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1. Executive Summary
1.1 General Context and Problem Definition

One of the fastest growing and important businegs#sy is Telecommunications.
The fact remains that this business is a key ifguetbr in economic growth, it is on the
basis structure of all other business helping tontamn their activities fluency, boosting
their productivity, efficiency, and expansion. THesight Research Corporation
forecasts global telecommunications spending dmeef global GDP (gross domestic
product) to 5.9 percent by 2013, a 23 percent gigwate taking the year of 2006 as
basis. Telecommunications have an estimated 20tRiwide revenues accounting for
circa $1.9 trillion and an expected grow of 95 petcby 2015, with an overall CAGR
(compound annual growth rate) of 13.8 percent (Trfegght Research Corporation,
2010).

Technological changes in the telecommunicationgosebave led to a deep
transformation of the sector (Olla & Patel, 200R)e technological evolution deployed
new means of communications through wireless nddsvavith an infinity of new
possibilities. As a consequence of this fact, thabite telephony sector arose as an
essential mean of communication. Representing aaie wector of Telecommunication
business growth, the mobile telephony segment ttas than considerable importance.
Having its foundations during the 1950’s, with firet fully automatic mobile phones,
the segment had an impressive growth rate in thieyi@ars, reaching nowadays more
than 4 billion mobile connections worldwide with expected growth of 50 percent by
2013 (Mika, 2009). Diffused overall the globe, thmbile telephony market has a
worldwide annual new client acquisition of twentief percent (Mika, 2009), a
remarkable number especially on periods of globaaction. In difficult times where
Telcos’ regional CAPEX (capital expenditure) growdtes are expected to decline, the
demand for mobile services in developing countn@$ support the maintenance of
global CAPEX spend.

As a consequence of evolutional factors of the etads the convergence of the
internet and mobile phones, there is a global tremdstagnant or even decreasing
mobile phones voice revenues, leaving data revetwksel the growth of the industry
(Cortimiglia et al.,, 2009). The present trend hdsoaed to the integration of
traditionally separated services like voice ancadsdrvices (Olla & Patel, 2002). The
interest in data business is supported by its nusnld&yramid Research expects that
mobile data will account for 29 percent of the glbmobile service revenue in 2012,
with total global revenue of $300 billion. Olla &fel (2001) noted the benefits that can
be delivered by data transmission not just to amstamers, but even on business to
business it shows as a great benefit by transf@irsiness processes.

Going deep on the business it's possible to idgmii&in segments such as mobile
marketing, mobile digital content, mobile paymengbile search, and mobile services
(Dunnewijk & Hultén, 2007, Kallio et al., 2006). Mite digital content is considered



by several authors as one of the most promisinmeats, Holden (2008b) expects that
the global mobile content market will be worth $1$lfion by 2013.

Keeping in light its attractive business importgrite segment has a value system
composed by several players, like Media Companme$ Mobile Content Service
Providers (Mcsps), which alternate its core aggsitfeaturing a fast evolving business
that can specially be seen in emerging countrles the BRICs (acronym for Brazil,
Russia, India and China).

The four key emerging countries present the sarfecdemunications global
trends, in fact as in some cases more accentusgads can be seen in these countries,
the BRICs may properly be driving global trendseiftielecommunications industries
are expected to drive their continued growth, welecommunications revenues (in
particular mobile data and services revenues) grgweven faster than the annual rate
of increase in GDP in each country (Juniper Re$ga2010). In 2007, the BRICs
telecoms markets were worth a combined $256.10ohillirepresenting an annual
increase of 15.7 percent. From 2010 to 2015, whiMEA (Europe, Middle East,
Africa) region has the slowest telecommunicatiornpeeted revenues CAGR at 9.1
percent, LAC (Latin America, Caribbean) region doated by the fast-growing
economies like Brazil has an expected CAGR of 14.1.

Nowadays Brazil shows a technological innovation vimmment on
communications, motivating consolidations that egghthe Brazilian communications
market. Galina (2002) affirms that technologicadamation motivates behavior changes
on consumers, forcing enterprisers to search faliffarential competitive position,
leading them to adopt appropriate practices to gtdarlnsformations.

As noted Cormiglia (2009), in 2001 circa 40 MNOs@gied in Brazil, presently,
there are only seven, four of them having nati@meakrage (Vivo, Claro, TIM and Oi),
while the remaining three (Sercomtel, CTBC and ©hitaving only local coverage.
After acquiring Brasil Telecom Oi became marketdeain total telecom revenue.
Intelig was acquired by TIM, who probably intendsrély on the acquired network to
improve its mobile data services. On the regulafaeld developers are affronting a
thorough revision underway of the basic communiceti law (Lei Geral das
Telecomunicacdes).

Brazil was able to use its internal economy anatessgful governmental incentives
to minimize the recent adverse economic effectesiF& Sullivan, 2010), reinforcing
its position in 2009 as the largest telecommuricetimarket in Latin America, with
total telecom revenue of $49.5 billion (Pyramid &eash, 2010). In the end of the 3rd
trimester of 2009 Brazilian telecommunication seegiwere provided for 225.9 million
subscribers representing a 14.3 annual growth, lwlias driven by mobile phone
services that accounted for 73.5 percent of tha {0 ELEBRASIL, 2010).

The Brazilian mobile penetration on the populai®remarkable; on February 2010
there were 176.8 millions of mobile phones in Brawhat signify a density of 91.87
mobile phones per 100 habitants, representing 1€ept annual growth (TELECO,
2010). In this way Pyramid Research expects thatBhazilian telecommunications



revenue grow will be fueled principally by mobilatd services, while competition-
driven decline in voice revenue is expected in shert term (Bertelé et al., 2009).
Brazilian mobile phone data revenue is expectedstoto $12.7 billion in 2014, from

$4.3 billion in 2009, representing a 195 percewntngh (Pyramid Research, 2010). On
the 4th trimester of 2009 Brazil presented the \Bailld biggest revenue growth with
mobile data related to 2008, accounting 39 pergeawth (Merrill Lynch, 2010).

Despite the remarkable growth, Brazilian Telcos @ready aware about market
saturation, and start to look to VAS (value-addedises), especially Mobile Content,
as strategic competition keys. This trend is hgitied by Frost & Sullivan (2008)
which indicates the importance of Mobile ContenBiazil by estimating at 37 percent
the number of mobile subscribers that used at le@astmobile content service during
2007, while forecasting a 34.9 percent CAGR betw2iv and 2013.

Bertelé et al. (2009) reveals that the supply obNé&oContent services in Brazil is
characterized by a remarkably high degree of congerlity and numerous value
propositions that creatively aim to transform tharket's economical and technological
limitations into opportunities. This fact is a censience of the presence of multivariate
players in the sector. National and internationialygxrs are acting in the Brazilian
mobile content environment generating extremelyepdal value systems. On the
Brazil Mobile Content market environment aroundf lndlthe suppliers are Traditional
Publisher, like Group Abril (Brazilian-based) anditkrsal Music Group (USA-based),
Web Editors and Pure Players like Buongiorno @dtalbased), CRE8 (New Zealand-
based) and IG (Brazilian-based) represent aimesseicond half of the market followed
by Telcos that represent 3 percent of the supplizespite the small participation on the
supplier's total amount, Telcos are extremely rafgvin terms of service offering,
representing around 30 percent of the total offer.

Mobile Content is a new issue in the academic waklthere are few systematic
studies about the topic in emerging countries, vpnatedes the existence of intriguing
unresolved questions in diverse fields. In thedfief business strategy applied to the
mobile digital content industry emerges the unabligsue about the ideal relationship
configuration between players on one interlinkestey of value networks and other
value configurations. This ideal value system aunfation is currently unsolved
because of the fast development and the constamgel that occur on the mobile
content market. An extremely relevant issue thaiaats directly on the value system
configuration, as creating new models of businelsanging the roles of present mobile
content actors and drawing new guidelines for tlmtent offer, is the recent
convergence of the mobile content market with tlodile internet.

The world is currently in the center of the fifthajor technology cycle of the past
fifty years. The previous four years were the maimie era of the 50s and 60s, the
mini-computer era of the 70s and the desktop leteena of the 80s. The current cycle
is the era of the mobile Internet.

The mobile internet is expected to overtake fixgdrnet in the near future. Morgan
Stanley Research foresees that within 2015 the eumbworldwide mobile internet



users will overcome desktop internet users, achgevhe mark of around 2 billion
users. This growth will be mainly guided by develdpeconomies and some intense
growing economies like the BRICs. For instanceoatiog to Forrester Research, in
Western Europe mobile internet usage will shiftaoidience among mobile phone users
from 13% in 2008 to 39% in 2014. In the USA mobiléernet users are expected to
more than double by 2014. In Brazil, 2009 last rhabt®% increase on internet usage
was 66% generated by mobile internet access. In the cpunabile phone users start
to substitute the fixed internet use by the mobie. According to TNS Research,
search web sites are already used by 19% of mioidmet users, while general content
related sites are accessed by 18%.

This intense growth of mobile internet usage wiél & boom to consumers, and
some players are going to capitalize and othedsweihder what just happened.

While traditional internet actors are fast movingtlhe mobile scenario, traditional
Telco players are aware with the mobile internéfudion, because this technology is
expressive related to data and not about voice.al/keage mobile phone usage pattern
is 70 percent voice, while the average of recenerging mobile phone models as
iPhone and Android devices is around 45 percentevolhe expansion of smarter
phones together with high-speed networks are emgaldompelling user experiences
that, coupled with all-you-can-eat data plans,uneashing mobile internet data usage.
In some extremely developed mobile phone market¥apan, operators already focus
more in data than in voice. For instance, to th@adase NTT DoCoMo, data usage
accounts for 90 percent of network traffic. Glopathe mobile data traffic is expected
to increase by almost 4,00percent by 2014, for a cumulative annual growte f
more than 100 percent.

This trend presently affects the overall telecomiwations industry and therefore
impacts directly on the mobile content value system

Typifying the present Brazilian Mobile Content walsystems players relationships
are not already well established creating uncdrésnabout the future, about which
players are going to take which positions, the avies are going to be merged and who
Is going to be outcast of the value systems.

On the Mobile Content segment which scenario is\@ggdd shape the future? In
what extend the mobile internet impacts on the fteobontent value system? Retall
revenues for mobile content will accrue to the eahtproviders? Or mobile content
revenues will be generated by operators througtalsér Traditional players are in line
with the mobile internet and content convergenam¥ovative content replaces or
complement traditional players’ offer? Telcos, Mgspedia Companies and Content
Providers exchange activities among themselvesiriegt a fast evolving market with
plenty of uncertainty. The uncertainties aboutftitere motivate this study, as it is an
important and urgent issue for stakeholders oMbbile Content sector.

' IBOPE, 2010
2 Morgan Stanley Research, 2010



Few academic studies pointed out expectations abwutfuture of the ideal
configuration of the Mobile Content value systenheTpresent value system logic
contrasts the value chain logic, as its functioesnss be performed simultaneously
rather than sequentially. Stabell & Fjeldstad ()9&hsider that business value system
simultaneous and coproducing nature requires constandards, and to create an ideal
configuration it must include competitive and co@pee relationships. Olla & Patel
(2001) pointed out the importance of value systeodyct standards allowing members
to add value by creating bespoke applications, varel and handsets. Kothandaraman
& Wilson (2001) highlighted that focus has movedgdoed individuals firms to value-
creating networks formed by key firms through caagiee relationships in the system,
with the objective of delivering value to the engstomer. Deliver high value to end
customers on present Mobile Content market sceh@tomes more arduous. Achieve
a value propositionwith superior relative value means overlap thei@ctompetition
arena deploying differential offer embedded in @ meodel of business.

The competition shifts from the firm-level to thalwe-system level signaling that
operators should revise its models of business. &uvo (2006) remark the crucial
importance of telecommunication operators on theevaystem; however criticize their
actual distribution of profits among other valuestgyn players, emphasizing the
urgency on its revision. Peppard & Rylander (200&inted that Telco operators must
explore new revenue sharing models, as those witle favorable models will attract
more content creators and thus increase the nuofbarstomers ultimately using the
network. This consequence would be very positivthassize of the customer base is a
critical driver of value networks (Stabell & Fjetdd, 1998). The increasingly
customers demand of Mobile Digital Content do netnuts Telco operators to hold
their activities alone. They will be forced to ceogte and partner with a range of
content and service providers from the large mediaglomerates and aggregators to
smaller content creators (Peppard & Rylander, 2086the competition arise and the
maintenance of focus on its core competences ga@a importance.

Increasingly, organizations prefer to focus on cwepetencies and to outsource
those activities that may be performed more cdsi@bely (or cost-efficiently)
elsewhere (Geoff Lancaster, 2000). Olla & PateD@@®mphasize the importance of an
alliance of enterprises each contributing core cetencies to create an efficient value
system able to meet customers cost, high quallityg and variety demand.

Within the context of discussion is possible tospree that operators are passing
through a complex period replete of changes, aséan by Olla & Patel (2001): “The
biggest challenge for operators will be shiftingnfra one-service mindset to a portfolio
of services, new business models, multiple parmgssand complex relationships”.
The impact of the mobile internet on the mobileteahvalue system has to be taken in
consideration if operators and other players prestorcapitalize the current scenario.
Moreover, it is possible to state that these changee necessary not just for a
competitive differential, but for survival of valwsgystem players.

! See Walters & Lancaster (19994, b) for value proposition and relative value definitions.



1.2 Objectives

The objective of this thesis is to present a dptga overview of the Brazilian
mobile content business environment, with spe@au$ on the impacts of the mobile
internet on the mobile content value system.

1.3Methodology
1.3.1 Mobile Digital Content

The research was made from March to June of 20tQséxl on the Brazilian
Mobile Digital Content market with exploratory aqdalitative nature. Richardson et al.
(1999) define that qualitative research are mogir@gpiate in describing problems
complexities on real contexts, analyze multi vadeabinteractions and comprehend
dynamic processes, as in the case of Mobile CoMaloie System.

The definition of Mobile Digital Content adopted tins study is that of Feij6o et al.
(2009): “mobile content refers to the creation-prettbn, distribution-access and
consumption-use-interaction of content, be it ¢veabr processed information, on a
mobile platform, consisting at least of a mobilevide and/or a mobile network”.
Consequently, as noted by Cortimiglia et al. (2009¢rson-to-person messaging
services, payment services, marketing and promaemices, customer relationship
management services, and mobile commerce for pdlysroducts are not included in
the definition of mobile content.

The Mobile Digital Content is classified on thisidy according the methodology
adopted by Cortimiglia et al. (2009) that considéies perceived value for the users (or
the value proposed by the offerer) instead of tienisic content or informational value
itself. The following content types are considered:

* Infotainment: includes both information-based amdegainment-based content.
Examples of information-based content are newssadale through WAP sites or
delivered through text alerts, while examples otedgainment-based content
include fulltrack music, videos, both downloaded astreamed, and television
broadcasted to mobile phones.

e Communication & Community (C&C): content focusing or enabling interaction,
interactivity and/or collaborative content genaeratby users, such as chat, mobile
communities, social networks and forums.

» Customization: content designed to customize thkiledevice in order to make it
reflect the user's own personality and lifestylgaifaples of customization content
are ringtones, wallpapers and screensavers.

* Betting: content related to gambling, such as tmteand reverse auctions. The
content component of these services is mainly geellfack the user gets when
placing the bet or bid, or updates during the c®ofshe game.

10
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* Gaming: content based on or enabling interactidh wigaming application, either
embedded or accessed through the wireless conne8oth SMS messaging and
downloadable are examples of gaming content.

1.3.2 Mobile Commerce and Value System

Since there are recurrent interchangeably usebeoexpressions mobile business
and mobile commerce, is also important highlight thobile commerce definition
adopted in this research, while mobile businessiefised by Scornavacca et al. (2006)
and Barnes & Scornavacca (2007) as an issue foausdtle impact of mobility on
organizational structures, strategies and procassastside the scope of this study. As
defined by Maitland et al. (2006) mobile commersethe activity of “buying and
selling goods and services through wireless hardi-dwevices”.

To perform the Mobile Commerce enterprises intemsith themselves forming
interlinked relationships configuring a value systéAt this point it is very important
identify the differences between definitions of ualsystems, value networks, value
shops and value chains.

Based on Stabell & Fjeldstad (1998) value configaradefinitions, this research
considers value networks, value shops and valuéenshas three different value
configuration models required to understand andyaadirm-level value creation logic
across a broad range of industries and firms.

Porter's work (1985) is the most diffused referemcevalue chain. Building on
Porter's value chain definition, and Thompson'sabggy of long linked technolody
Stabell & Fjeldstad (1998) propose that a firm'sluea chain create value by
transforming inputs into products, being the pradhe medium for transferring value
between the firm and its customers. In this wayjueachain strategic position for
competitive advantage focus on product, market lmsiness value system scope.
Examples of firms relying on value chain configioatare manufacturing companies.

Value shops are firms that rely on an intensivéhtetogy focused on solve a
customer or client problem. Therefore, while théugachain perform a fixed set of
activities that enables it to produce a standaatymt in large quantities, the shop
schedules activities and applies resources in &idiasthat is dimensioned and
appropriate to the needs of the client’s proble8talfell & Fjeldstad, 1998). Therefore
a key issue for value shop’s strategic positiorthis degree of incorporation of the
problem object, as it is a tool for reducing unaiertly, to increase communication
between specialists and a means for efficient affielctere post implementation
evaluation. Examples of firms configured as valbeps are Hospitals and Engineering
firms.

Stabell & Fjeldstad (1998) propose that value neétware firms that rely on a
mediating technology to link clients or custometsovare or wish to be interdependent.
Therefore, the value of a communication serviceeddp on whom it enables the

! See Thompson (1967) for typologies of long-linked, intensive and mediating technologies.
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customer to communicate with. As a consequences aizd composition of the
customer base are the critical drivers of valuéh@value network. As a consequence of
the high competitive scenario existent on valuevoets environment, value networks
should address the value system scope as strapagtioning for competitive
advantage. Examples of firms that can be consideasdvalue networks are
telecommunications companies and retail banks.

The definition of value system proposed on thislgtconsiders that a value system
is an interlinked group of players with same ofatdnt value configurations pursuing
the objective of deliver the higher value to thel @ustomer. In a mediation industry
like telecommunications, the business value systepotentially a set of coproducing,
layered and interconnected players that enhanceatige and reach of the services
provided. As exemplified by Stabell & Fjeldstad 989, network operators deliver the
infrastructure for service providers, who in tureng as the communication
infrastructure for payment services. Exchange imlahips offered by a mediation
service can also extend beyond its immediate cust®o customers of other mediation
service providers. These possibilities give risa giructure of interconnected mediation
value systems.

1.3.3 Cases

The study comprises cases regarding representaltayers of the mobile content
Brazilian sector. Firstly, each player was analymsthg as support previous cases,
corporate web sites and newsletters’ informatioacdBdly, interviews took place
aiming to cover fundamental issues regarding theacts of the mobile internet in the
mobile content value system. The interviews weggtally recorded to permit precise
analysis on the received information and conterteyT were made based on the
following analysis scheme:

« Company’s core competencies

« Company’s strategy

e Target market

» Position on the mobile content value system

* Clients and suppliers

* Business model

» Offer (platforms and variety)

* Mobile internet influence on innovative mobile cemt offer
» Competitors (direct, indirect and potential)

* Future perspectives for the mobile content market

12
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The study cases were reported based on the folipsdheme:

* Company profile

« Value system relationships and mobile content offer

* Business model

* Value system trends and mobile content & intereesjpectives

1.4 Delimitations

The research is focused in the overall Braziliarbeocontent market regarding the
mobile content offer described antecedently. Trawl value system players
considered on the thesis scope were Traditionalishdos, Web Editors, Pure Players
and Telcos, which are going to be latterly desctibdoreover, new entrants were
identified along the research. The study took pfeme April to July 2010.

1.5Barriers

Brazil is the most stable and representative ecgniarhatin America and plays an
important role on the global mobile digital contenarket. However, barriers appear
causing inertia on the development of the markéie Principal barriers related to
market structural characteristics are: lagging netdgical infra-structure, the
prevalence of rather low-performance devices, adgerage ARPU, pricing policy for
Micro-browsing and tax and regulatory policies.

The lagging technological infra-structure of Taland other players is behind of
high failure rates in content billing and delivemhis issue discourages the entrance of
new players, impoverishing the Mobile Content offédoreover it difficult the
maintenance of the present players on the markek,camplicates the relationships
among them. As noticed by Bertele et al. (2009)yehare two principal issues that
should be resolved in the short term through moassive investments in the local
technological infrastructure: the inefficiency ofebsage Terminated (MT) premium
charging platforms and the technological limitatoof the micro-browsing channel.
Resolve this technological issue will certainly gete a positive outcome for all
players in the value system.

The prevalence of rather low-performance devicalhdiack the development of
richer Mobile Content offering. Content Providerse aconstrained to produce
appropriate less rich content causing inertia orkateevolution. More affordable high-
performance devices combined with accessible sigbiser plans should be addressed
for the improvement of the market offering.

Regarding the development of the mobile internetriical barrier is the low
diffusion of 3G technology through mobile phonedjich is a key driver for its
proliferation. In addition, the internet transmdsicapacity should be improved to
motivate the mobile internet use.

13



The low average ARPU constrain the evolution of MoDigital Content offering,
as players of the value system reduce their offEptang it to consumers spends.
Players could address this issue through adveriserof subscription plans and
attractive Mobile Digital Content through new magkaces.

Pricing policies for Micro-browsing should be rexdsto permit fostering of the
market growth. The issue arises as a consequernemaspects: high consumer prices
for data transmission and confusing charging scleifiee combined aspects certainly
inhibit the consumers’ acquisition of Mobile CortteAs an example there is the data
transmission cost for downloading content, Berteteal. (2009) highlighted the
essentiality of this issue for the fruition of moreultimedia-rich services, like
downloadable Customization and Infointainment, sar father constrained by
exaggerated costs of download, which in some aasgseven double the final price of
the service. Telcos revision of the present prigogcies would enlarge the customer
base and extend Mobile Content offer.

The Brazilian Mobile tax and regulatory fields pres relevant gaps when
compared to other global economies. Brazilian taarescomplex and strict; they affect
sector revenues and generate disagreements bewakensystem players. As noticed
by Cortimiglia et al. (2009), and highlighted by W@ in one interview conceded for
the present study, some taxes are collected atleaehof the value network, resulting
in multiple taxation for the same transaction. Mantgyers interviewed for this study
highlighted Brazilian tax issue as an expressivaidrafor mobile content market
evolution. On the present regulatory field playenes exposed to opportunistic behaviors
and customers are not immune to many threats. 3ikisition holds back market
growing and prohibits entrance of new players, as @xample Brazilian
telecommunications regulatory agency had not y&tbéished formal rules for Mobile
Virtual Networks Operators (MVNO) register and agdemn. As highlighted in by
Movile in one interview conceded for the presentlygt “the Brazilian regulatory field
is discrepant; it does not follow mobile contentrked dynamic”.

In addition it is important to mention the curreBtazilian share agreements
between Telcos and other value system playersatieatonstraining the mobile content
market evolution. Telcos’ share agreements unviahariety of new investments in the
mobile content market. According to the testimaniebmprised in this study, Telcos
receive a minimum of around 50% of mobile cont@venues share, what unviable the
creation and launch of new mobile content. Buongiorconsiders that “Telco
agreements are constraining mobile content valeation”. Moreover, as pointed out
by MoWA “Telco operators do not divide the risksygarised in the commercialization
of a new mobile content”, fact that difficult theegent mobile content value system
activities, as the market is composed by many smathpanies that do not have
capacity to support high risks.

In order to make the local Mobile Content markeaiioorrect way it is necessary to
establish more affordable and clear rules in théenaf taxes, as well as create solid
regulatory base (Bertele et al., 2009).
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1.6 Results

The present work indicated new trends in the Biazimobile content market. The
convergence of the mobile internet with the mobdatent is a reality.

Despite the majority of Brazilian mobile phone gselo not access the mobile
internet, the study identified that mobile intermetpatible phones are increasing as a
share of the Brazilian mobile phone market. As aseguence, it was possible to find
that innovative internet based mobile content stadppear in the country announcing
the expansion of the mobile content market.

The mobile content offer expansion is generatettdwjitional value system players
and new entrants that were identified along theaesh. It was possible to affirm that
Telco operators’ monopoly start to disband, as splagers were indentified bypassing
this category of player. New relationships betwgdsyers generated by emerging
business models were found.

Finally the study proposes critical issues to beressed by traditional and
emerging value system players aiming to capitalizehe new opportunities that
currently emerge.

The present study served as basis to the artiche ‘Brazilian Mobile Content
Market: A Value System Interpretation” publishedthg author in the 2010's ENEGEP
International Congress.
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2. General Countrand MarkeiOverview
2.1Introduction

Brazil is situated on the cent-oriental part of South America, occupies an are
approximatelyeight and half millions km?2 being t largest country in South Ameri
and the 5tHargest in the worldits extensive bordersvith twenty three thousand ki
neighbors all South American countries unless Cirile Ecuado®

Figurel - South American Political Map
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Having the secondarges population in America, estimated imundred ninety
millions habitant§ anda stable and fe-growing economy occupyinthe 8th positioh
in 2009 ranking ofargest economieBrazil is a country full opotential. As expected
by Goldman SaclBrazil will achieve a GDP of US$ 11,3 trillioim 2050 becomint
the 4thlargest world economy

The nation occupiekeading positions on global mark, as in petroleum, minin
and agricultural sectors.

' IBGE - Instituto Brasileiro de Geogradfia e Estatistica, Brazilian Geography and Statistics Institute
? IBGE

* IMF - International Monetary Fund, 2010, World Economic Outlook Database.

* Goldman Sachs, 2007, Global Economics.
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On petroleum sector Petrobras, the Brazilian ormhgany, overcomes traditional
leading firms, achieving on January 2010 an outhten performance on global
rankings, as 4th biggésmnergy company on market capitalization in the deorl

Brazilian mining sector is not behind representgdMale, mining International
Brazilian-based Corporation producer of a varidtgre, as iron ore, pellets and nickel.
The company is the world’s largest iron ore mirzery after the 2006 acquisition of the
Canadian miner Inco, Vale became the world’s sediggest mining compafy

With plenty of rich soil and vast land extensioBsazilian agricultural production is
one of the largest worldwide, keeping Brazil as 3n& largest agricultural exporter of
the world. The country is among the leading nations on prtidn of a vast variety of
cultivars, as coffee, sugarcane and soya beans.

Despite having an extremely commodity focused econdrazil also presents a
strong industrial base, with representative indestlike Embraer occupying the 3rd
placé as largest aircraft manufacturer company worldwide well as developed
commerce and service sectors, featuring a fastiggpgmerging country.

The overall picture of demographic, social and eooie Brazilian situation is
presented on the following table.

Table 1 - Brazilian General Facts

Federative Republic of Brazil

Population (2009) 192.8 Million habitants
Population growth rate (2009) 1.2%
Area 8.5 Million Km?
Population density 22.7 hab/km?
Capital Brasilia
Largest cities by population Séo Paulo . 11.0 M.ill.ion hab.itants
(2009) Rio de Janeiro 6.2 M!Il!on hab!tants
Salvador 3.0 Million habitants
Official: Portuguese; no regional
Languages dialects
Official: UTC-3 (Brasilia and main
Time cities);
DST: UTC-4 /UTC-2
Life expectancy 72.0 years
Literacy 88.6 %
Currency Real (R$, BRL)
Average annual currency
exchange rate (2009) 1,99 R$/ US$
GDP nominal (2009) US$ 1.57 trillion

' pCF Energy, 2010, PCF Energy 50.

? BBC News, 2006

> WTO - World Trade Organization, 2010
* Reuters News, 2010
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GDP real growth rate (2009) -0.2 %
GDP nominal per capita (2009) US$ 8,220
GDP per capita growth (2009) -1.2%

PPP GDP (2009) US$ 2.01 trillion
PPP GDP per capita (2009) US$ 10,513
Inflation (2009) 4.9 %

HDI index (2007) 0.813

Labor force (2009) 95.21 million
Unemployment rate (2009) 7.4 %

Gini (2009) 49.3

SourcesCIA, IBGE, IPEA, UNDP and IMF."

2.2 Government and Politics

The Brazilian Federation is the union of threeiddtpolitical entities: the Federal
District, the States and the Municipalities. Themy comprises 5.564nunicipalities,
which are grouped in twenty six states and one faé@estrict. States have autonomous
administrations, collect their own taxes and regeaavshare of taxes collected by the
Federal government. Brazilian states and Fedeasati€@ can be grouped in five macro-
regions: North, Northeast, Center West, Southea$tSouth. The Brazilian regions are
merely geographical, not political or administrativisions, and they do not have any
specific form of government, they are useful faatistical purposes. The following
illustration describes the Brazilian political map.

' CIA - Central Intelligence Agency, 2010, The 2010 World Factbook;

IBGE - Instituto Brasileiro de Geografia e Estatistica, Brazilian Geography and Statistics Institute;
IPEA - Instituto de Pesquisa Econémica Aplicada, Applied Economics Research Institute;

UNDP - United Nations Development Programme;

IMF - International Monetary Fund, 2010, World Economic Outlook Database.

® IBGE - Brazil em Sintese

18



Figure 2 - Brazilian Political Map
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The tripartite power of government, definecExecutive, Legislativand Judiciary,
is formally established by the constitut. While the Executive and Legislative ¢
organized independently in all spheres of goverripntba Judiciary is organized only
the federal and state#Biera District spheres.

The Executive poweis represented by the president of the republia vehboth
chief of the State and head of the government hésdice-president. They are electe
as a couple, by popular vote for a i-year term, with the option to candid:
themselves for a singleelection term. The president has also the powappmint its
cabinet of ministers.

On the political field,Brazil has several pars, four of them stands otWorkers'
Party (PT)Brazilian Social Demoiacy Party (PSDB)Brazilian Democratic Movemel
Party (PMDB), anddemocrat (DEM).

The actual president, Luiz Inacio Lula da S (Lula), thirty fifty Brazilian
President, belongs to lefting Worker’s party, whiche is a founding memb

In 2002, Brazilian political elections agitate thational political context. Despi
the economical development introduced by the pgmrernment, persisting probler
continued threateningBraziliar social and economicaldevelopment, s the
unemploymentate, states debit and the income distributions Enena permitted Lu
to diffuse his political plans that would changeaBlian political pat, culminating with
his victory onthe second round of the 2002 election, held on &blé&r,on which Lula
defeatghe Brazilian Social Democracy Party (PSDB) canidid@sé Serr

The international sociy wasworried with Brazilian 2002 new government, it v
the first time in history that a l-wing president would command nation re

In the 2002 campaign, Luforswore his platform plank of linking the payment
Brazil's foreign debt to a prior thorough audit. iSThhad worried economist
businessmen and banks, who feared that even aldarézilian default along with tr
existing Agentine default would have a massive ripple effédgbugh the worlc
economy. However, i government achieved a satisfactory primary budgeplus ir
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the first two years, as required by the IMF agrestimexceeding the target for the third
year. In late 2005, the government paid off itstdekthe IMF in full, two years ahead

of schedule. Lula had slowly but firmly gained timarket's confidence and sovereign
risk indexes fell to around 250 points.

During his first term as president, he was ablelitain the middle classes support
by softening his party's radical approach to prditand economy. He also managed to
receive plentiful support from the working clasgesough the implementation of
widespread welfare programs aimed at the poorasses.

Lula put welfare programs at the top of his ageddiang the campaign and since
being elected. Lula's leading program since venyyean has been a campaign to
eradicate hunger, he expanded early projects witlemew Fome Zero, program that
brings together a series of programs with the gwahd hunger in Brazil. This program
has a government budget and accepts donationstfi@private sector and international
organizations. Despite Lula’s big effort to prométeme Zero, the program was not
considered as a success, it was not implementesfiesadry. On the other hand, Brazil's
largest assistance program Bolsa Familia, whichagaslitional on school attendance,
has been praised internationally for its achievdameBoth Bolsa Familia and Fome
Zero were maintained through Lula’s second term.

Lula won his second term in 2006 with promises d@intaining social focused
programs and with new implementations proposalthereconomic development field.
Not long after the start of his second term, Lallngside his cabinet, announced the
new Growth Acceleration Program (PAC), an investhpgogram to solve many of the
problems that prevent the Brazilian economy fronpasding more rapidly. The
measures include investment in the creation andiimrepf roads and railways,
simplification and reduction of taxation, and madeation on the country's energy
production to avoid further shortages. In this wlayla’s government was marked with
public investments growth, but despite this factublg investments still scarce
considering Brazilian federation necessities. Exronting persisting problems as the
high percentage of the population living below tiree of poverty, the economic
inequality and the regional differences in wealthd awelfare, Brazil grows on
international prestige and figures as one of tlememies with remarkable influence for
the future scenario. Together with this trend, [suteputation grew on the international
community, being appointed by many worldwide redogt entities as one of the most
influent leaders on the globe.

On the Legislative field, the power is representsd the bicameral National
Congress, composed by the Federal Senate and tami@h of Deputies. Fifteen
political parties are represented in Congress. ddteal president's party does not have
the majority in the Congress, thus, Governmenbiméd by a broad political alliance
based on the continuity of the previous governmemtonomic policies, which were
aimed at economic stabilization and inflation cohtin 2005 and 2006, the resolution
of a long political crisis associated to corruptiolaims in the National Congress
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demonstrated the strength of the federal instihgtiand the country's commitment to
democracy.

The Judiciary power is represented by the Supreederal Tribunal (with its
ministers appointed by the president and confirimgthe Senate), the Higher Tribunal
of Justice, Regional Federal Tribunals (at Statel)eand specific tribunals for election,
military and labor issues. Generally, Brazilian idiaty entities exercise two main
roles: the jurisdictional function and the contoblconstitutionality. The jurisdictional
function is the obligation and prerogative in comsipg conflicts of interest on concrete
facts through norm applications. The later is ahoétto prevent legislative and
administrative acts to be against federal constitgtrules and principles.

2.3Economy

Brazil has a stable and fast-growing economy ocicgpthe 8th positichin 2009
IMF’s ranking of world largest economies. The coynt characterized by large and
well-developed agricultural, mining, manufacturirappd service sectors, keeping the
position of largest South American market with rekaale position in world markets.

Since Lula’s first term presidency, Brazil has digaimproved macroeconomic
stability, building up foreign reserves, adheringan inflation target, reducing its debt
profile and committing to fiscal responsibility. Byid 2008, Brazil awarded investment
grade status to its debt by two renowned ratingmeigs: Fitch Ratingand Standard &
Poor's, as a consequence of becoming a net externaltare@ioth agencies define
Brazilian foreign long term credit rating as BBBdastable.

Despite Brazil experienced two quarters of recessio September 2008, it was one
of the first emerging markets to begin a recov&gnsumer and investor confidence
revived after this recession period and GDP growthrned to positive in the second
quarter, 2009. The Brazilian Central Bank expeatswvth of 5% for 2016 and, as
expected by Goldman Sach8razil will achieve a GDP of US$ 11,3 trillion 2050
becoming the 4th largest world economy. The follaytable presents the diversified
pattern of Brazilian GDP for the year 2009.

Table 2 - Brazilian GDP Composed by Sector

Sector Participation on GDP (%)
Agriculture 6.5
Industry 25.8
Services 67.7
SourcéAC2009, Factbook

Y IMF - International Monetary Fund, 2010, World Economic Outlook Database.
> Fitch Ratings, 2010, Sovereigns Ratings.

* Standard & Poor’s, 2010, Sovereigns Ratings.

* CIA - Central Intelligence Agency, 2010, The 2010 World Factbook;

> Goldman Sachs, 2007, Global Economics.
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Brazil is aligned to developed economies, as itevi€es sector is bigger than
Industry sector, which is superior to agricultuoge. On sequence is presented 2009
GDP composition for some developed economies.

Table 3 - USA, Italy and Australia GDP ComposedSgtor

Participation on GDP (%)

Sector USA Italy Australia
Agriculture 1.2 2.1 3.8
Industry 21.9 25 24.9
Services 76.9 72.9 71.3

Source: CIA, 200Bactbook

On international trade environment, Brazilian expamounted US$ 158.9 billion
in 2009, while its imports amounted US$ 136 billideaturing a surplus balance of
trade’ Brazilian main export partners are the USA, Argentand China, which ones
mainly import transport equipments, iron ore, s@yis footwear, coffee and autos.
Considering Brazilian imports, main partners are shme of exports ones, and main
imported products are machinery, electrical andsppart equipment, chemical products,
oil, automotive parts and electronics.

Regarding the energy sector, as Brazil occupies8theposition on the rank of
largest world economies, large energy availabibtyundamental to maintain national
economy on continuing growth.

On the electrical energy sector, Brazil 2007 préidncamounted 438 billion kwh,
occupying the 11th position as larger produceramjgarison to the world. In addition
to the energy produced, were imported 42 billiorhkits consumptions amounted 404
billion kwh while exports amounted for 2 billion kw

As mentioned before, Brazil occupies relevant pamsion the oil sector having one
of largest oil reserves worldwide. As noted by CBvazilian 2008 oil production
amounted 2,4 million barrels/day and importatiomoanted 632 thousand barrels/day.
The country exported 570 thousand barrels/day andumed 2.5 million barrels/day.

On natural gas field, Brazil produced 12.6 billicubic meters, imported 11 billion
cubic meters, consuming al the resultant amountseguently the country did not
effectuate exports of natural gas.

Despite the recognized recent improvement of Beazileconomy, it can be
observed that in the last years Brazilian econongoawth usually had been slowest
than other comparable emerging markets as Russils® hnd China. The following
table presents a temporal comparison of BRICs emgegronomies’ GDP growth.

' CIA - Central Intelligence Agency, 2010, The 2010 World Factbook

22



=%, POLITECNICO
gy DI MILANO

Table 4 - BRICs GBEal Growth

GDP Real Growth (%)

Year

Brazil Russia India China
2009 -0.2 -7.9 6.5 8.7
2008 5.1 5.6 7.4 9.0
2007 6.1 8.1 9.0 13

Source: CIA, 2009%-actbook

As Brazil arises as a global economy, foreign itmasfind on the country a secure
and attractive financial port. Afterwards foreigiredt investments (FDI) records in
2007 and 2008, Brazil credit rating was elevatednfispeculative grade to investment
grade. This fact was preponderant on supportingilBxa economy in the onset of the
2008 global financial crisis. Despite the 28.3 patcfall in 2009 FDI, Brazilian FDI
reduction was smallest than the average fall ofnLAimerica and Caribbean (LAC)
countries’ FDI, making Brazil as the biggest 200®C_recipient for investments from
abroad.

Table 5 - Representative LAC Contries' FDI

Country 2008 — 2009 FDI 2009 FDI Participation on
Growth (%) (US$ Millions) LAC FDI (%)

Brazil -28.3 31,475 38.3

Argentina - 49.6 4,894 5.9

Mexico - 50.7 11,417 13.9

Chile -16.3 12,702 15.4

LAC -41.8 82,208 100

Source: Brazilian Central Bank, ECLAC

The following table shows the evolution of the amimvested in Brazil by the top
ten investor countries in the last five years.

Table 6 - Top ten Brazilian Foreign Investors

FDI (US$ Millions)
2005 2006 2007 2008 2009

Rank Country

1 USA 4,644.16 4,433.68 6,039.19 6,917.95 4,453.02
2  Netherland 3,207.92 3,494.94 8,116.13 4,623.68382069
3  Spain 1,220.43 1,513.74 2,163.52 3,787.47 3,405.14
4  Luxembourg 139.10 745.09 2,855.30 5,937.32 590.06
5 France 1,458.41 74459 1,214.40 2,856.13 2,415.30
6 Japan 779.08 647.52 464.63 4,098.78 1,910.80
7  Germany 1,269.32 848.27 1,756.78 1,036.57 2,467.56

! Economic Commission for Latin America and the Caribbean (ECLAC), 20009, Briefing paper
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8 Cayman Islands 1,078.17 1,974.39 1,604.47 1,354.4,013.44
9 Canada 1,435.32 1,285.51 818.35 1,438.02 1,258.66
10 Switzerland 34154 1,631.01 858.58 772.86 376.76

Total Foreign Investments 21,521 22,231 33,704 43,886 31,475

Source: Brazilian Central Bank

The total 2009 Brazilian FDI was applied mainly amdustry and services,
representing respectively 41.7 and 44.8 of totalestments. On services sector,
Telecommunications had a share of 2 percent outotdl service investments,
representing a 25 percent decrease related to 20@Ba 9.1 percent increase when
related to 2007.

2.4Demographics
Brazilian demography comprises one of the biggepufations worldwide, keeping
the 5th position as biggest world population with2B million habitants. When

compared to other emergent countries, Brazil ptesestable growth rate of 1.2% pace
featuring the 106th position on world rank.

Table 7 - BRIC's Population and Growth Rate, 2010

Country Rank Population(Millions) Growth rate (%)
Brazil 5" 192.8 1.2

Russia ) 139.4 -0.46

India 2" 1,173.1 1.37

China £ 1,330.1 0.49

Source: IBGE, CIA

Despite occupying the 5th position, being nearlpibhé China and India, Brazil
presents a population that amount just 16% of lpdjaulation and 14% of China one.
This fact analyzed together with Brazilian areaeazton demonstrates that when
compared to China and India Brazil has a smalleshafjraphical density of 22.7
habitants per kmz2. In fact, is worth to mentiont thigeady exist vast empty territories on
Brazilian extensions. For instance, on the Northio®e, which comprises 45.2% of
country’s total area, there is only 8.1% of totapplation, with 4 habitants per km2. On
the other hand, the Southeast region, which isnhbst well economically developed,
comprises 42% of total population, featuring the smoccupied region with a
demographical density of 86.3 habitants per kmz,
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Figure 3 - Brazilian Demographical Density per Regihab/km?), 2008

86,3

47,8

34,4

B North ® Northeast Southeast M South m Central West

Source: IBGE

Regarding the urbanization process, Brazil preseaite83.4% rate in 2008, against
a 79.6% rate in 1998 This fact confirms a continued growth of the umization
process. However, the process is not equal diséball over the country, for instance
while Rio de Janeiro — second biggest Braziliag €ithad a 96.7% rate, Piaui had a
62.8% rate, the smallest national rate.

In fact, is important to mention that Brazil hapraminent regional disparity as a
consequence of the colonization process, whichbksited concentrated settlements
near the coast leaving interior areas unoccupied.

Southeast and South regions are the most devetegeths while North, Northeast
and Central West regions are mainly based on dturaliproduction and tourism.

The distribution of Brazilian population age sturet traditionally configures a
young population, with more than 93% out of totaldw 65 years. However, it's
important highlight the present trend which feasutike increasing of the population
above 70 years and the decreasing of the populattow 14 years. For instance, as
presented by the 2008 PNAResearch, population below 14 years accounte@4os
of total population, a decrease of 17% when rel&ae#l998. This trend happens as a
consequence of continued decreasing on fecunditgldeand the increase of life
expectancy.

'1BG E, Sintese de indicadores sociais, 2009
? pesquisa Nacional por Amostra de Domicilios (PNAD), 2008
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Figure 4 - Population Distribution by Age Group,120
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The Brazilian sex ratio observed in 2008 was 94¢h for each 100 women as a
consequence of biggest men’ mortality rate. Thig fa explained by the fact that
Brazilian men die earlier mainly due to cardiovdacdiseases, brain strikes and urban
violencé. So on, Brazilian female median age is higher theale median age. In
comparison to other BRIC countries Brazil configur@ more similar median age
pattern to India, while Russia and China pattegadure highest median ages, what is
aligned with lowest population growth rates. Thdofwing table presents Brazilian
median age estimations in confront with other BR&@ntries.

Table 8 - BRIC's Median Age Estimation, 2010

Median Age (Years)

Country Total Male Female
Brazil 28.9 28.1 29.7
Russia 38.5 35.3 41.7
India 25.9 25.4 26.6
China 35.2 34.5 35.8
Source: CIA

On the recent past, Brazilian ethnical distributiefiected historical characteristics
related to the country colonization pattern. Inergcdays, as racial issue assumed an
important dimension, the self classification pragieely changes ethnical distribution.
Comparing IBGE population distributions of the y&a©98 and 2008 it is possible to

! Servico de Comunicac¢do da Universidade de Brasilia, 2008, Doen¢as modernas matam mais.
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note a significant change on ethnical groups. Wthike number of people declaring
itself black or mulatto increases, the amount obpbe who declare itself white is

reducing. However, it is important to mention tke#tnical groups considered as black,
mulatto and indigenous are situated in precariauslitions when considered the social
integration. The persistence of inequalities amtregy group of white and the other
ethnical groups is a present reality.

Figure 5 - BraziliathBical Groups, 2008
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Source: IBGE, Sintdsdndicadores sociais, 2009

Regarding religion, Brazil is a country with predaant Roman Catholic faith. The
Roman Catholic religion had a profound influence pmpulation along the Brazilian
historical development. Since the beginning of fl&h century it was introduced
among the native Brazilians by Jesuits missionamekalso by Portuguese first settlers.
However, present trends announce that Roman Catfathful is decreasing, while
Protestant religion gains more relevance. IBGEaesemade on year 2000 presented
that Roman Catholics were 73.8% of the populatiod &rotestants accounted for
15.4%. On year 2010, Datafofheeleased data demonstrating that Roman Catholic
represent 61% of population, while Protestants aactor 25%.

! Folha de S3o Paulo, Datafolha, Crescimento: Segundo Datafolha 25% dos brasileiros sGo evangélicos,
2010
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Figure 6 - Braziliaeligion Groups in 2000
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Figure 7 - Brazilian Religion Groups, 2000 - 2010
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Nonetheless, is important highlight other represiirg groups as the Atheist and
the spirits that accounts respectively for 7.4 arRl percent out of total populatibn
Moreover, pertaining to a smallest share of theufmipn are the Afro-Brazilian
religions that are considered very traditionalfdot, some these, as the Umbanda, are

' IBGE, Sintese de Indicadores, 2007
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considered to be traditionally founded in BraziheBe religions have its roots on the
African slaves that immigrated to Brazil along ttmaintry colonization process.

2.5Brazilian ICT

On the Informational era the contemporary societyictures its social and
economical relationships through a complex set etfivorks created by the ICTs’
evolution. This evolution has a remarkable impattttle economical development of
nations, as can specially be seem in emerging rtsalike Brazil.

Historically, Brazilian ICT evolution can be dividd two divergent governmental
periods. The first one dating to 80’s was markeddoyernmental protection and
intervention, what generated positive and negatifects. On one hand it allowed the
expansion and diversification of the Brazilian isttial base towards ICT. On the other
hand, the market offer was narrowed to nationalgames’ offer, which ones not fully
exploited the market potential. The later periodswaharacterized by economical
liberalization, and so, international players lathd@ Brazilian marketplace introducing
new competition. As a consequence, Brazilian ICTerofimproved to a more
diversified, cost efficient and quality level, wang-up contemporary society’ demand.

Brazilian contemporary society shows significantlations in uses and ownership
of ICTs, as the increasing use of computer andnetethe enlargement of users’ age
group from children to elders, increasing citizeday-to-day use of ICTs, enterprises
that harmonize with the present ICTs contest, ancrs However, economical and
social disparities still affecting ICTs diffusiorl aver the country. The analysis of
desktop computers, mobile phone and internet patinetrrates can quantify Brazilian
disparities problem.

Desktop computers have a 30% penetration rate aziltan households. However,
this rate is not equal in all country’s regionsr kwstance, while the southeast region
presents a 42% penetration rate, northeast reg@erl8% out of total households with
at least one desktop computer.

Moreover, in the case of mobile phones, is possibldind similar trend. The
southeast region has an 85% penetration rate, wWialaortheast region has a 63% rate.

Despite the recent efforts of the Brazilian goveeninto expand internet access to
the majority of the Brazilian population, a contiag reality still can be seen. Although
there has been an increase in internet use byoir@ipsegments of the population, rich
social classes still have much more access tohilé/85% of upper classes population
has access to internet, on lower classes segmahytsl8% have access to interhet
Regarding broadband connections, the situationoieraccentuated because of the cost
related to it and its offer centralization in higitome regions. This is motivated by the
fact that the majority of broadband services amvipled by three companies, which
control 86% of the market aiming their servicesgper classes.

The following table presents ICT penetration rateBrazilian Households.

! Comité Gestor da Internet no Brasil (CGlI), Survey on the Use of ICTs in Brazil 2009
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Table 9 - ICT Penetration Rates in Brazilian Houadds$, 2006 - 2009

Portion of households with access to ICT (%)

Technology 2006 2007 2008 2009
Radio 89 89 86 86
Television 97 98 97 98
Fixed Phone 49 45 36 40
Mobile Phone 67 74 72 78
Desktop Computer 19 24 23 30
Game Console 16 17 13 16
Satellite Dish 16 18 20 26
Cable TV 5 7 6 9
Portable Computer - 1 3 5
Source: C(13I

Despite the existence of economical barriers @l gireviously, continued growth
can be seen in many Brazilian ICTs’ industries. &dug to the hardware industry,
Brazil presents expressive development, espeaallthe computer sector. From 1997
to 2001 national computer sales totalized 12 mmllimits, from 2001 to 2005 this
number raised to 19 million units, and between 2806 2009 total sales accounted 41
million units, what makes Brazil represent 41% bflatin American markét This
growth is strictly related to three factors: comgsuprice reductions, more credit
availability and population’s average income inseea

As presented by Positivo Informatica, from 2002089, average computer prices
dropped 42% as a consequence of the dollar/realdmip and of Pfsand COFINS
taxes exemption.

Regarding the credit availability in the same perig seen an average growth rate
of 22.6%, generating - especially adaptable toilmm@me consumers - the possibility to
buy a computer by 24 month installment.

Finally, the population’s increasing average incopeemits the entrance of new
social classes on the computer market warming coassl demand.

The Brazilian software industry is either expressi®espite 2008 turbulent crisis,
Brazilian software market kept the 12tposition on world largest software markets
rank, moving US$ 15 billion during 2008. Accorditg ABES, the majority of this
amount was generated by services related to saffveacounting for US$ 10 billion;
the remaining US$ 5 billion was related to softwaspresenting 1.68% of the global
software market. The national market comprises ain8500 enterprises, acting on

Lcal, Survey on the Use of ICTs in Brazil 2009
? positivo Informatica, Industria de Informdtica e Hardware, 2010
3 ~ .
Programa de Integracao Social (PIS)
4 Contribuicdo para o Financiamento da Seguridade Social (COFINS)
> Associacdo Brasileira das Empresas de Software (ABES), 2010, Mercado Brasileiro de Software 2009
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development, production, distribution and servicevging. According to ABES, 94%
of companies acting on software development antriloigion are micro or small
enterprises.

In the entrepreneurial sector ICTs are extremdiyskd. In the last decade the use
of computers and Internet has remarkably expamuéigh penetration rates, providing
the expansion of new ways of work, as the remotekwiat presented ten percent
increase from 2006 to 2089This kind of work is possibly motivated by thelveed
costs related to it, as costs with light, watentretc. In the last years the internet access
presented high growth rates, 3G modems reached déi¥étration in 2009 when in
2006 had 4% penetration, cable connections wen ftd% in 2006 to 25% in 2009,
while dial-up connections are practically extinat enterprises. It is noteworthy to
highlight that internet mobile connections in therepreneurial sector have double in
number over 2009.

Table 10 - Computer and Internet Penetration RatBsazilian Enterprises, 2006 - 2009

Portion of Companies with access to ICT

Technology * 5006 2007 2008 2009

Computer 99 95 94 97

Internet 94 92 91 93
Source: CGI

Regarding mobile phones, as presented on CGI suB@ of large enterprises
provide corporate mobile phone while half of therovide access to internet through it.
In small enterprises this numbers tend to be medeaed, 61% of small enterprises use
corporate mobile phone, and just 22% of these gdeaccess through mobile phones. A
public policy to reduce call fees together with @asing mobile phone prices related to
the market growth could promote these practicesngneaterprises.

On the recent past years, excepting of 2009, ThagilBan ICT industry presented a
continued growth demonstrating its remarkable pgaen

Brazilian ICT potential is based on the fact tHa¢ tountry has a large internal
market, a diversified industrial base with knowleddpout ICT, qualified low cost work
force and an easy access to Latin American markets.

On a pos global crisis scenario, where exports dawraffects all sectors, a strong
internal market is preponderant on sustaining ool growth. ABINEE highlight the
importance of the Brazilian internal market as ddygresponsible for Electric and
Electronic industry growth, since exports are exgeéto remain in 2009 levels.

A diversified industrial base is a strategic prapespecially on periods on which
consumers’ demand varies significantly, permitting sector to position its production

! CGl, Survey on the Use of ICTs in Brazil 2009
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according to consumers’ necessity. Brazilian indaisbase is diversified acting either
in hardware, software and information systems itrtess

Brazilian ICT workforce presents good patterns adtcand quality when compared
to other emerging markets. Therefore, companiesiragn to hire national workforce,
what can be quantified by ABINEE data on Electmal &lectronic industry. ABINEE
shows work force growth even if compared the 2048&rwith the pre crisis period. In
2010, the total work force accounted for 169 thadsamployees, while in October
2008 there were 165 thousand employees. Specifibeotelecommunications sector, in
2009 the sector employed 393.5 thousand workepsesenting a 4.4% growth related
to 2008.

As a central hub in Latin America, Brazil has easycess to Latin America
countries, which represent one important globalketarin the first trimester of 2010
LATAM countries imported 57% of total exports ofethBrazilian Electric and
Electronic industry, with big participation of Anggna, which imported almost 50% of
Brazilian LATAM exports.

Table 11 - 1T 2010/2009 Electmnd Electronic Brazilian Exports

Regions/Countries gg&'\ﬂ”g%qso Growth (%)
United States 309 250 -19
LATAM (total) 837 945 13
Argentina 348 459 32
Other LATAM countries 489 486 -1
Europe 207 193 -7
Southeast Asia 90 81 -9
China 42 34 -19
Other Southeast Asian countri 47 47 -
Other countries 209 181 -14
Total 1652 1650 -

Source: ABINEE

Despite representing an important ICT exporter atir. America, Brazil's electric
and electronic trade balance is traditionally negatthe country 2009 imports
surpassed exports in US$ 17.4 billion, with rembl&garticipation of Asian products.

! Telebrasil, 2010, O Desempenho do Setor de Telecomunicagées no Brasil 2009
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Tablel2 - Electric and Eletronic Industry Trade Balar@06 - 2009

Year Imports (US$ billions) Exports (US$ billions) Trade balance (US$ billions)

2009 24.9 (£ -17.4
2008 32.1 9.9 -22.1
2007 24.0 9.3 -14.7
2006 19.7 9.2 -10.5

Source: ABINEE

Despite 2009 revenues decrease nominal growth, Bampean Information
Technology Observatory (EITO) foresees a 6.1% I@Vestments growth for 2010,
what can be understood as an optimist hope by rsplagers which expect revenues to
growth. On the Electric and Electronic Industry, INBEE expects a 12% revenues
growth, highlighting the informatics area that gpected to growth 15%. For 2010
EITO expects that both investments in informati@shinology equipments and in
software will grow respectively 2.2% and 4.4%.

Electric and Electronic industry revenues, as rsgm&tive to the ICT sector, are
presented in the following table.

Table 13 - Electric and Electronic Industry AnnRavenues, 2006 - 2009

Year Total Revenues (US$ billionsNominal Growth (%)

2009 55.9 -9.1
2008 61.5 10.2
2007 55.8 7.3
2006 52.0 12.2

Source: ABINEE

In addition to the advantages of the Brazilian IGa@rket previously cited, is worth
to mention the government inducements for digitalusion that directly benefit the
ICT sector. In line with the national informationcgety program, proposed back in
1999, are a vast variety of programs as the intemely recognized programs:
Computador para TodoJ elecentrosandAcessa Séao Paula@ll aiming the promotion
of computer use. Moreover, regarding the promotibthe internet use, the Brazilian
government launched in 2010 the National broadipdawa (PNBL). This plan has on its
scope the objective of taking broadband connedtail Brazilian municipalitie€s

! Associagdo Brasileira de Industria Elétrica e Eletrénica, 2010, Desempenho Setorial
’0 Globo, 2010, Governo Lang¢a Plano Nacional da Banda Larga
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2.5.1 Telecommunications

Brazilian modern telecommunications developmentitsasoots on the Portuguese
empire, dating back to the XIX century. Dom Pediocurrent emperor at the time,
installed the first telephony line on his palacenreecting all ministers’ residence,
aiming to optimize the organization of his empifdterwards, the emperor started to
create decrees conceding the exploration of telemamication services by private
entrepreneurs, as Charles Paul Mackie trough thesrisan company Telephone
Company of Brazil (TCB), the firStompany to explore Brazilian telecommunications
with commercial purposes.

After the end of the Brazilian emperor, telecomngations development showed
slow growth, culminating with an expressive stagiyaof the sector on the 60’s.
Infrastructure lacks hindered telecommunication t@é further development
generating high levels of dissatisfaction amongziiemn population. This scenario
motivated the Brazilian government decides to mdavor of country’s claims, starting
to expropriate companies giving space to the nalipation of the telecommunications
sector. So on, the country telecommunication setor its structure based on a state-
owned monopoly telecommunication operator, TELEBRMRich was composed by
27 State operators and one long-distance operBtohratel. However, despite his
efforts to change the last decades problems, TELABRould not keep up with the
radical technological changes which were takingela the global telecommunication
market during the 80’s. As a state owned companyestments were restricted to
government budget, which were not compatible totoes necessities, generating high
productivity inefficiencies and therefore, popubatidissatisfaction.

As a consequence of the present scenario, movetiosvasd liberalization began in
1995 through amendments to the Constitution. Softer,aa regulatory agency,
ANATEL, was created, configuring as the first reggoty agency to be installed in the
country. With its innovative institutional persoitg| the agency was able to aim in the
country’s social needs stimulating the increaseayered areas, improving quality of
telecommunications services, encouraging investsnemmd development, while
progressively changing the State role from a diagent to a regulator. In 1998, Nearly
after ANATEL's creation, TELEBRAS was privatizedn Ithis way country’s
framework was prepared to receive new telecommtioitainvestments and
technology.

Nowadays, Brazil telecommunications development lwmarcompared to the levels
experienced by developed economies, where the nyagdrpopulation has access to
telephone. In Brazil, the portion of households hwiixed or mobile telephone
connections accounted for 82.1% in 2009, a 6.6%ease when compared to 2608
Is important to note that in the year of the TELEEERprivatization just 32% Brazilian
households had access to telecommunication serdge®rding to Teleco, from the

! Teleco, 2010, Tutoriais Operagao.
2 Teleco, 2010, Estatisticas do Brasil
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1998 — year of the TELEBRAS privatization — to 200ile the per capita income
increased 20.3% the density of fixed connectionsd @robile connections increased
81.6% and 1,956% respectively.

In 2009 total telephone fixed connections amourited 1.7 million maintaining
practically constant last decade’ levels and thegee 174 million mobile connections,
number that almost equals to total Brazilian pogoié representing a 15.5% year
growth. It is noteworthy to mention that the fixedephony had its boom nearly after
TELEBRAS privatization, between 1998 and 2001. Td¢i®wing illustration presents
the evolution of Brazilian fixed and mobile telepleoconnections.

Figure 8 - Evolution of Fixed and MietConnections in Brazil, 2003-2009
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The telecommunications sector has a remarkablaienéie on the Brazilian
economy. In the end of 2009 telecommunications isesvwere provided to 234.5
million subscribers, generated around US$ 90 Mhillgross operational revenue — a
record on Brazilian telecommunications sector ecoanting for 5.7% of the Brazilian
GDP. In 2009 the sector employed 393.5 thousan#tevsy representing a 4.4% growth
related to 2008

Even in global terms Brazil represents an importate. According to UIT and
Teleco, in 2008, the country kept the 5th positignthe largest mobile phone market,
representing 34.8% of all Latin American market2009, Brazil exported around US$
1,432.8 million of mobile phones — corresponding3%6 of total mobile phone
production —, US$ 174.7 million of telecommunicatioomponents and US$ 150.8
million of telecommunication cablés

! Teleco, 2010, Estatisticas do Brasil
2 Telebrasil, 2010, O Desempenho do Setor de Telecomunicagbes no Brasil 2009
3 . . . .
International Telecommunications Union, 2009
4 ABINEE, 2010, Panorama Econémico e Desempenho Setorial 2010
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2.5.1.1Mobile Telephony

In the beginning of the 90’s in Rio de Janeiro TBHEAS through its controlled
TELERJ started to implement the mobile telephoniiazil. The first mobile auction
was launched in 1997 expanding the Brazilian motglephony market. At the time
mobile phone spectrum was divided in two bands: ahdy operating between the
frequencies 825 and 834 MHz and the B band, operattween 845 and 846 MHz

As a consequence of the latent demand, a thirdoautiok place in Brazil, this
time licensing the D band and the E band, whichratps between frequencies 1700 and
1800 MHz. At the same time, ANATEL proceeded towgarthe unification on
regulation framework, as A and B band operatorsevaibject to the Mobile Phone
Service (SMC), which required less restrict rulebjle other operators were subject to
the Mobile Personal Service (SMP). After ANATEL sification until present days, all
mobile phone operators are subjected to the SMP.

Nowadays, the A and B band continue to be the mmestl bands in Brazil; in 2009
they were used by 58.9 and 48.8 million mobile ghbnes respectively. However, D
band is also expressive used by 40.1 million mafiilene lines, while E band achieved
in 2009 almost half of the amount of mobile phomed using the D band. The next
lllustration exposes the evolution in the numbelirads by each frequency band.

Figure 9 - Mobile Phone Lines by Frequency Ban®8192009
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! Wireless Brasil, 2010, A Histdria da Telefonia Celular no Brasil
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Operating through these bands, the most widespesduhologies were AMPS and
TDMA, which achieved in 1998 5.7 and 1.3 milliorets respectively. Nowadays the
most widespread technologies present on the markeetTDMA, CDMA, GSM and
3G. Among them the most diffused one is GSM, used 6.6 million mobile phone
lines in 2009. The AMPS, formed by analogical systeis practically extinct used
mainly to support roaming of CDMA technology userns some Brazilian states
presenting infrastructure lacks. Regarding the iB&@009 Brazil achieved the mark of
7.9 million mobile phones using this technologypresenting 4.5% of total mobile
phones in use all over the country. In comparisorldéveloped economies as Japan,
Italy and Germany Brazilian 3G mobile phone tecbgygldiffusion is lower, while in
these countries respectively 87%, 38%, 24% of totatbile phones used 3G technology
in 2008. The next illustration presents the evolutof the technology used by mobile
phone lines from 1998 to 2009 in Brazil.

Figure 10 - Mobile Phone Lines by Technology, 192809
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Analyzing the homologated mobile phone models byAAHEL is possible to note
that the majority of them use GSM technology. InyMaf 2010 67.4% of the
homologated mobile phones models used GSM techyolekile 3G technology was
present in 32,6% models. However, is possible tte nbat 3G technologies are
establishing more presence in the market, in 2886 tmber of homologated models in
these technologies, principally HSDPA and WCDMAadha 59% growth related to
2008. On the other hand, GSM technology had a 3&%th in the same period. As
expected, other older technologies as CDMA and TDafé\not presently homologated
through mobile phones models. This trend annoutitesenlargement of the mobile
content market motivated by the expansion of théiladnternet, as more advanced

37



s POLITECNICO
t DI MILANO

mobile phones with access to internet are apprept@ a large range of innovative

mobile content.

The following illustration shows the homologatedbil® phone models from 2001

to May of 2010.

Figure 11 - Homologated Mobile Phone Models by Tethgy, 2001 - 2010
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As a consequence of the Brazilian expressive iaterarket the number of mobile
phone lines present in the country almost achieaetlO0% density related to the
population. According to ABINEE in the end of 200fre were 90.6 mobile phones
per each 100 habitants in Brazil, while total melphone lines were 174 million. The
following illustration presents the Brazilian mabjhone lines evolution.
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Figure 12 - Total Mobile Phone Lines Evolution, 432009
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As mentioned earlier Brazil represents an impontalet regarding external markets.
According to UIT and Teleco, in 2008, the country kept the 5th msias the largest
mobile phone market, representing 34.8% of alli.&imerican market. In 2009, Brazil
exported around US$ 1,432.8 million of mobile phgnamount that corresponds to
26.3% of total mobile phone production. RespectL&din America, 6 countries
concentrates more than 80% of total Latin Amerioawbile phones: Brazil, Mexico,
Argentina, Colombia, Venezuela and Chile. Amongnh@&razil is the major market
with the highest growth on mobile phone units, whpresented a 15.5% increase in
2009. The following illustration presents the Brazilianobile phone exports in
comparison with national mobile phone production.

! International Telecommunications Union, 2009
2 Teleco, 2010, Teleco World: America Latina
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Figure 13- Brazilian Mobile Phone Exports and Puatitun, 2002 - 2009

80
70
60
50
40
30
20
10

0

Million units

2002 2003 2004 2005 2006 2007 2008 2009

M Total Production 22 27 42 65 66 68 73 62
M Exports 11 12 10 33 32 23 24,6 16,3

Source: ABINEE

Brazil used to have tens of mobile operators, n@ayadafter liberalization and
privatization periods the country comprises 7 nmlphone operators: Vivo, Claro,
Tim, Oi, CTBC, Sercomtel and AEIOU, 4 of them calizd by national entities, while
the other 3 — Vivo, Claro and Tim — are controlled foreign entities. Among the 7
companies, Vivo, Claro, Tim and Oi control the aa#l market, pursuing together
almost the totality of the market shares.

Vivo is the market leader with 30.12% market sharéne 1T2010. The company is
controlled by Telefonica and Portugal Telecom (Rulich are Spanish and Portuguese
based companies respectively. Recently, Telefonasabeen trying to take over PT’s
participation on Vivo, demonstrating its good expéons regarding the future of the
Brazilian market. Telefonica’s proposals were egpree higher than the market value
of PT’s participation on Vivo. On the 1T2010 therket value of PT’s participation in
Vivo — 88.9% ON and 44.1% PN shares - achieved ratduS$ 2.9 billion, and
Telefonica made a proposal of US$ 7.8 billion oty 2010, more than two times PT’s
participation market valde Before this last proposal Telefonica had alreigd to
take over Vivo's control for small sums. Its intereon PT’s participation could be
explained by the fact that with this acquisitioréfenica would be able to integrate its
fixed and mobile operations in Brazil, benefitinf scale economy in a potentially
growing market.

Another important issue that can be motivating fogliea’s intentions on PT's
participation is Vivo’s data revenues growth. Ineliwith global trends the company in
1T2010 presented one of the highest data revenmeths in the sector, 19.6%of
service gross revenues, a 47.4% increase relatedetsame period of 2009. This
increase is a consequence of Vivo's efforts to ldeayaie ARPU decline, which is a
reality in the overall Brazilian mobile telecommaations sector (lllustration 14). Vivo

! Teleco, 2010, Comentarios Teleco
2 Teleco, 2010, Telefonia Celular
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presented in 2010 a 9.1% ARPU decrease. Thisyesliainly due to Telco’s focus in
market share and in the increase of prepaid usish according to Teledpthis kind
of user has approximately only 25% of the postgamfitability. The following table
presents the evolution of the percentage of prepaidile phone users in Brazil.

Figure 14 - Percentage of Pictpsobile Phone Users, 1998 — 2009
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The following table presents the evolution of Blian mobile telecommunications
sector ARPU.

Figure 15 - Brazilian Mobile Telecommunications ARP
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1 . . s . ;.
Teleco, 2008, Como estd a receita média por usudrio de celular
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Regarding technological use, Vivo did not followBdazilian market evolution. In
the recent past the main technology used by thgpaognwas CDMA, diversely of its 3
direct competitors that use GSM. However, in 20070\ implanted a GSM network
becoming nowadays its main technology. Despite giapparent technological delay
related to its competitors, the company implantediargest 3G Network in Brazil

Vivo’'s mobile content offer is vast; the companyeo$ music, videos, ringtones,
images, games and a variety of applications throtgh/ivo Downloads Store. In
addition the store has a section called Cinemarinffefilms directed especially to
younger.

Financially, Vivo is well placed. The company pneisel in 2009 the highest gross
revenues of the sector totalizing US$ 11.4 billidme following table summarizes
Vivo’'s 1T2010 data.

Figure 16 ivd's Summarized Data, 172010
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Source: Teleco, Anatel, Acision

The second leader in market share of the Brazihahile telephony sector is Claro,
with 25.45% of market share. The mobile phone caomipwas created by the
acquisition of SMP operators in B band in additweith license acquisitions of other
Bands, is a subsidiary of the Mexican América MéVihe company covers cellular

! Vivo, 2010, Institucional
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networks all over the country through GSM techng|agftending 45.6 million users
In 2007, Claro began its 3G operations and nowadaysrs 55% of the population
with 3G networks.

Regarding the ARPU, Claro presented in the 1T20# smallest ARPU when
compared to its 3 direct competitors, corresponding 13% decrease related to the
same 2009 period. The company has a mensal ch@8%f, which is smallest than the
Brazilian average that is 3.0%.

Recent speculations support that the controlleAwiéerica Movil, Carlos Slim,
intends to promote the fusion between its fixed awdbile operations in Latin America.
Regarding Brazil, this fact would means the fusmetween Claro and Embratel —
mainly operates long distance fixed lines — creptithe second largest
telecommunication operator company in revenuesjndeli, generating US$ 2.8
billion revenues in the 1T2010Integrations of this kind generally bring berefio the
resultant company, as the case of TIM, in 2009. Efér the integration was able to
promote an offer in its Infinity and Liberty plansnsisting of same rates to local and
distant calls. With the operation, TIM became thader on long call minutes. The
regulation of which Claro is subjected does notnpersimilar benefit; however,
concluding the operation Claro would be able todfierthe integrated offer among
fixed and mobile services optimizing its operatiarsl generating scale economies.
Regarding technology, Claro uses mainly GSM. In72@% company introduced 3G
operations, nowadays covering 380 Brazilian citiesh this technology It is
noteworthy that Claro has the largest portfoli@&f and GSM mobile phones.

Regarding mobile Content, the company is the leaxteoffer variety, which is
available on its 3G M-Portal Claro Idéias. Among fhrincipal services available on the
M-Portal there is Idéias Music Store, with arounanillion full tracks free of data
transmission costs, and Minha TV, offering a varielt Tv channels, and itself branded
mobile Tv Channel Idéias Tv. In the CommunicationCommunity section, Claro
offers popular international services including @rkMyspace and Youtube. The
company also offers bundle services including Mugideo and Customization. The
following table summarizes Claro’s 1T2010 data.

! Teleco, 2010, Operadoras de Celular
2 Teleco, 2010, O que muda com a fusdo da Claro com a Embratel?
3 Claro, 2010, Institucional
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Figure 1TClaro's Summarized Data, 1T2010

Claro

Mobile Phone Lines (million) 456
Controller America Movil
Country Mexico
Prepaid users 80 8%

ARPU (USS) 10

Mensal Churn 2.8%
EBITDA 31.7%

Gross Revenues (2009 USS million) 7,894
WAS Fevemues / Service Revenues -
Clarc's Brazihan Mobile Telecommunications Marlcet Share

Source: Teleco, Anatel, Acision

Nearly behind Claro is TIM, possessing 23.65% nia8tere. TIM has expressive
importance to Telecom Italia as the main subsidiardyatin America. Telecom ltalia is
the main mobile phone operator in Italy. After #897 privatization and until 2007, the
main shareholder of Telecom Italia was Pirelli. ekftthis period the controller of
Telecom ltalia, Olimpia, was sold for the Telco @rp composed by Telefonica,
Generali, Mediobanca, Intesa and Benetton. Thisiiatipn had to be subjected by
ANATEL in Brazil, as Telefonica could operate inetltontrol of TIM and Vivo.
ANATEL approved the operation with restrictionstaddishing that Vivo and TIM
would had to maintain themselves as independentpaaras blocking out the
concentration process in the Brazilian market.

In the 1T2010 Telecom lItalia presented a subschbse composed by 30.4 million
users in Italy, while in Brazil TIM subscriber bage 39% largest. TIM ended the
172010 with 42.4 million mobile phone lines in Bitaa 17.3% growth related to the
same period of 2009. Despite considerable grongpaid subscribers base also grew to
84.3% in the end of 2009, while in 2008 this petaga was 82%. In addition,
following sector’s trend, TIM mobile ARPU decreasgd% accounting US$ 12 in the
1T2010. Among the 4 market share leaders of the ziBra Mobile
Telecommunications, TIM has the highest mensalrcbéiB.4%.
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The company began its operations in 1998 usinglb®IA technology. In 2002
TIM introduced its GSM network all over Brazil, mming nowadays its main
technology. In 2008 the company began operatiormitin its 3G network in 1.9 and
2.1 GHz frequencies. The company has the ANATEltharization to operate long
distant calls, international calls and local fixggerations. It is noteworthy to mention
that in 2009 TIM acquired 100% of Intelig, and asntioned before, became the leader
on long call minutes. Regarding mobile content, Ti$Mocusing on the development of
its portfolio of Music services, with TIM Music savailable free of data transmission
costs, and is a sponsor of well known music evehit® supply of mobile content
services is compound on both self-branded senacespopular international brands.
The following table summarizes TIM’s 172010 data.

Figure 18 - TIM's Summarized®d 72010

™M

Mobile Phone Lines (million) 4274
Controller Telecom Italia
Country Ttaly

Prepaid users 84 4%
ARPU (USS) 12

Mensal Churn 34%
EBITDA 24 8%

Gross Revenues (2009 USS million) 9,039
WAS Bevenues / Service BEevenues 11.9%

TIM's Brazilian Mobile Telecommunications Marlcet Share

Source: Teleco, Anatel, Acision

Finally, Oi is the 4 Brazilian mobile operator per market share, passg<20.41%
of the market. Among the 4 main competitors indbetor, Oi is the only national based
company.

In the end of the 1T2010, the company achieved B6llton mobile phone users, a
15% increase related to the same 2009 period. f2edps growth Oi had its mensal
churn expressively increased, from 2.3% in the DB2 3.3% in the 1T2010. The
company has a prepaid subscriber base of 85.6%f ¢otal users and an ARPU of US$
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10.9, overcoming Claro’s ARPU but still below theaBil 1T2010 ARPU average of
US$ 11.35. Aiming to decelerate its ARPU decreesgently Oi created the Mundo Oi
M-Portal to support its mobile content offering. eTltompany offers a variety of
content, from music and video to games and scraesrs.

Regarding technology Oi operates mainly through G&¢hnology that was firstly
introduced in the country by the company.

In 2009, after the beginning of operations in tt® aulo state, Oi acquired the
Brasil Telecom operator. With this acquisition, tbempany was able to cover all
Brazilian States and Federal District. The follogviable summarizes Oi’'s 1T2010 data.

Figure 19 - Oi's Summarized Data, 172010

Oi

Mobile Phone Lines (million) 36.5
Controller Telemar
Country Brazil
Prepaid users 85.6%
ARPU (USS) 109
Mensal Churn 33%
EBITDA 32.4%

Gross Bevenue (2009 USS million) 6. 304
WVAS Fevenues / Service Revenues 10.6%
(Oi's Brazilian Mobile Telecommunications Marlcet Share

Source: Teleco, Anatel, Acision

Moreover, is extremely important to mention ther@asing participation of VAS
revenues on Telco mobile operators’ service revent®m the 172009 to the 172010,
VAS revenues participation on service revenuesentesl a 28.7% increase. This fact
shows how operators are aware with mobile conteffustbn focusing on the
enlargement of the offer aiming the growth of gsenues. The following illustration
shows Brazilian Telco operators gross revenuespasc@ntage of service revenues.
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Figure 20 - VAS participation in Brazilian Telcosd3s Service Revenues, 1T2009-1T2010

15,0%

14,0%

13,0%

Revenues

12,0%

11,0%

% Gross VAS Revenues of Gross Service

10,0%
172009 272009 372009 472009 172010

Source: Acision

2.5.1.2Internet

Brazil performed its first internet protocol intetional traffic in 1991 The early
adoption of Brazilian internet use began on thedawac environment, trough the
National Research Network (RNP), implanted by tbei&e and Technology Ministry
in 1991. The objective of this network was to cartnBrazilian federal universities,
improving the national research output. In 1994, RNP reached all Brazilian regions
awakening the interest of industries, companiespauple not necessary related to the
academic field.

In 1995, the Communication Ministry and the Scieacel Technology Ministry
implanted the Global Internet Network, creating ational backbone which was
resultant of the academic backbone expansion. Tdrerethe opportunity to access
internet was expanded out of the academic bourgjare the commercial internet use
began to appear in the sector. Internet managemasttransferred to a committee,
composed by government, private companies, and eadad and third sector
representatives, while registration charges begd998.

Nowadays, Brazilian Internet diffusion achieved siderable levels. As estimated
by the CGI Surveyin 2009 24% of Brazilian households had accessnternet,
representing a 41% increase if compared to 200Zoring to IBOPE in the 4T2009
67.5 million users had access to internet. The @radant technology used was
broadband, present in 66% of households, while 208és traditional modem.

! Brazilian Internet Steering Commitee, 2010.
> cal, Survey on the Use of ICTs in Brazil 2009
3 IBOPE, 2010, Cresce o numero de usudrios de banda larga
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Considering internet users in general, househald®© Telebrasil presents that in 2008
there were 53.9 million internet users, a 20% iaseewhen compared to 2007.

The number of Hosts and Domains, according to Taslh nowadays are more
than 15.9 million internet hosts and 1.9 domain esuwnder “.br”, representing a 27%
growth. The following illustration shows the evoart on the number of internet hosts
in Brazil.

Figure 21 - Brazilian Internet Hosts and Domair)2- 2009

18.000
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12.000

9.000

Thousand

6.000

"Ll

2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009
W Hosts 1.645|2.238(3.163(3.935|5.095|7.422 |10.15|14.67 |15.92
B Domains | 448 | 413 | 539 | 709 | 859 [1.029(1.231|1.534|1.953

Source: Telebrasil

Regarding internet providers there are two mainssifations: the access
providers, which connect final users PCs to therirgt permitting the access to the
World Wide Web, and the telecommunication providevkich are in charge of the
physical connection between residences and serves aacess providers.
Telecommunication providers’ main players are fixetbphony operators (for dialed
access) and multimedia communication service paysifor broadband access).

According to Telech the main internet access providers in Brazil @igBrasil
Telecom), POP, Terra and UOL, representing togetimost 30% of the total Brazilian
households’ accesses.

On the other hand, main Telecommunication providersviding physical
connection to backbone are Embratel with 41.2%hef ¢connections, Telemar with
31.6%, Brasil Telecom with 26.9%, Telefonica with3% and GVT with 3%. The total
sum of percentages is higher than 100%, denotiagalconnection can be shared by
more than one provider.

Regarding broadband connections, Teleco reseangbirdpd that in 2009, there
were 11.4 million subscribers of broadband intenmtnection, a 14% increase related

! Teleco, 2010, Internet Brasil
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to 2008. Moreover, according to IBOPEN the 1Q2010, the number of broadband
households accounted 28.7 millions. The followitigstration presents broadband’s
subscriber evolution.

Figure 22 - Brazilian Broadband$Seribers, 2001 - 2009
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2001 2002 2003 2004 2005 2006 2007 2008 2009

Million Connections
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Source: Telebrasil

Despite having around 1,76&nterprises offering broadband access in Braail, a
expressive market share is concentrated in fewdtmarad access providers, mainly
fixed telephone operators and cable televisionaipes.

Considering physical providers of broadband, thegere among Oi and Brasil
Telecom keep the largest share of the market with,Jollowed by Net with 25% and
Telefonica gathering 23% of the market. The follogvilllustration depicts the 2009
market share division among broadband physicaligers.

! IBOPE, 2010, Cresce o numero de usudrios de banda larga
2 Teleco, 2010, Estatisticas de Banda Larga no Brasil
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Figure 23 Broadband Physical Providers Market Share,

m Oi/Brt

B Net

H Telefonica
HGVT
mCTBC

m Other

Source: Teleco

The following table represents trevolutional market share diroadband physic:
providers,from 2003 to 200!

Table 14 Broadband Physical Providers Market Share, z- 2009

Market Share (¥

Companies 2003 2004 2005 20062007 2008 2009
Oi/Brt 40% 45% 47% 43% 41% 38% 37%
Net 9% 8%  12% 15% 18% 22% 25%
Telefonica 39% 36% 31% 28% 27% 26% 23%
GVT 1% 1% 2% 2% 3% 5% 6%
CTBC 0% 1% 2% 2% 2% 2% 2%
Outras 1% 9% 7% 8% 9% 8% 7%

Total Connectionsiillion) 1.2 2.3 3.8 5.6 7.7 100 114
Source: Teleco

Despite theexpressive growth on the last decade, the broadbaathet did no
arrived in all Brazilian municipalitie The following illustration shows Brazilig
attended municipalities in function of its popubet
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Figure 24 - Broadband Diffusion on Brazilian Muipialities
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Source: Teleco

Municipality Population (thousand)

Aiming to combat broadband internet inequalitiesaAlian government launched
in 2010 the National Broadband Plan (PNBL). Thanphas on its scope the objective
of taking broadband connection to all Brazilian rcipalities promoting the
improvement of the national telecommunication isfiracture. One of the main
principles of the PNBL is to stimulate the privadector to invest in Broadband
infrastructure, while the state would act completagnaiming to solve the regional and
social inequalities. The state would act through teactivation of the TELEBRAS,
what would be a mark in the Brazilian telecommutices history. The state-owned
would take the service to final users just in gageate sector does not present service
provision.

In addition, is extremely important to mention ttia¢ PNBL aim goals regarding
the mobile broadband internet diffusion. The pragraxpects to reach 60 million
mobile broadband internet terminals by 2014, whitiudes voice and data terminals
and modems exclusively for data.

Analyzing the projections of Brazilian broadbandfudiion in comparison to other
comparable countries like Argentina, Chile, Chidigxico and Turkey, it is possible to
find the urgency on the PNBL implementation. Briazil government projections
estipulate that in 2014 there will be 18.3 millioonnections all over the country, what
corresponds to 31.2 accesses per each 100 househdbie for the comparable
countries projections estipulate for the same y#aaverage of 37 accesses per each
100 households

'o Globo, 2010, Governo Langa Plano Nacional da Banda Larga
> Communications Ministry, 2010, Um Plano Nacional para Banda Larga

51



2.5.1.3Mobile Internet

In 1999 the internet goes mobile in commerciallglecin Finland, Nokia launches
the world’s first WAP handset, the Nokia 711@t the same time in Japan i-mode
mobile internet was launched by NTT DoCoMo

Nowadays the mobile internet is progressing so tlast it is revolutionizing the
entire framework of communication technology. Thechnology is basically an
extension of the internet on mobile devices whiltbwss the users to access internet
even while they are on a move. However, that is thet only function of mobile
internet. It is an integration of telecommunicati@ehnologies and internet in such a
way that it provides solutions to vast typologidscommunication requirements. The
next-generation Mobile Internet will enable consusnand businesses to connect and
access new types of applications and new formsfofmation and content wherever
and whenever they want.

With the progress which has been achieved in wasetechnology, sophisticated
software and hardware design, the way the contemmp@ociety communicates has
changed in quite a major way. The contemporaryesp@volved in a manner which
considerate mobility as a fundamental everyday sste In the last few years, not only
has the use of mobile phones increased in quitaraatic way, but the way that people
prefer to communicate and stay in touch with theldvbas changed too. This reality is
on the base of the current diffusion of the Momlernet.

Mobile internet technology is the new trend in nelpghone users. People prefer to
listen to music, watch videos, download contenthdseand receive emails and
communicate to each other while they are on theanaxd to be able to do that they
the mobile internet is fundamental. This fact pdese its superlative value when
compared to the fixed internet.

The mobile internet is expected to overtake fixgérnet in the near future. Morgan
Stanley Research foresees that within 2015 the surmbworldwide mobile internet
users will overcome desktop internet users, achgevhe mark of around 2 billion
users. In fact, analyzing currently available nurebie already possible to note this
trend. From 2007 to the 1Q2010, mobile internetrsugecreased a 100% worldwide,
while fixed internet users increased 38%. Mobikeiinet growth will be mainly guided
by developed economies and some intense growingoeues like the BRICs. The
2008 World Bank report also indicates that the ritgbdf internet access is a reality,
especially in more developed countries. As far egebbping countries are concerned,
the future of this type of access is promising.

The following illustration shows approximate mobded fixed worldwide usage
from 2007 to 2009.

! Nokia, 2010, Story of Nokia
2NTT DoCoMo, 2010, Company History
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Figure 25 - Worldwide Mobile and Fixed Internet gea2007 - 1Q2010
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For instance, according to Forrester Research, @st¥vn Europe mobile internet
usage will shift on audience among mobile phonegsugem 13% in 2008 to 39% in
2014. In the USA mobile internet users are expetdedore than double by 2014.

In Brazil, according to ANATEL's PGR the mobile broadband internet Personal
Mobile Service (PMS) shall reach, until 2018, 128liom accesses, increasing its share
to almost 50% of the overall number of accesseaxparation, growth that is expressive
supported by mobile phones usage. In the last mohtBd009 the 10% increase on
internet usage was 66%enerated by mobile internet access. Accordingeleco and
Huawei, the access to internet through mobile ph@mal wireless devices presented a
227% year growth in 2009, with mobile phones repméag 94% of this total. In the
country mobile phone users start to substitutefidesl internet use by the mobile one.
According to TNS Research, search web sites aeadyr used by 19% of mobile
internet users, while general content related sitesaccessed by 18%.

The current mobile internet national scenario igpsuted by the high mobile phone
penetration rate, which is not far away to achi#98% penetration and the increasing
use of internet through mobile phones. AccordingC8l survey, the percentage of
individuals who own mobile phones with internet egx achieved 35% in 2009.
However, social disparities affect the equal dwttion of the mobile internet use.
While the southeast region presented 41% of maibitee users with access to internet,
the northeast region presented just 23% mobilernatepenetration. The following
illustration presents the proportion of individuabto own mobile phones with access
to internet per each Brazilian region for the y2@09.

Figure 26 — Proportion of individuals who own mehilhones with access to internet, 2009

! General Plan for Updating and Regulating Telecommunications in Brazil
? IBOPE, 2010
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Mobile phones with access to internet
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41%

39%

2009

Source: CGI Survey

In addition to the socio-economic reality, Brazill presents other bottlenecks that
should be overcome to permit wider mobile interddfusion. One of the most
significant bottlenecks in Brazil is the transmissicapacity of mobile and fixed
networks.

According to data published in 2009 by the Inteoratl Telecommunications
Union (ITU), in 2007 the internet transmission azpaper citizen of the backbones in
developed countries was up to 18.7 times highen thaBrazil, comparing the latter
with the UK, for instance, which presented the Hegires in the G7. On the other
hand, when compared to the BRIC (Brazil, Russidialrand China) countries, Brazil
presents the best average, with a capacity tl&aviimes larger than in India, the worst
country by comparison.

However, this reality is controversial to the mebihternet when considered the
fixed internet bottleneck. According to CGI, in Bilaas well as in other developing
countries, the increasing use of mobile internetargely due to the unavailability
and/or lack of coverage of fixed networks. Highcps and the still limited transmission
capacity available make access to the internetugiiromobile networks a more
attractive option to individuals and it is usuallyed as a complement by enterprises.

Regarding the corporate sector, even access foat@rmatters is often done
through work or public points of access. Howevéhaugh according to ANATEL the
tendency is for broadband connections accessedrfrobile locations to surpass access
through fixed points in the near future, corporateess still remains deeply rooted in
fixed points. According to CGl, in 2009 88% of empteses had fixed access to the
Internet, while on the other hand mobile accesthéointernet was also significant, as
31% of the enterprises already use some type oflenabcess to the Internet. The use
of corporate mobile phones is present in %fthe enterprises that have computers.

! CGl, 2009, Survey on the use of ICTs in Brazil
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According to CGI survey only a fourth of these eptises use corporate mobile phones
for internet access; whereas 45% use SMS and MMSsages; and 24% send and
receive e-mails through mobile terminals. Regardiveyoverall number of enterprises
that use the internet, 10% in 2009 did so througibite/ 3G modem connections.

Despite subtle percentage, this represents a 100féase in relation to the previous
year.

Coming back to the global scenario, it is possitleassume that the expected
intense growth of mobile internet usage will beoarn to consumers, and some players
are going to capitalize and others will wonder whadt happened. And Brazil is
expected to follow these global trends.

While traditional internet actors are fast movingtlhe mobile scenario, traditional
Telco players are aware with the mobile internéfudion, because this technology is
expressive related to data and not about voice.al/keage mobile phone usage pattern
is 70 percent voice, while the average of recenérgmg mobile phone models as
iPhone and Android devices is around 45 percentevolhe expansion of smarter
phones together with high-speed networks are emgaldompelling user experiences
that, coupled with all-you-can-eat data plans,urieashing mobile internet data usage.
This trend affects directly the mobile content segtmas mobile content became more
diffuse and accessible. As an example, the follgwilfustration depicts the USA
developed economy mobile content and service copgamby mobile phone type in
2009. The percentages reflect share of users timsumed content or service of a given
category at least once a month.

Figure 27 - USA Mobile Content and Service Consupbly Mobile Phone type, 2009
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In some extremely developed mobile phone marketdapsan, operators already
focus more in data than in voice. For instanceth® Japanese NTT DoCoMo, data
usage accounts for 90 percent of network traffimb@lly, the mobile data traffic is
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expected to increase by almost 4 bpércent by 2014, for a cumulative annual growth
rate of more than 100 percent.

This trend presently affects the overall telecomitafions industry; probably, in
the near future, the expansion of the mobile irgemill likely be the fastest growing
marketplace in the telecommunications industry, aoting directly on the mobile
content value system.

3. Mobile Content Market Overview
3.1Past and Present

The roots of the mobile content diffusion in Braaike based in the introduction of
the VAS in the 70’s. The VAS were firstly introdutéhrough voice services with the
scope of informing useful information to the uskrepresentative example of the firsts
Brazilian VAS was the “Hora Certa”, for which thear dialed a certain number on the
phone and received back the right hour throughevoic

Latterly, the beginning of the communication thrbutjgital data was launched by
Embratel. In 1985 the company created the RENPA®ational Network for Data
Communication through Packages Commutation - aeahttine creation of digital VAS
became possible. Afterwards in 1988, the governrakeated the general regulation for
the telecommunication sector, attempting to couemew aspects of the Brazilian
telecommunications as the VAS diffusion and evolutiln 1992, nearly after the
mobile phone introduction in Brazil, Embratel aimedattend the growing demand of
the telecommunications market that was facing tirevergence of internet and mobile
telephony. Therefore the company launched the Mbigjital Network, integrating
voice and video to text and data, opening new pdg&s for the mobile content
diffusion.

In Brazil the convergence of Internet and Mobileopés began in 2060when
mobile phone users were able to connect to intetmetugh WAP technology. The
protocol used the markup language WML especial®aiad to attend the mobile phone
specificities. The mark was preponderant for théileocontent diffusion; in the same
year one of the first infotainment services wastdned with the scope of providing
news from FolhawWAPand important media players as Abril and Estad&&e Paulo
created WAP sites. Nearly after in 2001 TELESPddravailable a WAP chat, in 2002
a voice chat and in 2003, already under the name,\faunched Vivo Downloads, a
portal that offered customization content and g&mEse mobile content offer began to
take largest proportions.

! Morgan Stanley Research, 2010

? Embratel, 2010, Histéria

* Embratel, 2010, Histéria

4 Vivo, 2008, Linha do Tempo

> Ferreira, P. H. O., 2005, Noticias do Celular, Uma Introdu¢éo ao Tema
6 Telesintese, 2006, Qualcomm Divulga os Numeros Brew na AL
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Nowadays, with the availability of the 3G technglogh Brazil, which was
introduced firstly by Vivo in 2004, a broader rangeservices and content became
possible to be offered through mobile phones. Bohrology is able to support high
transmission rates of data in a minimum of 2Mlatgsprior defined by the IMT - 2000
(UIT)Y In Brazil the predominate 3G technology is the DWTA? used by 73.4% of 3G
users.

Despite 3G mobile phone users in Brazil still searchen compared to mobile
phone users in general, their base is rapidly grgwn the country; in the first 4 months
of 2010 3G mobile phone user base more than double.

Regarding the technological platforms for offermgbile content in Brazil, micro-
browsing is the most diffused. According to Bertet al. (2009), this platform
accounted for 40% of mobile content offer in 20@%hile Sms and download
represented respectively 32% and 23% of the o8&eaming represented 4% of the
offer and other innovative technological platforassSBTVD (Digital Tv Broadcasting)
and Mms are marginal.

Globally, the VAS already represent an indisperesablrce of revenues, in fact for
the majority of 3G representative mobile phone afes it represents more than 20%
of service revenuésin some cases they almost represent the majufritytal revenues,
as in the case of the NTT DoCoMo and Verizon, regméng in the 172010 45.4% and
33.3% respectively. In Brazil in the 1T2010, the ¥Aepresented 15.6% of service
revenues, a 27.9% increase compared to the 1TA0@%e numbers keep Brazil as a
potently market with space to grow.

Considering Brazil as a potential mobile contentkegfs players in the value system
articulate themselves to offer more sophisticated aried content and services. The
main classifications of mobile content offered irafl are infotainment, customization,
communication & community, betting and gaming.

The infotainment classification is related to comtehich bring entertainment and
information to the final users. This classificati@presents the majority of services and
content in the Brazilian market, accounting for ain80% of the offér They are
mainly based in image, video, audio and text, bewalable both through subscription
and single buys. The frequency in which productobee available varies greatly, for
instance, services like news through SMS, audiowiaeb podcasts are mainly offered
at regular basis, but videos for entertainment havaower pace of release. These
differences are caused by the finality of the smxyvbeing that information and text
messages have a higher value when they are upuhatedl time, while entertaining
products take a longer time to become out of dédte.Vivo Download Store represents
a complete offer of infotainment. On the storesitppssible to find a large variety of
infotainment as the videos related to diverse tiseriue example the ones related to the

! Teleco, 2010, Tecnologias de Celular

?Teleco, 2010, Secdo 3G

3 Teleco, 2010, Receita de Dados das Operadoras

* Bertelé et al., Mobile Content Market in Brazil, 2009
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FIFA World Cup and the ones just regarding humérpfithem covering almost all
publics’ age group demand.

The customization content comprises mainly imagessounds that the clients can
use in order to personalize its mobile device. IraZB the customization offer
represented 11% of total offer in 2009, playingiraportant role in terms of revenues.
They are principally composed by ringtones, logeallpapers and screensavers. The
complexity of ringtones varies from simple monopicoand polyphonic tones to true
tones and video ringtones, being the last onesugtsdthat make use of video and
sound in order to customize the cell phone. Theggaadave its sophistication related to
details and movement, for instance, there are lagosanimated logos, products which
are less detailed than wallpapers, which do noehmgvements as the screensavers. A
good example of the variety of the customizationtent can be seen in the TJ Net
website, which offers a large variety of contentvadipapers, which are offered through
35" different categories, and true tones.

The communication & community typology of contestniot expressively diffused
in the Brazilian market, representing in 2009%48hthe offer. However, this typology
of mobile content is seen as remarkable potendighnding the mobile content sector.
This fact is motivated by the intense diffusionsotial networks in the country, which
are easily connected to mobile phones through tasept technologies. According to
Ibope NetRatings Brazil is the most sociable coumtrthe world; while each internet
user possess in average 365 virtual frién@ the Oi M-Portal is possible to find a
large variety of communication & community servicas the Oi Bate-Papo offered in
13" varieties of groups, from the ones regarding fignip to the ones directed to music
or football fans.

The betting typology is not very representative floe sector, this classification
represented in 2009 1% of total mobile contentrofte However, as in the case of the
customization content, betting has a substantiphzhon revenues through all the value
system. This fact occurs mainly because the reveegeaerated by Reverse Auction
services. These services are mainly advertisechglufV shows and the audience is
invited to participate through SMS. One exampleshed kind of service is the Super
Leildo offered by Record Television and Media Compa

Finally, the gaming classification comprised 88bthe offer in 2009. This typology
is offered in a large variety range, varying fromgée to multiplayer in diverse levels of
graphical details. The more technological advargaahes are offered mainly in Java
format with single player option. On the other hasichplest games are offered in SMS
and offer many features for multiplayer game. Oa @aro Idéias M-Portal games are

1 Net, 2010, Wallpapers

? Bertelé et al., Mobile Content Market in Brazil, 2009

3 IPNews, 2010, Brasileiro usa VAS mas ainda é timido em relagéo ao acesso a internet
* 0i, 2010, Mundo Oi

> Bertel® et al., Mobile Content Market in Brazil, 2009
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offered through 3bdifferent categories from the classics to themegames as the ones
related to the South African FIFA World Cup andhe Iron Man 2 film.

3.2The Basis of Mobile Content Commerce

A fundamental issue for the understanding of théilaaontent business and value
system is the Sms as main payment and deliveryadet®ms is the main technology
that supports the mobile content market, being rttest widespread payment and
delivery method for mobile content services.

After having activated the mobile content servitegsugh a short premium number,
web portal or other activation channel the custonaer the option to make the payment
of its acquisitions through two types of Premiurtling Sms: the message originated
(MO) premium and the message terminated (MT) pramiu

Through the MO premium the user asks for the motwletent desired sending to
the Telco a Sms with a short number that is chavgtdpremium price (a higher price
than the usual Sms price charged by the Telco)oldéhrough the short number
composition recognizes the supplier of the serqisially a Mcsp) and automatically
sends a service request to that supplier. The mugands the service requested by user
to the Telco. Afterwards Telco sends to the uséVap Push Link enabling the
download of the service. It is important to pointt that in the MO premium case the
user is automatically charged in the moment thatisdhe message, the Telco send
request after the charge. The following illustratghows the MO Premium single buy
charging models highlighting the three moments Ive@ on the acquisition process.

! Claro, 2010, Claro Idéias
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Figure 28 - MOPremium Single Buy in moments M0, M 1 and M 3

Short Number

MO ‘ User \ Charge Telco

Request

M1 Telco Content Mcsp
Content through
M3
Telco WAP Push Link User

The MT premiumcharging modeis classified in two principal types: single b
and subscription with frequent receipt. In the Bniguy typethe user seni a simple
Sms(with simple price) with a short number requestiogthe serviceThe Telco, after
received theequest by the us recognizes the supplier of the service (usuallycsp)
and automatically sends a service request to thmglier. The supplier sendse service
requested by user to the Telco with the indicabbmprice to be charged. Afterwar
Telco sends to the user a Wap Push Link enabliagithwnload of the servidollowed
by a Sms charging the acquisition. Therefore, ia tase charge occuin a different
moment than MO premiu, the user is charged after the receptiohef request. The
following illustration shows the MT Premium sindgbely charging model highlightin
the fourmoments involved on the acquisition proc
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On the other hand, in the subscription with frequeneipt the user makes a reqt
at once and passes to receive services regulatilynendoesn’'t unsubscribe from t
service. In general, players using this type of M&mium offer a package of seces
with a fixed weekly priceAn advantage of the subscription with frequent ifgcs the
possibility that players have to forecast the damnah content and therefore bet
planning its content offer.

With the mobile internet diffusion new billing stems became more diffuse ¢
contribute to changes in mobile content businesslaetsoln addition to the billing
systems previously mentioned another diffused sysgethe WAP billin, so-called
D2C (direct to customer), that is considered the geneation of billing approach fc
the mobile contentfThe base of this consideration is the influencthefmobile interne
on the mobile content commert

In this system Sms messages are not nect, as long as it is connected to
billing system of a TelcoThe customer is required to have a WAP session thigl
mobile contentservice provider, by browsing a WAP page for examuring the
session hisnobile phone identii— MSISDN- can be identifiedy the WAP site hoste
this information is provicd through integration with the operators own MSIS
lookup service. With theustomers’ identit, any purchase can be recorded and b
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directly from the phone bi The user connected to the Rbrtal select its products |
clicking on a link for the repective products -an action called “click to bu
experience” —and agrees to make the purchase. Afterv the VAS becam
automatically available to downloe

The WAP billingis seen as a potential charging model that maycovee the Sm
based models ithe near future. This trend may be explained byatheantages relate
to this chaging model, as the simplification of the acquditiprocess for custom,
the reduction of frauds on its operations and [pedty the fast transactions compon
speeds generated through it. Once in the WAP gageustomer can directly visuali
the mobile content ansimply “clicking to buy experiencethe request is macwithout
having to lose time writing a message, completiagistering forms, usernamer
passwords WAP billing also reduces frauds as hackers caeitd short numbe
through false mobile phone numbers, what can happ#e case of Sms based mod
As pointed out by the K2'§K CEO Steve Kitchefon the 2010 Sydney’s WAP Billir
and Mobie Search seminarhe transactions completion speeds generated thribt
usually are fastest than in Sms based m. The interaction among the playe
involved on it are more simultaneous and less sd@le as can be seen in t
following illustration that represents the WAP billing process in twanants.

Figure 30 WAP billing process in moments M 0 and |

Browsing WAP page WAP
MO User Page

Click to buy experience

)
M1 Content
User Mcsp
——/
Cha’é’e ‘L
SE—

! Dialogue, 2010, WAP billing & Mobile Search in Australia
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3.3Mobile Content Revenue Sharing Po

A critical issue that has to be considered to thgeustanding of the actual layout
the Brazilianmobile content value system is the revenues agmtsmger the syster

Actually Telcos are the most benefited players mdigg the division of mobil
content revenues. They remain with 50% of the cdngeite, deducted taxes. Th
amount can be considered very elevated if takensideration that at each step on
system there are taxes around 30% of the revemeshat frequently are seve
players involved in the business. The content acquigetthe customer can pass throt
all players’ classifications, Web Editors, Tradi# Publishers, Pure Players ¢
Telcos, and in some cases through different playketise same classificatic

Telcos bargaining power is based on the dicontactthat these players have w
the mobile content user. They are in possessiatiefts’ database, and based athey
can easilyprepare the appropriate offer sending it througlovwn channel

After Telcos,Pure Playel remain with the biggest share of revenues. Theg
around50% of the remaining revenues that were taken byT#lco. The other 50%
distributed among the other value system pla

Pure Players retain a large amount of nues mainly because they act as a ce
HUB in the value system connecting Telcos with ptpyer. They manage ar
aggregate content in a busir-to-business function. ThereforaJmost all mobile
content transactions have to pass through tt

It is important to note that frequently the technolpggviders do not participate
the revenues share, as its services are hiredghrbxed agreemen The following
illustration depicts the usual present mobile contevenue sharing polic

Figure 31 — Revenue Sharinfa $ priced Mobile Contel
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....

1
[ Government ]

0.04$ 0.10% 030$
Web Editors
and 0.138 Pure Players 0358 Telcos $ User

Traditional
Publjshers 0.25% 0.70$

0.09%

o

.

. ot
..........................................................................................................................

K 0.09% 0.128 0358 /

63



The following illustration shows mobile contergvenue sharing percentages,
considering players and government, in contragh&representativeness of players,

considering the total of suppliers.

Figure 32 - Players' Revenue Share versus Pldyepsesentativeness
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Source: Bertelé et al. 2009

3.4Value System

The Value system is an interlinked group of playeith same or different value
configurations pursuing the objective of delivee tiigher value to the end customer. In
the case of the Mobile Content segment the maiyepdacomprised on the value system
are: Traditional Publishers, Web Editors, Pure &symainly MCSPs) and Telcos. As
identified by Bertele et al. (2009), the Brazilisiobile Content Market comprises more
than 290 main players generating a rich conteng¢roffll players’ groups present
national and international presence, as examplé&radliitional Publishers are Group
Abril (Brazilian-based) and Universal Music Groupsg@-based), both with annual
revenues over billion dollars. Group Abril is onketbbe major Brazilian open capital
media groups, boasting over 8.500 employees, 3@hom employed in Abril Digital
and 25 dedicated to Mobile. Its digital activiti@geb and mobile) have been carried out
by the company Abril Digital since 2000. Abril adts B2c Mobile Content retailing,
offering mainly Infotainment services related t® magazines brands, both through its
own mobile site and Sms through subscription. Uisi@keMusic Group is the largest
Major label in the music industry, with roughly 2586 worldwide market-share. The
group is able to act in B2c and B2b. The comparigrefmusic both in Infotainment
and Customization both through its own channelsthraligh all the Telcos.

International and national Telco operators comptse Brazilian market, as
examples are TIM (ltalian-based) and Oi (Brazilimsed). TIM is the third largest
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Telco in Brazil, with 23.6% market share, while I2is 20.% market share occupyir
the 4th position.

As Pure playerssome representative ones Bungiorno (ltaliar-based) and and
Hanzo (Brazilianbased). Hanzo works in B2b technology and serviowigion for
Mobile Marketing campaigns, including managemestivéry and billing. Hanzo he
been connected to all the Telcos in Brazil sinc@72@nd hapartnerships with nearl
100 Media groupsbrands and advertising agencies. Buongiornoeasatbrld leader ir
mobile entertainment and operates both with B2c B2l approach, managing wh
label services for third partie

As representative Web Editorre iG (Brazilian-based) andahoo (USA-based).
IG initiated operations as a free up Internet provider in 2000, nowadays it reac
28% of the Brazilian residences. The company offstgbile Content such ¢
Customization, Infotainment, Java Games and Chatr@anities. Yahoo! is an
American publiccorporation that provides internet services wortteviThe compan
offers large amount of Mobile Content and servisesh as mobile blogging, ring tor
and mobile Games.

Players can be separated by defining their corites, which onthe Mobile
Cortent value system are: Content Planning, ConterdRtion,ContentAggregation,
Content Management, Content Presentation, Paymeahalgment and CR
(Customer Relationship Manageme

The following figure presents the Brazilian Mob@®ntent value stems standard
layoutillustrated with representative playe

Figure 33 Brazilian Mobile Content Value Systis Standard Layout
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Representative players per each main activity

Telcos play avery important role on the value syst representing 30 percent
Mobile Content service offering (Berteet al. 2009). Tiey detain the access final
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users through thequipments distribution and through own service®ugh their
networks, as well aghey manage the main marketplaces (own mobile Isdreand
charging schemeg¢Cortimiglia, 2009. These players control the billing of Mob
Content offeroonce they own the billing system of mobile accouktsreover, they ar
in charge of CRM, as eaclroduct request has to pass through their sy

Central to the Mobile Content value system, Teladigulate key partnerships wi
Pure Players, Traditional Publishers and Web Esliacting with remarkable influenc
As a consequence of their cenrole and by controlling Mobile Content billing, Tels
remain with the biggest sharerevenues. In this way, thdyave interest in other ma
activities that can directly impact on thprofits; these activities are content planni
production and presentatit Establishing their presence on these activitieg theuld
be able to keep control of value system’s down @ogtream. In faclin a recent past,
Telcos used to control value system’drances and exits, however, as noticed S
(2002), network operatorso more owns the entire value systédowadays, with ne\
players on the system and the complexity of intewas among them increasing, mar
turning competitive and hostile, high tomers’ expectations and necessity to cr
efficacy partnerships, Telcchave to focus on their core activitieBherefor, Telcos
should consider these three main activities as tammgntary, as presented on figuO.

Figure 34 - TeEos’ Complemental Activities
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Operators may benefit by outsourcing to, or pamgemwith, Pure Players. B
offering proven expertise in value system elemeRiste Players offer a way f
operators to differentiate themselves in a highdynpetitive market, where tir-to-
market is ctical (Sabat, 2002

Pure Playergepresented almost exclusively by MCSPs, have ddioental role t
play in fostering market growth (Berteet al., 2009). They areesponsible for th
introduction of innovative business models suchahes based on subscription pric
schemes or content bundle propositic

In a direct busine-to-business function, Pure Players ease technolc
complexity in the value systemy centralizing the points of contact with Telc
handling direct connections, operating billing amgborting systems and manag
access to and use of short num (Bertelé et a] 2009). These players aggregate
manage a variety of content devela by other playersstandardizing the offering, ai
therefore reducing its complexityfacilitating Telcos activities. On Content
Presentation, Brazilian market is strong represetgdnhternational players. Engag
mostly on Mobile Content retailing, they leveragestty on marketing competenci
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and operational knowew developed from years of experience in foreigarkats
(Bertelé et al., 2009).

Some Pure Players, as Boltcel LTDA, develop praguc-house, expanding i
value system range of actiorowever, aligned with global trendsiost Brazilian Pur
Players tend to focus on their core activ considering other importaractivities as
Content Planning and Production as Complementdiyitaes. Theybeneft from well
established relationships with Telcos and uniquewktedge about their traditional
value system roles.

Figure 35 Pure Players’ Complementary Activit
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Planning Production seres Management Presentation User
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Traditional Publisherss the main category of suppliers in the Brazilidiobile
Content market, accounting for 50 percent of thppBers and 31 percent of tl
services (Bertelé et .al2009). With a remarkablpresence of large Media compai
comprised on the grouprraditional Publishers play a fundamental role @ontent
Planning and Production focusiion traditional Infotainment content and I1-quality
Mobile Internet and Msites

An important drive for he development of this supply was well develo
agreements with Telcos for sharing data traffierewes. However, as noticed Berlet
al. (2009), there is evidence that this particularereie shared model will probably
disoontinued in the near fure. It is worth to mention that Media compar are already
preparing a move toward advertisen-based Mobile Internet. In this way Traditiol
Publishers mayncorporate some complementary activities as maiesp extendin
their range of action on thealue system.

Figure 36 -Traditional Publishers’ Complementary Activit
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Web Editorsin general are engaged in two roles of the valustest, as content
providers and content retailers. As content pragdieey are considereas fundamental
partners by Telcos, as they provide Infotainmemite&at in special areas inside Te
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M-Portals. As content retailers they benefit fromadaaffic revinue share agreemel
with Telcos, placing their ric-quality content on Off portal environmy, in order to
capitalize on their web audiences. This objectiay precedes Web Editors preparat
to change their business modin order to leverage theirrge audiences and expl
the opportunities of displing advertising and Mobile Marketing promaoti«. This fact
may imply thatWeb Editor: should bypas®ther value system playe However, as
affirmed Bertelé et al(2009), even if Web editors tend tc capable of independent
manage their own services and connections withoBelgartnerships with Pure Play:
are essential to help them concentrate on theitesivn which they exce

Figure 37 Web Editors’ Complementaryctivities
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The following figure preses a theoretical value systerhased on players’ re
market relationshipsSBT is one of the largest BraziliiTraditional Publisherand acts
as Content Provider of Infotainment Video servitas Vivo’'s M-Portals Vivo, has
comprised on its Mobile Content offering extensiverange of content, partnering wi
other content providers as iG, a Brazilian \-Editor. However,it's important to
mention the complereality to manage all Vivo’Mobile Content Therefore the valu
system announces the necessity of other playeermipthe delivery of high value
the end user. This role would be fulfilled by a @uWlayel Hanzo, a private-held
Brazilian Pure Player, has been connected to Vinebheas panerships witka variety of
Traditional Publishers and Web Editors, SBT and iG managing roughly 80
services In this way Hanzo playa central point connecting both ends of the v
system.

Figure 38 -Theoretical Mobile Content Value Syst
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4. The Mobile Internet on the Mobile Content Value (8ys
4.1 Impacts on the business models

With the convergence of the mobile content markeh whe mobile internet new
business models in the mobile content segment.aXsa-telecom players, such as
media companies, retailers, and financial instingi need to define or refine their
strategy to engage directly with consumers viantiobile internet. They must be aware
of the mobile market's unique character as thesgnatte their mobile internet services
into a multichannel and multimedia strategy (Fdeefesearch). An important issue
directly related to this trend is the new posdiledi of advertisement applicable to
mobile content.

Since the first ringing tone was sold on the n®iphone in Finland around 1998,
the mobile has emerged as the “seventh of the maska”, after the later six: print,
recordings, cinema, radio, television and intern&liso like on all other media,
advertising appeared onto mobile when free newsicgsr launched in Finland
sponsored by ads around 2000. Nowadays, drivenhbymiobile internet diffusion
mobile advertising is bubbling with activity and wepossibilities. The mobile is
emerging as next advertising and marketing medium.

According to projections from Juniper Research, ieoadvertising spending will
swell to nearly US$ 6 billion by 2014 from just &billion in 2009, as an expressive
impact of the mobile internet. According to New ¥ofimes, mobile internet
advertising alone is projected to grow fourfoldat@S$2 billion market over the same
period. Regarding revenues, Mind Commerce estimiesvorld market for mobile
marketing and advertising revenues will reach yed$$50 billion by 2014, up from
about US$ 29 billion today, growing at a five y&@AGR rate of nearly 12%. This
growth is expected to be based mainly in the irseéa mobile internet usage, and an
accompanying increase in consumer adoption of raolternet services. Juniper
Research expects much of the growth to come froergimg markets such as BRICs,
where fixed-line connectivity remains low.

With the increasing proliferation of mobile phonasd mobile internet, mobile
advertising is being considered as the new catétysjenerating revenues. Few years
back, mobile advertising was a niche market but o gaining momentum among
operators and other players.

To capitalize this scenario, Telco operators shduidw how to profit the new
revenue stream that arises from other players piioghaheir mobile content and
drawing innovative ways to drive business. In fagth the mobile internet diffusion,
other players as Traditional Publishers and Puagdp$ began to advertise their content
directly through own web sites, bypassing the wiadjarden imposed by operators.

To maintain its position Telco operators developedled garden portals to ensure
that other mobile content players were kept wellagvrom end-customers. This
strategy has made it difficult for players to eagsibnnect up to operator networks in
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order to make their content available and thosé dith were also unhappy with the

revenue-sharing arrangements (De Lussanet, 2004).aMalyzed by Peppard &

Rylander, 2006, this practice is based on the oftteption of the value chain with its

value creating logic as a linked chain of actigfi@ perspective that leads to the
development of strategies focused on controllirgy ¢hain. However with the mobile

internet both content and the value chain logitnappropriate and requires a fresh
perspective that recognises co-operative relatipesind alliances.

Mobile telecom operators must also redraw theiraf€hitecture if they hope to
market new services quickly and cheaply (Bennilgt2903). Many have begun to
implement service delivery platforms (SDPs) to lftate the provision of new and
innovative content from 3rd party providers, howetlee overall logic guiding these
initiatives still based on old conceptions of vakreation and the value chain logic.
This raises the issue of a value system with differbusiness models and bilateral
service level agreements.

The open mobile internet and the distribution ofiteat and applications via new
retail stores could represent operators’ portalpabging. According to Forrester
Research, Apple is just the pit of this trend andeds are now in place for mass-market
uptake of the mobile Internet.

Taking a developed mobile internet market as UKassible to note that walled
gardens are collapsing extremely rapid. In 200€d ehobile portals were accessed by
57% of mobile internet users. Nearly after, in 20@8co mobile portals were accessed
by 22% of mobile internet user, a 61% decrease. foewing illustration shows
mobile web sites’ share of UK mobile internet uders2007 and 2008.
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Figure 39 - Mobile web sites share of UK mobileemiet users, 2007 - 2008
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In the Brazilian market, many players bypassed d®levalled gardens, as the
traditional publisher Abril that profit of new waysf mobile content advertisement
redrawing traditional business models.

Abril created a mobile portal called “Abril Celularhich offers a vast quantity of
mobile content, mainly in the infotainment clagsation, that can be bought directly
through its mobile site. However, is important totenthat an expressive part of the
content offer is constrained by Telco plans.

Recently the LG launched the first mobile phonéhwnteractive digital tv in Brazil,
indicating the generation of new business modalsrfobile content. The national tv
related content offered will be free of charge drahsmitted by tv operators. The
launch was made together with the Globo TraditioRalblisher, which already
developed an application that interacts with thersisvhile transmitting FIFA World
Cup matches. The company expects 30 million mabg#al tv users using this content
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by 2014. However, LG intends to have in the future agreemeiith other Traditional

Publishers. Interesting to mention that Telco ojpesaaren’t directly included in this
business model, while they just benefit from dataffic revenues. Moreover, is
important to mention the preset positioning of texdbgy providers, which began to
participate more closely in the mobile content neirhe following illustration depicts
the emerging value system created around LG anddo&anobile content.

Figure 40 - LG and Globo Emerging Value System
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In 2009 the first free tv mobile channel supporgdadvertisement was created in
Brazil, representing an evolution on the infotaimt@obile content model of business.
Discovery Channel joined the Telco operator Oi #relauto producer GM to create a
new infotainment product. Discovery acts as a aunfwovider, Oi developed the
platform and GM sponsors the program. The progsanalled Planet Green and makes
part of the sustainability program of GM. The caites broadcasted in packets with
one hour long duration divided in small progran@fr5 to 10 minutes, among which
GM implemented advertisements. Oi does not berfedin data traffic revenues;
however the content is available just for subscsbaf the Oi TV Moével, which is
downloadable through mobile internet. The applaratiworks through streaming

! Telesintese, 2010, Celulares LG ja permitem interatividade com TV digital aberta
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technology.The following illustration depictthe value system around Planet Gr¢
process.

Figure 41 Planet Green Value Syst
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An interesting mobile content value system thabive created around the mot
internet regards a new application developed byidNdkokia developed an applicati
that goes embedded on a new device that is toush.|&here are 36 icons prepare(
receive mobile marketing, SMS mobile content witlbscription and mobile conte
offer in generalMany players already partner to make part is application, as Abril
Terra and iGDevices with this application are going to be aftkin Asia, Eurog and
Latin America.

In Brazil telco operators will receive mobile comtegenerated revenues and
sequence they will pass a percentageCycleLogic —which acts mainly as &
aggregator in this casdhat in his turn pass a percentage to Nokia aner players. It
is interesting to note the positioning of Nokiative created value system. It shows
approximation of a technology provider to the melgibntent markeThe value syster
around Nokia’s application is depicted as follc
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Figure 42 - Nokia's emergent application’s valusteyn
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The previous value system demonstration shows Tageoators’ efforts to maintain
its mobile content value system position even @rtiobile internet environment.

Delimitating the segment for the emerging genermatd iPhone and Smartphone
users, it is possible to assume that the mobil¢ecdradvertising is passing through an
expressive evolution. New players profit the nevggdlilities of the mobile internet
potentiated by these mobile phones developing ndwerisement campaigns for
mobile content. For instance, in Brazil, Pontomahd Nivea joined to promote an
infotainment related to the use of Nivea Sun sumtgators for iPhone. The mobile
content, which is downloadable through mobile inéty localizes the user and sends
him the information about local temperature. Thea wser should type its age and skin
color and the mobile content says which proteceoslmould use. Interesting to mention
that the content is advertised not just in iPhomp Atore, but even in through other
web sites, as in the Admob site network. The foifgnillustration shows Nivea Sun
mobile advertising through mobile content.
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Figure 43 - Nivea Sun Mobile Advertigin

Source: O Globo

The following illustration shows Nivea Sun advartg banner in the Admob web
gaming Falling Balls.

Figure 44 - Nivea Sun Advertise Banner

Score High
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The following illustration presents the evolutiaorh SMS based advertisement to
mobile internet based advertisement. The first tegiiione from left to right presents a
SMS based advertise and the others, 2, 3 and drirembile internet based advertises.
Number 2 comes together with Google search tolmimer 3 together with Apple
content and in mobile phone 4 aggregated advastisea gamming mobile content.
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Figure 45 -SMS and Mobile Internet Based Adverti
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Despite more appealing advertises emerge in Br&WS based advertises ¢
expected to still diffuse on the mobile content ke&r as this SMS technology
extremely diffuse on national mobile phone be

The objective of Nivea is to achievedifferentiated spacénside user mobile
phone, that why the mobile content was developediipally for the company. On tf
other hand, there are other players that preferdteertise through mobile content tl
already exists, by utilizing services of thompanies called as “Ad Networks”. The
companies are specialized in put advertising thmoongbile sites and mobile conte
that already existddowever in this case the company does not “gaifiXed space ol
user's mobile phone, one important advan related to this kind of advertises is -
faster process to make the advertisement avaitablser.An example of a Brazilia
company thatvorks with companies thiperforms these activities is the Mok, which
revenues development can quantify Bran mobile advertisement grov. The
company is a subsidiary of the Fre-Spanish Hanvas in Brazil, representing in 2
6% of Hanvas Brazilian total revenues, a 500% mmeaelated to 20,

Another example is the Pontombi, which developed tfte Banco do Brsil
advertisements related to a specific fund placedl@ady present moe web sites and
mobile content.

Globally, numbers regarding the Apple’s App Stoam quantify the evolution ¢
mobile content business models. In the beginnin0d0 the App Store haan offer of
133,979 applications for download. Developers that joinkee $tore, providing conte
were more than 28 million. Interesting to note thaof these applications are free ¢
the other % costs between US$ 0.99 and US$ 9.9€ording to Apple, the averay

'iG Colunistas, 2009
2 Mobilepedia, 2010, Numeros da App Store
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revenue generation through download of these matnletents is about US$ 500
million, and really important to mention is the ghg policy related to it, 30% goes to
Apple and the other 70% goes to developers.

Realizing the huge potential of mobile internet,nmaew players are expected to
enter in this space in the coming few years. lals expected that many small and
medium VAS players will move into mobile advertigirspace, as advertising via
mobile is more appealing as it can target user rdweetly. Other traditional players as
Telcos and Pure Players are struggling follow tlaeket evolution.

Brazilian Telcos are struggling to capitalize ire timobile internet and content
convergent scenario.

In the 1T2010 Vivo presented data showing a 7.3@wtlr of data and VAS
revenues. This growth was driven mainly by the reoliiternet revenues, which grew
20% related to the same 2009 period. In fact, neesnelated to the mobile internet
were largest than SMS and MMSWith this growth the mobile internet represented
53% of Vivo's data and VAS revenues.

Other Telcos, like Tim, which have smallest shae¥AS and data revenues and
are aware of the mobile internet impulse on VA& saktart to implement impacting
marketing strategies to motivate VAS consume. 1080Tim made a raffle of 101
Peugeots 307 among customers which acquired mabii¢ent through Tim Music
Store web site.

Oi created the Oi Blog, Oi Foto and Radio Oi givmgwv channels and possibilities
for the VAS consume. In fact, some content like @hé-oto, can be used by consumers
of other Telco operators, demonstrating Oi aggvesapproach on the emerging new
possibilities of the market.

Either Claro is aware of the convergence of the ileotontent market with the
mobile internet. In 2010 the company launched eagijve discounts regarding VAS
diffusion giving until 50% reduction in the firshree months in data plans’ monthly
payment. Moreover the company responded its cotopetby the creation of new
content channels as the Claro Radio, which foraimst competes directly with Radio
Oi. The following illustration shows some Claro adising aiming the increase of VAS
consume through the diffusion of the mobile intérne

! MobilePedia, 2010
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Figure 46 - Claro Advertise, 2010
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Summing up, business models are expected to cengnalve together with the
mobile internet diffusion generating a myriad ofpogunities to new and present
mobile content value system players.

4.2 Impacts on mobile content products

The mobile internet technology expanded the varétynobile content destined to
mobile phone users. With this technology, more dempyuality and appealing content
can be created. In the short term these new irttbased content act as complementary
to the present mobile content offer; however innkearly future it can be expected to
overcome traditional mobile content.

On the vanguard of innovative mobile content usetlae smart phone users as their
mobile phones are appropriate to a vast varietgonfiplex content. On the following
are described some innovative mobile content/sesvimainly appropriate to smart
phone users on the Brazilian market.

The Corinthians Soccer Club joined traditional ni@loiontent value system players
to produce an iPhone mobile application directe€twinthians fans. The application
offers content related to news, interviews, pha@od videos from the club. Moreover,
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users are able to share photos and videos. Thertardsts US$ 4.99 at App Store. The
following illustration depicts Corinthians Socceu@ content.

The confectionery Cadbury joined the Web EditoriE.® create a downloadable
mobile content for iPhone regarding the launch té hew candy Trident Fresh.
Through the content the user can “freeze” its nelphone screen by blowing the
mobile phone microphone and then draw on the frogereen. The following
illustration depicts Trident Fresh content.

Figure 48- Trident Fresh Mobile Content

The web site Surfline.com and the brand Oakleyg@ito offer the applicative Surf
Report. Through this content the mobile user isal check climatic and wave
conditions on Brazilian beaches. In addition, teerueceives mobile content surf news,
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wall papers, access photos and videos. The appkdatfree of charge based on Oakley

and Surfline advertisement.

Nestlé in agreement with other value system plajmrsched the Nestle Receitas
applicative. The applicative has 3 thousand reogpewhich the user can make searches
and prepare shopping lists based on them. Morethweyser receives indicated recipes
by Nestle. The applicative is free of charge, baseddvertisement. The following
illustration depicts Nestle Receitas applicative.

Figure 49 - Nestlé Receitas Mobile Applicative
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The constructer Tecnisa in agreement with otheuevalystem players created a
mobile applicative regarding apartment market. Hpplicative offers the user the
possibility to search for available apartmentsypirtg the address of a specific region.
By finding the apartment the user can check phqgtta), can click-to-call for more
information, and share the offer by e-mail or Terittommunity. The applicative is free
of charge. The following illustration depicts Tesaiapplicative.
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Figure 50 - Tecnisa Mobile Content

Interesting to note that the majority of innovata@ntent based on mobile internet
aggregates services and content in the same dadvnie consequence the mobile
content offer complexity and quality grows beinglegpread practically through all age
groups users.

Another kind of mobile content that is passing tlylo expressive evolution is the
one related to the Communication & Community tyjgglo

According to Frost & Sullivan, until 2015, the matkor social networks accessed
through mobile phones should grow ten times inrL&merica and Africa, reaching
527 million users and almost US$ 2.4 billion in eaues, what reveals the social
networks’ potential as a Mobile VAS revenue germtafhe social network became an
advertising channel for a myriad of companies,tas appealing and reaches the final
user. Moreover, the content generates data tnaffienues to Telco operators. However
as pointed out by IDG News, Facebook — the mosaighfl social network worldwide —
made agreements with 50 Telcos around the worldtHferexemption of data costs
through some parts of the social network when aetbshrough mobile phones. In
Brazil, the telco operator TIM signed the agreerhent

Globally, Facebook has 400 million active users,ranthan 100 million users
accessing its services through mobile devic&$ySpace on the other hand, saw the
quantity of connections via mobile phones quadrupl2008, reaching 20 million, and
this continues to follow an ascending cufrve

! UOL, 2010, Novo Facebook Mobile ndo cobrara uso de dados
? Acision, 2010
? Acision, 2010
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Regarding the Brazilian social network market, Amisshowed that 69%of mobile
phone users claimed to access social networks oregalar basis, mainly to
communicate with friends. Despite only 3% of thasers access social networks
through a mobile phone, in the case of smartph@age) that percentage goes up to
13%.

In Brazil, penetration of accesses to social netimgr sites via mobile phones
didn’t achieved high levels mainly because the pm@dance of pre-paid terminals in
the country (82.3% of the consumer base), high pgitias cost and, also, by the large
quantity of simpler handset models. However, thentty that leadsin the usage of
social networking across the world will probablyesthnis trend of accessing social
networking sites via mobile phones increase.

The following illustration shows an example of melsocial network.

Figure 51 - Facebook Mobile
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5. Cases

Movile

Interviewer: Tiago Carneiro Fernandes
Interviewee/Job title: Fabricio Bloisi - CEO

Duration: 36 minutes

Company profile

Movile is the union of Compera nTime and Yavox. (oama nTime, the resultant of
the 2007’s merger of Compera and nTime, acquireebXan 2009, which was one of
the leading integrator companies in Brazil. Movge55% owned by Naspers, a south
African media group. The company began its opematimainly as an integrator.
Nowadays, the company had an important changesairdtegy that now considers the
mobile content direct-to-customer market very int@ot. Movile is in the Brazilian
market for 11 years with offices in three Braziligities: Rio de Janeiro, Sdo Paulo and
Campinas. Moreover, the company has a strong dieedn internationalization in
Latin America, having established an office in Mmxiand plans to expand its
operations to Argentina, Colombia and Venezuelaséntly the company has around
130 employees mainly in Brazil, country that reprgs 90% of its revenues. The
company intends to reach the mark of 100 milioalfurser customers by 2011.

Value system relationships and mobile content offer

Movile works with many typologies of players such Eelcos (partnering with all
mobile operators), Radio, Traditional Publishersl &ure Players. The company has
activities in B2B and B2C. Some examples of Mowlents are: Ouvi (Pure Player),
Globo (Traditional Publisher) and Terra (Internetvider).

The company has on its portfolio products diffeiaet] in four typologies: Mobile
Marketing and Interactivity, Entertainment and Caonties, Corporative Mobility and
Operators.

On Mobile Marketing Movile offers B2B products: tl&iper Alerta, Super Chat,
Super Downloads and Super Quiz. Companies aimingeash final users with its
brands and content can develop its marketing glydb@ased on these products. These
contents are based in SMS, Download and Interagtivi

The Entertainment and Comunities offer gives thespimlity to companies associate
their brands on already created content, as théermbeomprised in Movile ultramob
portal.

Moreover, the Corporative Mobility comprises seedado corporate clients, as the
management solution through the brand “disparaickviims productivity increase of
camp work forces.
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Finally, as Movile Partners with all Telco operatothe company manages the
connections between Telcos and Traditional Pulbisshad Content providers to a vast
variety of VAS. Some of its products are the Quid &GC. Quiz is game of questions,
comprising Sport, News, Celebrities, Enigmas andemt can be accessed through
SMS or WAP in operators’ sites. UGC is a servicat @llows final users to generate
content (video, image and audio) to be shared amdneercialized through social
networks accessed through operators’ portals. dhgany considers the UGC as very
important for the future; they were pioneers ors tkind of mobile content, having
launched the “Blog da Oi” the first Brazilian plathh for UGC. It's important to
mention that UGC passed through an important changeadays users mainly post
UGC mobile content in social networks, while in thast it was posted anywhere
possible.

Business model

Movile began its operations mainly as an integrawwadays, after mergers and
acquisitions the company had an important changes@trategy that now considers the
mobile content direct-to-customer market very intgot. Three years ago Movile
operated just in B2B and nowadays B2C operationsady represent 2/3 of its
operations. In Latin America, as the customer hese mainly simple mobile phones
and spends small sums in VAS, Movile considers shate economy is very important
on the mobile content sector. This fact motivates/id mergers and acquisitions along
its history.

The company aims principally in young customersveen 14 and 25 years old.

Its mobile content is mainly activated through SMi®wever finds that WAP is
going to take part in the future.

Nowadays Telco operators usually take around 40%ewénue share in Movile’s
own labeled mobile content. Specifically in whigbél, this percentage is few reduced
to around 30%.

Value system trends and mobile content perspectives

Regarding the value system Movile thinks that irdémys have gained more space
in the system, as the direct-to-consumer marketwvgrand they can in some sense
bypass Telco operators. However in 2010 Movile $leasoperators start to tighten the
market as an attempt to increase its revenues.

The company foresees the future Brazilian mobilateat market with more
international players and national players goingpecific niches. In addition, thinks
that internet companies as Google and Yahoo! amggo compete for share in the
mobile phone sector
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Movile considers that in the medium term the molmileernet will be completely
linked with the mobile content market, and thinkttkialue system players are going to
have to reinvent its business models.

The company believes in the mobile internet exjpwvessliffusion, and already
focuses this trend on its strategy.

Buongiorno
Interviewer: Tiago Carneiro Fernandes
Interviewee/Job title: Victor Hugo - B2B Manager

Duration: 36 minutes

Company profile

Buongiorno is an Italian Mobile Content & Serviceyider founded in 1999, the
world leader in mobile entertainment. The compactg &n B2B managing white label
for third parties (Telcos, Traditional Publisheet¢c) and B2C — with Blinko Gold’s
brand. The company partner with over than 130 meofyderators worldwide, in Brazil
the company has straight relations with TIM. Thenpany entered in the Brazilian
market in 2007 to manage TIM’s music store. Nowaddne company has around 15
employees working in Brazil, and intends to rea@letployees by the end of 2010.

Value system relationships and mobile content offer

The most relevant offer from Buongiorno portfolioBrazil are SMS based content,
as Quizes and Chats. Download content as ringtomapapers and videos are not
extremely relevant for the company.

For its offer, the main activation channel is SMS.

The company diffuses publicity in many media chadsyres television and web.

Its main value system partners are publicity agesjcinternet networks, Telco
operators, television networks and content progiders Sony Music.

Business model

Globally, Buongiorno has its activities divided atjy in B2B and B2C. In Brazil
B2C activities represent around 60% of total, wiBB represent the other 40%. In
2010 Brazil passed to integrate the group of mogiortant markets to Buongiorno
global. This fact occurred in a very short interedltime, from 2009 to 2010 the
country passed from the “second group” of importatw the first one. According to
Buongiorno this fact was motivated by the Braziliswarket evolution together with
Buongiorno internal investments.
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The company focuses mainly in customers betweeant30 years old, however
highlighted that has a considerable amount of costs out of this range.

Regarding mobile content shares, Telco operatarallysstay with around 50% of
Buongiorno content revenues.

Value system trends and mobile content & intermespectives

The company sees Brazil as a country that did cloesed maturity and that offers
space to grow. Buongiorno considers that the mabiggnet diffusion is going to shape
the mobile content market with a specific niche pasing more complex platforms
directed to customers with high capacity devicedbiteausers. On the other hand, for
more simple content, considers that SMS will §iing the most diffused platform. The
company considers that the business model appjigdebiPhone store could foster the
market. Buongiorno intends that Telcos monopolyas going to change in the near
future, however, foresses that the Japanese mddelrd® DoCoMo can be a Brazilian
reality in the next 4 years.

RBS Celular
Interviewer: Tiago Carneiro Fernandes
Interviewee/Job title: Alexandre Silveira - MobRPeoduct Coordinator

Duration: 16 minutes

Company profile

RBS is a Brazilian media group, operating since719Bhose activities include
television, newspaper, radio and internet. Its meoldivision, RBS cellular, was
launched in 2006. The company owns the portals &Hagelular’, “ClickRBS
Mobile”, “Guia da Semana Mobile”, “Oba Oba” and fi2e Imoveis”. The first 4 offers
mobile content. Moreover, in November 2008 the canypacquired PontoMobi,
thereby entering the Mobile Marketing business.

RBS intentions on the creation of the RBS Celular due to the expansion of its
media channels. According to the company, RBS legllis growing in relevance for
RBS results.

Nowadays the company has four employess dedicatdtiet mobile division, a
100% increase compared to 2009.

Value system relationships and mobile content offer

RBS Celular offers a portfolio of Customization, Smand M-browsing based in
infotainment in subscription, mostly leveraging tmeir media assets. The most

86



s POLITECNICO
y DI MILANO

representative mobile contents are voice portalsa(Cand content based in SMS and
Download.

The company launched new infotainment mobile cdrite@010 based in SMS and
Download.

In 2009 the company partnered with two integratmssed on the content to be
managed: PMovil and SpringWireless. In 2010 thisnber increased due to the
enlargement of its mobile division. Some of its neartnerships are Bizvox and
Cyclelogic.

RBS Celular didn’t enlarge its roles in the valystem, acting mainly as retailer.

Business model

Its business model is based in revenue share vatilenoperators.

Usually Telco operator passes mobile content reserio the integrator that in
sequence pass a share to RBS Celular.

For the mobile content related to the FIFA 2010 M/&up, the revenue sharing
agreement established between RBS Celular, integrahd Telco operators established
a higher percentage of revenues to RBS Celulatrdgadrators.

The main media channels used for mobile contenertidement diffusion are Tv
and Radio, both directing the customer to SMS.

The main mobile content activation channel is SMS.

Value system trends and mobile content & intermespectives

According to RBS Celular, Telco operators begarose power to influence the
mobile content value system process, and otherealgegan to establish straighter
partnering.

CycleLogic
Interviewer: Tiago Carneiro Fernandes
Interviewee/Job title: Luiz Santucci - General D

Duration: 36 minutes

Company profile

CycleLogic, Inc. is a US-based privately-held comp&ounded in 1996 in Miami
under the name StarMedia Network, Inc.. The compstayted managing content
portals for spanish and portuguese readers. Nowa@ggleLogic makes interaction
between different actors in the value system, givan integral solution from the
provider to the end user. The company is presebaiim America and in the USA, with
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offices in Buenos Aires, Bogot4, Caracas, MedeMexico DF, Miami and Séao Paulo.
Moreover the company has Commercial representaitivieisna and Quito.
Brazil is the most important market for CycleLogis, the country represents 55%
of its results. The company has around 26 emplogedffers 280 SMS channels.
Cyclelogic provides integral solutions to 46 cellubperator in Latin America and 8
in the USA.

Value system relationships and mobile content offer

Infotainment is released through SMS, WAP (contamtal), S@TML (sim card
content) and MMS (multimedia content with text, gea, sound and video).

Regarding Cyclelogic download content, their caalinclude: Ringtones,
Wallpapers, Screensavers, Games, Videos, Realtmesnovative sounds.

Considering overall CycleLogic’s mobile contentesffthe typologies more ordered
are the ones related to Soccer, Financial NewsliliHaad Jokes.

From 2009 to 2010 the company expanded its pahipsrsvith media companies
aiming to enlarge the profitability of SMS channels

As innovative product the company mentioned theliegion generated in
collaboration with Nokia. Nokia developed an apgtion that goes inside a specific
device. There are 36 icons prepared to receive lmatarketing, SMS mobile content
with subscription and mobile content offer in gateMany players already partner to
make part in this application, as Abril, Terra aGd Devices with this application are
going to be offered in Asia, Europe and Latin Aroari Operators receive mobile
content generated revenues and in sequence passemfage to CycleLogic that in his
turn pass a percentage to Nokia and other players.

The company acts in many value system roles, agratior and content provider.
Moreover, CycleLogic acts as mobile marketer.

Business model

CycleLogic has four different business units, MebiMarketing, Platforms,
Connectivity and Product.

Regarding Mobile Marketing the company combinededént technologies as
Internet, SMS, WAP portals, Bluetooth and IVR. Tdmnpany developed around 150
successful interactive campaigns in all Latin Arogrand Hispanic sectors of the USA
markets. Among the most remarkeable of these, thezePhilip Morris, Pantene,
Gatorade, Pepsi, Heineken, Fritolay, Dog Chow, lge%isa and Postobdn.

The Platforms business unit installed the WIS(Vésslinternet server) platform in
25 carriers from México, Brasil, Venezuela, ColoabArgentina, Uruguay, Chile,
Pertd, Panama, Guatemala and Republica Dominicama.cémpany has the widest
regional connectivity coverage that a WASP (Wirglégplication Service Provider)
company can offer to the corporative world in Ladimerica. CycleLogic works mainly
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through 5 platforms: WIS, MMS WIS, SAM, AdServerdaWobile Fun Plus (Mobile
content platform).

Through Connectivity the company manages WASP twalue system players
and mobile operators in Latin America and USA.

The Product business unit is directly responsibleifiteraction services (mainly
voting) and mobile content. The company deals wltithe traditional mobile content
services: Infotainment (both text and video), Comioation and Community, Games
(both via SMS and Download), Customization (RingnWallpapers, etc) and Micro-
browsing.

In Brazil 90% of CycleLogic activities are B2B, thest is B2C. The company does
not intend to expand B2C activities.

Regarding these areas, in Brazil 60% of revenuese deom Mobile Marketing and
Connectivity.

In Brazil CycleLogic main activities are: platforamd content provision for media
companies and micro payment management mainly fe&BWames, as the Finland
game Haboo Hotel.

Regarding revenue share, mobile operators taked5®obile content revenues, in
the sequence operators pass the rest to Cycleltlmgficakes from 10% to 50% of this
amount, and pass the rest to the value systemseaps. CycleLogic accords these
percentages with upstream value system playersibaseedia investments and mobile
content sales volume.

Value system trends and mobile content & intermespectives

CycleLogic expects that in the next 5 years valigtesn roles are going to be more
defined and companies are going to work in speaifiches focusing on core
competencies. Moreover, according to the compaisyftt is going to motivate the
market evolution, as companies will be able to ipfobm scale economy and will be
capable to produce more rich mobile content.

The company does not see many new entrants on dnleetmOn the other hand,
mention that players began to organize themselveteiined roles, and therefore, the
value system began to take shape.
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MoWA

Interviewer: Tiago Carneiro Fernandes
Interviewee/Job title: Guilherme Santa Rosa - Eesgifor Technology
Duration: 48 minutes

Company profile

MoWA — Mobile Wireless Applications is a privateheld Brazilian Pure Player
founded in 1997. The company has an office in S&ddPwith 40 employees divided in
three groups: 10 dedicated to B2C activities, 1B28 and 20 participating in both
areas.

Value system relationships and mobile content offer

MoWA partner with many value system players as ili@thal Publishers, other
Pure Players and Telco operators.

For its mobile content offer the company has pastmips with entities such as the
CBF (Brazilian Football Federation), and the natiorock bands as Roupa Nova and
Jota Quest. For these clients MOWA manages in whibel the supply of mobile
content offered both in the web and in the mobile.

The company develops and integrates content foo,Vielco operator with which
has straight relationship. Some of its importantngas are Banco do Brasil, Pdo de
Acucar, Coca-Cola, GOL, Sadia, Samsung, Gerdawatmrantin.

Business model

The company started acting exclusively in B2B, ndaye its activities are equally
50% divided in B2B and B2C.

MoWA has three main business lines, MOWA Mobile iRlimg, MoWa Phone and
MoWa SMS.

For MoWA Mobile Branding division the company makb®bile Marketing,
developing solutions for the iPhone platform, stutiag personalized mobility projects
and giving professional consulting services.

The MoWA Phone business line regards to the managerlnd outsourcing of
accounts and contracts for mobile telephony.

Finally, MoWA SMS regards the management of corgr&MS and the
implementation of mobile marketing through SMS.

The company mainly acts in the following 7 areas:

1 - Developing applications and content to Smanteho

2 - Mobile portals creation and management;
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3 - Managing SMS messages;

4 - Creating mobile marketing campaigns to thirdips;

5 - Developing content related to seasonal eventsrahe FIFA World Cup;
6 - Developing Games;

7 - Corporative solutions, for instance, solutiapplied to sales force.

Regarding these 7 areas, the development of apphsafor smartphones is the
most representative area for MOWA.

The company highlighted the SMS as the most diffusetivation channel for its
mobile content offer. Regarding share of mobiletenoh revenues the company has
agreements with Telcos that established a minim&9% of content share accruing to
Telcos.

Value system trends and mobile content & intermespectives

The company sees an expressive growth of mobéds démand. MoWA mentioned
that in 2009 12% of the 500 biggest companies imzBihad Mobile portals, and that
this number is expected to expressive growth byeticeof 2010. The company sees the
mobile internet diffusion in Brazil growing, butfiins that the SMS use is not going to
be overcome. The company does not see the WAR®iliffused in the near future.
The company expects the emerging mobile internelvexgence with the mobile
content market, highlighting the increasing demorccontent through mobile internet
channel. In addition, MOWA expects that in the ngxars mobile content market will
became more rich and more important to Braziliatiledelephony business.

Hands
Interviewer: Tiago Carneiro Fernandes
Interviewee/Job title: Alex Pinheiro - CEO

Duration: 32 minutes

Company profile

Hands is a Brazilian private-owned company in ofpp@nasince 1999 making part of
the holding IdeiasNet portfolio. The company is ggkzed in Mobile sites
development, applications development for thirdtipar— mainly media companies —
and Mobile Advertising. The company has the big@rarzilian mobile sites inventory.
Hands expects to reach 30 million pageviews throtggportals by 2010.

Value system relationships and mobile content offer

91



s POLITECNICO
y DI MILANO

The company has a proprietary platform that adapibile sites to any kind of
mobile phone existent in the Brazilian market.

Regarding the corporative business they work intplgn managing and
maintaining mobile channels.

The company intends to improve and disclose its ¢wanded mobile portal to
aggregate the mobile content and portals of itslificanal Publishers partners.

The access to mobile portals managed by Hands eanade through direct access
(using M-Portals address), through Hands M-Poiftatpugh Vivo’s iPhone M-Portal
and through iPhone and Touch portals from Claro.

Some of Hands partners are Globo, Valor and Roltitgnes Magazine. From
which Hands is partly or completely responsibletfer technological part of its mobile
sites.

As an example of Hands recently product is the teahie developed to Schincariol
specialy for the FIFA World Cup that is accessitnidy through WAP.

Business model

Hands is a company that exclusively works with B&Bivities. The company has
revenue share with Traditional Publishers and figagment from corporative clients.
Hands do not have share agreements with Telco topgrd he only way Telcos profit
from Hands business is through data traffic. Reggrdhare agreements, Hands take
around 50% of revenues generated through mobileraisivg of its partners.

Smartphone users represent 40% of access in Hami¢erportfolio. According to
the company the time spent on its mobile portalgels/ superior when accessed via
touch platforms. However, the company highlightéattfrom 2008 is seeing an
increasing amount of access from other mobile giats.

Regarding its mobile content portfolio the mostessed mobile content is related to
sports. It is important to highlight that its mabgites are off-portal.

Value system trends and mobile content & intermespectives

The company sees that a strong growth in mobilermet access through mobile
phones began in 2009. The company considers tkamtbbile internet is impacting
positively on the mobile content market, princigdbecause the increasing amount of
investments on infrastructure on the base of thbilma@ontent offer that is motivated
by the mobile internet diffusion. The company se®s increasing amount of
investments in mobile sites from Traditional Puldiss. Hands considers that content
providers are going to gain power in the valueeaysin the near future.
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Globo

Interviewer: Tiago Carneiro Fernandes
Interviewee/Job title 1. Emanuel Castro — Dire®lew Media Sports
Interviewee/Job title 2: Raymundo Barros — Diredterv Media Engineering

Duration 1: 16 minutes
Duration 2: 30 minutes

Company profile

Globo is a media group that began its activitiesarly 1910’s. The group began its
activities as a newspaper and nowadays has a aastyof media channels, occupying
the T position as largest media group in Latin Americal944 the company founded
its Radio unit called Radio Globo. However, Globgressive expansion started in
1965, when the group inaugurated the Tv channeleRg&lbbo. In 2000, the group
entered in the internet market with the web po@kibo.com that is focused in news,
sports, entertainment and videos. In 2008 the goveated the mobile portal version of
Globo.com web portal, which is compatible to allbie phones with access to mobile
internet. Nowadays, the group starts to enter enntiobile content segment with some
specific initiatives, as the iPhone application €anda Copa related to the FIFA World
Cup through which mainly infotainment content ifeoéd.

The group does not have a specific mobile divisitrere are 3 departments
dedicated to plan new media channels that alsademthe mobile channel.

Value system relationships and mobile content offer

The group starts to enter in the mobile environmmdéatusing on mobile tv
broadcasting together with infotainment mobile eont

The company intends to discontinue its M-Portakdose nowadays it does not
generate satisfactory results.

The newest mobile product offered by Globo is tRéadne application called
Central da Copa that is related to the FIFA WorlgpCAccording to Globo, nowadays
this applicative is the most downloaded from theZiran Apple Store. Central da
Copa was 100% produced internally by Globo’s tetdgio development department.
The group does not have any commercial purpose thith applicative, they are
experimenting and testing the market.

In general, the group focuses in smartphones ptagpApple, Android, Symbiam
and Windows. And its mobile contents are extremelgted to Tv programs.
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Business model

Presently, the group focuses in the transmissiantefactive Tv. This transmission
allows the final user to interact with Globo thrbugpplications while assisting the Tv
programation. Embedded in these applications thbilmaiser has the possibility to
access mainly infotainment free of charge. The ampaims the mobile as a new
media channel.

Value system trends and mobile content & intermespectives

Globo considers the mobile channel as potentidh¢ofuture, however, considers
that the present situation of the Brazilian madkeiot offer minimum scale for Globo
massive investments. For instance, the Central dpaCapplication had 20.000
downloads, that despite the success is not repgegsento Globo standards.

Pinuts Studios
Interviewer: Tiago Carneiro Fernandes
Interviewee/Job title: Carlos Renato Camolesi —dbtige Director

Duration: 44 minutes

Company profile

Pinuts Studios is a Brazilian privately-held compéounded in 2006 in Campinas,
Séao Paulo. The company traditionally acts in th& B@alm mainly as Technological
provider and content developer. From 2009 to 20itP Studios had changed its
strategy. The company still acts as a developewxeker, nowadays they also focus in
providing solutions for mobile integration. The qoamy presented a 50% growth
compared to 2009, having nowadays 31 workers. Téve workers were hired for
development, software quality management and proj@mnagement. They expect to
have 40 workers by the end of 2010.

Value system relationships and mobile content offer

Pinuts studios general offer comprises developnwnembedded applications,
mobile portals, development frameworks and techmigasulting.

Its services are divided in 6 areas: embeeded aghpins, GPS, mobile media,
mobile internet, platforms and consulting.

Its applications are personalized according tautstomer’'s necessity. Its projects
comprise mobile magazines, games, client/servelicapipns, corporative systems and
more. The company develops applications for Windowsile, Symbian OS and Linux
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mobile. Moreover, Pinuts Studios recently begamrmduce applications for Android
and iPhone OS platforms. They produce many kindsppfications, such as related to
infotainment and social networks. The company gs@gport and maintenance to the
application user. Their applications developmenaiimed principally to iPhone and
Android, which usually is related to mobile marketi However, for services aiming
high volume users they produce in Java platformiclwhs more adaptable to the
Brazilian mobile devices base.

The company develops applications integrated to.®P&sently, these applications
are related to mobile marketing tools and corpeeasystems.

Regarding the mobile media area, the company dpselpplications that permit the
production, edition, and reproduction of infotaimmeobile content.

For mobile internet, Pinuts Studios develop WARSssiand supports and develops
solutions for infrastructure to mobile internetG®RS, EDGE, UMTS and HSDPA.

Per platforms area, the company aims in the dewatop of personalized platforms
and specific platforms for VAS.

Finally, Pinuts Studios offers consultancy regagdine mobile market in technical
and non technical areas.

The company partners with a vast variety of BramiWvalue system players, some of
them are: Qualcomm, AMMB, Nokia.

Some of its clients are: Spring Wireless, Movileteda Mobile, Tectoy and
Overplay.

Moreover, the company has CIATEC as a strategitipuistitution partner, which
provides physical structure and professional opities.

Its games production is mainly based in J2ME amdife platforms.

Business model

The company works in B2B on-demand developing neopibducts exclusively in
white label.

Pinuts Studios highlighted a big change in thepligptions business. Nowadays
they said that do not make “punctual” applicatiaées, they sell it to its customers and
manage it providing improvements along time.

The company mentioned that Telco revenue sharemoit$?products is extremely
high, varying from 50% to 70%. For instance, thegntioned that for white label
products to be put on-deck, the share from thesdugts accruing to Pinuts is 30% of
total.

The production of embedded applications is thetbaegenerates higher results for
Pinuts Studios. Four years prior they had beenymiod 1 application each 2 months.
Nowadays they produce around 5 applications pertimiardiverse platforms.

Value system trends and mobile content & intermespectives
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The company sees a strong demand of new applisatonl together with it comes
the internet management that is linked with thgg®ieations.

Pinuts Studios considers that the iPhone togetitértive mobile internet evolution
had introduced relevant changes in the Braziliatilaccontent market. The company
sees more rich content being created principallfivated by these two facts.

The company considers that the mobile interneusliéin, that was a barrier for the
viability of its applications, nowadays is beingoagsed.

The company sees Telco operators constraining tlobilen content market,
however, foresees changes for the future. They ioread the platform opening to
develop mobile content that some Telcos (as VivéardC and Tim) had made,
opportunity which Pinuts Studios profits.

The company mentioned the emerging of new busimasslels regarding
applications. They foresee Telco operators notgthgrfor data traffic for some mobile
content.

F.biz
Interviewer: Tiago Carneiro Fernandes
Interviewee/Job title: Marcelo Castelo — Emergdatf@rms and Mobility Director

Duration: 28 minutes

Company profile

F.biz is a Brazilian-based digital marketing agefaxynded in 1999 and focusing in
interactivity. The company traditionally began wiok with WEB and in 2002 started
to act in the mobile business partnering with Teleslular as mobile game developer.
In 2004 F.biz established a long term contractewetbp white label mobile content to
Vivo. As consequence, the company created the madbiision that is divided in three
areas: VAS projects, interactivity for media chderaamd mobile marketing.

Nowadays F.biz has 160 employees, 25 of them anlesxely dedicated to mobile.
The company operates exclusively in the Braziliaarkat and intends to growth 50%
yearly.

Value system relationships and mobile content offer

F.biz has a vast variety of clients, such as VB®PN, Ibemec and Netshoes.

The company develops the majority of its mobileteahin-house, in some specific
cases they outsource some of the production phases.

Some of its latest mobile cases are: Ana Maria gdm& game and Luftansa
advertising.

On the package of Ana Maria (Ana Maria is a kinccake produced by Bimbo) is
written an SMS number through which customers, whending an SMS with this
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number, received a link to download an specifie foé charge game related to Ana
Maria brand.

Lux game allowed players to choose and combinendéve ingredients used in Lux
cosmetics line. The game was offered through mdmanmels, as in Lux mobile site,
where it was available for download.

F.biz created the first iPhone mobile advertisiaghnpaign using a Telco operator
deck in Brazil. Inside Claro’s “viagem” M-Portal wtas disposed a Luftansa’s banner
through which iPhone users could click and be tidtdo Luftansa’s site. Once in
Luftansa’s portal the user could enjoy from sersiaad download Luftansa’s ringtones,
wallpapers and screen savers.

Business model

F.biz works exclusively in B2B and do not intendskpand to B2C activities.

The company has many business models accordedcbnagaeement established
with its customers and partners.

Nowadays, projects for Telco operators are the tresgenerate the best results for
F.biz. Company’s revenues are 80% based in WEBm&iaruse. The other 20% is
generated through mobile channels.

The company develops mobile marketing in many @taté, according to
customers’ necessity.

For mobile marketing its business model is basefiked contracts with it clients.
Telco operators participates on mobile marketingaigns when F.biz makes use of
SMS or when F.biz uses mobile advertising in opeigimobile portals.

Value system trends and mobile content & intermespectives

The company sees a crescent demand for projentshiie marketing.

In 2009 F.biz intended to expand its activitiesfdoeign countries. However this
plan was postponed principally because of the erdsdemand of mobile marketing
projects in Brazil. The company considers the Biazimarket as very potential.

The company expects an expressive convergenceeomtbile internet with the
mobile content market in the next 3 years in Brazil

F.biz sees that aggregators began to be tighteyedplerators’ actions. The
company foresees the end of walled gardens witmtbtgle internet diffusion.

F.biz believes in a mobile content business modti Wwee content supported by
advertisers.
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6. Value System Critical Issues

There is an extensive range of evidences (Funk9;2B0nk 2007a; Haas, 2006;
Knutsen & Lyytinen, 2005; Henten et al., 2004) tiléstern mobile content markets,
as Brazil, had not achieved its potential.

The facts that generated this reality are vastakén in consideration one eastern
market as Japan, that represent one of the moktlextloped mobile content markets
in the world, it is possible to find critical issues that wewdressed in this country and
should be addressed in Western economies like IBda to achieve the potential
development. Some of them, as the greater usenwdile-the policy making and the
agreements on standards were pointed out by maageatcs (Funk, 2009, 2004,
2007a; Haas, 2006; Knutsen & Lyytinen, 2005).

The present study proposes 4 critical mobile cdntatue system’s issues that
should be addressed as helpers to overcome thenpresality: focus on core
competencies, constructive relationships, a newme® sharing model and the use of
common standards. With the convergence of the mabihtent with the mobile internet
value system relationships became more complex-toymarket is reduced and then
address these critical issues became fundamentalaiers survival.

To create value on the mobile content value systamnecessary assemble core
competencies beyond the competences of each playis way the system of players
is able to build a market offering that delivergthivalue to the end customers. An
important pillar of this high value is related teettime saved on the mobile content
availability to offer, as time-to-market becomegraponderant key-winner in the actual
scenario. Each player focusing on its core compedsrs able to perform its activities
more time-efficiently. Therefore, the system iseatd meet customers’ demand on time
consequently fostering the market and generatingemevenues. In addition, content
becomes profitable within a shorter space of timé short life-span services, such as
those related to particular brand promotions, BEsmme economically feasible.

Another important issue that generates value onribieile content value system is
the adoption of common standards for mobile contenincipally with the recent
content complexities introduced by the mobile ineégr Common standards enable
connections between Telco operators and other dakat surround the mobile phone
industry and therefore increase the mobile contdfér. With common standards
adoption, the content producer is able to meebaousts’ technological availability with
content appropriate to it.

For instance, taking the Japanese market as examplassible to affirm that the
setting of interface standards defined by Japaopseators is quite different from the
decentralized and relatively uncoordinated appross#d by Western firms. In some
western markets, more than 1606lative independent standards committees exigs. T
fact motivates the affirmation that this issue dlobe addressed in the Brazilian

! Funk, 2009
% Funk, 2009
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market. In this way, mobile content variety growth facilitated as value system
members are able to create more appropriate matmlgent to the end user.
Agreements on interface standards enable basic @ataections between phones,
operators, and content, while other interface stedglconnect the mobile phone with
specific industries (Funk, 2009). For instancendéads for micro-payment, text-based
content, for music and images enables connecti@t@een mobile phones, Telco
operators, other value system players and othersinds. Moreover, as highlighted in
some interviews made for this study, another ingodrstandard that should be created
in the Brazilian market is related to the metrigstem to measure mobile content
channels performance. In the Brazilian market voeeated a vast variety of measures
that nowadays generate confusion to many playersicipally for Traditional
Publishers, in the moment to identify the most adée| channel for its offer. Therefore,
this fact difficult the most efficient choice redarg the channel for mobile content
diffusion, what constrains the improvement of tharket.

Brazilian Telco operators still strive to shift fnoa one-service mindset to a
portfolio of services, new business models, mudtiglartnerships and complex
relationships. This fact rebounds directly on thmeation of a mobile content value
system mindset that considerate constructive oglgkip among players as a key-
winner factor.

The mobile internet, motivate the entrance of néaygrs in the mobile content
value system. Therefore, new wealthy relationshaps necessary to create value
through mobile content. Constructive relationshapsong players of the value system
generate offer quality, as the right informatioowls between players and investments
are motivated by loyalty. The right information albbecustomers’ necessities in a market
that evolves from a day to other as the mobile exintnarket is a critical issue to
appropriate the mobile content offer with quality.

The formation of a value system loyalty of playeysan issue to be considered.
Losing confidential information through the alli@mchannels is a key deterrent to
potential investments, as players are constrainoe@duce its spectrum of action, and
consequently the mobile content offer quality islueed. The entrance of new
“unknown” players can generate in traditional playsuch Telcos to be over cautious
and constrain investments on emerging opportunities

In addition, if inter-player relationships are nobnstructive, then the core
competences cannot be combined in an efficient erafimerefore the value created on
the mobile content offer may not be significant.

Since the Brazilian mobile commerce value systemdradually been formed one
upcoming issue is the revenue distribution amorgjrapm and downstream players. In
the area of mobile commerce, how operators shoigldiltite revenues among other
value system players in order the build a soundiatmmmerce value system has
expressive importance. Different of the traditiomalue network, the mobile content
value system is the aggregation of the telecomnatioic and internet value network,
and the importance of player roles has gradualgnbeaoving from the monopolist
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Telcos to other players. However, in the mobilezBi@n mobile content market, the
revenue sharing model did not follow this movemdrglco operators still retain the
largest share of mobile content revenues while splaygers keep a very small portion.
For instance, Traditional publishers and web editdhat have the largest
representativeness on the market keep only aro#ndfdnobile content revenues. The
present revenue sharing model reduces the creatioontent variety and difficult the
appropriation of content costs to the final usexctRhat was expressively confirmed
through the majority of the interviewed players,big barrier for the Brazilian mobile
content development is the high price to the fursdr”. As many players have relative
small financial returns the investments on new divérse content remain constrained
to it. In addition this fact represents a barremew entrants on the system that could
aggregate more variety to the offer. To guarantemimmum return players are
constrained to keep prices elevated to a leveldbald be reduced if the distribution of
revenues were more equal. The example of the Japad&T DoCoMo should be
considered as a pattern to be followed in the Beawmarket.

NTT DoCoMo plays the roles of an intermediator amdcoordinator, between
mobile users and other value system players, afgrgnly limited commission and
allocating most of the revenues to the relatedgrayThis mechanism provides a great
incentive to players, and then, more companieswalieng to join the system. As a
consequence, NTT DoCoMo attracted more customahsiirwating in a gain of traffic
flow and more revenue from connection fees. In thésy a benign circulation was
formed and all players were benefited.

Summing up, a reasonable proportion of revenuedaion on the Brazilian mobile
content value system should be addressed.

The following model presents Brazilian value systamitical issues.
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Figure 52 Value System Ciritical Issues Mo
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http://www.pnud.org.br/pobreza_desigualdade/regeria/index.php?id01=3324&lay=
pde

Standard and PoorRatings Available 21st May at:

http://www.standardandpoors.com/prot/ratings/erdtipngs/en/us/?entitylD=
270219&sectorCode=SOV

Fitch RatingsRatings Available 21th May at:
http://www.fitchratings.com/creditdesk/ratings/is¢ng.cfm?issr_id=80442191
IB TIMES. Foreign Investments in Latin Americavailable 24th May at:

http://www.ibtimes.com/articles/22642/20100507/fgreinvestment-in-latin-america-
to-jump-40-50-in-2010.htm 24.05

IHU. Segundo Datafolha 25% dos Brasileiros sdo Evagglidgailable 19th June at:

http://www.ihu.unisinos.br/index.php?option=com_io@is&Iltemid=18&task=detalhe
&id=31813

Computer Worldinvestimento em TIC no Brasil vai crescAvailable 19th June at:

http://www.computerworld.com.pt/2010/01/05/investimio-em-tic-no-brasil-vai-
crescer-61/

Tudo CelularOi Portal Aplicativos Available 19th June at:
http://www.tudocelular.com/Software/noticias/n22k83ortal-aplicativos.html
JP CelularAcesso a Internet Dispara 227% no BragiVailable 1st June at:

http://jpcelular.wordpress.com/2010/06/01/acessuternet-pelo-celular-dispara-227-
no-brasil/
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Fox BusinessForeigh Investments in ArgentinAvailable 28" June at:

http://www.foxbusiness.com/story/markets/foreignastment-argentina-falls-rebound-
expected/

Gigaom.Mobile Internert will soon overtake Fixed internéwailable 28" June at:

http://gigaom.com/2010/04/12/mary-meeker-mobile-internet-will-soon-overtake-fixed-
internet/

VoicendataMobile ad market to reach $6 bn by 2024/ailable 20th June at:
http://voicendata.ciol.com/content/news/109090801.asp

Mobi thinking. Mobile Internet UsageAvailable 22 June at:
http://mobithinking.com/best-practices/mobile-internet-usage-attitudes-study
Denuncio AvailableUso de internet pelo celulaAvailable 2£' June at:

http://www.denuncio.com.br/noticias/uso-de-internet-pelo-celular-fara-operadoras-
investirem-para-diminuir-custos/3263/

Wssites Estatisticas de internefvailable 2% June at:
http://www.wssites.com.br/blog/blog/estatisticas-internet-crescimento-em-66-via-celular/
Enterprise Mobile Todaysmartphone traffic explode8vailable 21th June at:

http://www.enterprisemobiletoday.com/news/article.php/3873056/Smartphone-Traffic-
Explodes-193-Percent.htm

Gomo NewsBuzzcity Available 22 June at:

http://www.gomonews.com/we-know-how-consumers-access-the-mobile-internet-says-
buzzcity/

4TrendsThree reasons why HP is buying Palvailable 2% June at:
http://4gtrends.com/?p=3589

Mobile Advertising.O mundo dos App e sua importandaailable 2£' June at:
http://www.mobileadvertisingbrasil.com.br/

Bligoo. Midias migram para o mundo mohilavailable 2£' June at:

http://turma4b201001.bligoo.com/content/view/802199/MIDIAS-MIGRAM-PARA-O-MUNDO-
MOBILE.html

Mobile Pedia. Numeros da App Store. Availablé' 2dne at:
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http://www.mobilepedia.com.br/noticias/numeros-da-app-store
Mobile PediaClaro reage Available 2% June at:

http://www.mobilepedia.com.br/noticias/claro-reage-e-entra-na-guerra-entre-as-operadoras
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