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Executive Summary

The US wireless data market grew 5% Q/Q and 27% Y/Y to exceed $11.3B in mobile data service revenues and thus exceeded
$10B for the third straight quarter. As we mentioned in our Q1 2009 research note, given the strong growth in data
revenues and overall service revenues, the worst is over for the US mobile industry. The US market touched 25%
penetration of smartphones in Q3 2009, a new milestone.

While the flailing economy hit certain segments of the wireless ecosystem hard esp. the infrastructure and handset segments,
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strong in 2009 given the activity around 3G/4G deployments and trials. As expected, there was an increase of prepaid
subscribers which dropped the overall revenues for some of the carriers. The US subscription penetration was
approximately 91.3% at the end of Q3 2009.

As we mentioned in our last three research notes that this time around, the fate of the US mobile industry is more elbgely ti
the overall economy compared to the previous recessions. As the consumer sentiment improved over the last two quarters
along with better than expected @3 2009 earnings from corporations, the mobile industry is back on track. While the
structural flaws in various industry segments remain, the outlook for the Q4 2009 and 2010 remains bright and we are
expecting the overall data revenues to now increase by over 30% compared to 2008 with aseitiongl Q4.

Q3 2009 reported a 3.5% increase in GDP compared to the 1% decline in Q2 and 6.4% decline in Q1, thus marking the official
(technical) end of the recession. The GDP is expected to change by 3.2% for 2009 and the service revenues are expected
to account for 1.13% of the US economy by yead. Note:For a detailed discussion of the US wireless industry in
recessions, please see 2008 US Wireless Market Update.

So, what does this mean? Well, the markets can still be volatile, but overall the market seems to be feeling better about the
economy than it was in Februariyhie Conference Board Consumer Confidence Ithimugh retreated from June is at a
healthy 47.7.
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What to expect in the coming months?

The high unemployment has slowed the growth in the data card segment but the smartphone consumers have more than piekeaakp Afso,
as expected, there was a shift from postpaid to prepaid in some user segments. For examphofileT prepaid accounts folmost 20% of
their customer base compared to 17% from an year ago. The fight for thedovwustomer is also having an impact on the tradisl prepaid
players and the price pressure is reducing their margins. Itis quite likely ttatBd 2 F a4 dzOK 02 y & dzY $AEhuR 2 ¥ Q
permanently lowering the ARPU base for such customers and carriers who have experienced more postpaid to prepaidasetiowiibke
up for the lost revenues elsewhere.

In fact, the churning in the last few quarters has distanced the top two (AT&T and Verizon) and the next two (Sprivibaild) by the biggest gap
in the history of the industry. By the end of 2009, this gap will rise to 36% compared to 28% at the end of 2008 and22%hia ‘Rest"
category has essentially diminished from the market dropping from a dominant 43% market share in 2002 t@0Q294 8lide 18).

The trend of the landline replacement by Mobile continued in Q3 2009, now reaching almost 25%. In the third quarter, mgsseitislowed
down. The messaging volume was up only 4% and messaging revenues wer®uaQ3A4th its expanding 3G networksMobile like its
peers has started to benefit from smartphone penetration reaching to 6% of its subscriber base. Overall, The increassthugEohes
anddatacardds putting a pressure on carrier networks and accelerating their strategies to depldy/IMAX We estimate that by end of
2009, the US mobile data traffic is likely to exceed gé@dbytes up 193% from 2008. To truly tackle the problem headoperators will
need to adopt a multpronged strategy to manage their traffic more effectively. We discuss mobile data traffic in much maitérdetir
paper 'Managing Growth and Profits in the Yottabyte EM/e will have more on this subject in the coming days (You can also read our RCR
Wireless columns on the subjedDefining Mobile Broadbanand Solutions for the Broadband Wojld

We will be keeping a very close eye on the miarad macretrends and reporting on the market on a regular basis in variowsigiand public
settings.

http://www.chetansharma.com 3 © Chetan Sharma Consulting, All Rights Reserved Nov 2009



http://www.chetansharma.com/
http://chetansharma.com/yottabyteera.htm
http://www.rcrwireless.com/apps/pbcs.dll/article?AID=/20091014/OPINION/909309986/1026/FREE/analyst-angle-defining-mobile-broadband
http://www.rcrwireless.com/apps/pbcs.dll/article?AID=/20091104/OPINION/910309995/analyst-angle-solutions-for-the-broadband-world

US Wireless Marketz Q32009 Update

Againsthis backdrop, the analysis of tlg@3 2009US wireless data market is

Service Revenues (Slides-12,17, 19)
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The US Wireless data service revenues grew 5% Q/Q to $11.3B in Q209. Compared to Q308, the data service revenues grew 27%.
Verizon and AT&T accounted for 80% of the increase in data revenues in Q3 2009.

The US mobile data service revenues crossed $10B for the third straight quarter and stays ahead of Japan and Chima@y a dista
AT&T experienced the most growth with over 6% increase Q/Q followed by Verizon and Sprint at 5%.

Verizon's data revenues exceeded $4B/quarter only inches behind the global leader of over 10 years NTT DoCoMo.

AT&T and Verizon now account for 68% of the market data services revenues and 61.5% of the subscriber base.

The average industry percentage contribution of data to overall ARPU is now 28%. US market is likely to touch the 3608 dhoirgh it
might not quite eclipse it.

The top four US carriers are now a permanent fixture in the top 10 global operators by mobile data service revenues &S;ufairg, and #8
spot respectively. Apart from NTT DoCoMo and China Mobile, Verizon Wireless and AT&T are the only two other operataong gesreréiian
$3B in quarterly mobile data service revenues

ARPU (Slides 185)
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Overall ARPU decreased by $0.14. Average voice ARPU declined by $0.57 while the average data ARPU grew by $0.43 or 3%.

Verizon led in (blended) data ARPU with $15.59 followed by AT&T and Sprint. In terms of % contribution, Verizon excaedext86%b the first
US operator to do so. It was followed closely by AT&T and Sprint respectiibbil€ also exceeded $10 in data ARPU for st fime.

AT&T experienced something uniquan increase in voice ARPU (for the first time in 10 quarters). The voice ARPU increase®$.2609.
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Subscribers (Slides6-18)
w In Q309, the US market added approximately 2.7M new subscriptions down 1% from Q109.

w  The number of data subscribers has been on the rise with Verizon leading the way. At the end of Q309, 67% of US subiscufiagssome form
of data services.

w  The messaging volumes in the US market now average almost 568 messages/subscriber/month or at the frequency of almgst/lacuessh
thus reaching close to the messaging leader Philippines.

w Interms of netadds, thanks to the boost from the iPhone, ATT again led in Q309 with 2ddst edging its friendly rival Keon which added
1.2M net subscriptions. Sprint lost 565K.

w  T-Mobile lost customers for the first time in its history. It lost 77K customers in the quarter.

w  The 3G penetration in the US stays at a healthy 43% in Q309. Verizon led the packidbiéeTs slowly expanding its 3G coage. The growth in
3G and smartphones is helping offset some of the downward pressure on the data revenues and overall ARPU.

w  The gap between the top two (AT&T and Verizon) and the next two (Sprint-Eadbile) is at its maximum. By the end of 2009sthap will rise to
36% compared to 28% at the end of 2008 and 21% in 2002.The "Rest" category has essentially diminished from the margdiahoppin
dominant 43% market share in 2002 to 12% in 2009.

Applications and Services
w  Nonmessaging services continue to grab& o of the data revenues for the US carriers.

w  The flatrate pricing movement that was started BYillcomin Japan which moved to Europe became more prevalent in the US market with inc
wide flatrate pricing plans that included data. All the major carriers seem to be offerinfiplaiccess plans for most ofetlmew smartphones
being introduced in the market. Approximately 20% of the consumers haveaflatiata plans.

w  There are probably 120 subsegments within mobile data services and consolidation looms. While the valuations are stilrhighid
consolidation, we think that due to recession pressure, the M&A scene is starting to heat up.

w  The usage and data consumption trends are enabling carriers to accelerate their 4G plans and devédsmlboginess and tectical strategies.

Handsets

w  Nokia sold 100M+ units in Q3 2009. Samsung again had a solid quarter with over 60M devices sold inching its markelnsbsire 1&ma LG
Electronics at 11%, Sony Ericsson at 4.9%, and Motorola at 4.7% rounded up the top 5.

& The third quarter was again dominated by blockbuster launches of smartphones. Androids have been invading the inthestsgsmd 2010
s to be a terrific year for consumers and competition.

growth in smartphone usage is also putting pressure on the networks which are not able to handle the load duringepeakeitain cities
s forcing camg&;twvg)wlo% for alternate strategies to satisfy thg demand for broadhmuige b'”'ngﬁ UMAzemtocells Hotspots,\/V|MAX,\jIB:IFIZEdog
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