leading Ukbased robile payment

technology provider Bangavhich is hvolved in processing payments for a wide variety of mobile

apps and market playefs,or ecasts strong growth in Bamm@enue fr
predicts thatn-appmobile paymentsvill grow from 5% of mobile appayments in 201,ao close

to 30% of all mobile app paymenirs 2011".

3.3.4Impact of mobile applications and app store®n PRS discovery and distribution

The success of the mobégplication ecosystem witbquire PRS providers to reassess where they
fit in the valuechain as it expands to include applications developers, device vendors and app
stores.

A number of PRS providense interviewed as part of this studye formulating their app store
strategies Service provider strategies mnd on the servisethey offer, thesize of the
organisationpther channelthey are using and expected ROI.

For some existing providers, particularly those offering adult services,ishstilt a lot of faith in
the MNO route to addressing the mobile apyasket

iMost of tehtleeir dWN &p stdnes; they are a good distribution channel and offer
a secure revenue stream from conigiit Gambling providgr

For many PRService providers we spoke with, app stores are seen as an additional new channel
to market, whicltcomplementstheir existing channels

AWe are actively moving in the direcouri on of
produck.0 i [Information services provider]

Some providers are concerned that the larger app stores do not necessarily offer thghilitiye
that the currently get with the smaller stores and, for that reason, are not looking to offer their
products and services via the Apple or Android platforms:

http://news.bango.com/2010/12/06/less-than-5-of-mobile-app-revenues-this-year-from-in-app-billing%E2%80%A6/. The forecast is
based on end of year trends from leading developers in the games, music and broadcasting segments.
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iWe have considered Apple and Andr oi dn, but w
being a needle in a haystack webdéd go for the
We have good relationships with Blackberry and Nokiays@rewor ki ng most |l y on t
[PRS provider]

Others were concerned that desplte hype, apps doot necessarilyffer a good return on
investment for all providers:

AThere is a | ot of hype about apps. Wedre tr)
moment , it dheywfenasubstdntialoRKd.- [Aduk eontent reseller]

To thatend, other providers are using the Apple and Android platforms as a channel to market, but
are not a d o p-app bilang, Aipce bteed saymemd mechanisms supported by the
platform can offer a better revenue share model:

iWe have #ppeandiAndroidhteor e s, it is a great distri
using Aappebbsl iinng because you pay pagniepts i nste
within the appFor t hi s reason, we dondt see a busine:

space, but are offering users the option to play for fun to help increase our pofile
- [Gambling provider]

Apple no longr supports certain 18+ content, including many garghéind adult content apps.
Some providers believéhis is going to limit theusefulness of the App Store as a distribution
channel, potentially leaving greater scope for PRS services to maintain share in this area

i We h av e-babedapps$oe smartphones and iPhone. Since Applegd allow
gambling, we are not working withemWe dondt believe that app st
away from u® - [Gambling provider]

AWedbre | ooking at An dr o-ihdmed appsrirone its Agpstade r e mo v
- [Adult content reseller]

3.4 Social media andtheir impact on the PRS market

In this section we explore in more detail the rapid rise of social networks and social media, which
is impacting the way in which PRS are being discovered and consumed, potentially creating new
business models and new revenue opportunifisele social newvorks are not having as dramatic

an impact on PRS market opportunities as the spread of mobile apps, the growing prevalence of
social networking and its impact on consumer entertainment habits are important factors for PRS
market players to consider invagoping their service strategies.

3.4.1Sacial networking isthe leading Internet and mobile application
Social networks have become the leading Internet and mobile applicatioremnaskably short

period of time.Based on the consumer survey conducted toamupipis market study82.6% of
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phonepaid services users are members or regular useas lehst one social nebrking site(e.g.
Facebook, Bebo

1 Usage wadighest among 147 yearolds: 970% of PRS users in this age group reported
usingsocial networking si®

1 Usage wasstill significant, althougHower, amongolder respondents60.6% of PRS users
aged 55+ ussocial network.

A high proportion of our survey group also said they access social networks via their mobile
phones The aveage propensity of all age groups to @é®eess social networking sites via their
mobile handsetvas 55% with the greatest propensity among people ageeB4,6where three
guarters of respondents use their mobile device as an accefs wmtial networlng (seeFigure

3.2).
100%
C
80%
70%
@
S 60%
)
@ 50%
o mYes
S 40%
NS No
30%
20%
10%
0%
11-15 16-17 18-24 25-34 35-44 45-54 55+
Demographic group (years)
Figure 3.2: Proportion of phone-paid users who access social networks on a mobile handset, by

demographic group [Source: Analysys Mason]

3.4.2Sacial networks are creating new monetisation opportunities

Within the social media environment, new activities and applications associated with these
common interests are creatiaggrowing variety of purchase opportunities for consumers, both for
digital content and for reatorld goods and services.

Games developed and offered within social network platforms like Facebook are one such
application. Players interact with theiratevorld friends and social network contacts, increasing
the fistickinesso of the game and driving intere
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purchases of virtual goods to support and enhance the game playing experience, imewding
levels, avatars and accessories withigame applications providing a source of revenue for the
game publisher who may offer basic access for free in owledraw in subscribersthe
ifr eemi u,meéichnmso diseussed in detail in the previous sectionhig tepor}. For

exampl e, Zyngabdbs ACaf® Worl ddo game enables user
where virtual dishes can be bought with virtual money, which can be topped up using a real credit

card.

Virtual gi fts, i fllcontent san alsabe cpurchasel avithin docial imeda

net works and associated games or applications,

Flirtomatic (an 18+ flirt site), to clothing a virtual penguind@ub Penguin 6 a tamgyetech at
children between 6 andl4 years of ageSocial network Facebook quickly became a leading
platform for growth of companies distributing games and social media applications, and selling in
application virtual goods within these, after it launched its developer platfotate May 2007.
Many of these applications are available on the mobile as well as online.

Our consumer survey revealed tBat% of survey respondentsed purchased one or more items
of digital content ia their mobile phone, whilst accessimgocial navork.

1 2534 year olds were likeliest to do thislosely followed by 145 year olds and 184 year
olds (seeFigure 3.3); 33% d PRS usersn the 2534 year oldage groupclaimed to have
purchasd one or more items of virtual content within a game on a saoeialorkin the past
six months and 6.7% claimed tthhave made a purchase within another environnjeigt,
flirt).

1 Such purchases are significantly loveenong respondentgyed 45 and oveb.1% and 1.5%
of PRS useraged 55+ have made digital content purchases in games andchpiieation
environmentsvhilstin a social network
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Figure 3.3: Proportion of survey respondents who have purchased digital goods using a mobile

phone, whilst in a social network, by demographic group [Source: Analysys Mason]

Characteristics of social netwebased gaming include embedded viral marketing: when a user is
playing a game, the news is automatically spread to all his contacts. This creates further micro
paymentopportunities, as memkmipurchase virtual greetings, gifts, orgame accessories to
share with friends This is contributing to the growtif in-game purchases

3.4.3Impact of the rise of social media on PR8iscovery and distribution

Social media ardirectly impacting the PRS anket as a new channel for marketing and discovery.
Premium rate services are increasingly being marketed on social networksich as Facebopk
MySpaceand Twitter A number of content providers we spoke with who offer-adalt content
were enthusiastideut social networks as a new marketing channel:

i Wéaunched on Facebook and Twitteith gusto we upload posts at least every othayd
but we mainly use #@s a forum for customers to discuss our produdiSontent provider]

However, providers of adult services that we spoke with have yet to exploit social networks
because of age restrictions:

ifWe are not usi ng s o chutaHe lamdscapmeemsktes behaaging mar k et i
hourly. Thereal problem with Facebook is thenderage factor. We would perhaps consider
advertisingonadubonl y soci al net wor ks, but these donbd
- [Adult content provider]
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4.3% of PRS userdad discovered the phoreaid serviceghat theyhad usedin the past s
months via a social network dnternetforum 1 this includes services operated both within and
outside of social media contexXteeFigure3.4).
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Figure 3.4: Type of advertising/marketing channel through which PRS users discovered the PRS

services they currently use'? [Source: Analysys Mason]

While social networks$hternet fora ara relatively nascent marketing channel for the nitgjaf
PRS,they are already well established as advertising and marketing channels for certain service

types

1 13.7% of PRSusers who had purchased phgraéd virtual gifts chim to have discovered
them a social network/Internet fora, making th channel the fourth most effective after
Internet advertising (26.4%); TV and radio advertising (18.4%) and mobile application stores
(15.7%)

1 Social network/Internet fora were also an effective marketing chhrioe flirt/date/chat
services: 13.4% of used this type of PRS service reporteliscosering it on a social
network/hternet forum.

As well as meketing benefits social networking sites have openedagglitional new revenue
opportunities for certain types of services which PRS providers could suggotably, charities

12 . . .
Respondents included all PRS service users in the Analysys Mason consumer survey. Respondents could choose more than one

PRS discovery channel.
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have identified significant opportunity in virtual gifts and are beginning to formulate strategies to
capitalise on peoplebs will asogaimesverk.t o pur chase

1 Through the JustGiving gift app users can show their support for a particular charity by
buying a virtual (branded) 6badged for a fri
either via credit card or via Paypal) for the virtugini goes directly @ the charity At the
point of purchase, the user is also offered the option to set up more regular giving to this
charity. Charities pay £15 per month, plus a fee (5% plus VAT) ch danationmade
through the JustGiving site.

f Social networks can be a powerful way of raising profiles as well as raising money for
charities. In December 2010, a JustGiviegmpaignto raise money for NSPCC rais&BP
4000 in 24 hoursfollowing a Facebook campaign to raise awareness for the chahigy.
charity circulated a message on Facebook encouraging members to boost awareness of the
NSPCCby changing their profile picture to a picture of a cartoon character. One Facebook
user and charity supporterho sawpotential to raise donations on the backha campaign,
pledged that if GBR200O could be raised for the charity, he would match it. Within 24 hours,
the target had been achieted

PRS providers would do well to explore the opportunities created by the growth of social
networking, as this trendsi likely to continue significantly impacting consumer use of
entertainment services as well aMarketng exestingi ni c he 0
PRS services via social mairks is one key area of potential diversificatitme other iexploring

parherships with Internet and mobile entertainmplayers who require payment services to

support consumer spending within social network applications.

13 http://www.justgiving.com/

http://blog.justgiving.com/charities/fundraising-goes-viral-with-facebook-and-justgiving/
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4 PRBarket Bakgegsbeadbg service

4.1 Introduction

In this chapter, wanalyse the current and future masgder premium rate services overall in the
UK, and also examine market size and trends for specific gbaideservice categories. Areas
discussed in this section includearket size for each service categ@yyice uptake key drivers
and barriers for PRS growth in the various categofiefjuency of use and trends in usage
patterns and views on futuresage and spendhe analysis in this section draws on several key
sources:the results of the consumer survafhich Analysys Mason conducted to support this
study, the findings of oulPRS markestakeholder interviewsand theout paymentinformation
provided to PhonepayPlus by active PRS providers during 2010.

4.1.1Key chapter findings

f  The total UK market for phoraid servicesvasworth an estimate@BP 816.2million** in
201Q This was aslight increase(0.8%) from the 2009 PRS market value 0B 810.1
million.

1 Directory enquiry services are still the largest individual PRS service type in terms of
revenue, with a total market size of GBP 2@6million; followed by adult content with a
market size of GBP ZB.5 million. The markets for thesservice types have shruily 64%
and2.0% respectivelyover 20092010.

1 Thel824 and25-34 age groups weréhe mostlikely to have used phone-paid servicesin
the last six mnths.45-54 year olds and ovéibs were the least likely to have used PRS.

1 Declinesin the size of key PRS market segmemise been blamed largely on a shifvéods
alternativecontent distributiorchannelswhich many stakeholdebelieve has been driven in
partby excessive additional costs incurred when using PRS from a mobile phone

1 The availability offree content through smartphone and appsis alsoimpacting consumer
demand folPRS,asthesehavepushedhe perceived value of PRS content down

f The average amount spent per tesien ranged froma high of GBP3.76 for charity
donationsddownto GBPL.10 on directory enquiries services.

1 ) ’ ) e
5 All figures are excluding VAT unless otherwise specified in the text.
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Service area Service type Description
Information Directory All phone-paid services classified as directory enquiries
Enquiries
Information Includes phone-paid information delivered across any platform:
Services
1  sports and news updates
9 tipster lines
1  specialised information services such as legal or technical advice
1 text-information services such as AQA
1 location-based information services (paid maps, find-the-nearest etc)
1  Business information lines (e.g., customer service, product helplines)
Calling Call Services Premium rate services for alternative call routing or access, including
1 International call routing
1 Reverse charge services
Entertainment Adult All phone-paid content of a sexual nature, delivered across any platform,
Entertainment including:
1  adult chat, video, images
1  recorded stories and other adult content
Competitions & Competitions and quizzes which participants engage in via call-in or text-in
Quizzes action (regardless of origin of call-to-action)
Voting & other All phone-paid participation TV activity, including:
Participation TV

f Voting (via Amoetdxt-ihuttono, call
1  Text-to-screen

Flirt / Date / Chat All phone-paid chat and dating services of a non-sexual nature. Includes chat

on 087x.
Gambling, All kinds of phone-paid gambling and lottery activity (incl. scratch cards,
Lotteries etc. casino etc)
Games All phone-paid gaming activity including purchase of game applications paid
for by phone, one-off access to a game, purchase of game levels etc.
Tarot / Astrology Phone-paid fortune-telling services, incl. tarot, astrology and psychic services
/ Psychic
Other Music, video, TV and other entertainment content paid for by phone, whether
Entertainment streamed, downloaded (via a fixed or mobile broadband connection or TV set-
top box) or accessed through mobile applications.
Personalisation Mobile All mobile device personalisation content and services - predominantly
& gifts Personalisation ringtones and graphics
Virtual Gifts Phone-paid payments for the purchase of virtual objects or services within

community/social media sites (outside the chat/flirt/date activity)

1  purchasing virtual gifts for friends, or virtual accessories or objects for
use within a social media environment

Payments Charity Donations made using premium text or calls
Donations
Pﬁymegt Ofé\lon' Payment for non-phone-based content and services, including
one base - .
gervices 1  One-off payment for Wi-Fi access, SMS-based payments for services

such as parking , etc.

Figure 4.1: Taxonomic map of premium rate services categories [Source: PhonepayPlus and

Analysys Mason]
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4.2 Market sizing and consumer spendy PRS service type

In 2010, the premium rate services industry in the UK was worth an estimate81BEnillion
excluding VAT, up 0.8% from GBP 810.1 million in 2009.

Figure4.2, bdow, shows the breakdown of revenue from titgh-level categories of premium rate

services.
900
800 I —
700
=
i)
= 600
DE_ ® Payments
8, 500 Personalisation & gifts
) ® Entertainment
2 400 '
% = Call services
o 300 Information services
&
200
100
2009 2010
Figure 4.2: Revenue (GBP million) on PRS by service category, 2009 and 2010 [Source: Analysys

Mason, 2010]*®

Out of the major categories of PRS, the largest in terms of market size is Entertainment, followed
by Information Services (the majority of which is accounted for by Directory Enquiries).

16 o o ’ -
All market size figures in this report refer to revenue ex-VAT, unless otherwise specified.

et Note: Business Information Lines (087x numbers) are shown separately from other Information Services due to the shift in regulation
of such lines between 2009 and 2010. These numbers have been regulated by PhonepayPlus since August 2009. Because of this,
the 2009 figure for revenues from Business Information Lines was estimated by PhonepayPlus using a different methodology from
the other PRS categories for 2009; the 2010 revenue figure for Business Information Lines was estimated using the same
methodology as that used for all other PRS categories.
18 2009 revenue figures from ThinkTankos report include alPayfaitobi | e i nter
(GBP 13.6) is a sub-set. 2010 revenue figures only include Payforit revenues (GBP 18.3 million)
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Entertainment PRS were worth GBP &% million in 2010 (521% of the totalphonepaid
servicesmarke). The Entertainment categoas a wholesaw healthy revenue growth over the
year, up 5.3% from GBP 404.1 nllion in 2009

Gambling, flirt chat lines and participation TV all experiencecnerwe growth in 201Q@yhich was
driven by innovative new service offerings and the popularity of reality TV shows suich dse X
Factord and O0St r i cdatebogesti@aosave revenaendedlinagflect ciiamgng
consumer spend and purchase abhitith increased completion from n#RS entertainment
servicesrather than a decline in consumer appetite for-frmiéntertainment servicger se

250 (327) (425) (30) (18)
206
= 200
2
E 150
% 121 128 Information
o .
3 100 Calling
g B Entertainment
§>:> 50 Personalisation & gifts
B payments
0
&
S
o
Q o8
@
&
00
Figure 4.3: 2010 Phone-paid services revenue by service sub-category (GBP million) [Source:

Analysys Mason, 2010] *°

As was the case last year, the largest individual plpaitk service suoategory is Directory
Enquiries (part of the Information Services category), Wwhias worth an estimated GBP 246.
million in 2010 (253% of the overall PRS market).

Directory Enquiries also showed high penetration levels in 2010 was the secondhost
commonly used PRS service according to our consumer surve\2 2 of survey respondents
reporting they had accessed Directory Enquiries PRS one or more times in the past three months.
The most widelyused PRS service last year was competitions and quizzes -Gatsgory of
Entertainment), whicR6.1% of survey respondemteported accessing.

19 ) . ) . .
The revenue figure for charity donations does not include revenue share by network operators that have been waived.
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Adult entertainmentservices andGeneral information servicesere the nextlargest service
categoriesby revenue accounting forGBP 128.5 million and GBP 120.6 million in 2010
respectively

The consumer survey revealed patternsspénd, relating to the average amount spent per
transactionand thefrequency of carrying outucha transactionThe average amount spent per
transaction ranged from a high of GBP 3.76 for charity donations down to GBP 1.10 on directory
enquiries services

(]
4.00 ™~
o ™
B 350 e
= N~ g o
S 3.00 e T R B B
=1 N A ™
% N WA N
n 2.50 Q- ©
c ®
g o
= 2.00 T
2 AR -
= 1.50 —
g
o 1.00
£
o 050
S
5]
@ -
X X O X
= ST EFLLE SIS < & & &
[} \\\eoog,b\Q&o@foc‘@@\\\,\
> CF ¥ P PSS S &
T © P & K & L QPG F
O F S @ D & NS Q
S S S T F L F S

@ & Q,Q N 7D g \Q'b & & L
© o & 5@ > 3 X & (&

S 3 v F &

<2 N
Figure 4.4: Average amount spent per transaction by users of each phone-paid service [Source:

Analysys Mason]

In the following sectionswe analyse the current and futureanket forindividual phonepaid
service categoriesvhich aredivided as per the taxonomic map kigure 4.1, into the following
service types

Informationservices
Calling services
Entertainmenservices
Personalisation and gifts
Paymentservices

=A =4 =4 -4 A

Each sectiorprovides analysis afnarket size and trendsicluding service uptake, frequency of
usage, and views on future usage and spend
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4.3 Information services

In the fdlowing section we corider the market for phongaid Information 8rvices, which can be
split into two main service types:

1 Directory enquiriegDQ) servicesare accessed through six digit telephone nuralséairting

with 118 and typially provide contacinformation for a person or businessany DQ service
providers have expanded into providing fdbrectory information

1 NonDQ Informationservicedall into 2 categories:

(0]

General paidor information serviceswhich are accessed through dialling

premium rde telephone numbers startimgth @93 as well agtextinformation

services such as AQAand locatiorbased information services (e.g. fitite

nearest, paid maps etchs well as functional services, general information

services also incllservicesshi ch one could consider Oer
sports and news updates, sports scores and tipster lines and a wide range of
specialised information services such as legal or technical advice, mobile video

news, finance info etc.

Business Informatiotines which include paidfor calls to business information
lines with the 60876 prefix (such as hel
complaint lines).

The market size for Informatio8ervices in 2010 is GBB27.1 million, down 6.0% from GBP
348.0million in 2009.

PRS revenue (GBP million)
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Figure 4.5:

Ref: 18490-45

UK Phone-paid information services revenue, 2009 and 2010 [Source: Analysys Mason]
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Revenuaenerated binformation serwes is split between:
1 Directory enquiries - GBP 2064 million, down 64% from GBP 220.5 million in 2009

1 General Information service?’ - GBP 120.6 million, down 5.4% from GBP127.50million
last year(seeFigure4.5).

In total, the information services category accounts4fi@o of total revenueon phonepaid
services, withdirectory enquiries services and general information serviggesenting 28%
and 14.8%6 of total phonepaid servicesrevenuerespectively, down from 27.2% antb.®6
respectively in 2009.

206
Directory enquiries
General information
services
483 Other phone-paid
market services
121
Figure 4.6: Revenue from directory and information services as a proportion of total revenue from

phone-paid services, 2010 (GBP million) [Source: Analysys Mason]

Information Srvicesis a mature PR$ategory However, increased competition fronugually
free) alternative informéon sourceswhich consumers are increasingly accessinghe-go via
mobile handsets, iputting pressure on tradinal PRSaccess methods and revenues. Mobile
Internet search has the potential to take significamrarket share away from phepaid
information services, as navigatiand mobile Internet access speeds from the handset improve

Higher mobile data speeds and increadisgeup of smartphone are key drivers for shifting
consumer usage patterns for-demand information servicedenetrationof 3G handsets in the

20 . -
Includes Business Information lines (087)
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UK will increasefrom 32.0% in 2009 to 42.7% in 2010, and 54.0% in120With such a high
proportion of t hedenmo P ulaa tciemiwrnetivid vnobilegdevidesthe
& onveni en c esingftadtonalrvdéceal-based DQ andjeneral information service
offerings is becomingess significant.

1 Among phonepaid service users, the penetratiomudbile Internetenabledhandsets isery
high. Our consumer survefpundthat over 80.1% of phongad service userbave a mobile
Internetenabled hndset; 49.8% alsclaim to havean unlimitedmobile data packageAs a
point of reference, Smartphone penetration in the UK was 30.9% at the end of 2010 according
to Analysys Masomwlata

4.3.1Drivers of and barriers to phonepaid Information Services

Users of phongaid information ®rvices (both DQ and General Informatioardces) are those
who are prepared to pay a premium for informataond tend to be driven by one or more of three
motivations

I the convenience of theervice
1 thetime-sensitivity of the matter
1 through impulse.

Along with these drivers, which continue to create demand for Information SeDiQeservices

takeup in the past several yeamasalso beensignificantly influenced bythe heavy marketing

canpaigns that have supported ek desading DQservice offeringsMarketing campaigns have

focused on providing consumers with catabgsyto-recall access numbeisecause of the limited

number ofservicesavailable, a few leading service providershavew managed t o t ake
share of the market.

Basedon ourinformation Services stakeholdaterviews for this studyindustry players feerv
adverts are the most effective means of advertisittgmation Services PRS

AWe try dif ftechnigues froomtinme koditnd, lougTV has the greatest impact
and provi des t[heading Dservice providlR Ol 0 .

Our study identified two key barriers to the growth of Information Services PRS.

First, the high premium charged by mobile operators to access information services is

continuing to dampen thpremium rate Information édvices marketT he &6 mobi |l e pr e mi
chargedby MNOs wa cited by one content providas having a damaging imgaacross the

entire DQ market. This is one dfd key reasons whgpend on DQ services accessed via mobile

21
Source: Analysys Mason Research, 2010
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appears to bshrinking at a faster pace thamesd on fixed DQ servicdswhich is a significant
change from the trend for growth in mobile access to PRS seiwioesent years

fiTraditionally, mobile access has driven growth and fixed access has been a shrinking
market. Now mobile revenues are shrinking faster than those from fixed lines. One mobile
operator is charging an 80% maikp on our prices and this is something we have no
control oveo - [Leading DQ service provider

Secondly, bothgneral information servicdse . g . cinema |istings,- dneare
ans wer dnsapnicespnd DQ offerings & facing significant competition fromobile apps
and the widespreaaailability of equivalent free contenton boththe PC and mobilplatforms

1 Apps already exist that can perform many of the same tasks for fittle cost and either
are preloadedo a device oare easily downloadable wmartphones (e.g. Google Maps,
Flixster, Urban Spoon)

1 Whilst onthemove, it is possible to carry out internet searches using the browser of an
internet enabled mobile device, providing a readily available and familiar alternative to
6 a-a y s vandrinformatiorservices

9 Our consumer surveshows thatout of those who believed they would use DQ services
lessin the next 12 months, 46% (sEmgure4.9)citedoavai | abi l ity of free
of their reasons for doing so

1 This has driversomeDQ service providers to focus on alternative propositions and move
away from their traditional service offerings.

Business Information servicese primarily paiefor customer service lines or customer help lines

run by businesses for their customers. Businesses may choose to use a contact number within the
PRS range of numbers as a way or generating income to offset the cost of running the service or,
some may say, ag way of limiting the number calls received e.g. many budget airlines use
087x09x numbers for their customer facing contact lines
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4.3.2Directory enquiries

Directory enquiries service®.g, The Number, BT Telephone Directory Services 118 508)
primarily accessedy calling a six-digit telephone number starting with18 . These ser v
principally providecontactinformationfor a person or business

Directory enquiriegDQ) servicesmay be voiceonly, or may be provided as wddl mobile text
messagewith the requested information sent as a text to the calleesponse to a voice call
enquiry. DQ services are also provided via SMiBy services(e.g. 118 Answers), where the
consumer sends in an enquiry by text to the saittigibshort codehey would dial if calling the
service andreceives the requested information itext response

The DQ market was liberalised in 2003 to break the monopoly position of the 192 service
provided by BT. Since the introduction of competition in 2003, servitekr ough 6118 xxx 0
numbershave extended beyorgimple directory enquiries. of example, somerovidersoffer

services providing answers to everyday questions or providing cinema times

Whilst numerous directory enquiry services have been launsiveze the introduction of
competition, over 80% of the market is held by two main players: 118 118 and BT. Although
numerousDQ services are currently in operation, the impact of advertising has driven consumers
to use only the leading DQ servicds. addtion, for most consumers, the costs of use are higher
(inreatterms)thanwhen DQ was a monopoly serviceo

9 Prior to liberalisation of the DQ market,al | i ng BT6és 1 P& callier vi ce
(March 200>

f CaingBTés 118 500 ser vpec minute with arc additiorsal 58p1 . 1 9
connection chargecalling the service offered by main competitht8 118 costd2p per
minute with a£1.29 per caltonnection charge

Cheaper flat rate phonepaid alternativesto the DQ services provided by the marketlkxa are

al so available (e.g. GM Groupbds 118 226 and Con
widely-known (and the access numbers more difficult to recall for consumers), meaning there is

little price pressure on the market leaders from thesetly competing offerings.

The DQ market is mature analsofacespressure from thgrowing availability of other forms of
informationcontentincluding cheaper or free content.

1 The phonepaid DQ services market has shrunk by9%6.from 2009, droppingrom
GBP220.5n 2009 to GBP 208&.million in 2010 (sed-igure4.6)

22 ) . -
Approximately 50p in 2010 real terms [based on average Bank of England-reported RPI inflation rate of 2.78% between 2002 to

2010].
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The ability to make directory enquiry calls from a mobile phone has been a ey argrowthin

DQ services revenu@ recent years, with access from fixed lines declining. However, interviews
with stakeholdersor this studysuggest thamobile DQ access revenués now declining at a
faster rate than fixed. This can partly be attribted to the increased ease in accessing the
information for free via mobile Internet.

However, a more important factor in declining mobile access appears he lbegh premium
levied on calls from mobilesOne extreme exampleported to usvasa UK MNO charging an
80% premium for a mobile call to a DQ service, comparedhe standard cost per minute of a
fixed networkcall to a directory enquiry (DQ) service.

Consumer uncertainty about the cosf calling DQ services from a mobile phone relative to a

fixed line directory enquiries call is further constraining the mobile DQ matkeaddition, one

stakeholder wenterviewed commented on thdack of transparency on pricing applied to

rerauting callst o t he t arget of t li.e, wheo & €ansumarequests @ Q enqu
telephone number and the call attendant offers to connect the caller to the requested number).

fiLack of transparency on pricing, particularity when routing a call through, has resulted
in instances of bill shock. [The MNOl has¢cr eased fiper manent charg
100-150ppnd - [Industry group representative

Market Players

The two main players arEl8 500- thesuccessorto incume nt BToés monopmml y 192
118 118 which is operatedhy The Number UK Ltd. Together the two services command more

than 80% of the market by revenue. There are also a range of smaller andfiregealdservices

available, includingVlaureen 118 212, British Red Cross 118 488h a share ofevenue going

to charity), TalkTalk 118 111and0800 118 FREKalsooperatedoy The Number UK Ltd)

Directory Enquiries Usage

Our consumer survey revealed tBat% of consumergincluding both PRS and nePRS users)
have used directory enquiry services at least once in the past six rfsaehigure4.7>*), making
this one of the most commonly used phgaéd servics.

9 Usage of directory enquiries services was highest amot@4 3®ar olds, with 39% dafll
respondentin this age groumsingthem in the past 6 months, versusdy 12% of over
55s.

= Anal ysys Masondés UK consumer survey for PhonepayPlus had 14 062 respo

were phone-paid services users.

24 . .
See Annex D: Service penetration data for source data
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Figure 4.7: Usage penetration of DQ services by demographic group in the last six months, 2010

[Source: Analysys Mason]

Amongst active directory enquiry PRS usershe most common seteported service usage
frequencywas 6Less than once every three mont hso:

1 49% ofDQusersc | ai med to use directory enquiry servi
1 21%ofDQuserc| ai med to use these servi.ces O6once or
DQ users spend an average of GBPO per transaction based on their own-ssgiorting.

1 Over 55sreported spendinthe least GBP 0.80 per transactioni only 25.4% of this age
group claimto typically spend more than GHBFOO per transaction

1 1824 year olds spend the mo&RP 1.45) 1 49.4% of this age group claim théypically
spend more than GBROOper transaction

Most DQ usergeport they expectheir service usagé stay the sameover the coming year
Among those who believe it will changeearly twice as many beve their usage will decrease
(23%) as believe theirusagewill increase (12%). The 167 and oveb5 age groups had the
largest proportion®f respondentgboth 27%)planning to dereaseusage in the next twelve
months (se&igure4.8).
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Figure 4.8: Self-predicted change in usage of directory enquiries over the next 12 months, amongst

existing DQ users, by demographic group [Source: Analysys Mason]

Among respondents who expecteduge DQ services less ovidre next 12 months, the most
common reason&s Ohaving |l ess disposable incomed (579
same content flkigure4d9.eed (46%) ( See
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Figure 4.9:

Reasons for reducing future use of DQ services (among respondents who stated their

usage will decrease in the next 12 months)*: [Source: Analysys Mason]

DQ ServiceProvider Srategies Developing NeviRevenue tfeams

To offset the revenue loss seen over the gagtralyears, DQ service providers have looked for
new revenue streamdby enteringother information markets

1 A number of DQ service providers have starting supplying-digectory information(e.qg.
cinema and train times) via phopaid services.

! 118 118has launched an ddnded alternative to their DQ servic@800 118 FREET the
caller dials a free phone number and after listening to an advertisement has access to an

automated voiceecogntion system through which the enquiry is placed. Examples of

advertisers include The AA, Interflora, Refast and Aviva Insurance

! 118 118was also offering a service supplying a database of 30,000 restaurant menus, which
was intended as a voice serviodbe accessed from mobile phones wheithexgo. However,
the service has beahoppeddue tol ack of demand, whi ch was
premi umo.

DQ providersmay have an opportunitip capitalise on the tr& for providing locatiorbased
services tomobile usersandare wellplacedto provide users who are searching for directygpe
information from their mobilewith a more relevant, targeted user experience.

25

755 respondents in total. Respondents were able to select more than one response to the question.
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Despite the potential for phomaid directory enquiry services spetwl be diveréd to mobile

apps, industry players we spoke withw appsas a potentiahrea ofopportunity With mobile

phones increasingly being the DQ access method of choice for consumers, information providers

are looking to alternative payment methods in ordebtppass what are vVviewed
surcharges placed on the cost of a DQ call by MNOs. This is likely to accelerate the shift away

from using phongaid services as tiHeremostaccessnethodfor directory services enquiries.

Payment through apps is bgilooked at as a way of reducing the revenue erosion that has already
been seen and it is hoped that this and other payment mechanisms will gain traction and counter
the slide in traditional voicbased revenues.

filf MNOs do not change their charging padis, | fear th PR§ DQ market may diminish
and eventually become a niche offedng/Leading DQ service provider

Moreover, mobile apps may provide an additional marketing tool for providers, with the app
linking to the serviceg r o v iwebsite,Gvhere paitbr content is offered.

Whilst there are opportunities in the app market, it is important to stress the threat that mobile
apps pose to thphonepaid information services market. Both free apps and mobile Internet
browsing are incresangly giving consumers access to a wealth of information decreasing a
reliance there may have been on both DQ and general information services.

4 .3.3General and Business hformation services

Premium rate information services which are not-i2@ated areclassified as General and
Business Information services.

Phonepaid General I nformation servicesinclude (but are not limited to) the following:

Sports and news updates (incl. mobile video news, finance info etc.)
Sports scores and tipster lines

Specialisd information services (e.g. legal or technical advice)

Text information services (e.g. AQA)

Locationbased information services (e.qg. fititie-nearest, paid maps etc.)

= =4 =4 4 =9

Business Information services which we have grouped together with General Information
Services for the purpose of this analysase primarily paiefor customer service lines or customer
help lines run by businesses for their custom&ugsiness information lines in the Ud¢e offered

on numbers starting with 0871, 0872 and 0878te thathese prefixes may also be used for other
types of premium rate servicesin August 2009these numbers (for thosehere the charge per
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minute is GBP0O.0O5ormogjever e recl assi fied as 06087 PRS6 and
of PhonepayPIu¥.

This combined segmengépresentd4.8% of totalrevenue from phonepaid services with a value
of GBP 120.6million excluding VAT for the year 2010 (seléigure 4.6), down 48% from GBP
1275 million in 2009. The main reasons behind the reductiontlie Generaland Business
Information servicesnarket size are:

9 the availability of similar content for feethrough the internet
1 the increasing prevalence of smartphones, facilitating access to general information
through mobile internet browsers

Since consumers nedd call these numbers when they require assistance or wish to resolve a
guery,Business Inforration lines are relatively price inelastic, meaniagenues tend to remain

steady fomyear to yedf. Of c o m6 s 2 Thé @se of rogemgraphic numbers by services

providers?, carried ouby Analysys Masopstated thaifi t hig a general migration to ranges with

lower retail prices (e.0844) and away fron®871/2/ due t o the perceived ¢
trust in specific number ranges. Thisuld indicate that the number Business Information lines
revenueghat fallwithin the definition of PRS may be decreasing.

In some industries, it may be the case that companies are raising their dbargelp line or
customer service line access. This may beoider to make up for lost revenue elsewhere
businesses may use PRS tamh numbers to generate revenue or at least offset some customer care
costs Suwch decisions may be integral to a business stratgy budget airlinesmay prefer
customers to make contact through viselsed methods.

Market Players

General Informatiorservices are provided bmany different content providerswith varying
degrees obpecialisation The market is highly fragmentedxamples of the diversity of phone
paid General Informatioservicesnclude:

1 Divorce-online.co.ukofferslegal advice through phonepaid voice line (09xx)
1 Weatherquest.co.ukprovidesbespoke weather forecasting services thraughonepaid
voice line (09xx)

21 . . . . . .
6 087 PRSrevenue figures in ThinkTanksdéds 2009 report were estimates, since r e¢

for the entire year. To ensure consistency between 2009 and 2010 revenue numbers, we have analysed General Information
Services as a single category which includes Business Information Lines as a sub-set.

27 ) _ ! ) ’ )
Revenues for Business Information lines forms a subset of General Information services for the purposes of this report, meaning we
can only provide an indicative view of the market.

2 L .
8 http://stakeholders.ofcom.org.uk/binaries/consultations/nongeo/annexes/use-of-nongeo.pdf
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1 Mainstream news agencies suclSky Newsoffer paid for SMS alerts on specifiopics
(25p per SMS received)
1 ITV offersFormula 1 SMS alerts (25p per SMS received).

Business Information lines include:

9 Customer care lines
9 Product helplines

Usage trends foGeneral Informatiorservices

As shown inFigure 4.10, 13.0% of all respondentsurveyed reported that they had used {faid
General hformation services at least once in the last six morfths is a significant decrease
compared with the@9 market review, whe21% of respondents surveyegported to uspaid
for General Information servicésespondent base5001)

1 The 2534 age group has the higst usage penetration for phgred General Informatio
services, at 24.8%, closelyfollowed by the 184 age group (28%).

1 Only 4.8% of all respondents agealver 55sclaimed to usehonepaid General Information

services.
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Figure 4.10: Usage penetration of General information services by demographic group, in the last six

months, 2010 [Source: Analysys Mason]
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Users of phongaid general informatioservices report that theypically spend betwee®BP
0.50and GBPL.99 per transaction.

35.4%o0f userssaid tley typically spendsBP 0.50-0.99 per transaction

22.4%of usergeport usually spendinGBP 1.00-1.99 peitransaction

42% of users claimed to use general information services less than once every three months
24% of userglaimed to use these services once or twice every three months

=A =4 =4 -4

The outlookfor phonepaid general information servicesreativelyweak 44.7%%6 of current PRS
general information services users believe their usage eé thervices will remain unchampe
over the coming year, whil5.26 believe their usagewill decreaséseeFigure 4.11). Only
17.0% expect their usage of these services to increasethe next year.

55+
45-54
35-44

25-34 m |t will increase
= [t will stay the same

18-24 It will decrease

Demographic group (years)

16-17

11-15

0% 10% 20% 30% 40% 50% 60%
Percentage of general information services PRS users

Figure 4.11: Self-predicted change in usage of general information PRS amongst existing users over

the next 12 months, by demographic group. [Source: Analysys Mason]

Of those users who expect their usagealecrease, the most frequently cited reason was having
less disposable income (46%), followed by having access to the same content for free (39%).

Service Provider tategies Focus on [@velopingTargeted, Differentiatede®vices

Despite the availability of free contenBRS general information providers still have the
opportunity to specialise in niche and premium content offerings, particularly those where there is
existing consumer brand loyglor an element of time sensitivity which may make consumers
more willing to pay for usage. A number of players have looked to desaldifferentiated
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premium services (e.g. race predictions from aexpert horse racing tipster, bespoke weather
forecass provided by a dedicated teerological team)

1 Weatherquest.co.uk a company providing specialised weather forecasts and information,
targeted to both thgeneral public and individual industry verticals including agriculture, the
insurance industry ral shipping, remains positive about the outlook for their service
proposition and revenues. The or gpaitdersi@@s, i on r e|
with approximately a fiftyfifty split between calls originating from mobile and fixed lines.

We also expect that service providers will look to includdoaation elementas a key
differentiator for their PRS paid information services. However, up till now, this strategy has
proven too complex to be practicable for most playens, traditional PR$roviders are unlikely

to beat the forefront of development of such services. Challenges inthedeomplexities of
working with multiple device types, the commercial and technical arrangements for obtaining cell
based location information from MNOsnéthe software and applications development required
to serve meaningful and accurate locatielevant information to consumers.

4.4 Call Services

Premium rate Call &vices are definedavithin the scope of this slly as those that offer amdirect

way to call international numberg/hich is cheaper than calling directly using the standard voice
service providerdés service. Tiist dials & premiunrPa®S c al |
access number and, once connected, is invited tahd#ainternational number they wish to be
connected to.

For the purpose of this study, market sizing incluces to®9%a nd 6 0 &@ll1Senacks3 6
access numbsr

Excluded from this market sizing exercise are:

§ Calls through 0844 and 0845 accesshars (which account for a significant proportion of
low-cost calling access nhumbers) and 0870 numbers

1 Calling cards (e.g. Tescmternational Calling Cang whereby the user buys a card loaded
with calling credit, since the calls are paid for upfront tredaccess number will tend to be a
free phone, geographic or 0844/5 rgwographic number.

We estimataevenuefrom Call Services( 6 0 9 6 a n d to beOGBP15.7 n2illioi3*6in) 2010
(seeFigure4.12), accounting fod.9% of the tdal phonepaid services market.

Excluding VAT
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16
Call services
Other phone-paid market
services
800
Figure 4.12: Revenue from Call Services as a proportion of total revenue from phone-paid services,

2010 (GBP million) [Source: Analysys Mason]

Demand drivers and barriers f@honepaid call services

Analysys Mason believes that tHéficult economic climate, which is forcing consumers to look
for ways to make savings on theintgoing expendituredias been a key driver of phepeaid call
services While this driver will help the call services market in the sfiomid-term, we do not
expect this upward trend to continirethe longterm There are a number of readily avaitabl
alternatives to phonpaid international CalBervices thatonsumers are becoming increasingly
savvy with. These include:

1 Low cost pre-paid calling cards(e.g. Tesco International Calling Card)
1 VolIP services (e.g. Skype, either through free SkyipeSkype calling or by using Skype
credit or Skype Out to call a landline or mobile line directly).

Skype is already the main driver of growth in international voice traffic, indicating a significant
shift in consumer usage patterns. We expect these alterimaéimeational calling methods to gain
significant market share over time, to the detriment of PRS providers in this market.

Market Players

Thereare numerous activ@all Serviceproviders in the UK market. Examples inclubet are by
no means limited to

i telediscount.co.uk,

9 justdial.co.uk
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T italk247.com
9 juvino.com.

Usage of Ronepaid Call Services

13.9% of all respondentsurveyedclaim to have use@all Services at lest once in the past six
months. Service penetratioowas highest in the 284 age range2{.8%), with the lovest
occurrence in the ovés5 age grouf5.3%).

Amongst active phonpaidserviceausers, average penetratioinCall Servicesvasrelatively high
at38%, peaking at 53% in the &8 age grougseeFigure4.13%).
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Figure 4.13: Usage penetration of Call Services in the last six months, by demographic group, 2010

[Source: Analysys Mason]

Among those consumers who report usial Services

1 21.9% use these services at omcdwice amonth
1 36.0% use these services less than once every three months

The mediaramountCall Service userseported spendingn a single transaction was GBRO-
GBP 1.99 with an average d&BP 1.90spent per transaction.

1 On averagephonepaid call servicaisers in the 454 age rangeeported spendinthe least of
any age groupGBP 1.50per transaction

30 . .
See Annex D: Service penetration data for source data
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1 The 2534 and 184 age groups spent the mosiith spendper transaction averaging GBP
2.29 and GBR.07 respectively

45% of Call Services users surveyethought theirserviceusage wouldemainthe sameoverthe
next 12 monthswith around a quarter (25%yedictinga decrease and 17% statithgir usage
wouldincrease (seEigure4.14).
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Figure 4.14:

Self-predicted change in usage of phone-paid Call Services over the next 12 months

amongst existing users, by demographic group. [Source: Analysys Mason]

Among Call Service users who thought that their seeviusage would decline in the next 12
months 54%cited havingless disposable income as the primary césseFigure4.15).

Ref: 18490-45

o
& analysys
e Mason



Current and emerging trends in the UK premium-rate services market | 56

60%
54%

50%

40%

Percentage of those call service users who
foresee a decline in their usage in the next 12

2 30% 27%
< 24%
o
1S
20%
0,
10% 4% 5%
0%
| willhave My interests | cannow Bad publicity Other
less are changing access so
disposable much more
income content for
free
Figure 4.15: Reasons for reducing future use of Call Services, amongst existing users that predict their

usage will decline over the next 12 months [Source: Analysys Mason]

Service Provider tfategies Despite HeavCompetition and Price Pressure, Internationalithg
Services Appear to be Growing

Competition in thepremium rate Calling &vices market is intense. Low barriers to entry have
meant that new service providers have found it easy to enter the marnlkingdns intense price
pressurén what is already by definitioni a market whose main proposition to consumers is low
pricing to help them avoid gang high international calling charges.

Since international Call Service access numbers are very efasy tbrough a Google search, it is
relatively easy for consumers to compare call pricesffered by different providers to their
chosen calling destination, to find the cheapest provider, which adds further price pressure.

However, while these factors psent important challenges for service providers, the revenue
figures in this study show thase of international call services has increasegdificantly overthe

past year. We believe the key driver here is the difficult economic climate, which isgforci
consumers to loofor ways tomake savings on their outgoing expenditures.

4.5 Entertainment
In this section we consider the following phepead entertainment services:

{1 Adult entertainmentomprises all content of a sexual nature, including adult chagoyi
images, and recorded stories consumed on a mobile device. This also includes adult content
paid for through phonpaid services, but consumed on fgirone platforms.
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1 Competitions and quizzesn all platforms, paid for through premium SMS or by callang
premium rate number (e.g. competitions to win a prize on a TV program or advertised in a
magazine).

1 Voting and other participation TV the common element of services within this area is the
ability to influence the outcome of the programme you arehiragc This can include voting
for a particular contestant on a reality sho
contributing comments to a programme where there is a charge above the normal cost of a
call/SMS (e.gITV Daybreak text in commenistextto-screen channels (e.g. Rabbit TV) and
auction/reverse auction TV channels (e.g. bid TV) where number dialled to bid for an item is
phonepaid.

91 Flirt / dating / chainclude those services of a neaxual nature. This includes voice services
through 087 and 09 number ranges and premium SMS chat services (e.g. Flirtomatic,
FlirtXchange)

1 Gamblingincludes @mbling, betting, lotteries and scratch card services accesstd@ted or
paidfor through phongaid mechanisms

1 Gamingconsists of all phonpaid games played on both mobile phones as well apinomne
based platforms (i.e. this includes purchasing a game through a-phidnmechanism, but
playing it on a consolBlC)

{ Tarot/astrology/psychic servicgsimarily consist of premium hotlines, offering ange of
fortunetelling services

1 Other entertainment conteimcludes purchases of music, video, TV and other entertainment
content for consumption on mobile deviced)ether it be streamed, downloaded or access
through mobile applications. This service type excludes astrology/tarot/psychic, gaming and
adult content

Market sizing for phongaid entertainment services

The marketsize for Entertainment services in 208Xcluding VAT, is GBP425.5 million, up
5.3% from GBP404.1million in 2009(seeFigure4.16).
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Figure 4.16: UK Phone-paid entertainment services revenue, 2009 and 2010 [Source: Analysys
Mason]

Revenue generated Bntertainment &vicesPRSis split between:
1 Adult entertainment - GBP 128.5million, down2.0% from GBP 131.1 million in 2009
1 Competitions and quizzes GBP 54.1million, up 0.9% from GBP 53.6 million in 2009

1 Voting and other participation TV - GBP42.6 million, up 34.3% from GBP 31.7 million in
2009

1 Flirt/ dating / chat - GBP 34.7million, up 35.9% from GBP 25.5 million in 2009

1 Gambling, betting, lotteries and scratch card services GBP 45.3 million, up 24.8% from
GBP 36.3 million in 2009

1 Gaming - GBP48.5million, down12.3% from GBP 55.3 million in 2009

1 Other entertainment content (incl. music, video and TV) - GBP 50.5 million, down 5.1%
from GBP 53.2 million in 2009

1 Tarot/astrology/psychic servicess GBP 214 million, up 23.1% from GBP 17.4 million in
2009

31 . . ) ’
Note: as in other sections, all revenue figures discussed are ex-VAT.
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In total, entertainment services accountssdi% of totalrevenue fronphonepaid servees.
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Other phone-paid
48 market services

Figure 4.17: Revenue from individual phone-paid entertainment services, as a proportion of total

phone-paid services market revenue®, 2010 (GBP million) [Source: Analysys Mason]

Demand drivers for phorgaid entertainment services

Key drivers of phongaid entertainment services are those which are driyamgraltakeup of
digital and nordigital (e.g., voicebased) entertainment services in the larger consumer magket, a
discussed above in SectiBnThese include:

1 Enhanced connectivity speedsthrough highspeed broadband deployment, both fixed and
mobile, which ardacilitating the consumption of Interndiased videwelated content

1 Flat-rate data plans and sendeipays schemesre reducing the cost of using péit mobile
entertainment services

! The growing penetration d smartphones and other wirelesslevices which are allowig
consumers to explore new ways of accessing and purchasing entertainment content from the
mobile phone as well as from tabletgeaders and related devices

1 Improved user interfaces and operating systems on mobile phonesncluding
touchscreens, QWERT¥Keyboards, buifin search functionality, and embedded connections

All figures are ex-VAT.
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to applications and to applications storeall of which improve the user experience and make
entertainment content more accessible.

1 The rapid spread of mobile applications ad app stores provides a new channel for
distribution and consumption of phehased entertainment services, many of which are paid
for on an ad hoc basis from the phone, although not alway@R&apayment methods.

1 Many social networking applicationsare well suited to a mobile environment, and mobile
users have quickly adopted mobile social networking clie@tsisumers are increasingly
accessing entertainment (notably games, chat, flirt etc.) within social networks via their mobile
devices' for examplefor example, the FarmVille game on Facebook.

All of the above trends may generate new opportunitieplfienepaid entertainment services.
But at the same time, the fambving and unpredictable evolution of these markets, and the
plethora of new playersntering, also present many challenges for traditi®R® players and
services

Barriers to adoption of phonpaid entertainment services

Despite the general expansion of the digital entertainment market (particularly for content and
services accessethvmobile devices), there remain a number of inhibitors to the growth of phone
paid entertainment services

1 App storeshave significantly altered the landscape for phpakl content and services,
including business models and the way services are rsededind billed (the impact of app
stores on PRS is explored in more detail in Se@i@mf this report) Apps are often linked
to alternative payment methods notably prepaid wallets or cards (e.g., through iTunes),
credit/debit cards which are stored with the
be reentered after the initial registration and purchase; and virtual currency wallets within
specificapps or within social networks (e.g., Facebook Credits).

1 The proliferation ofree mobile content and applicationswith the business model being to
monetise these offerings via advertising and sponsorship revenues rather than via charging the
consumer directly, is impacting what consumers are prepared to pdjofaexample adult
entertainment PRS fadacreasng o mpet i ti on f Abmbé@ddselite?. 0bat
usergenerated or pirated contelmhprovements in discovery and navigatiorof content also
mean that users are more effectively able to find free coifitinety do not wish to pay

1 Security threats are not yet widespread, but are becoming increasingly common and in some
cases may create specific issues relating to PRS. One common ploy is for mainstream games
to be O6trojanised6b and then rerel edearerdt as pir
Actiond, for BREW and Windows Mobile platform
Beijing Huike Technology. This game was trojanised by a Russian matieastoper and
uploaded to several Windows Mobile freeware download sites. Userddavoloadedthe
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gamefound that that their phones were automatically dialling international premium rate
phone numbers.

4 5.1 Adult entertainment services

Adult entertainmenservices include all content of a sexual nature, including adult chat, video,
images, ad recorded storiesonsumed on a mobile device. The categalgo includes adult
contentwhich is consumed on ngvhone platforms (e.g., video delivered via the Internet or pay
perview to the TV or PC), but which is ghfor through phong@aid mechanisms.

Adult entertainment PR&re typically billed via premium SMS or by dialling a premium (09)
voice number. HowevelRPRS competes withlternative payment methods for adult content
notably credit cardé which are also frequently employdxy users As adilt content onsumption
patternsshift from TV-based to online, and from online to mobpayment patterns and methods
are likely to shift as well.

Ad hocpurchases of adult content are the norm in the UK. One adult content reseller we spoke

with indicaed that approximately 80% of adult content PRS are purchased ad laocbasis,

while only 20% are purchased as part obargoingsubscription serviceAd ul t O6per sonal i s
content is frequently offered as part ofabscription servicewhich may le phonepaid, or paid

for using other methods.

Adult entertainment is the second largest segment withiowlll premium rate services market
and the largest segment within the Entertainment categjbeyUK markefor adult entertainment
PRSis worthGBP 128.5 million, or 15.7%6 of total phonepaid marketevenuen 2010 (sed-igure
4.17 at beginning of Entertainment sectjpdown2.0% from GBP 1311 million in 2009 (when it
accounted for 16.2% of PRS revenues).

1 Adult PRS are seeing increased competition from fsakne andmobile adult content,
includingfi t u b e &eatwing tuseigenerated adult content. Industry players report that this
has i mpacted consumersdé6 willingness to pay fo
sell significantly more content than preusly to make the same revenues

Market Players

The UK adult entertainment PR®&arket ishighly competitive with multiple content resellers and
D2C service providers operating in an increasingly crowded mace¢ adult PRS providewe
spoke withsuggestdthat the market is in fact now reaching saturation in terms of the number of
market players and the volume of contdbbth paidfor and free)that is now available.
Increasingly, customers are less loyal to a particular provider and will go to msitgseto find

the content they want.

Some major content resellers who offer&ult entertainment serviceslude
1 CherrySauce which has a partner affiliate scheme with the UK being their biggest market;
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1 A3 Media, which distributes \a most of the main UK MNOs;
T Katina Leisure, which also runs an affiliate program and its own direct to consumer business.

MNOs alsooffer a wide range of adult services mobile subscribergia their portals although
these are sourced from third partiesr example, O2 offers a selection of wallpapers and pictures
priced fromGBP 0.50 per downloadand videos fronGBP 2.00 per download.

Usage of phongaid adultentertainmenservices

Our consmer survey revealed thét4%of respondentsurveyedaged 16 years and aboveclaim
to have used phorgaid adultentertainmenservices in the past six monthéseeFigure4.18).

1 Within the B+ agedemographiclevels ofusage were particularly high in the-28 and
25-34 age groups (13.0% and 15.8% service penetration rates respectively)

9 Usage drops off significantly amomgnsumes aged 45 and above; only 1.9% claimed to
have used phongaid adultentertainmenservicesn the last six months

35% 35%
30% u 30%
25% 25%

20% 20% All respondents (both
phone paid services
users and non-users)

15% 15% [Base: 12681

m Phone-paid service

10% 10% users [Base: 4588]

5% B 5%

% of all respondents using Adult services
|
% of phone-paid services users using Adult
services

0% 0%

A ™ & 3 3 x
AN LR S - S S
SN AR\~ S SN ©

Respondent age group (years)

Figure 4.18: Usage penetration of phone-paid adult services in the last six months by demographic

group, 2010 [Source: Analysys Mason]

Among active uss of phonepai d adul t services, t he most C 0 mn
than once every three mo spbrdentd selgdtirigthisaptioo.und one (q

3 12 681 respondents in total.

34 . .
See Annex D: Service penetration data for source data
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f Active users aged 134 are relatively frequent users of adult entertainment-HRS under a
third of users in this age group (27.2%) claimtousepipoaei d adult ser vi ces 0«
mo n t(skebigure4.19).

1 Despite the 18+ age restrictions @mtent of a sexual nature, 5.9% of respondents agéd 16
claim to use phongaid adult servicesand do so on a frequent basis: 47.1% of this group
claim to access adult content at | east O6once

1 Men are twice as likely to use phepaid adult service as women, and use them more
frequently

3.0%

2 50 2.4%

2.2%
0
2.0% 1.8%
1.6%
1.5%
1.19 109 Female
1.0% 0.89 0.89 0.9% = Male
0.59
0.5%
0.0%

Less than Once or Once or Two to five More than
once every twice every twice a times a once a
three three month month week
months months

Percentage of adult entertainment PRS user by
demographic group

Figure 4.19: Usage frequency of adult entertainment PRS services in the last six months, amongst all

survey respondents, by demographic group, 2010 [Source: Analysys Mason]

Among adult PRS users:

f The biggest spenders are those aged 55+. On average, users in this age grogpBRedd
per transaction; with 1098 claiming to spend more th&BP 10.00 per transaction

1 The3544 age range spends the least; with an average spend df. &Bper transaction

Nearly half ofusers of phonpaid adult services (44.2%) believe that their usage will stay the
same in the next 12 monthiist under a quarter of altlult PRusers(24.5%) believe their usage
will decreasever the same period, versl®.8%who predictthattheir usage will increase.

Of those who stated their usage would most likely decrease in the next 12 months (212
respondents), the main reasons were:
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f 0my isat@reschangingod6 (42.5%)
T 6having |l ess disposable incomed (36. 3%).
f 6can now access so0 nmMale% more content for free:

Service provider strategies: Mobile and video offer new revenue streams for adult PRS providers

In the last few yearsadult PRShaseme under increasing compbeéeotion
sitesthat offer free usegenerated or pirated conteihe rapid rise and popularity of app stores
hasalsoseema | ot of adult contdechdt meoatant piodiders edliset he MN
they need to formulate offeck strategies, but some are struggling to get a good ROI on their
marketing spend.

Among service providers who offer pdior adult content, there is increasing interest in providing

their customers with a reputable billing chanism. Some service providers we spoke with
perceived Payforit as something of a oO6gold sta
reliable and trusted payment mechanism:

fiwe offer the full gamut of billing solutions, but it is important tohat tve only
use legitimate and responsible billing solution\dult and non-adult content
provider]

Improved device functionality and connectivity have enahlieito and videechat services
which may offer new revenue streams for service providers. kKampme, the launch of
O6FaceTi meb, ted ehat fe@ureoim Jrily 2080 hemsabtiel video chat services with
adult models. These services are typically charged at aroun@@8per minute.

Current levels of usage of adURRS are relatively low, with only 846 of those surveyed
claiming to have wed them in the last six months. There magd@pe for growth, if adult service
providers can provide valtedd that differentiatesheéir services from free conteitalthough
providers (and consumers) may not opt to use pipaie billing methods for such services.

1 Content providersould provide a morepersonalised experiencefor example, through the
use of recommendations tied to user preferences

1 Improved customer relationshjp managementcould also helpo retain and upsellsersi at
present, there is a lot emphasis on clicknarketing.

4.5.2Competitions/quizzes

PRScompetitions and quizzesedefinedas those paid for through premium SMS or by calling a
premium rate numbeirrespective of the platform on which they are consuf(eeagl, competitions
to win a prize on a TV programe or advertised in a magazine are included)

This segment represer@t% of totalrevenuefrom phonepaid servicesat GBP 54.1 million for
the year 2010 (sdeigure4.14), up 0.9 from the 2009 market size of GBP 53.6 million
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Market Players

MNOs offer a limited range of competition and quiervices via their portals. For example,
Orange runs competitions to win musiacert and film premiere tickets. However the majority
of such competitionsere offered as free, rather than pod services.

One major myer in the phoneaid competitio and qu

iz market i elecom Express which

suppliescompetition and quiz services (as wellaler types of phonpaid contentYo a large

number of newspapers.

Usage of phon@aid competitions / quizzes

Competition and quiz services are the most pop(rfaost commonly used) type of phepaid
service with around one quarter (26.1%)safrveyed consumetsing them. (seBigure4.20®):

1 Survey respondents agef-34 were the biggest users of competition PRBEZ%0);

1 Usage of competition PRS is lowest amsngvey respondentged 55412.3%)
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phone paid services
users and non-users)
[Base: 14062]

®m Phone-paid service
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% of phone-paid services users using
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Figure 4.20: Usage penetration of competition and quiz services in the last six months by demographic

group, 2010 [Source: Analysys Mason]

35 . .
Annex D: Service penetration data
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Despite high numbers of respondents using pipaineé competitionand quiz serviceghose that
do use them (3667 respondents) dadatively infrequently, compared to frequency of usafje
otherphonepaid entertainmenservices:

1 37.1% that useampetition and qui? R S, do so Ol ess thanuonce ev.
4. 9% t hat do so O6more than once a weeko

1 Only 49% of all users take part in a phgn@ai d competition or qui z
we e k Gigwed.21)

40%

35%
(2]
§ 30%
2 25% More than once a week
o
G 20% N
o 0% = Two to five times a month
g 15%
[} ] i
g 10% Once or twice a month
o
S% Once or twice every three
months
0%
m Less than once every three
6\(5\ (‘,0\0 & Q}‘\\ QP Q & h y
X ) ((\ ) QS <\, montns
S - S R CLE S
P \\\Q ¢ > & & X
S & @ O N &
N R S & P
< & ({\o < @\) > O
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N C) ?‘6 O
Figure 4.21: Usage frequency of phone-paid entertainment services amongst users of each service

type [Source: Analysys Mason]

On averagesompetition PRS usespendGBPL.41 per transactignvhich is the thirdowest level
of spendamong all PRS serviceslifectory enquiry and general information servispgend are
lower).

1 2534 year olds claim to spend the mSBP1.70 per transaction) on competition PRS, while
16-17 year olds spend the least on average (GBP1.18 per transaction)

On averagemale respondentgpend slightly more than their female counterparts, at GB® per
transactionversusGBP 1.34 per transacticior women.

In the next 12 month$3.7% of users of phoreaid mmpetition and quiz servisebelieve their
usage habits will not change, 23.3% think their usage will decrease and 11.0% think it will
increase. Of those that do deeir service usage decreasjtige largest proportiorjust under two
thirds of respondents (62.7Y@ttribute this to their financial situation.
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Service provider strategiesTraditional revenues argelatively stagnant but new emedia
channels and devicese creating new revenue opportunitfes competition/quiz PRS

Currently, access to competition and quiz services is highest via premium SMS, when compared
with premium voice access. However, premium SMS and premium voice were stated as generating
roughlythe same amount of revenue each. As part of this study, we spoke with a major supplier to
the media industry who stated that magoowth would be coming from SMS payment, whilst
premium rate voice revenues would continue to decline slowly. Our stakehukl®iewee also
believed the overall market was shrinking:

fAlthough our market share has increased, this is more a reflection of smaller competitors
pulling out of the market, or our organisation buying themdUy€Competition and quiz
service supplig

Since this is already a very mature market, pressure on revenues has meant that some services will
be less economically viable beyoR6811. Fom the point of view of the service providers, two
issues were highlighted:

1 the charging structures put itape by the MNOs
1 the lack of price transparency when accessing services from a mobile.

AMNO pricing policies are excessive, and in additional there is a lack of effective price
transparency meaning users dondét Kkhebiggesswhat t h
killers of premium rate traffio - [Competition and quiz service supplier]

The industry stakeholder stated that the market for supplying competitions and quizzes to the
media industry was movingway from a revenue share model, towards a mimum fee model

T whereby a monthly fee is charged to the media entity (e.g. newspaper, magazine) to provide the
service. In essence this was viewed as adopting an agency model rather than revenodedptit

the hope of covering minimum costs.

In addition, in order to offset any loss of revenue in traditional markets, the sector is deploying
more webbased and male services. The apps market offers strong growth potential, under the
proviso that there ian effectivein-billing mechanism to suppbin-app transactions.

Devices such as the iPad will be of increasing importance assemd move towards electronic
consumption of traditional press. News Corp and Apple are planning to launch an iPad based
newspaper called The Daily in early 2011, ioading that industry is clearly backing these
technologies and services. Competition and quiz service providers have the opportunity to develop
innovative new services on thedieof these, as a way of reversihgclines in revenue.

fiThere needs to be aedent inbilling mechanism so we can charge in apps. We are
actively planning in this arena- [Competition and quiz service supplier]
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4.5.3Voting and other participation TV

The common element of voting and other participation TV services is the abilityuerioé the
outcome of the programme you are watching. This can include:

f voting for a particul ar contestant on a real
Dancing)

T contributing comments to a programme where there is a charge above the normalacost of
call/SMS

1 textto-screen channels (e.g. Rabbit TV)

T auction/reverse auction TV channels (e.g. bid TV) where a premium access number is dialled.

This segment represeris?% of total revenuefrom phonepaid services with a valuexcluding
VAT of GBP 42.6 million for the year 2010 (seEigure 4.14), this is up34.3% from the 2009
market size of GBP 31.7 million

f Voting and participation TV PRS have seen a marked inciaasgal revenue which can be
attributed to the huge and increasing popularity of reality TV voting shows. The segment
appears to have largely recovered since the voting scandals cA2PF08

Market Players

All of the main broadcasters (e.g. BBITV, Channel 5, five, BSkyB) run participation TV and
voting services through various programmes (St
Believing, Got to Dance).

Main suppliers in this market includdarvest Media Group, who supplyall elements of
participation TV services to broadcasters, includingBBE, MTV and ITV (X Factor).

Usage ophonepaid voting and other participation TV services

16.5% of all survey respondents (14 062) claim to have usgdgvand other participation TV
services in th last six months (sdgégure4.22*°).

f Among this sample, usage is highest in th&2%ge range with 28.7% using these services
f Among respondents aged 55+, seryieaetration drops to just 6.4%

36 . .
Annex D: Service penetration data
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Figure 4.22: Usage penetration of phone-paid voting and other participation TV services in the last six

months by demographic, 2010 [Source: Analysys Mason]

Voting and participation TV services are the second least frequently used of allgaidne
entertainment servicesAmong phonepaid voting and participation TV service users (2322
respondents), just ovewrssatthlainrdnc@5e¥%®xy yclt &ir m ¢
foll owed by 24.2% who state that they use these

Spend on phonpaid voting and patrticipation TV is low, relative to other phpa#l services. On
average, voting and ganipation TV PRS users spend GBP1.43 per transaetibis is the fourth
lowest average amount spent per transaction of any PRS.
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1 Users aged8-34 were the biggest spenders on phpaigl voting and participation TV of
any age group at 1.80 per transactieeeFigure4.23)
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Figure 4.23: Average spend per transaction by users of voting and participation TV services, by

demographic group [Source: Analysys Mason]

51.4% of activephonepaid voting and participation T¥ervice users (2322 respondents) believe

their usage will stay the same, whilst 13.1% foresee an increase in their usage and 23.6% think
they will use this service less. Of those respondents that expect their usage to fall (547
respondent s)havsiOn g3 % ecshso scki sbposabl e i ncomebd as

putting their

Ref: 18490-45
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Figure 4.24: Self-predicted change in usage of voting and other participation TV PRS amongst existing

users over the next 12 months, by demographic group. [Source: Analysys Mason]

Service providestrategies Apps have the potential to increase the market for TV voting, but this
may channel revenues through Aaimone paid mechanisms

The voting and participation TV segmentgdemarily dominated by TV voting shows (e.g. X
Factor, Strictly Come Dandi). After numerous voting scandals in 2007 and 2008, the public has
largely regained confidence in the TV voting system as regulation has been put in place to improve
the functioning of the industry.

In November 2010, Ofcom cleared the path for the inttdn of TV voting apps meaning we
could see such services appearing in the coming year. It is not yet clear how consumers would be
charged for the service, but possibilities include:

1 the app silently sending a premium SMS in the background

1 an accountbeing held with the voting company that is toppgdeither by a phonpaid
mechanism or via credit/debit card

T using proprietary irapp payment mechanisms, which would be charged directly or indirectly
(e.g. viaiTunes account on Apple devices) to youditidebit card

Ofcom has stated that, as long as consumers are warned of the cost of using the service, it is hoped
this will simplify the mechanism for TV voting (the current system requires the voter to send a
specially formatted text message). Depegdin how TV app voting is implemented, it may mean

that phonepaid revenues (through premium SMS and premium voice) are reduced with revenues
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potentially being channelled through alternative payment mechanisms (e.g. credit card payments,
in-app payments thugh iTunes etc.).

Participation TV, whereby viewers can contribute to the content of the programme (e.g. sending a
comment to the host or to be displayedsoreen), increasinglynas to compete with free
alternatives:

9 contacting through email, Faceboakd twitter

1 the BBC announced in 2008 that is would be using standard rate numbers (for voice and
SMS) for viewer participation, meaning this area of the segment may see a fall in spend.

4.5 .4Flirt/date/chat

Flirt /date/chat servicesnclude, for the purposed this classification those services of a non
sexual nature. This includes voice services through 087 and 09 number ranges and premium SMS
chat services (e.g. Flirtomatic, FlirtXchange).

This segment represeMs3% of total revenuefrom phonepaid servies with a value excluding
VAT of GBP 34.7 million for the year 2010 (seEigure 4.14), this is up35.9% from the 2009
market size of GBP 25.5 million

9 Flirt/date/chatservices are increasingly popular and are perfectly suited to a-phone
payment environment since many of these services are used and accessed directly
through a telephone, phopaid mechanisms are the easiest and most convenient payment
route, meaninghere has been less migration to alternative payment methods

Usage of phongaid flirt/date/chat

Our consumer survey revealed that across the entire survey gro0p4Xéspondents), 5.6% of
respondentbave useghhonepaid firt/date/chatservices at lea®nce in the past six months.

9 Highestservicepenetrationwas seen in the 124 and 2534 age groups withates of
11.8% and 14.4% respectively (degure4.25")

Of those thatisephonepaid flirt/date/chat service$3.2% of users were makmnd 36.7% of users
were female

37 . .
Annex D: Service penetration data

oo°y
& analysys
Ref: 18490-45 e MASON



Current and emerging trends in the UK premium-rate services market | 73

30% 30%
' |
5 =
< 25% - 25% 52
© 2
< o &
o 2~
g 20% 20% o S
Ke] Q X
=0 Lo
Eo >0 All respondents (both
- § L5 phone paid services
o S 15% [ | 15% 9 2
£ 3 m k=t users and non-users)
S= S8  [Base: 14062]
23 0, u 0 g 2
S o 10% - 10% § & mPhone-paid service
=R £ .
c i e] users [Base: 5094]
<] P
<3 cE
o 5% 50 g
= |
o 0% 0%

CHEOEE L O A S 3
NN oV X PP
N o @

Respondent age group (years)

Figure 4.25: Usage penetration off flirt/date/chat (non-sexual) services in the last six months by

demographic group, 2010 [Source: Analysys Mason]

The average spend per transaction on pipaie firt/date/chatservice was GBP 2.80this is the

third highest average amount spent per transaaiom service.nterestingly, spend varies
considerably by age. Respondents aged7.6pend on average GBP 1.75 per transaction, versus
an average spend per transaction by over 55s of GBP 4.54.

23% of phoe-paid firt/date/chatservice users (786 respondents) predicted their level of usage
would decline in the next twelve months. The main reason behind this was stated as being

s

6changing interestsé (43.1%), fol8ll%)wed by o661 wi

Service provider strategies

Flirting is big business. Anecdotally Bait poll revealed in October 2010 that just under one

million car crashes have been caused by drivers who were flirting at the wheel with other
motorists®. Internet flirting too hs attracted significant interest from consumers, who have shown
themselves willing to pay for the service.

Mobile has opened up new opportunities for flirt/date/chat PRS providers, since it allows
consumers to communicate with one another on the go iim@neater frequency than before.

Successful flirt/date/chat services are those that have built and maintain an online community of
users. Sometimes there is a monthly charge for access, but increasingly PRS providers are offering

http://www.medindia.net/news/Flirting-Brit-Drivers-Behind-1m-Accidents-76031-1.htm
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users access to a basearvice for free and generating revenues through a combination ebpaid
premium features and advertising.

One premium feature, which has proved particularly successful, is the ability for users to send
paidfor virtual gifts to their romantic interests. Demand from users has been particularly strong
around festival s, for exampl e, Val entineds Day

1 Mobile and online flirting service Flirtomatic, for example, says that it withessed explosive
sales ofvirtual gifts over the Christmas period, selling over 28,000 gifts in the five days
bet ween Boxing Day and New Yeards Eve in 20009
run up towards Christmas Day, Flirtomatic sold over 54,000 virtual gifts, while gift puschase
on Boxing Day were double what they were on Christmas Day, and rose a further 50% on 27
December. One of the most popular gifts over Christmas was the Flirtomatic Christmas
Stocking, which was also one of the most expensive. Over 16,000 were sold, af thiem
within the first three days of the item going on sale. Othesstdiing gifts over Christmas
included Candy Canes (just under 9,000), Mistletoe (8,300) and Rednose Reindeer (over
7,000).

4.5.5Gambling and lotteries services

This section focuses onahile gambling, betting, lotteries and scratch card services accessed,
activated or paidor through phongaid mechanisms. Other forms of gambling use the mobile
channel, but this report focuses on those gambling services that generate revenue for the MNO
specifically through billing to the operator channel.

Calculatingrevenue generated Imyobile gambling services is complicated by the fact thatila
gamblingtransactions are twway; that is to say, the bulk of the wager if often returned to the
user n the form of winnings. In some instances, particularly slots, this credit mayviegered.
According to our estimates, gambling and lotteries services repiegeniof totalrevenuefrom
phonepaid services with a value excluding VAT of GBB.3 million for the year 2010 (see
Figure4.14), this is up24.8% from the 2009 markeize of GBP 36.3 million

9 Gambling services continue to grow in popularity as usec®me more comfortable with
the concept of participating in gambling services through their mobile phones

Market Players

MNOs offer a wide range of gambling services and are promoted openly via their portals. For
example, Vodafone offers a selection ofttBey, Casino, Slots and Bingo services, for example
downloadable Roulette, Blackjack, and Jackpot services, with varying maximum prizes available.

Off-portal provision of gambling services is widespredterching Mobile (GBP3 registration
fee), Probability Plc (offers GBP2.50 free on account creation) &épin3 supply gambling
content through MNO portals as well as having its own consumer facing mobile Internet portals.

oo°y
& analysys
Ref: 18490-45 e MASON



Current and emerging trends in the UK premium-rate services market | 75

Usage of phongaid gambling and lotteries

Our consumer survey revealed that acros®tiiee survey base (14 062 respondents), on average
7.8% have used phoipaid gambling and lotteries in the past 6 moiiseeFigure4.26%).

1 Within this base of regmdents, service penetration is highest among users agedl 25

(18.9%).
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Figure 4.26: Proportion of respondents who have used phone-paid gambling and lotteries services in

the last six months by demographic, 2010 [Source: Analysys Mason]

Men aremore likely to useohonepaid gambling and lotterservices than womenl0.4% of male
survey respondentslaim to have used phomaid gambling services in the last six months
comparedo 5.7 of femaleactive phongoaid services users

Compared with other phosmaid entertainmentservices gambling has thehird highestusage

frequencyamongst

T 11. 3%

active users of each service

of respondent s

us e

gemkldbi ng services

1 Around one eighth of gambling services users between the age-#f, 2%&es these

ser vi

ces 6more than once

39
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The average spend per transaction by phaaieé gambling service users (1100 respondents) is
GBP2.99i according to the results of ousrtsumer survey, this is the second highest amount
spent per transaction of all phepaid services.

1 Users aged 124 and 2534, on aveage spenthe most per transactioisBP3.12) on
phonepaid gambling and lottery services

17.9% of phongoaid gambling service users (1100 respondents) believe their usage will decrease
compared with 12.6% who foresee an increase.

Of those individuals who thought their usage would decrease (263 respondents), the reason most
commonly selectedavs O6having | ess disposable incomeb6 (4
6changing interestsod (26. 2%).

Service provider strategies

Mobile gambling has been far slower to take off than expected, hampered in many markets by
regulatory and licensing restrictisnunwieldy user interfaces and small screens, and the fact that
teenagers, one of the most highly molsita’vy user groups, are not permitted to use mobile
gambling services. As some of the aforementioned barriers fall, the prospects for mobile gambling
are looking brighter:

1 Thegrowing penetration of large-screen 3G devicess likely to have a significant impact in
driving adoption of more sophisticated mobile gambling games that move beyond the simple
betby-text applications currently dominating muchtiee market. 3G network speeds address
the problem of slow response time< r i t i ¢ al to meeting the playe
ability to make splisecond decisions in a poker game, for example.

1 Device form factor is also important in increasing thétractiveness of mobile gambling
applications, as it is for other types of mobile content. The increasing popularity of large
screen devices such as Applebdés i Phone, Noki ab
making possible a new and uggendly gambling experience. As a result, spending on mobile
gambling has started to increase rapidly.

1 The UK, via the Gambling Act, has some of the most transparent and liberal gambling
legislation of any Western economy and is at the forefront of gambling adoptio

Certain areas, such as participation in mobile betting and lottery participation by text message,
have grown significantly in the UK. However, some operators have remained ambivalent about
promoting mobile gambling to their subscribers. The provisicagerestricted services is always
difficult to handle, and when the potential for significant spend and addictive behaviour is added
in, it is clear that operators will continue to tread carefully.

Cultural and moral questions aside, the developmentadilengambling has mixed implications
for mobile operator revenue. The growth of gambling services can drive traffic, and there is
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significant potential for operators to build advertising and portal placement revenue from gambling
providers, if they feelich providers offer services that are in line with the public image they wish

to project. Facilitating access to gambling may also increase subscriber loyalty. However,
operators are generally not involved in the billing or transactional side of mobilbliggm
services. Therefore, the direct revenue from these services flows to the mobile gambling provider,
and is not shared with the operator.

Some MNOsare however,trying to take a more active role in accruing some portion of mobile
gambling revenue; foexample, several eoperative efforts to develop mobile gambling are
underway in the UK, such as the agreement between Orange and national lottery provider Camelot
to jointly develop mobile lottery games, age verification and payment services.

Oneinterview stakeholder that we spoke witherateshoth B2B and D2C modelsor gambling

services On the D2C side, gambling services are offered directly through its only mobile web

portal, with adverts placed on other web portals (e.g. MNO portal). In additipe,sae used as a
mechanism to redirect users to the companyds m
offers a complete turnkey solution and works with a number of partners including:

1 internet media companies (Yahoo!) who are looking to makenaaree into the gaming
market that use and make use of a complete service that includes the platform, marketing

and billing
1 major UK MNOs that use their own-imouse processing solutions and are integrated into
their own o6wall et Gureb.i | 1 ing systems and struc

1 Payforit is used with certain operators and they are looking to launch with the others.

f0Our agreement with [UK mobile operator] means the player pays ab8a&t Bn top of the value
of the credit they wish to load. The transaction is very transpaamd the player sees the
additional cost before they agree to pajGambling content provider]

Apps are seen as @romising distribution channel however, Apple does not allow gambling

apps on its apps store. As well as this, in terms of being adoverfr evenue generati o
apps store takes 30% of the revefmein-app payments, meaning there is no financially viable
business model, -ford und, t cosmmpetistei ocdorpsl agnd subsci
stakeholder saw apps as an accoumagement opportunity:

fiTo avoid app store revenue share policies, we will continue using credit and debit card
payments, as well as premium SMS, but we are looking at developing an account management
appo [Gambling content provider]

Social networksare £en as good way to market products. However, this focuses on themplay
fun sector; with a social aspect being added to many games.

fiWe have added a social interactive to some of our FacebooKgrléiyn games, but in reality
you dondét warklknowing gourgdmblingechabiissGambling content provider]
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Regulation was seen as a positive driver for the segment, with consumers becoming more and more
comfortable with the mobile gambling proposition. It was noted by one interview staketi@ter
partnering with MNOs, as well as abiding by the PhonepayPlus code, acted created something of a
6gol d standarddé for their service, whi c h, i n
proposition.

4.5.6Gaming

In this section, we consider the market ftwopepaid games. This category includgs phone
paid games played on both mobile phones as well apmonebased platforms (i.e. this includes
purchasing a game through a phgred mechanism, but playing it on a console/PC)

Popular phongaid game geawes include card games (e.g. Solitaire); puzzles and brain training
(e.g. Bejeweled; Brain Challenge); arcade games and sports management simulations (e.g. Real
Football Manager 2010).

Phonepaid games are commonly offered ompay-per-download basis e.gVodafone offers a
selection of games via the content store on its portal, priced at between iGBBP5 per
download.A number of providers also offer games omsubscription basise.g. Jamster offers
subscribers to itdction Club service 3 games or seére applications foGBP4.50 per week.

Phonepaid gaming represents. %% of total revenuefrom phonepaid services with a value
excluding VAT of GBP485 million for the year 2010 (sdeigure4.14), this is downl2.3%6 from
the 2009 market size of GBP 55.3 million

1 Whilst mobile gaming is becoming increasingly popular, mobile gamers have migrated to
more sophisticated mobile devices. This has meant gaming PRS reveawedbeen
cannibalised by gaming purchases through apps stores that rely on payments being made
by credit/debit card through proprietary billing systems.

Market players

A number of different market players are positioning to exploit the emerging market opportunity.
Market leaders in mobile games include:

1 Mobile games aggregators and aggregation platforms

0 PocketGear announced the acquisition of Handango in -E@p creatig the
worl dés | argest <crossplatform, open appl
has a catalogue of more than 140 000 paid and free titles, which Handango claims
are available for download by the more than 4 billion consumers worldwide using
mobile devices powered by Android, Symbian, BlackBerry, Windows Mobile,
Palm, Linux and Java.

1 Mobile games developers and publishers

oo°y
& analysys
Ref: 18490-45 e MASON



Current and emerging trends in the UK premium-rate services market | 79

0 Gameloft develops and publishes video games for consoles and mobile (94% of
its revenue in 2009), incorporating the Java, BREW @yhbian technologies.
Recently, Gameloft has focused more on the iPhone platform.

o EAi s the worl ddéos biggest games publisher.
social gaming staiip responsible for Facebook games such as Restaurant City
and Pet Socigt with the intention of addressing social networking games
opportunities.

1 Mobile operators

o Orange claims to be the numb@&ne operator for mobile gaming. In March 2010,
Orange and HMV (a UK higktreet music and games retailer) launched an online
games dowload storeforJavana bl ed phones, branded as 6
and 6powered by Orangeb6, of fidrpaicthn\ga g a mes
monthly bills, or through prepaid credit. Subscribers to other mobile networks are
required to pay at the timd purchase. Also in March 2010, Orange announced
the launch of:

A Playtomoi a social gaming service allowing all UK customers to play
games at no cost and to share these with friends through social networking
sites on their mobile phones

A Games Zoné a GBP5per month subscription gaming service offering
Orange customers two free games each month, exclusive competitions
and 20% discount on additional purchases

A Orange iPhone Gamégiving all UK iPhone customers access to mobile
games designed and produceddmange, available to download from the
Apple App Store.

f Social games developers

0 Zynga specialises in social games, including FarmVille on Facebook. Founded in
January 2007, by May 2010 it had in excess of 235 million monthly active users,
equivalent to mee than 65 million daily users. Although Zynga is primarily
focused on fixed (nomobile) games, it clearly illustrates the potential of the
social gaming concept. In early April 20
billion.

Usage of phorpaid games

Looking at all individuals surveyed (14 062 respondents), 12.1% stated that they have paid for a
game through a phoraid mechanism, whether consumed on a phone or other platform.
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Among these respondents, interest in phoaid games was highest amongenssaged 1-84:
24.6% claim to have bought a phep&id game in the past 6 months. There was also strong
interest from teens aged-15, with 16.0% claiming to have purchased a phuosid game in the
same period.

Usage drops off sharply among users agedahd only 1.4% of over 55s claim to have purchased
a game on any platform through a phqaéd mechanism (seggure4.27%).

Phonepaid games are largely more pagubmong men than womet4.3% of malesurvey
respondentslaim to have bought games through phpaa mechanisms, compared witB.3%6
of femalesurvey respondents
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Figure 4.27: Proportion of respondents who claim to have purchase a phone-paid game at least once

in the last six months by demographic, 2010 [Source: Analysys Mason]

Phonepaid game purchases are less common than most otherdidrentertainment purchases:

1 Only 7.9% of those that buy games through phoreei d mechani sms do
once a weekb

Active phonepaid games userd 707respondents) typically spend GBP2.50 per transaction:

1 Average spend by 167 year olds was notably lower than the other agapy (GBP2.18)
(seeFigure4.28)

40 . .
Annex D: Service penetration data
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Figure 4.28: Average spend per transaction (GBP) by users of gaming services by demographic group

[Source: Analysys Mason]

27.5% of respondents who use phgaéd mechanisms to buy games believe their usage will

decrease in the next 12 months, versus only 16.1% who believe their usage will go up. The main
reeasons <cited for decreased usage were 06l ess di
changedd (29.9%); and 61 can now access other g

Service provider strategiepositioning for the growth of mobile gaming

Oneofthemnpe noticeable consequences of the i Phonebod
gaming on the mobile phone. The iPhone introduced the concept of an application store for mobile
devices, and games quickly emerged as the most popular application caldégomngst of the

mar ket has, to a great extent, now caught up
dynamics of wider market for games have irrevocably been altered in terms of the way services are
monetised, billed and advertised.

The Appl Sodeshas Aedgiined the revenue model for the industry, by offering 70% of
revenue to developers, providing a mumdeded financial incentive to the gauhevelopment
community.

Despite the success of some ledsewn service providers operating on the Fepapp store, for

many providers, there must typically be significant investment in marketing the game, or the brand

value of the game (or potentially the developer) for a new game title to be discovered and to secure
significant sales. Alternatively, gasie devel opers can negotiate for g
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lists that are run by aggregators (often MNOs), which may be the preferred option for some
smaller providers.

Online games are gaining importance relative to game downloads as network connectivity
improves. Another key driver of game usage has héde reach and popularity of social games
within online communities, such as Facebook, which may create new opportunities for eperator
billed services.However, there is strong competition from alterratpayment mechanisms,
notably stored value accounts (including virtual currencies and prepaid game cards), as well as
credit/debit cards among users of online games.

4.5.70ther entertainment content(Music, video, TV)

Within the cont exntt eaft ati mimmagles punymses of dnidsic evideo e
and other entertainment content for consumption on mobile devices, whether it be streamed,
downloaded or access through mobile &aions. Subscription models are becoming
increasingly common for phorgaid music and video services.

This segment represerfis?o of totalrevenuefrom phonepaid services with a valuexcluding
VAT, of GBP50.5million for the year 201@seeFigure4.14). This is down5.1% from the 2009
market size of GBP 53.2 million

Phonepaid music, video and TV services are increasingly hatengompete with mainstream
content providers offering the same service more efficiently and more cheaply.

1 Owners of certaintypes ofsmartphonegenerallymake music and video purchases through
proprietary content stores (e.g. Applebds i Tun:

71 free videoservices such as YouTube are provided as a native app on many new,devices
further competing with paifbr entertainment options

Market players
MNOs offer a wide range of music and video content via their portals

1 Vodafone offers tracks for download eitlfer a one off cost of 99p per track or through a
subscription 0 Tr a c k4 tracksoogt GB#2.50 der month;10 tracks cosGBPS a month
(first month freeland?25 trackscostGBP10 a month

1T Videos are also avail abl e pawdowNoadd af oneds mobi |
1 63 UKO6 offer tracks for GBP1.29 per downl oad.

Off-portal provision of music and video conteintboth paidfor and free-- is widespread. MME
content aggregators such damster offer a wide range of full music tracks and video on a
subscripton bass; Jamster offers subscribers to fsisic Clubservice6 full track downloaddor
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GBP 4.50 per weekMainstream media providers are also players in this market; for example the
BBCbs i Player app offers c¢onsuwakhcatchwiT¥froms mart ph
BBC channels, for free.

Usage of other entertainment content

Out of all survey participants (14 062 respondents), 12.5% claim to have purchasegbgibone
music/video/TV content at least once in the last six monftssshown inFigure4.29, usage drops
off dramatically for older demographic groups, in contrast with more informéimrsed phone
paid services.

1 Usage penetration is markedly heghamong younger users: 18.8% of18 year olds and
24.2% of 2534 years claim to have accessed this type of content in the past six months (see
Figure4.29")

1 Male suvey respondenthave a higher propensity to purchase phosie music/video/TV
content than women, with4.8%6 of malesurvey respondentdaiming to have done so in the
past six months, compared with.8% of female users.
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Figure 4.29: Usage penetration of Other entertainment content for mobile phones in the last six months

by demographic group, 2010 [Source: Analysys Mason]

Just under half of active phoppeai d musi c/ video/ TV users (44.1%)
mont ho.

41 . :
Annex D: Service penetration data
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7 10.1%o0of2534 year ol d access this type of service
group average of 8.6%

The average amount spent per transaction by all ppaidemusic/Mileo/TV content users (1760
respondents) was GBP2.34the 3544 year old group spent the least per transaction (GBP2.01).

1 1824 year olds and over 55s claim to spend the most, with both groups averaging GBP2.62
per transaction

47.4% of active phonpaid nusic/video/TV users believe their usage will stay the same in the
next 12 months

1 Similar proportions of users believe their usage will increase and decrease over the same time
periodi 19.5% and 21.3% respectively

Among respondents who predicted that thesage of phonpaid music/video/TV usage would
decrease, just wunder half attributed this to | ¢
naming the availability of free content as a key consideration.

Service provider strategiesompeting withree content and Interndtased payment methods

Phonepaid downloads of music/video/TV are facing increasing competition from alternative
services and technologies. Mobile phones are becoming smarter, enabling an ever increasing
number of features, but isome cases device manufacturers restrict the download and use of
content that is not bought through their own digital store (e.g. Apple iPhone).

9 Appledés i Phone was developed off the back of
system that dominatemline music sales, and by releasing the iPhone, Apple has transferred
that dominance to the mobile arena. Revenue goes directly from the consumer to Apple via a
credit/debit card payment and Apple shares its revenue with record companies.

1 Consumerscanaesi |y buy and downl oad music files th
Android handset

1 By paying for a Spotify Premium account, smartphone users are able to stream on demand an
unlimited number of songs to their handsetn addi ti on UK ®MNOI406f306 of f e
its handsets and includes the service for free on a number of its price plans.

All of these services use ngmone paid mechanisms for payment (e.g. credit/debit card,
iTunes/Amazon account), meaning as penetration of smartphones increagdshedikelihood
that users purchase music through-pbone paid mechanisms.

Mobile video downloads and streaming have always been less popular than music downloads. This
is mainly due to th@oor user experienceconsumers face when attempting to davad or stream
video, with high buffering and download times putting many users off. Many services therefore
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rely on WiFi connections. BkyB offers a mobile TV service, but this is billed for directly by Sky
through credit/debit card.

As coverage of high ggd mobile connections improves, mobile downloads and streaming have a
greater opportunity to offer a compelling user experience, but at the samastmrgenerated

and free video content is already reaching a mainstream audiencend this will quell
oppotunities in the phonpaid segment. YouTube comes native to many smartphone models (e.g.
iPhone, Android, Symbian), which offers an almost unlimited library of video content for users to
consume, and services such as TVCatchup.co.uk allows streamingesfestrial freeo-air TV
channels to an iPhone or iPad at no cost, making a weaker case for paying a premium for mobile
video content.

4.5.8Tarot/astrology/psychic

The phonepaid arot/astrology/psychic servicestegory includepremium hotlines, offering a
range of fortungelling services

Astrology readings can span areas including: love, compatibility and romance readings; karmic
lessons and blessings; romance or business forecasts and predictions; life path readings; career
reports etc.

Live psychic/taot readings can often be accessed by dialling 09 numbers, which typically cost in
the range of 100ppm from a landline (more from a mobile), or via SMS short code, which typically
cost in the range of GBP1.50 per SMS reply received.

This segment represari2.626 of total revenuegenerated byhonepaid services with a value,
excluding VAT, of GBP214 million for the year 201@seeFigure4.17), this is up23.1% from
the 2009 market size of GBP 17.4 million

1 It may be the case that during difficult financial times, tarot and astrological services are
turned to as a means of reasswe. Personal consultations are available through premium
voice access numbers meaning there are no cheaper or free equivalent alternatives readily
available

Market Players

MNOs offer some horoscope services via their portals, both free and at costxdfople, O2
of fers a selection free services fliG@Gan)wthavouri:'t
6Text The P srovdedataichasger vi ces

Digital Select Ltd manages phonrgaid horoscope services for Live21 Psychic Chat, and daily
/weekly horoscope and tarot services for a selection of astrologers. Russell Grant Reailielk

and Marjorie Orr have websites using their name that offer live psychic consultations via-a phone
paid voice number (09xx).
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Usage of phongaid tarot/astology/psychic

Of all survey responderits 5.8% claim to have used phepaid tarot/astrology/psychic services
in the last six months.

1 Within this same respondent group, service penetration was highest in-3dey2ar old age
bracket (14.1%)it was lowest amonghe over 55s, with penetration rates of 0.9% Egeare
4.30%)

1 Surprisingly perhaps, usage of phegyaad tarot/astrology/psychic services was higher among
men than women: onl¢.8% of femalesurveyrespondents claim to usieeseservices, versus
7.0% of male respondents
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Figure 4.30: Usage penetration of Tarot/astrology/psychic services in the last six months by

demographic group, 2010 [Source: Analysys Mason]

Among phonepaid tarot/astrology/psychic service users (814 respondents), 52.3% of those
surveyed use these services at | e eeight (120866nce or
using them more than once a week, making tarot services the second most frequently used phone
paid entertainment service.

42
Base = 14 062 respondents

43 . .
Annex D: Service penetration data
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1 Levels of usage are particularly high in thel8land over 55 age groups, with just under a
fifth of users in these gups (19.7% and 19.4% respectively) accessing tarot/astrology/psychic
content at least once a week

The average amount spent on a single transaction by users ofgaidrtarot/astrology/psychic
services was GBP2.56, one of the highest average spendsapsaction of any phorgaid
service:

1 16-17 year olds claim to spend the least per transaction at GBP1.71, compared with GBP3.69
by over 55s

1 Female users of phowpaid tarot/astrology/psychic services claim to spend, on average,
GBP2.61 per transaction, wh was slightly more than male respondents who averaged
GBP2.52 per transaction (segure4.31)
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Figure 4.31: Average spend per transaction (GBP) by users of tarot/astrology/psychic content services

by demographic group [Source: Analysys Mason]

45.3% of phongaid tarot/astrology/psychic service users believe their usage levels will not

change in the next 12 months. 19.9% believe their usage will increase and 21.6% see a decrease in

the coming year. Those who predicted that their usage level would decrease (176 respondents)
attributed this change to 6ha&dmandiensg idntseroessat
and déincreased access to free contentd (26. 1%).

Service provider strategiemarkets are moving towards specialist providers
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Whilst there are still numerous smaller standalone horoscope and astrology hotlines for whom this
segment is their main revenue generator, larger service providers will only offer horoscope
services on mobile and web portals so long as there remains a sufficient market forSthrmen

MNOs arealready moving away frormphonepaid horoscope services.

Athough our market size is | arger than | ast yeal
area. Interview stakeholders indicate that there is a general downward trend fepattbaecess
to horoscopes through press and media outlets, with focusgnto other forms of content.

Ailn terms of revenue generation, horoscopes
wer e. It 6s down to overregulationodand the
[Horoscope content provider]

Personalisation services
Thecat egory Omewrds vnnaltiuadtigaMft sdé includes two PRS

1 Mobile personalisatiowonsists of ingtones, ringback tones, realtones, video ringtones; user
generated ringtones and graphics (including wallpaperards and screensaverpyirchaed
via the PC or mobile device (or following a etitaction in a TV advert) using phoipaid
billing

T Virtual goods and giftss a new and burgeoning segment of the digital goods market, and can
be defined as the purchase of virtual items or goods waigmpnt through a community/social
media site, e.g., buying virtual goods or objects for the social media space. This covers both
PCbased and mobitbased social media sites, where phone payment is used to purchase the
virtual goods.

Market sizing for peisnalisation services

Analysys Mason estimates that the market size for phaitk personalisation services in 2010,
excluding VAT, is GBR30.16million, up 5.2% from GBP Z.2million in 2009.
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Figure 4.32: UK Phone-paid personalisation and gift services revenue, 2009 and 2010 [Source:

Analysys Mason]

Revenuexcluding VAT on personalisation services are split between:
1 Mobile personalisation- GBP22.1million, down18.8% from GBP 27.2 million in 2009

{ Virtual goods and gifts- GBP 8.1 million, up 438.1% from GBP 1.5 million last year (see
Figure 133).

In total, phongpaid personalisation accounts foi7%. of totalrevenue generated tphonepaid
services, withmobile personalisation services and virtual giéisresentin@.7% and1.0% of total
phonepaid servicesevenuaespectively, a change from 3.4% and 0.2% respectively in 2009.
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Figure 4.34: Revenue excluding VAT on phone-paid personalisation and virtual gifts as a proportion of

total phone-paid revenue (GBP million) [Source: Analysys Mason]

Demand drivers anddriers for personalisation services

There has been strong demand for mobile personalisation services since the inception of the
mobile device. Historically, services such as ringtones and wallpapers were a widely available,
simple and inexpensive way fgoung people and even older demographics to personalise their
mobile devices. Because the target audience has primarily been the youth market, enabling
payment via phonpaid billing was a key element in growing this market. Providers include a
wide varety of specialist developers and aggregators who may sell direct to consumers (e.g.,
Jamster), or may partner with mobile service providers to sell through the mobile channel or
through the mobile service providetainnentamck bsi t e.
consumer product companies targeting the youth market were significant drivers of the growth of
this type of personalised content, which for them served as a new marketing channel and in many
cases an important source of revenue (e.g., remrghanies report that a very significant portion

of artist revenue now comes from personalisation content rather than from sales of CDs).

However, consumer willingness to pay for traditional personalisation services has been
significantly affected byalternative ways of creating contentand adoption of lessexpensive
forms of contentfor personalisation purposes:

1 An increasing number of users are usssif-generatedor free content to personalise their
mobile devices this includes photos taken from camera phones or voice/music messages
recorded on the phone, as well as commereidlyeloped personalisation content
downloaded to the phone courtesy of {owst/flatrate data plansideloaded from PCsuch
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as music tracks and photos) as ringtones and wallpapers. Camera phones have been a
significant driver of this, as has the increased availability of simple software within the mobile

device user i nt erf acwersionioha phad to awbonefdisplayt ant 0
background, and similar functions. This will reduce the demand forfprigersonalisation
services.

To a lesser extentonfidence in mobile content has been affected in recent yeasorhg
disreputable companies ri@adingconsumersto paying aveeklyfee for content.

In the last 12 years, there has been some market gromtbnefbased servicein the UK.MNOs

(as well as D2C providersuch as Jamstehave promoed ringback tones in Western Europe

largely beause they are hosted on the network, which enables operators to control revenue and
pricing. However, this has been insufficient to compensate for the decline in ringtone and
wallpaper services, which continue tothe major revenue streams in the perdisadion services
market.

A new market for digital goods focused on personalisation of devices and of the use experience is
now developingvirtual goods and gifts These have grown out of two main areas of the digital
experiencé gaming and social netwking i and their intersection as consumers increasing play
casual games on social networking platforms.

Like traditional personalisation services, virtual goods and gifts are also a foparsdnal
expression(virtual goods like clothing or accessor@®w the user to customise and personalise
their online profile) and therefore share similar drivers. There are, however, two notable
differences. Firstly, virtual gifthave a more social element thaaditional servicessince these

are beingused as way toestablish and enhance existing relationships$Secondly, they are also
now widespread within social games, both as a personalisation tool and as a evdnarioe
gameplay(see discussion in the gaming section).

Bad publicity is one of the key tlmatsto the nascent market for virtual goods and gifts. The
Apple App Store has recently come under the criticism from consumers who have expressed
outrage at the ability of children to makegame purchases of virtual goods and gifts with a
mobile devicewithout password authentication.

Smurfdés Village

InlateNovember 2010 Capcom Interactive Inc.ps 6Smu
from the Apple App store, gained notoriety for topping the list of highestsing mobile games,

despitebeing free to download. The frsemga me bui |l ds on t he pagpul ar

allows user to build Smurf village and complete challenges to eaganme credits of

60Smur fberriesd6. For users seeking PpPbayeappimuodsaod
Village offers usemsgrther abéesdty to purchase 0
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Consumergomplaints abouihadequate kapp spending controls that have resulted in significant
bill shock have caught media attentiodne parent was surprised to find out thhe tApple App
Store does not require passwdnased purchase confirmations if the purchase occurs within a
fifteen minute period of the Apple App Store password being entéhedn downloading the
60Smurfsdéd Villaged appl i c a tisisonnthefchiled was able & make pl e A}
purchases of igame currencywhich left theauthorised account hold&rith over GBP10O of
chargesto the credit/debit card linked to hiSunes storeaccount Having contacted the iTungs
customeicare service, the conserin questionrwas able to have the charges revefsdémwever,
other users of the game have not been so lucky.

It should, however, be notedtf@atS mur f ber r y 86 mgspcemmondydimieditoepeseta r e
accounts tied to edit cards rather than tdvpnepaid servicesln many respects, operatboilling

could be a natural choice of payment mechanism for virtual goods given that many virtual goods
and gifts target the youth demographic, many of whom are unbanked.

4.6.1Mobile personalisation

Personalisatioservices have expanded from simple monophonic ringtones to include polyphonic
ringtones, ringback tones, realtones, video tones andgeserated ringtones. Simple graphics
products have developed to include static and animated wallpapers and screensavers

The market size for phorgaid mobile personalization in 2010 is estimated to be GBR9
million, which is down18.8% from GBP 27.2 million in 2009.

1 Mobile personalisation services have been on a downward trend since the controversy caused
a few yearsago by consumers being unknowingly signed up to weekly subscriptions, whilst
believing they were making oradf purchases.

1 In addition, more advanced handsets allow users to use free content from the Internet to
personalise their devices, making manyhase services redundant to the growing number of
smartphone users.

Market Players

MNOs offer a wide range of ringtones and graphics via their porkas.example, Vodafone
offers a selection of approximately 20 ringtones via its content store, all @ic€BP3 per
download. MNOshave also maintained a significant role in thepuiftal market by offering on
phone billing services, which enable them to retain about 20% of content revenue.

Off-portal provision of ringtones and wallpapers is widespread. Mbtthtent aggregators such
as Jamster offer a wide range of ringtones and images, as do media companies, which aim to

4 See: http://www.bbc.co.uk/blogs/watchdog/2010/09/iphone_apps.html

°®® o
& analysys
Ref: 18490-45 e MASON



Current and emerging trends in the UK premium-rate services market | 93

promote artists or new releases. -Pdéirtal content tends to be less expensive thapootal
content, and is sometimes free.

Usage ophore-paid mobilepersonalisation services

The consumer survey carried out for this study showed that 16.6% of all individuals surveyed (14
062 respondents) claim to have bought mobile personalisation PRS in the last six months.

§ Staying within this respondegtoup, the highest service penetration was seen amongst-the 25
34 year olds (29.0%) versus just 5.0% among users aged 55Fidaee4.35")
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" 2
= 60% 60% <
o [ | IS
IS o
22 50% n 50% £,
290 u L -8
2 S 40% - 40% 9 s All respondents (both
KT > 2 phone paid services
s t_l“’ ©.9 users and non-users)
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Figure 4.35: Penetration of phone-paid mobile personalisation services in the last six months by

demographic group, 2010 [Source: Analysys Mason]

Of those respondents that user mobile personalisatovice (2328 respondents), 41.5% do so

6l ess than once every three mont hsé, and a fur
mont hsé6. A small proportion of wusers purchase r
mobile personalisation eve highest among subscribers agee24§10.0%), followed by users

aged 2534 (9.0%)

45 . .
Annex D: Service penetration data
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Amongst consumers of phoipaid mobile personalisation content (2328), the average amount
spent on a single transaction was GBP1.86.

1 Personalisation PRS users in t®24 age group were the highest spenders, with an average
per transaction spend of GBP 2.24, versus users aged 55+, who on average spent the least at
only GBP 1.47 per transaction

1 On average, female users of phquaéd personalisation services spend mitign men in a
single transaction: GBP 1.90 versus GBP1.81 per transaction

44.6% of phongaid mobile personalisation contargers (2328) believe their usage will remain
constant. 29.7% foresee a decrease in usage in the next 12 months and 13.6%t helileve i
increase.

1 20.2% of 1824 year olds that currently use personalisation PRS believe their usage will
increase in the next year

Looking at those that believe their usage will decrease, this was mainly attributed to having less
disposable income (45.53%having access to free alternatives (28.8%) and changing interests

(27.3%).
50%
45.5%

o 45%
) 40%
&
= 35%
2 28.8%
8 30% e 27.3%
€ L5
g 25%
£
L 20%
o 15%
(o))
S|
€ 10%
3 5.3% 4.6%
o 5%
o

0%

I will have less | can now My interests  Bad publicity Other
disposable access so  are changing
income much more
content for free
Figure 4.36: Reasons for reducing future use of mobile personalisation services, amongst existing

users that predict their usage will decline over the next 12 months [Source: Analysys

Mason]
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Service provider strategiealternative paidfor personalisation content

In the face of this decline, MNOs will be looking for alternative forms of personalistit

cannot be bypassed. Ringback tones, which are netwarls e d and, as a result,
position in the value chain. Takg of ringback tones has, however, been limited to date because
MNOs have applied monthly charges to thi@s they are etwork-based servicesjather than the

oneoff charges thatypically apply to sales aingtones. However, some MN@sitside of the UK

have been successful with ringback tone seniicesluding Turkcell in Turkey, which offers an
advertisingfunded serice.

Service providers will still offer these personalisation services on their mobile and web portals but
personalisation igot a growth areaInstead, providersare shifting attention to providing access

to, and billing for, other types of smadhynent personalisation services such as virtual goods and
gifts to be used within social networks and other digital environments such as flirt/chat sites,
games etc.

4.6.2Virtual goods andgifts

The rapid rise irthe adoption of virtual goods and giftsy consumes suggests that there is value

associated with inexpensive virtual objects, particularly when they are gifts to other people. The

idea is relatively simple and taps into the core of social networks: the relationships that exist
between members. For examphhen a user sends a friend a virtual birthday cake, it will not only

t el l her that the user is thinking about her o
recipientds friends.

Virtual gifts offer a way of highlighting updates and makjrugtings stand ou# user might send

virtual flowers to a friend to congratulate her on the birth of her child, which would sit alongside

the updates and photos she has posted, to draw attention to her announcement. The fact that users
are prepared to paipr virtual gifts suggests thatpaying for such itemsonveys a heightened
sentiment and perceived valigethe recipient

Our estimates show that phepaid virtual goods and gifts is at present a relatively niche service,
with an estimated market siexcluding VAT of GBP8.1 million in 2010 However,we believe

this marketshows strong growth potential. Phepeid virtual gifts grew438.1% from the 2009
market size of GBP 1.5 million in 2009

1 Virtual gifts are a nascent market with huge potential for growth. Already there has been a
more than four fold increase in the virtual gifts PRS market size and this could continue as
long as content providers continnue to support phone payileotepaid virtual gifts make
up only a small proportion of thaverall virtual giftsmarket, with the remainder made up of
purchases through other payment mechanisms

Market Players
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Social networksare the most important players in the virtual gifts market. Facelmok was one
of the first social networks to launch and popularise virtual gifts via its gift store launched in early

2007. 1t developed a virtual currencyyvolte@di ft Cr e
into Facebook Credits). However, thecal network later closed its gift shop on 1 Aug2@10 so

it could Afocus more on improving and enhancing
such as Photos, News Feed, Inbox, g“Hfaelsopk c o mmen

userscould continue to view sent and received gifts and to buy gifts from third party providers e.g.
RockYou! Birthday Cards and Someecar@@ther social networks, including MySpace and hi5
have also launched their own virtual gift stores.

Charities have idetified significant opportunity in virtual gifts and are beginning to formulate
strategies to capitalise on peoplebs willingnes
Through the JustGiving gift affp for example, users can show thsirpportfor a particular

charity by buying a virtua{ b r a nbédgd fpr a @riend (or themselves)The GBP2 donation

(paid either via credit card or via Paypal) for the virtual item is donated to the charity and, at the

point of purchase, the user is also c#fitthe option teset up more regular giving to this charity.

Not only does the virtual gift purchase therefore raise money for the charity, it also helps raise its

profile. Charities pay £15 per month, plus a fee (5% plus VAT) on each donation, indRifting

Aid, made through the JustGiving site.

Other online communities, notably those which incorporate elements of social networking and
gaming, are also positioning to exploit the virtual goods and gifts opportunity. Established
examples include:

1 Secondlife (SL), a virtud world aimed at people aged 16 and over, developed by Linden Lab,
w h e resideni& dnéeract with each other through avataResidents caexplore, meet
other residents, socialize, participate in individual and group activities¢raate and trade
virtual property and services with one aresth

1 Club Penguinis a MMORPG, targeted at children aged4 involving a virtual world
containing a range of interactive online games and activities. Launched in October 2005, Club
Penguin has since expanded into a large online community. Basic membership of Club
Penguinis free, although paid memberships allow players to access a range of additional
features (such as the ability to purchase virtual clothing, furniture, agdnie pets called
"puffles”, for their penguins.

Common to these platforms (as well a numbesagial networks) is the fact that they both operate
virtual (or inrrgame) currencies, known asden Dollars(L$) and Penguin Coins respectively.

46 http://blog.facebook.com/blog.php?post=405727117130

http://www.justgiving.com/
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Virtual currenciescan be used to purchase virtual goods within a variety of online communities,
including social networking websites, virtual worlds and online gaming aitdsmay be a key
growth driver for the purchase of virtual giftevhile, we believe that virtual crtencies will
account for a significant proportion of virtual goods purchases, other payment mechanisms,
including credit cards, Paypal and mobile billing may also benefit from a share of this growth
market.

Usage of phongaid virtual goods andjifts

In this section, we consider those virtual gifts and objects for the social media space, which are
phonepaid, whether the content be consumed on the PC or a mobile device. Virtual goods
purchases within the chat/flirt/date environment are discussed in sé®&idn

Our consumer survey shows that 8.5% of the total base of responde@&2(despondents) have
purchased a virtual gifir objectrelated to a social sitesing a phongaid mechanism

1 Among these users, service penetration among those agdd (&3 significantly above
average: 19.4% of 234 year olds and 16.5% of -B8 year olds claim to have purchased a
phonepaid virtual gift at least once in the pagnénths

7 In contrast, aly 1.0% of over 55$n this grouphave bought g@honepaid virtual gift in the
last six monthgseeFigure4.37%)

Our survey also revealed mereamore likely to purchase a phepaid virtual gift than their
female counterpartl0.36 of survey respondentsad purchased a phopaid virtual gift in the
past 6 months, versus only0% of female respondents

48 . .
Annex D: Service penetration data
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Figure 4.37: Usage penetration of phone-paid virtual gifts services in the last six months by

demographic group, 2010 [Source: Analysys Mason]

29.1% of respondents that have boughonepaid virtual gifts (1194 respodents) dossso 61 e

than once every three montl®.7% claimto do soa t | east 6oncd2l8rmakewi ce a
aphongpai d virtual gi ft p ur ethiarses to d68ramongsti28 n o nc e
year olds

The average amount spent per s@gtion bythose that have purchasedual gift through phone
payment(1194 respondents) was GBP2.Ainong these usersyarage spend by age group varied
from GBP1.4%mongl6-17 year olds, to GBP2.68nong users agéib+.

Looking ahead to the next I@onths at those who have purchased phpaié virtual gifts(1194
respondentsy7.2%believe their usage will stay the same; 17.8% see their use increasing in the

next 12 months and 23.1% foresee a fall in their usage. Amongst respondents who befieve thei
usage will decrease in the next 12 months (276
i ncomebob; 31.2% to O6changing interestso; and 2!
contento.

Service provider strategies

The market for virtual goods istill evolving and we believe that it has strong growth potential.
The question for PRS providers is whether they will be able to exploit the nascent opportunity.

To offset losses in mobile PRS, a number of service providers are looking to apps atatepp
for future growth opportunity.
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To a large degree, the proportion of the virtual goods market that PRS providers will be able to
capture depends on the development of an effectibdling mechanism that will allow them to
charge effectively botmisocial networking environments and within apps, particularly in view of
increasingly competition from virtual currencies offered within the larger online communities, as
well as from credit cards and Paypal.

Payments
We define he phonepaid payments cagoryascomprisng two types of payment activities

71 Charity donationsmade through premium SMS or voice caPsiymentfor nonphone based
content referring to services that are purchased through a pipaa@ mechanism, but
consumed on a nemobile platorm e.g. WiFi access

Market sizing

An increasinghumber ofmobile network operators (MNOsgyewaiving fees associated with text
donationsto charity (notablyComic Reliej, with a greater proportion of the donation going
directly to the charityRevenue generated by these campagrikerefore, noincluded in the size
of the phonepaid charity market.

1 Even though theevenuegeneratedy mobile operatos may have decreased since last year,
public spend may have actually increased.

The marketsize forphonepaid payment services in 2010 is GBR 8 million excluding VAT,
down 206% from GBP 22.4 million in 2009.
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Figure 4.38: UK Phone-paid payment services revenue, 2009 and 2010 [Source: Analysys Mason]
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Revenueexcluding VAT on payment services is split between:
f Charity donations - GBP4.77million, down55.8% from GBP 10.8million in 2009

1 Payment of nonphone services GBP 130 million, up 12.1% from GBP 11.6 million last
year (sed-igure4.39).

The phonegpaid payment services category accounts for 3.3% of tetanuefrom phonepaid
services, withcharity dnations and payment of n@mone based contergpresenting 0.5% and
2.8% of total phongaid servicesevenuerespectivelydownfrom 1.3% and 1.4% respectively in
20009.

513
Charity donations
Non-phone content
Other phone-paid market
services
798
Figure 4.39: Revenue excluding VAT on individual payment services as a proportion of total phone-

paid market revenue (GBP million) [Source: Analysys Mason]

Demand drivers and barriers for phoipaid payment services

Making small payments through phepaid mechanisms, notably PSMS, offers a clear advantage,
to both charities and vendors of Rphone goods or services:

1 They offer anextremely convenient payment methodwith purchases applied directly to
onebs phone bill

1 There areelatively high levels of trustamongst consumers

1 They allow consumers to donate on impulse at any time.

49 Since much of the revenue stream hasebeeni tdiverpedsi bl ehehaor mubFi édwsap

increased.
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In addition, since payments via SMS or premium voice tend to be used to pay small sums of
money, they may be more attractive for collectingrpants in comparison with other methods
that:

f might require physical infrastructure to be installed
1 have high processing fees, such as credit cards.

4.7.1Charity donations
Phonepaid charity donationare primarilymade through premium SMS.

Revenue excluding AT for PRS providers from phorgaid charity donations has fall&5.8% to
GBP4.77million in 2010

In the past 128 months, the terms and conditions around SMS charity donations have changed
significantly. There were early examples of mobile networkratpes (MNOs) waiving fees
associated with text donations, namely Comic ReSéfice August 2010, there has been a-step
change in outpayments to charities by mobile operators, which means that the revenue to PRS
providers has significantly decreas€the same operators had previously withheld at least 10% of
SMSbased donations to cover network and third party costs.

02 announced in August 2010 that it would pass on 100% of text donations that its customers
make to charity using the five digit short codet art i ng wi t h* Thee numb e
announcement follows an earlier announcement in Noveg®@9 thatit would pass on 90p
for every GBP1 donated to charity, withholding 10p to cover network and third party costs.

1 Vodafone UK announced that it was pagsbn 100% of text donations to charities, having
announced a move to 90% in February 2010.

1 In May 2010, Orange said that it was going to give 90% of text donations to charities.

In addition,VAT is now waived on gifts made to a dedicated short codender the framework
set up by the Mobile Data Association (MDA) in agreement with the major mobile phone
operators, which came into place in JRG09.

Market players
Charities that have had notable campaigns based on SMS donations. include

1 Comic Relief, which raised GBP 7.8 million via SMS in 2009
91 Sport Relief, which raised GBP 3.4 million in 2010
1 Children in Need, which raisedsBP 1.8 million in their 2009 campaign.

%0 http://www.fundraising.co.uk/news/2010/07/26/02-pass-100-text-donations-charities
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These services were managedvbile Interactive Technology (MIT), andBuongiorno.

Usage of phongaid charity donations

On average, 12.5% of all survey respondents (base = 14 062), claim to have médsdext
charity donations:

1 Service penetration was highest amongB348year olds, with 24.5% of 134 year olds and
24.2% of 2534 yearolds respectively claiming to have made phpa&l charity donations in
the past 6 months

f Service penetration was lowest among respondents aged 55+ (4.3%ip(sed.40™")
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Figure 4.40: Usage penetration of charity donation services in the last six months by demographic,

2010 [Source: Analysys Mason]

Donating to charity by SMS is a populary of giving: 33.7% of people who actively make
phonepai d charity donations (1761 respondents) cl

Those who do make charity donations by SMS, donate, on average, GBP3.76 per transaction

1 Over 55s are the mosgenerous, with an average donation of GBP5.11, versus an average
donation of only GBP2.77 by 167 year olds

51 . .
Annex D: Service penetration data
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The majority of respondents (55.7%) that donate to charity via text message, believe that they will

do so at the same rate in the next 12 morith8% see their text donations increasing and 16.4%

see them decreasing in the next 12 months. Of those who saw their usage decligg4 .69t
attributed this to having 6l ess disposable inco

Service provider strategiesnobile apps and socialetworks offer new routes for phepaid
charity donations

With about 1.5 billion text messages sent in the UK every week, text donations are reportedly one
of the fastesgrowing fundraising routesA study by LuthResearch for the Mobile Marketing
Association in April 2010 revealed that SMS charity donations are now the second most common
way that consumers donate to charities in the US, behind only donations carried out online, and
figures published irCharity Magazinesee SMS charity donations in the UK reaching GBP 100
million a year by 2013.

The majority of charities, by their very nature, have relatively scarce resources, so for them it is
important to collect donations in the maficient and costeffective way possible. Donations
through PSMS are an ideal solution, since it is a service available on even the most basic of mobile
phones, opening this form of donation to all UK mobile users. In addition, the service does not
require the donor to input card account details, making the process fast, simple and convenient
to carry out from almost anywhere, which allows people to act on impulse.

In the past 128 months, the terms and conditions around SMS charity donations have become
more favourablefrom the perspective of the charitas operators shifted their outpayment
structures to funnel a greater percentage of the value of each individual donation to the designated
charityi but PRS providers have suffered a decline in revenue as a.result.

In addition VAT was waived on gifts made to a dedicated short codander the framework set

up by the Mobile Data Association (MDA) in agreement with the major mobile phone operators,
which came into place in July 200%s the penetration of highend handsets suchs
smartphones rises and consumers become more accustomed to carrying out an increasing number
of daily tasks on their mobile phones, apps have the potential to open up an innovative, new
channel for consumers to make donations; taking advantage ointinéive user interfaces (Ul)

and appeal to younger demographics.

I n December 2010, however, Appl e recedlvieadk onega
charity donations through the PayPal iPhone app, a feature that streamlines the donation process

and increasing likelihood of conversion. Apple have yet to comment on this, but their decision has

the potential to either impede or open up a new market for charity donations, and one that charities

could benefit from in the same way they have with SSations.

http://www.txt4ever.com/news/charity-0406091.php
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Charities have also identified significant opportunity in virtual gifts and are beginning to formulate

strategies to capitalise winual pifesombile ed a social | | i ngne
network. Through the JustGiving gift app for exanple, users can show their support for a
particular charity by buying a virtual (brande:

donation (paid either via credit card or via Paypal) for the virtual item is donated to the charity
and, at the poindf purchase, the user is also offered the option to set up more regular giving to
this charity. Not only does the virtual gift purchase therefore raise money for the charity, it also
helps raise its profile. Charities pay £15 per month, plus a fee (5%/gllson each donation,
including Gift Aid, made through the JustGiving site.

4.7.2Payment of nonphone based content and services

Payment of noiphone based content and services is an innovative segment PR8market,
and has potential for fast growth mats current low revenue base. Nolmone based content and
services refers toeal wald goods or servics which consumers payor it through phongaid
mechanisms. Examples inclydeut are not limited topaying for WiFi use through premium
SMS (e.g.The Cloud) and paying for parkingg SMS(e.g. Park, Pay and Go, Dash Parking).

Usage of phon@ayments for nophone products and services

According to our consumer survey, 10.6% of all respondents (base = 14 062) claim to have
purchased phorgaid nonphone based content or services at least once in the past six months.

1 Highest service penetration is seen in the€32%21.6%) and 124 (20.7%) age ranges

f Lowest usage levels are by the over 55s (2.4%)Rspge4.41>%)

s http://www.justgiving.com/

54 . .
Annex D: Service penetration data
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Figure 4.41: Usage penetration of payment of non-phone based content and services (excluding adult)

in the last six months by demographic group, 2010 [Source: Analysys Mason]

The average amount spent per transaction by all users of these services (1488 respondents) was
GBP2.78.

Service provider strategiespening new markets for ad hoc micropayments

Product or servicwendors may be attracted RRSbhasedpayment mechanisms thanks to the
convenience they offer not only to the consumiee. users do not have to sign up to an account
and purchases are itemised directly on to the phonethit to the vendarthemselves:

1 Since payment via SMS or premium voice are generally used to pay small sums of money,
PRS offer acomparatively cheap methodto collect payments in comparison with other
methods. Alternative payment methods such as credit candght require physical
infrastructure to be installefor example to accommodate credit card payment for pay and
display parking),or have high processing fees, making them &t®ctive to providers of
services which need to reach a broad and unpredictable audendeng snall payment
services

While this market presents growth opportunities for PRS, a nuafbieobile payment services in
the UK haveopted to bypass a phongayment mechanisnfor alternative options:

1 City of Westminster councilh as i mpl ement eedd as yésRaeym hyo prheopn ac
metersthe huge advantage of this is that it removes the need for parking meter infrastructure,
including physically collecting money and printing parking tickets. It also increases
convenience to the user who no longer hakeep change on them. However, this system
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takes payment directly from credit/debit cardsr at her t han putting the
phone bill.

1 Arriva Buses has implemented a mobile ticketing system. The user must download a
smartphone app and pi@ad credit either via credit/debit card or at a PayPoint outlet, before
activating the ticket on the phone at the time of travel

Examples from deployments in other developed markets show that mobile payment may be
particularly suited for buying cinema/caart tickets, renting DVDs, paying for restaurant bills, or

making purchases at a vending machine. Wiitfiicient adoption by product and service vendors,
phonepay ment mechanisms have the potential to bec
wor |l d6 as aséd produsts apdhservicglhere are an ever growing number of

payment methods th&RS payment mechanisms will have to compete with, but since SMS
capabilities are ubiquitousmong mobile phone use®RSmay be able to retaina first mover

advantage.
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5 Payment mechani sms

5.1 Introduction and key chapter findings

New serviceand contentconsumption behavioursare creating growingneed for payment
mechanisms$o support small transactions in the digital world. A fast, safe and transparent
payment platform, which supports both online and medrilginated micropaymentsould be a
significant enabler of a variety of smallirchasesranging from music tracks and ringtones,
through to ingame purchases of clothing or weapons for an avatiain a mobile or online game.
The opportunity also includes levalue purchases of phigal goods, such as tickets for public
transportation or events.

Micropayments represent a significant opportunity to monetise digital content and seamites,
phonebased payments should be a key element in enabling such purchasesveHin the
current marketthere is no clear dominant system of making and processing micropayrasets
within individual platforms (e.g., mobile) there are multiple payment methods, payment
processors, and payment business models in use. Because the developnientrasfice
micropayments is still at a relatively nascent stage, it is not yet cleathghwinners and losers

will be.

To satisfy theconsumer preference for choiceand ensure that customers do not abort the process

at the point of sale, many service yiders already offer consumers a number of payment options

when purchasing digital goods and servid@snsumers mayalso prefer different payment

methods on different platforms A consumer may be happy to make micropayment via PayPal

online, via Facebookredits when in a Facebook apps (whether online or mobile), via Microsoft

Points from their Xbox LIVE account when buying a new level of a game, and via billing to the
mobile number when pur chasi nWe balievetlabtheleedl Af | i r t &
continue to be room for a number of different micropayment methods and players in the market.

This chapterfocuses orthe current and emerging payment mechanisms used to purchase digital
content and medjaand examines how PRS payment mechanisms apdrtitular the Payforlt
platform fit into the overall market contexPayment methods we consider include

1 Premium-rate (or phone-paid) payment mechanismsincluding premium voice (087 and
09), premium SMS, retlutton, DQ and mobile internet billing, including Payforlt. These
services are currently governed in the UK by premiaie service regulator PhonepayPlus.

1 Alternative payment mechanisms including credit/debit card payments, payment checkout
services and stored value accounts, including online held accounts, prepaid cards and virtual
currencies. These payment mechanisms are subject to varying degrees of regulation in the UK
by regulatory bodies inatling the Financial Services Authority (the FSA). In this section, we
also consider NFC, which has a positive outlook for 2011.
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It shouldbe noted that many of the service providers we spoke to as part of this study did not
actively distinguish between BR(phonepaid services)and digital content and information
services monetised through ahative payment mechanismbut simply considered PRS
payments as one payment method among many available to consumers looking to purchase
content and services.

5.1.1Key chapter findings

il

Premium SMS/MMS continues to be the single biggest revenue category, representing 36.3%

of the phonepaid market (or GBP 224 million excluding VAT) in 2010

1 However, PSMS saw the biggest decline of any plpzié mechanism in absollge
terms, withrevenuedown GBP19.3nillion on 2009 data.

Payforit also saw a significarihcreasein usage. Revenues from Payfdadtalled GBP 18.3

million excluding VATin 201Q upfrom GBP13.6million in 2009>°.

1 There has yet to be much visibiearketing of the dation by the mobile operators and
there are now competing services that offer the same functionality

Credit / debit cards, payment checkout services and stored value accourtse becoming

increasingly popular as a means of making-i@ue payments

There is a positive outlook farear field communications (NFC)in 2011, with a number of

recent announcements suggesting that the mobile NFC ecosystem is picking up in the UK and

internationally

5.2 Premium-rate payment mechanisms

We estimatehatrevenudrom premium rateservices excluding VAT, totalledsBP 816.2million

in 2010. This include<GBP 96.7million generated through 087 numbédi®, comparison purposes
this leaves premiunrate servicesnarket valugexcluding 087 of GBP 719.5million down from
GBP724.1million in 2009 and GBP 826.2 million in 2008

Premium SMS/MMS continues to be themost important payment mechanism among the various
PRS paymentategoies representing 38% of the phongaid market (or GBP 294 million) in
2010. However PSMS also saw the biggest decline of any glamdemechanism in absolute
terms, withrevenuedown GBP19.3million on 2009.

Mobile payment platform Payforit, which enables consumers to put a PRS charge directly
onto their service provider mobile phone bill, saw a significanincreasein usage. Revenues

55

The 2009 ThinkTank report includes all Mobile internet billing revenues (GBP 21.4 million), of which Payforit is a sub-set. For the
purposes of comparison, in this report we have quoted the 2009 and 2010 revenue figures for Payforit services only.
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from Payforitincreased by 35.1% 2010 to GBP18.3 million, up from GBP 13.6 million in
2009°.

Premium voice (087, 09 and voice short codesevenuesincreased significantly in 2010
compared with 2009 revenuyahis is largely due to these of PRS voting in TV shows.

1 Revenues from 087 numbers increased to GBH million in 2010, up from GBP 78.2
million in 2009; 087 share of the phepaid market increased td % in 2010 from9.7% in
2009.

1 Revenues from 09 numbers increased to GE&3lillion in 2010, up from GBP 171 million
in 2009; 09 share of the phoepaid market increased t&2% in 2010 from 21.1% in 2009.

18.3 2.0
96.7 2.2% /_0.2%

SMS/MMS (excluding DQ)
297.4
36.4% ™ DQ revenues
m Voice (excluding DQ)

Premium voice (087)

® Billing based mobile
payment (e.g. PayForlt)

Red-button
206.4
25.3%
Figure 5.1: Premium-rate market size (revenue, GBP millions) by payment mechanism, 2010 [Source:

Analysys Mason, PhonepayPlus]

In the following sections, we consider each payment mechanism individually, including a
description of thepayment mechanism and the servicemdtst commonly supportas well as
providing an outlook for the year ahead.

The 2009 ThinkTank report includes all Mobile internet billing revenues (GBP 21.4 million), of which Payforit is a sub-set. For the
purposes of comparison, in this report we have quoted the 2009 and 2010 revenue figures for Payforit services only.
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5.2.1Premium voice (087, 09 and voice short codes)

Premium rate voice services generate revenue from the overall charge to customers, who pay for
premium rate calls via their fixed or mobile telephone bills, or in the case of prepaid mobile
subscribers, via their prepaid credit.

1 6 0 8rwrdbers are used by ange of organisations includingrahsport information or
reservation offices; tour operatvavel company booking linegntertainment booking lines
sales, or nottechnical sales support for telephone companies; technical helplines for telephone
or internet companies; insurance comparibat linesand otheservices as well as to access
international call services.

1  @9%premiumrate numbers are commonly useddompetitions, TV voting, horoscopes, adult
chat lines and professional advice lin88 premium rate numbers cannot usually be called
from mobile phones; they are often barrediiy mobile networks by default. Even if this bar
is lifted, end users may still be restricted in making calls to premium rate numbers above a
certain tariff Consumers typically pay betwe&BP025 per minuteand GBP1.50 per minute
to call an 09 number fro a landline; callso 09 numberérom a mobile phongenerallycost
more.

T Voice short codesare a single fivaligit short codeused to make a voice call to a premium
rate number Voice Short Codes can only be dialled from mobile pepaad not from
landlines.

Figure5.2 shows the basic premium rate voice value chain:

PRS user --- MVNO

1
1
|

v

Originating Transit
Communications Communications --- Aggregator
Provider Provider

1
i
\ 4

- _J
~
Transfer of funds: Retail charge OCP retention Transit retention Variable
(per minute) (usually revenue

share agreement)

Figure 5.2: Basic premium rate voice value chain [Source: Analysys Mason]

On fixed lines, phonepaid premium voice services are primarily live or recorded voice
information or content such as help or advice lines, amas land adult entertainmenthe cost is
usually dependent on charge band and duration.
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Outlook for premium voice

In the past, 087 numbehave suffered from a lack of transparency around pricing and a lack of
consumer confidence. For example, research released by PhonepayPlus in June 2009 revealed that
44% of 0871 callers had either made a complaint about or had experienced an issud&ith an
service in the previous 6 monthsSince August 2009, however, 0871, 0872 and 0873 services
have been regulated by PhonepayPlus. As such, companies using 087 numbers now have to be
compliant with PhonepayPlusd Code of Practice

1 Revenues from 087 nuarsexcluding VAT increased to GBR6.7 million in 2010, up from
GBP 78.2 million in 2009; 087 share of the phqagd market increased td.®% in 2010
from 9.7% in 2009.

1 Revenues from 09 numbeegcluding VAT alsoincreasedn 2010to GBP 1%.3 million, up
from GBP 171 million in 2009ihe share of the phonmgaid marketheld by 09numbers
increased to2%6in 2010 from 21.1% in 2009

One of the reasons for this may be the increased premiums being charged by mobile ofperators,
mobile calls tothesepremium numbersAnother driver may be the increased popularity of TV
voting by didling 087 and 09 number#\ further driver for the increased revenue from 09
numbers, in particular, may be increased useiddgo chat serviceswhich has been enabled by
improved device functionality and connectivity. Video calls to 09 numbers and mobile short codes
carry a significant premium, with calls to 89xxx video short codes typically costing around GBP2
per minute. Spend by regular usefadult video chat users may, therefore, be significant.

5.2.2Premium SMS (PSMS)

There are a range @&MS billing optionsavailable the most common being reverse billing
(premium SMS) and short codes

1 Reverse billing (premium SMS)is a means to charge ahile phone user for sending a text
message to enter a competition or receive coniémtuse of reverse billincan allow content
and service providers:ito

o Offer automatically renewable subscription services, such as for regular content
downloads or texmessages of sports results or news alerts.

0 Levy a premium charge for a mobile call to a 4poemium rate number, either a
geographic (e.g. 01, 02) or ngeographic (e.g. 0870, 0845) number. The call
charges are automatically billed by reverse SMS byWR system.

57 http://www.phonepayplus.org.uk/output/news/RESEARCH-REVEALS-NEED-FOR-GREATER-PRICE-TRANSPARENCY-IN-087-

SERVICES.aspx
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f Short codesoffer a complete means of mobile interaction through SMS, MMS, video (and
voice). These fivedigit numbers are jointly agreed between operators and allocated via the
pool of aggregators, andffer the user a transparent and sieplay to access a range of
services, including phonrgaid. FOrPRS providersthese are generally more expendiveset
up and rent t lpramiumtrateandmbérdud they breofi@rOrBodeattractive to
mobile userssince they are quick to entend more easily memorised

Outlook for premium SMS

Premium SMS/MMS continues to be the single biggest phpaéd billing mechanism,
accountable for 38% of the phongaid market (or GBP 204 million) revenuein 2010.
However PSMS also saw the biggest decline of any ppaitemechanism in absolute terms, with
revenuedown GBP®.3million on 2009.

Nevertheless, under the right conditions, we believe that there may be scope for premium SMS to
grow. There are aumber of reasons for this including:

1 Convenience Compared with entering credit card information, for exampbepleting a
PSMS transactionrequires relatively few keystrokes. Games publiskegex, for example,
launched a recurring SMS subscriptionfot he o6freed MMORPG RuneScap
whi ch of fers access t o premi um f e aWhier es . Ac
credit/debit card is our recommended, bsdtie optioni some prefer the convenience of
paying by mobile phone. As the mobdgerators charge a high fee for paying in this way, we
pass this o6cofivenience costo on

1 Premium SMS can be attractive for providers looking to tatfgetyouth demographig
pulingihnuser s who daeacébuh&geobawckedi ttwhawards ( 0t he
to complete micropayments on thmobile devices

1 Consumers perceive SMS to be a relatisglfe and securgpaymentmechanism thahey are
comfortable using. The consumer survey conducted as part of this research revealed the
phonepaid servte users feel more comfortable using premium SMS as a payment
mechanism, than alternative mechanisms, including dialling a premium number, using an
internetbased mobile billing service e.g. Payforit; paying by credit/debit card or drawing
down on an onlia stored value account:

0 48% of respondents claimed to be comfortable or very comfortable with paying
via SMS. This compares with only 1980 are comfortable paying for services
via calls to premium numbers (sEgure5.3)

http://services.runescape.com/m=news/new-feature-for-sms-payments-in-the-uk
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35%
30%
25%

20% 5
n4
3

10% 2
ml

15%

5%

0%

% of PRS users citing their level of comfort with
using specified payment methods

Pay by text Credit/debit Debit from Charge to Premium
card online stored your mobile number/call
value phone bill
account

Figure 5.3: Level of comfort with different payment methods on a scale of 1-5 (1=not comfortable,

5=very comfortable) [Source: Analysys Mason]

5.2.3Red-button

Red button services are aimed primarily at television viewers seeking richer cerggeatcess to

news stories, weather updates, sports results and entertainment comtére ability to
interact/participate in television games/shows or broadcast sporting events, by voting or by betting
via theaccessible via the red button on the viewer's digital remote control

BBC redbutton servicesor examplejncluding digitaltext information service, as well as sport,
music and entertainment content, are offéred of chargein the UK Pay-TV providers Sky and
Virgin alsouse reebutton to enabl@ number ofpaid-for services including voting, gambling
and gamingwhich are explored in more detail in this section.

Redbutton enabled voting and participation TV

Voting via red buttorhas declined over the past yelnt the market remains reasonably steady

due to the widespread popularity of reality contests ssck-Bac t o r |, Britainbds Got
which allow users to votemultiple times if desir@ i for their favourite contestants. Voting via
redbuttony pi cally involves a micropayment /fmgei ng add
TV bill; for example ard but ton vote on Virgin Media for |IT

£0.35 to your Virgin Media bill.
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Redbutton enabled remote gambling
By using the redbutton on their payI'V remote control, users can:

1 UseTV-basedcasinetype gambling servicege.g., digital interactive televised Bingo on the
Gala TV channel, which is available to Sky subscribers)
1 Participate in TWbased sports betting servigesg., via Sky Bet)

To enable redutton enabled T\based betting or gambling services, the user is required
registeran accountdither online or via a connected-$ep boy, which is linked to a credit card.
The ability to use TWased gambling and betting services subject to age verification, pre
registration and credit availability

AccordingtotheUK Gambl ing Commi ssionés 2008/ 2009 repo
claimed to have tried gambling via the TV during the survey period in-2008°. While

individual paymentprocessedi si ng red button are small, 6remot
platforms combined is very big busineg€cording to a report by the UK Gambling Commission,

the gross yield from remote gambling consisting of: PC/laptop, mobile device, TV was

GBP896 million in theperiod 20082009°.

Redbutton enabled gaming

In a small number of instances, fiedtton is also used to enable p&d gaming via a payfVv
platform, for paidfor games such as Who Wants to be a Millionameailable to Virgin
customers.

Outlook for redbutton services

Redbutton servicesan be used to delivdree and paidcontent and information to a wide

audi ence. For exampl e, istrepeted Bs€dobyg a blRoaddcre®tiont on s er
of the population, with an average of 12.7 million users every YeR&dbutton also has a role in

providing interactive services to sections of the audience who don't access the other interactive
services online.

However, reebutton also faces a number of thiars. Only a small number of significant players
(including Sky and Virgin) can afford to provide pdal services via retutton. Some
broadcasters have even chosen to discontinue using the mechanism, given the limited returns it has
generatedRedbutton also faces competition from other payment mechanisms, including premium
rate numbers and SMS, as well as alternative payment mechanisms such as credit card, for TV
based gambling and gaming servicése launch ofYouView (formerly Project Canvag could

Gambling Commission i Industry Statistics 2008/2009, data courtesy of ICM Research. Study polled 9000 individuals over a year
leading to March 2009.

http://www.bbc.co.uk/bbctrust/news/press_releases/november/red_button.shtml
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have a significant impact on timeicropayments market in terms of enabling new business models
anda diverse range of partnerships. Red button could be a key beneficiary of services.

TheYouView service, a col |l abor atcasters indudingwtee n t he
BBC, Channel 4, ITV and Five; and a number of leading Internet service provideusjngclBT,

Talk Talk and Argiva, is expected to Heetnext major development in broadcastelr Internet
basednitiatives in the UK.

The service wild.l bring toget her -to-éirdroadoastetsent of f
providing consumers with a single portal to access a variety-deorand and catelipp content
through their televisions, delivered via an opera@utrall PTV pl at f or m. The UKD

play a key role in helping deliver access via their broadband networks,

For the consumer, the core YouView service would be available for free, excluding the price of a
YouView-capableset top box (pricing is estimated &200 for the unit) and the annual TV license
fee.

YouView will provide consumers with immediate access to a wide variety of broadcast content,
both on a catclup basis and esdemand

In terms of its potential impact on the micropayments marketpMoeYiew will provide an
operatomeutral platform for the hosting of a widariety of content, both free and paid, allowing
consumers to pick specific titl e3V cordrdcf. Att he s he
present YouView has announced that subsecs will have access to pédior content, however

YouView has disassociated itself from the payment processing mechanisms, which it believes are

best left to the content providers to decide. As such, YouView remains neutral to the charging
mechanisms usede they billing through an existing pay¥ subscription or via thirgbarty

payment providers like PayPal. YouView will likely be a key market for the different
micropayment service providerghile setting the stage for nemnovative payment services t

enterthe market.

5.2.4DQ

Directories servicegdiscussed in more detail abovesaction4.3.2 are accessed via websites,
phone books and telephone directory enquiries.

Phonepaid DQservices are accessed througkix digit telephone number starting with 118 and
havetraditionally providel contactinformationfor a person or businesSnce themarket was
liberalised in 2003, services have extended beyond, tfis example providing answers to
everyday questions or providing cinema tim@sger 80 per cent of thearket is held by two main
players (The Number and BTYK directories include: 118118.com (and via 118118 voice
services); BT.com (and via 118500 and also in The Phone Book); Yahoo.co.uk; Scoot.com;
Multimap.co.uk; Touchlocal.co.uk; 192.com; Citisitor.com; Bing.com (MSN), as well as
satnav systems such as BMW.
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Outlook for DQ

The DQ market remains significant at GBP 20illion. It has, however, been hard hit both by
the recession and by the increasing availability and improved navigation and disobvexe
content. This has led the market sizedézlineby 6.3 per cent from 2009with indications that
there is a declining trend. The outlook for DQ is discussed in more detail in se&idn

5.2.5Billing -based mobile payment services

Payforit

Payforit is a set of standards implemented by UK network operators to develop a common
framework for mobile payments and a trusted method of charging consumers for content and
services through the mobile internet or traditional web. Launched in March &@f6the first
services going live in January 2007, Payforit enables content providers to charge up to £10 to
U S epostp@y or prepay account.

For content and digital service providers, the benefit is allowing purchasers to charge their
purchases andctivities to the mobile phonkill, which is still considered by most consumers to

be one ofthe most trusted means of payment. For mobile operators, the benefit is a share of
transaction revenue.

Paying viaPayforit offers a number of benefits for comsrs, including transparent pricing,
greater clarity around marketing (pgmirchase), greater specificity surrounding the exact nature

of the service (e.qg. trial, subscription), and explicit service acceptance by the consumer, offering a
safe and secureapment mechanism for consumers.

Payforit has however,been slow to gain traction. Dragf has historically been quite high.
Ironically, increased clarity at the point of purchase may have had the effect of causing consumers
to think twice about theipurchase (consumers could actually see for the first time what they were

getting)

Payforit has also suffered fromlack of brand recognition. There has yet to be much visible
marketing of the dation by the mobile operators and merchants have not tedption of
branding the service. Payforit has reportedly also been méimitgd investment, which has
hampered its investment.

Among the stakeholders we interviewed, attitudes to Payforit were divided. Some content
providers saw Payforit as the gedhndard for micropayment purchases:

APayforit is our preferred payment met hod, W
Payforit covers all the bases. It is not the best money generator, but it provides piece of
mi n -dAdult content provider]

oo°y
& analysys
Ref: 18490-45 e MASON



Current and emerging trends in the UK premium-rate services market | 118

However,other stakeholders believthat the degree of protection afforded to consumers, while
beneficial, has been somewhat disproportionate:

We not e aoff With%Bayfdritiotpe process is over protective, though we do
under st a[Salvicevgnoyideto the media industry]

=1

ATake up of Payforit has been poor compared
suggested. | understand the need to stop the industry being given a bad name, but it was a
bit overthetop to introduce a triple opin scenario. Itputs consumers off. Instead, it
would be better to get rid of the bad appl e
[PRS provider]

There is still a concern by content producers MEOs take too large a cut of the revenaeadit
appearshat thishas hampered adoption of Payforit:

AfWe dondét | ike Payforit because[Sentcepravider gi ns t
to the media industry]

AYes, there is potenti al for Payforit as I o
micropayment providtes , r at her t han t[@Gakingygamblingptovidar] huge ¢ |

AThere is a materi al need f oconewvantsdeuseeMNOs sy st er
because they are seen as so greedy. The margin the MNOs take for payment mechanisms is
dispropotionate. That is what is holding the market badk t is stifling real
[Content provider]

However, therare signs that this is now changjrand that Payforlt is likely to benefit from more

favourable revenue share agreements going forwHndre is some evidence that -g@atyments by

operators are now improvingone content provider noted that they were currently receiving out
payments of approximately 80 %, but that they ex
per cent agthe npap futurd, which dould bring renewed growth for PRS.

Payforitédés stuttering start saw it f,luibeingt o capi
early to market may not have been an advantage for the platfésna point ofcomparison,

whilst premium SMS billing was launched back in 1998 it only really took off in 2002 as a
charging methdd However, todayo6s micropayments mar ket i
many more payment aggregators are now offering differeetnakive payment solutionsChere

is still a significant opportunity for Payforit, but shift in operator attitudesnhotably towards

revenue sharingnay be necessary Rayforit (and othemobile operator bi#d solutions) aréo

retain a significanttgare of the micropayments market as it evolves.

As one stakeholder commented:

http://www.alexkinch.com/features/payforit-today-guillaume-peersman-uk-md-dialogue/
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AThere is stildl a s i g-mpaynfemt @rad nobileolyill ppaymént ni t y
systems such as Payforit, but a shift in operator attitudes, notably towards revenue
sharing, may be necessary if mobile operator billed solutions are to retain a significant
share of the micropayments market as it evolv@grhe Number UK 118 118)

Alternative mobile payment services

Competing with Payforit, a number of thipérty paymat providers-- including Zong, Boku

( 6 P ayambABopassi have identified a gap in the marketcharge to the mobile phone bill

transition for goods and services purchased on ACthree cater for the youth demographic,
targeti ng us eerbankaacbumts a cradd tarddr aPaypal, offering what one
payment technol ogy provider d.eUsascarbpaydviasheir a Or e
mobile device and are then charged on their account through their mobile operator

These thireparty payment options are usually offered by games companies and social networks

alongside other payment options. IndeetbAY a s s ma r k A great supplemeit fo PayRat i
and Google Checkout for digital content, games & downloads ihdeé”. o

Both Boku and Zong are now trying to get direct connections with MROgiever, in the UK,

these providers have reportedly met with resistance by the mobile operators, who would like to see
them adopt the Payforit payment mechaniZong has contiued on this trajectory and now has a
couple of Payforit connections in the UBoku, on the other handyas opted to focus on
expanding its scale and reach, working with traditional aggregators like mBlox to extend their
relationships with mobile operator

5.3 Alternative payment mechanisms

In this section, we consider three categories of alternative payment mechaiginscompete
with phonebased PRS payments

1 Credit/ debit cards
1 Payment checkout services
1 Stored value accounts, including virtual cugies and prepaid cards

It should be noted that there is overlap between these payment categories. For example, the Paypal
service allows Paypal customers to pay using a credit or debit card, which has begisprecd

with Paypal or using stored valuaroency stored with Paypal. Paypal also allows users who are

not registered with Paypal to pay via credit or debit card without registering with Paypal.

2
6 http://www.allopass.com/uk/merchants
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5.3.1Credit / Debit card

Credit and debit cards are now widely used to pay for both physical and digitahtand goods
across different service platforms, but particularly the Internet.

Credit card companies, such as VigmsterCarcand American Expredsave been relatively slow

to exploit the micropayments opportunity. This is in part because commissionigropayments

are small, and merchants are reluctant to encourage their buyers to pay by credit card because of
the commission (interchange fees), making such transactions relatively unattréctiven
example, apresent, Visa UK offers a flaate .12 interchange fee on electronic commerce
transactions under £2.00. This compares to an 0.87% commission and £0rate flatherwise
chargeable for all othénternetbased transactiordfered by Visé'.

Of the thredeadingcredit card companies, Visa has been the most active tanddeveloping
micropayment servicedt recently launche@ micropayments servida Australia as a test bed,
with plans to expand globallwalthough its success is yet to be determined.

Visa Payclick

In June 2010Visa launchedbayclick.com.ay a prepaid, online payment scheme in Australia, s

a test market. The service targets teenage children who are not yet old enough to own or operate a
credit card, allowing them to buy music, movigames, apps onlinghere are no user transaction
fees on payclick purchases, and the company says that the service is targetedled saicro
payments under AUD20 (GBP13).

The company has plans to expand the service globally, but may face strorejitomfsrom
direct competitors such as Bango; from prepaid candd;from MNO billing schemes (and
Payforit, in the UK), who target the same demographic.

Outlook for credit/debit card based micropayment purchases

Looking forward, we believe that credigbit card companies will play an increased role in the
monetisation of digital content and services.

1 Smartphones make the user experience seem morehkikeof usinga PC, which is an
environment where users are accustomed to paying via credit card.

f Theincreasd prevalere ofone-click payment methods is providing a simplifiedand more
seamlessiser experience.

&3 Visa Europe i United Kingdom i Domestic Interchange Reimbursement Fees (17 July 2010).
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1 Certainappsor subscriptionsare offered at &30-£50 price point such as the annual feed to a
news servicgthisis out of scope for cuent opeator-billed payment mechanisms

71 iTunes and Google checkout serviege based on credit card payment (discussegation
5.3.9

5.3.2Payment checkout services

Payment checkout services (or payment processing services) are now being offered by a number of
leading Internet companies with the aim of simplifying online transactions. Many checkout
services are based on credit or debit card payments, and allow astoset their payment and
shipping information and, in some cases, to enableclicie purchasing.

In this section, we look at payment checkout services currently offered by different market players:

T Traditional internet companies, including Google amda&on
1 Payment processors, including Paypal
1 Alternative checkout providers, such as stgrtDwolla

Traditional Internet companies

As the mobile phone and other connected, portable devices, such as the iPad, have become internet
tools, so traditional Inteet companies, including Google, Amazon and Microsoft, have extended
their activities into the mobile space.

Search giant Google is now a significant market player in the micropayments space, both through
its online payment processing service and in theilmolnternet space through its Android
platform:

Google Inc.

Search gianGoogle Inc.(Google)launched its proprietary online payment processing service
Google Checkoutin the UK in April 2007. Google Checkout was initially free for merchants until
February 2008, when it began charging 1.4% + £0.20 for UK merchants. In May 2009, Google
moved to a tiered cost structure, identical to that of PayPal. Google has alsa liedaimg role in
the mobile Internet through its Android platform, which is rapidly being adopted by both harjdset

for the iPhone, to a platform which is operaan be used to create apps for a faewidriety of
devices. Googleperates its own app store, thedroid Marketplace .
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Google made a number of acquisitions in August 2010, which further deepen its involvement in
content and apps billing. Acquisitis include: mobile payment stan Zetawire (which
reportedly also haa patent for mobile banking, advertising, identity management, credit card and
mobile coupon transaction processingbcial appstart upSlide; and social currency company
Jambool. Reports suggest Google may be planning to use Zetawire and NFC (a headline feature

of Googlebs Android 2.3 6Gingerbreadd platfor m,
detail in sectiorb.3.40f this report) to track clicking on a mobile ad to payment, giving retailefs
greater insight into where and how their customers buy.

Amazon was an early pioneer in the micropayments space, paté@mmgClick Buyin 1999
which helpad the shopping portal achieve gammhversion rates

Amazon.com

OnlineretailerAmazon.com(Amazon)has also been a leader ip&yment initiatives and
servicesand has now set up its own app stodgnazon has beenpai oneer i n- of fering
clicko payment s er vi-pagnents (ant éventuallygpayments)afor si mp |l i f y
consumers by storing credit card and account details centrally and simply enabling the user to

place an order by clicking once on a paymarttonafter the initial registratian Unsurprisingly,
given its extensive network of thimhrty retailer relationships, payment systems have been an
important area of focus for Amazon. The company launémeazon Paymentgwholly owned
by Amazon.con) in 2006. ItsCheckout by AmazonB2 B ser vi ce of fers |[fia co0mj
and payments service fooceo mmer ce retailers [é] and epabl es
without ever | e dwmadazon@implePays apaymentanly seivicedad djital
goods, service providers and Rprofits.

Payment processors

Payment processqgricluding Paypal and Worldpggold by RBS to VCs Advent International

and Bain Capital in December 2010), also playing an increasingly important role in online
payments, as a trusted enabler of electronic payments for goods and services ordered online. This
is especially true in the case of orders placed with smaller, les&meslin retailers who may not

have the credibility with customers to encourage them t@r garsonal payment details, and who

also may not have the time or money to getheir own payment processing.
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Paypal

e Bay PagPRal(Pay®al)s perhaps the best known of the payment processing companies, and
one of the few that is looking to establish itself as a brand in its own right. PayPal sits between the
online and mobile merchants and the bank, supporting an significant number oktoriéase
PayPal has proved popular with merchants for micropayments due to-getlap costs, and
popul ar with consumers as an Oeasy to useb6 serv
pay via PayPal across a wide number of merchant sites.

PayPal is webnative, but is prioritising a transition to mobile. In October 26%y,Pal unveiled a
new micropayments service which it is currently promoting heavily in the UK, marketing it tg
consumers on the basis that it make=agier to pay for digitajoods and services from their
mobile. RayPal also recently announced an integration with social networkingrgiaebook,
which is clearly one of the key platforms it has in mind for use of the micropayments services.
PayPal said the new micropaymengtstem "lets consumers pay for digital goods and content |n as
little as two clicks, without ever having to leave a publisher's game, news, music, video or media
site’®. PayPal said its fee structure for micropayments was 5% plus USDO0.05 for purchases
unde USD12.

Alternative checkout providers

In competition with the Paypal are a number of smaller, sumst who are competing primarily
on price, by cutting out the middlman. One payment provider, which has attracted significant
attention in the past fewnonths is US lowcost payment processing servibavolla, which
launched services nationally across the US in December 22X@pnths after its initial launch in
lowa.

Dwolla allows users to send, receive, and request funds from any other okargés a flatee of

25 cents per transaction significantly undercutting the fees charged by large credit card
companies and payment processors, such as Paypal, particularly on larger transaction values.
Dwolla may be used for a range of payments, éovises e.g. to pay a hairdressers or plumber; to

gift money e.g. to a friend on their birthday; or for (virtual) content and goods on the Internet.

There & no credit application process for Dwolla meaning that the service can be used by both
banled and unbanked customérsregistereduses can either deposit funds in itheDwolla
account or linkheir Dwolla to a bank account.o send money, the user enttie receivels user

name on Facebook or Twittetheir PIN andthe amounthey wish to sendThe recipient then

http://techcrunch.com/2010/10/26/paypal-unveils-micropayments-for-digital-goods-facebook-signs-up/
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receivesa message thahe moneyhas been senbwolla also works with Apple's iPhone or iPad
and Android mobile devices.

Thesimple, low-cost payment structureand theease of transactiorarecatching on both among

small businessesd consumersThroughits integration with social networks, Dwollsers can

now send cash or pay for transactions with the more than 200 million active U.S. Facebook users.

We believe that t here i s seiqguniivfail ceannt tide WKceorpvei cfeo
although Dwolla or a similar service would likely compete with equivalent opdrated

mechanism, such as PSMS.

Outlook for checkout services

Payment checkout services (or payment processing services) are now being offered by a number of
leading internet companies with the aim of simplifying online transactions. Looking forward, we
believe that checkout services will play a growing role in the monetisation of digital content and
services.

1 Smartphones make the user experience seem mora BK& which is an environment where
users are accustomed to payingavieheckout service (linked to a credit card)

1 Theincreasd prevalere of one-click payment methodis providing a simplifiedand more
seamlessiser experiencéMoreover, many checkowervices allow consumers to store credit
or debit card payment, as well as shipping, information

1 Appsare being introducethat costGBP30-50, such as the annual feed to a news service,
which is out of scope for current apéor-billed payment mechanisms

5.3.3Stored value accounts

A stored value account is a (secure) prepaid acddetd either online on in the form of a prepaid
card -- that stores the amount of money (or loyalty points) that a consumer has to spend.
Consumers topip their virtual accounts ugj a range of payment mechaniswrgdit card, via a
third-party payment processor e.g. Paypal, Zong, PayMo, SageP#h may includeusing
storedvalue from another account, game card or by earning credits through a partner. scheme

Stored value accounbffer a simple, consistent and secure way for consumer to make purchases.
For service providers, stored value accounts allow consumers to makellev purchases
without a credit card (anithereforereducea the number of small credit card transactioasfevhich

the service providawould otherwise pay).

The mobile phone, and other connected portable devices such as the iPad, have become Internet
access tools, providing leading Internet players with a platform to extend their activities into the
mobile s@ce, which is viewed by the market as the key area for gréwtimicropayments
Internetplayers are welpositioned to take a leading role in enabling digital micropayments, and

are accustomed to dealing with a variety of platforms, partners, and iivedvasiness models.
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Apple Inc.

Apple Inc. (Apple) launched thé&pple App Store (App Store), which allows iPhone, iPod Touch
and iPad users to browse and download applications from the iTunes Store, in July 2008.
Applications are either paifthr or free of charge; while the vast majority of downloaded
applications are free, those whiare paiefor typically fall into the micropayments (<£10)
categoryAppl eds i Tunes store benefits fromehe requ
includes a valid credit card, which is a huge advantageddile monetizationApplications can

be downloaded directly to the Apple device, or downloaded onto a computer via iTunes.

Because of the early success of the App BStoreds
model used by Apple has become more or less the myditandard, at least for now. Apple
allows 70% of revenues from the store to go to the app seller, with Apple taking 30% of revenue.
As of October 2010, there are at least 300,000-frartly applications officially available on the
App Store, with over billion total downloads. Purchases from the App Store can be paid for via
t he us er 0 s-valueTaocoumtsor diréctty useng a credit card.

Case studyMicrosoft Corporation

Microsoft Corporation (Microsoft): Microsoft is positioned to take amgral role in ggayments
and mpayments through its dominance of PC/laptop operating systems and software, and its
increasing strength in the mobile OS market, as well as its strergémies consoles through th
Xbox. In this report we look at Microsot 6 s vi rtual currency injtiatiyv
Microsoft Points are the currency of the Xbox LIVE Marketplace, Games for WindaWwsE

Marketplace, Windows Live Gallery and Zune online stores. Microsoft Points allow users to
purchase content withoatcredit card (and reduce the number of small credit card transaction fees

which Microsoft would otherwise pay).

[0

Virtual currencies are seeing significant traction

Virtual (or in -game) currenciescan be used to purchase virtual goods within a variebntifie
communities, including social networking websites, virtual worlds and online gaming sites. A key
revenue driver within social media, virtual currencies tgmcally to agame and are used to
purchase irgame goods and services,extend or improg their gameplay or to furnish a virtual
space.

The purchase of virtual goods has been common in online gaming environments, particularly in
Asia, for many years. However, the popularity of virtual goods has increased significantly in the
last couple of gar as a result of the wide reach and popularity of social games within online

communities, such as Facebook.
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Facebook Credits

Facebook t he worl dés | eading soci al net wor k, | aunc
Credits, in September 201200 Facebockased apps and games accept the new currency form,
l ed by the siteds most popul ar game, Farmvill e.

Facebook.com itself, the credit system may be extended across Facebook Connect, the system that
allows uses to login to external sites using their Facebook ID. Facebook Credits are also available

in the form ofphysical gift card from UK retailers(starting in midNovember 2010). GAME will
sell the Facebook Credits gift cards in £5, £10 and £25 denominations while Tesco will offer the
spendingcardsin £10 and £20 forms.

Social network Facebook quickly became a leading platform for the growtimplarides based on
the virtual goods model after it launched its developer platform in late May E8@rples of
virtual currency on Facebook games that can be used to buy virtual items include:

Chipsodo (Texas Holdem Poker by Zynga)
Farm CashoyZyrgarr mVi | | e

Kickass Coinso (Kickmani a)

Brownie Pointso (Sorority Life)
Kitty Coinso (Cute Cat z)

Puppy Pointso (Pet Pupz)

= =4 =4 =4 4 =2
o 7 e B ' Bl 1

o

For consumers, the ability to draw down on a stored account makes purchases faster and simpler.
Virtual currencies allow users purchase content without a credit card, thereby reducing the
number of credit carihterchangdees which the developer would otherwise payhe lowvalue
transactionsThe rise of virtual currencies offers opportunities for Payforit and the PRS providers
who support them to extend into new areas of the market.

Prepaid cards

Prepaid cards allow those without credit or debit cards or with low credit worthiness to perform
various types of electronic transactions including money transfer, gaming, onlinpinghop
gambling, and gifting. Prepay cards enable inclusion for the unbanked (e.g. the youth
demographic), as well as a means of controlling spending.

Prepay card holders caopthemup wi t h cash at 100006s of |l ocat
Payzone, Payhat, the Post Office, etc usintheir credit / debit card, mobile phonesalary
payments omoneytransferdrom a bank account
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The UK is a relatively mature market for prepay cards and, accordingly, we do not see it
representing new challenges fphonebilled payments. However, the rise of social games,
targeted at the unbanked youth demographic may see an increase in the usage of prepaid cards at
the expense of traditional PRS payment mechanisms.

5.3.4Contactless technologies (NFC)

Contactless technajtes can expand mobile device functionality to include a variety of
applications, including financial transactions, ticketing, physical access and identity management.
These could offestakeholders in the payments value chain, including MNOs, finanst#biions

and card associations, merchants, mobile handset manufacturers and NFC chip manufesturers
and potentially significant revenue streams, as well as a means of deepening their customer
relationships.

NFC initiatives in Japan, South Korea aseveral other key markets have demonstrated the
potential of such applications. However, in many other marketsigating the complex business
relationships that underlie these transactions at the same time as dealing with technology issues
has proved chiznging.

A key factor for the success of NFC wi l |l be en
technologiesE Contactless cards were used for many years in Japan before the

technology was embedded in mobile devices. As a result, customer confidence in

mobile NFC was high.

In the UK, the  contactless ecosystem is picking up pace:

1 Card issueWisa Europe predictsthat there will be 20 million Vishranded contactless EMV
cards on issue and 60,000 contactless pafiisale terminals by the end of 2011 in the UK, up
from 42,500 contactless POS terminals as of November 2010, according to Barclays the main
issuer andcquirer of contactless in the UK. The projection includes up to: 8000 readers to be
installed on London buses; 2600 terminals in convenience store chain Spar and 3000 POS in
the UKés fifth | argest super mar k e€Cooperdtveei n and
Food and the Goperative Pharmacy (not all in 2011).

{ Barclays and Barclaycard will account for the large majority of the predicted 20 million
Visa-branded contactless EMV cards on issue in 2011; the bank predicts it will have rolled out
12 million by the end of 2010. In additioWIBNA Europe, part of Bank of America, also
plans to contactless functionality on 5 million UK credit cards by the end of 2011. There will
be additionalMasterCard PayPasscontactless cards issued in 2011, includiogme of the
MBNA and Barclaycard cards, along wifirgin Money cards.

At present, however, the volume of contactless transactions in the UK remain relatively low,
despite an announcement by Barclays in November 2010 that contactless transactionsldir its d
and Barclaycard credit cards had topped 1 million.
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While contactless smart cards can act as a precursor for mobile NFC sebécasse of the
complexities around the business model, it they magiffieult to displace if they gain sufficient
market penetration. It is, therefore, pleasing that there have been a number of
recent announcements that suggest that the mobile NFC ecosystem is also pipleog bpthn
the UK and internationally:

f Googleunveiled the Androi d DecdmbérG0ld, which featrea d 6 p | ¢
support for NFC technology. The new Nexus S smartphone from Samsung (running Android
2.3) also comes with NFC hardware in place. Reports suggest Google may be planning to use
Zetawire and NFC to track clicking on a mobiletagpayment, giving retailers greater insight
into where and how their customers buy.

1 France TelecomOrange Group announced plans in December 2010 to roll out SIM cards
supporting NFC services, such as ticketing, payment and other applications, to ntest of
European operators by the second half of 2011. Orange has stated its intention that more than
half of the new smartphones models it buys will support NFC.
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