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Executive summary

The mobile service market in Australia continues to see rapid development and
innovation, both in terms of handset devices and the scope and range of services
delivered to consumers through their mobiles.

With increased mobile network capacity and mobile handset functionality, the ‘go
anywhere’ aspect of mobile voice services has rapidly evolved to include web access,
allowing new forms of mobile phone-based communications and service provision to
emerge.

These developments, in conjunction with increased competition for customers among
mobile carriers (as shown by increasingly generous mobile data allowances), have
made mobile phones an attractive proposition for the majority of Australians. At April
2011, mobile phone adoption levels reached 89 per cent of adult (people aged 18
years and over) consumers in fixed-line telephone households.

Higher mobile phone penetration levels are in part a reflection of the increased
functionality of mobile devices, specifically the growth of internet-enabled handsets
and the entry of smartphones such as iPhones into the Australian market. At April
2011, approximately 58 per cent of adult mobile phone users in Australia had a 3G
mobile handset, with 37 per cent of mobile users owning a smartphone.

The availability of affordable internet-enabled mobile handsets has also facilitated the
convergence of voice, data and video services, giving consumers functionality beyond
traditional voice and text with the focus on ready access to the internet. This has been
complemented by the development of an array of mobile applications—software that
once downloaded to a mobile handset allows access to specific services at the touch
of a button.

The growth in popularity of mobile applications in Australia is reflected in the increase
in the number of people accessing services online via their mobile handsets. During
June 2011, 3.9 million Australians aged 14 years and over went online via their mobile
phone compared to 2.4 million during June 2010, a 63 per cent increase.

Both traditional communications carriers and other service providers in Australia,
including retailers and financial service providers, are embracing the development of
mobile applications markets for a range of reasons:

> For mobile carriers, faced with declining average revenues per user (ARPU),
mobile applications provide an opportunity to protect revenues and drive further
data consumption.

> For the broader business community, mobile applications present an opportunity to
expand the reach of existing services (for example, online banking), further
increasing revenues by attracting and retaining customers.

However, the increased adoption of mobile applications has the potential to disrupt
existing business models by allowing consumers to bypass established service
providers. Examples of this scenario include the development of voice over internet
protocol (VolP) applications for mobile handsets and the provision of free mobile
messaging applications.
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Mobile handset internet users in Australia have embraced mobile applications, with
42 per cent of 3G mobile phone users downloading a mobile application in the six
months to April 2011. This figure increased to 72 per cent for smartphone users. The
most popular mobile applications typically include social networking, mobile banking
and entertainment-based services.

During June 2011:

> 1.55 million people in Australia aged 14 years and over used social networking
services via their mobile phone

> 751,000 went online via their mobile phone to use banking and bill payment
services

Just over 100,000 purchased a good or service
555,000 streamed videos or movies

304,000 streamed audio content

274,000 used a VolIP service via their mobile phone.

vV V V V

Given the transition to a smartphone user environment and growth in mobile data
usage, the mobile applications market in Australia will become increasingly more
dynamic as the range of available services and providers diversifies.
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Introduction

This report is the third in a series of three research reports to be published as part of
the ACMA’s Communications report 2010—11 series. Other reports in this series are:

> Report 1—E-commerce marketplace in Australia: Online shopping, released
16 November 2011

> Report 2—Converging communications channels: Preferences and behaviours of
Australian communications customers, released 8 December 2011.

This suite of reports is designed to complement, but is not part of, the ACMA
Communications report 2010—-11, which is produced to fulfil reporting obligations
under section 105 of the Telecommunications Act 1997.

The three reports in the Communications report series seek to better inform ACMA
stakeholders about convergence and the digital economy, and their impact on
communications and media services and consumer behaviour. As an evidence-based
regulator, the ACMA has an interest in monitoring and understanding the digital
economy and the role digital communications and media are playing in its
development.

This report analyses the emerging mobile applications market in Australia with specific
reference to:

> the current mobile services environment

> consumer adoption of mobile handsets, specifically 3G and smartphones

> take-up of VolP, commerce, video and social networking mobile applications
>

the supply of these mobile applications and their potential impact on the mobile
services environment.

Terms used in this report

This report focuses on smartphones rather than feature phones. While some mobile
applications are being developed for feature phones, the majority are being produced
for smartphones. A smartphone is a mobile phone handset that integrates the
functionality of a mobile handset with a personal digital assistant (PDA). In addition to
internet access, a smartphone may have the ability to synchronise with a computer,
create documents and spreadsheets, listen to music, manage social networks through
various applications and take pictures.

The differences between smartphones and feature phones are blurring; however,
smartphones possess more powerful processors, larger screens and operating system
software with a standardised interface and a platform for application developers.’
Examples of smartphones are the Apple iPhone and phones using Android software.
Feature phone examples include Nokia's X3 ‘Touch and Type’ series, which
incorporate a traditional 12-button telephone keypad and smaller screen.

Mobile handset VolP, m-commerce, mobile video and mobile social networking are
included in this report to illustrate four potential impacts of mobile applications:

> Substitution—mobile applications can potentially substitute for some services
provided by mobile service providers (MSPs). Mobile handset VolP, like its fixed
counterpart, offers an alternative to voice calls over the mobile network.

> Disruption—mobile applications can potentially disrupt industry structures and
processes in many sectors beyond communications; for example, m-commerce.
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> Expansion—mobile applications allow online services that were previously
restricted to computer access to move onto the mobile phone; for example, mobile
social networking.

> Multiple screens—mobile applications that incorporate video are an example of
mobile phones being the ‘third screen’, complementing the television and
computer.
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The mobile environment

Overview

Enhanced mobile network capacity, increasingly generous data allowances from
MSPs and the evolution in handset capability have vastly expanded the use of
non-voice services via mobile handsets.?

Mobile network capacity

The mobile network operators—Telstra, Optus and VHA—all operate 3G networks that
have undergone progressive enhancements to increase capacity and allow customers
to access faster internet speeds. Currently, the three 3G networks cover between 94
and 99 per cent of the Australian population.® All three network operators have
announced plans to upgrade their networks to 4G. Telstra has completed an initial
rollout and offers 4G services— currently for USB devices only but Telstra will sell
LTE/HSPA+ mobile broadband devices in the future—in selected areas.* VHA and
Optus plan to offer 4G services in 2012.°

Data allowances

Mobile calling costs have decreased per unit, influenced by price-based competition
and the introduction of capped plans.® Increasing data allowances are generally part of
these capped plans and data usage has consequently become cheaper for consumers
over time. This encourages the use of the internet via mobile phone handsets and, by
extension, mobile applications.”

Mobile devices

Technological developments in mobile phone devices have also strongly encouraged
consumer take-up of mobile services. While 3G handsets now dominate the market
(used by 58 per cent of Australia’s mobile phone users), it is the rising popularity of
smartphones in particular that has revolutionised how Australians interact with the
mobile digital environment.® With their easy-to-use touchscreen interface and direct
internet access through applications, smartphones have improved the mobile handset
internet experience. Organisations now have a greater opportunity to reach customers
through services previously only accessible via an MSP.

The influence of cloud computing

Cloud computing services, although generally associated with enterprises, are
available to individual mobile handset users. These services are offered by MSPs and
other internet-related organisations. A cloud computing service allows users to store
their mobile handset content on the cloud rather than relying on the storage capacity
of the phone itself. The ability to store data outside the mobile phone encourages
increased data usage. However, issues such as personal security are also of concern
to consumers when considering this service.®

Mobile handsets

Smartphones

Australia has one of the highest levels of smartphone penetration in the world. ™
ACMA research found that 37 per cent of mobile phone users had a smartphone.
Since its release in Australia, Apple’s iPhone has dominated the smartphone device
market, although handsets using Google’s Android platform are gaining traction.
Android sales exceeded Apple’s iPhone in August 2011, albeit this was immediately
prior to the release of iPhone 4s."
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Together, Apple and Android-based smartphones accounted for over 80 per cent of
smartphone sales in Australia as at 7 August 2011."* Consequently, the majority of
Australian smartphone handsets use one of two operating systems:

> i0S—proprietary software used by Apple devices such as the iPhone and iPad.
iOS content is limited to content directly supported by Apple.

> Android—an open-source platform that is used by a variety of smartphone
devices, including HTC, Motorola and Samsung among many others.

Feature phones

Mobile applications are being developed for smartphones and feature phones (3G
mobile handsets that are not smartphones).'® The majority of applications are
designed for smartphones.

Consumer take-up of smartphones and 3G handsets

At April 2011, 89 per cent of consumers aged 18 years and over in fixed-line
telephone households used a mobile phone.'* The majority of mobile phone users
have either a smartphone or a phone capable of accessing 3G services (Figure 1).

Figure 1 Consumer take-up of mobile phones, by handset type
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Note: Multiple responses allowed as respondents can have more than one mobile phone type. Relates to consumers in households with
a fixed-line telephone service.
Source: ACMA-commissioned consumer survey, April 2011.

This increase in penetration is reflected in the proportion of smartphones shipped to
Australia. IDC found that 79 per cent of mobile phones shipped to Australia in the first
quarter of 2011 were smartphones, with Apple iPhones a key driver in the increased
adoption of smartphones.®

According to ACMA research, the propensity to own a smartphone increases among
those who have a mobile phone and no home fixed-line telephone service, with 50 per
cent of these consumers owning a smartphone at April 2011.'

Figure 2 shows that ownership of 3G-capable phones and smartphones declines with
age. For example, while 90 per cent of users aged between 18 and 24 are the primary
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users of a 3G handset, this decreases to 43 per cent for users aged between 55
and 64.

Figure 2 3G handset and smartphone take-up, by age

B 3G handset users B Smartphone users
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Age group
Note: Relates to consumers in households with a fixed-line telephone service.
Source: ACMA-commissioned consumer survey, April 2011.

Accessing the internet via a mobile phone handset

The number of mobile phone users accessing the internet has been increasing
strongly, rising by 63 per cent in the 12 months to June 2011. During June 2011,
3.9 million Australians aged 14 years and over went online via their mobile handset
compared to 2.4 million in June 2010."”

Not surprisingly, the rise in the number of mobile phone handset internet subscribers
has coincided with a significant increase in the level of internet activity that can be
performed over mobile phone handsets. Mobile handset downloads increased by over
five times in 12 months, rising from 717 TB during the June quarter of 2010 to

3,695 TB during the June quarter of 2011. However, this still only represents one per
cent of the total volume of data internet subscribers in Australia downloaded during the
June quarter of 2011."®

This increase in activity is likely to have been driven in large part by the strong growth
in ownership of smartphone and 3G handsets, which can perform more data-heavy
tasks such as video streaming and social networking. ACMA research found that 90
per cent of smartphone users had accessed the internet via their mobile handsets in
the six months to April 2011. Lower data prices and faster 3G networks are also likely
to have contributed to this increase, as discussed later in this report.

Barriers to mobile handset internet usage

ACMA research found that the most common reasons for consumers not using their
mobile handset to access the internet in the last six months was a lack of perceived
need or want (48 per cent) and the view that it was too expensive (25 per cent).'
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Typical costs for consumers

To access most mobile applications services, consumers need to purchase an
internet-enabled mobile handset, obtain a mobile plan with an adequate data
allowance and, in some cases, purchase mobile applications, although the majority of
applications are free. Table 1 outlines the typical cost to a consumer to access and
use mobile applications on their mobile phone at November 2011.

Table 1 Typical costs for consumers to access mobile applications

Mobile plan cost Monthly data Cost per Application size
allowance application

Low end Less than $49 a month  100-200 MB

Majority are = Ranges from a few kbs to

Medium $49-$98 a month 500 MB -3 GB free 1 GB.*

High end More than $98 a month 2-6 GB

MB=megabyte.

GB=gigabyte.

*The rate of data transmission will vary according to the size of the application, whether it is native to the handset (installed on the
handset) or web-based (run in a web browser), and how often and for what purpose it needs to connect to the internet.

Source: MSP websites (Telstra, Optus and Vodafone), 16 November 2011.

Mobile applications

The mobile applications market has expanded rapidly and it is expected to continue to
grow at a very strong rate. Worldwide, downloads of mobile applications via mobile
handsets are expected to increase from 8.2 billion in 2010 to 17.7 billion in 2011. The
majority of applications are downloaded free of charge, although worldwide revenues
of application stores from both end users purchasing applications and advertising are
expected to increase from $5.2 billion in 2010 to over $15.1 billion in 2011.%° Australia
makes up a small proportion of this activity, with approximately 40 million free mobile
applications downloaded in Australia during 2010.*"

In Australia, mobile applications are most commonly accessed by males aged under
35 years, with social networking (40 per cent of mobile phone internet users) and
banking and bill payment (19 per cent of mobile phone internet users) among the most
popular online activities undertaken via mobile phones during June 2011.%

In the six months to April 2011, 42 per cent of 3G mobile phone users downloaded a
mobile application, compared to 72 per cent of smartphone users.®

Application stores

Application stores are a key source of mobile applications for consumers. Application
stores have so far mainly been associated with smartphone devices. The two most
popular stores, with a combined market share of 75 per cent in the second quarter of
2011, were Android Market, which retails mobile applications for smartphones using
Android-based software, and the iTunes App Store for iPhones.?* Other organisations,
such as Amazon and Facebook are also starting to offer application stores.?®

Device-based

Smartphones have different software operating systems that are related to their device
manufacturer. Consequently, application developers need to create different versions
of an application to cater for different operating system platforms. Consumers then
download the application that was created for their device.
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Mobile applications and the mobile services value chain

Mobile applications essentially increase the number of services that a mobile handset
can provide. In some cases, these applications provide a substitute for communication
activities, such as an application that mimics the function of a text message. In others,
they are an extension of a service that already exists online or in a bricks and mortar
store.

Traditionally, only the mobile service provider was responsible for services provided on
the mobile handset but the landscape for the mobile handset customer is now very
different (Figure 3). New sources of services for mobile handsets will potentially
replace roles that have previously been the responsibility of MSPs, making mobile
applications alternative providers in the mobile service value chain.

Figure 3 Current service environment for mobile handset customers

VOICE \I/
MOBILE
SERVICE MOBILE APPS CUSTOMER
PROVIDER
DATA

Source: ACMA research.

At the same time, the impact of mobile applications is not restricted to the mobile
service industry. For example, games applications now available for smartphone users
are extremely popular; Angry Birds alone has been downloaded 500 million times
worldwide. It has been suggested that some consumer segments, such as children,
may replace other games sources—for example, their games consoles—with games
available on mobile phones.?®

Consequently, there are myriad industry sectors involved in creating and delivering
mobile applications. The drivers for providing mobile applications, and the possible
consequences of having many providers, are outlined in the next section.

Supplier drivers

There are several attractions and risks that MSPs and other service providers face in
providing mobile applications to consumers or forming linkages with mobile
applications as part of mobile phone plans.27 The drive to provide mobile applications
is dependent upon the source organisation’s primary role. For a mobile phone service
provider, mobile applications can provide a way to protect revenues and drive further
data consumption. An organisation providing new services may offer mobile
applications in order to expand their services, increase revenues and garner new
customers (Table 2).
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Table 2 Drivers to provide mobile applications

Participant Attractions Risks
Mobile service Encourage increasing data consumption > Cannibalisation of revenues
providers Attract and retain customers > Diminishing role for customers
Expand services beyond communication
Protect and increase revenues
Other services Attract and retain customers > Changing industry structures
> Investment costs

>

>

>

>

>

> Increase use of services
> Expand services provided

> Increase revenues

> Meet customer expectations
>

Market services provided on other devices or
in other environments

Source: ACMA research.

Mobile service providers (MSPs)

Faced with declining ARPU (average revenue per user), MSPs have a strong incentive
to expand further into data and content services.?® They have developed several
strategies to encourage demand for data and content services, including providing
broadband-speed internet access to mobile devices, increased data usage allowances
and access to popular content.? Non-messaging data services made up an estimated
28 per cent of mobile revenues in the 2010—11 financial year®®, with these services
expected to drive revenue for the five years to the 2016—17 financial year.31

The popularity of mobile applications is an opportunity for MSPs to encourage
increased data usage and so protect and potentially increase revenues, as well as
expand the services they supply to consumers. However, given the rise of application
stores such as Apple’s iTunes App Store and Google’s Android Market, the role for
MSPs as application providers is uncertain. MSPs do offer applications within a closed
environment to their own customers as well as unmetered access to selected online
services such as Facebook and MySpace.32 These applications allow MSPs to expand
the products, services and content they offer to their customers, and provide an
opportunity to attract new customers and retain existing ones. However, applications
stores open to any mobile customer—usually on a device basis—are currently offering
a wider range of applications and are the more popular source of mobile application
downloads. It is estimated these stores provide over 300,000 applications for mobile
devices.®

The rise of mobile applications, with its associated entrance of new players and the
expansion of the role of existing players in the mobile value chain, may disrupt the
existing value chain and change—even reduce—the current role of MSPs. For
example, Apple’s introduction of a free messaging service for iPhone users and other
free messaging applications for mobile handsets reduces the reliance of those
customers on the voice, SMS and MMS services offered by their MSP.** In this
context, the MSP becomes an access provider, charging for the volume of data
downloaded rather than acting as a full service provider. While these replacement
applications are still in their infancy, such developments are potential disrupters to
MSPs’ future revenues.
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Other services

Outside of communication service providers, mobile applications may be provided by a
range of different organisations, from existing bricks and mortar stores to online
service providers and new entrants. The applications they provide may be:

> store-specific—such as the Woolworths mobile application

> an extension of services already provided online—such as Skype’s mobile
applications

> anew service designed exclusively for mobile handsets—such as the mobile game
Angry Birds.

The mobile applications space offers an opportunity to expand services and potentially
subsume some of the roles of the MSP. For example, Facebook provides a
messenger service on its mobile application that acts as a substitute for MSPs’ text
messaging services.*® This expansion of services may help to attract new customers,
retain the existing customer base and grow revenues. At the same time, growing
consumer adoption of internet access via mobile handsets means that service
providers will increasingly be required to provide part or all of their services via a
mobile application in order to meet consumer expectations.

For existing bricks and mortar stores, providing mobile applications creates a new
avenue to reach customers and encourage more intensive service usage. Mobile
applications may also act as marketing for a more extensive suite of services available
online, in a bricks and mortar store or on other devices. For example, providing
highlights of television programs on a mobile handset can encourage customers to
watch the entire program on their computer or television. There are also other potential
advantages to offering mobile applications—for example, barcode scanning and
purchasing applications potentially enable customers to purchase a product without
interacting with any store employees.* While the attractiveness of this ‘aisle buying’
will depend upon the customer segment and the type of product being purchased,
there are potential benefits in a quicker buying process for customers and potential
staffing savings for the retailer.

While there are many advantages to providing services over a mobile handset, mobile
applications may also disrupt industry structures and processes, particularly in the
mobile commerce space, and drive change in existing business models and
investment decisions. The emergence of new payment processing systems centred on
the mobile handset will affect the organisation of the payments industry as take-up of
these mobile commerce solutions increases.®’
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Mobile handset VolP

Overview

Voice over internet protocol (VolP) allows the transmission of voice over packet-
switched data networks. VolIP is a catch-all term that covers a range of services
including computer-to-computer communications, services that interconnect to the
traditional public switched telephone network (PSTN) fixed-line telephone and mobile
phone services. Mobile handset VolP is different to other VolP services in that it allows
users to access VolP services via their mobile handset. Mobile handset VolP users
can access a VolP service through the mobile data network or their service provider,
their home internet connection or a Wifi hotspot.

Table 3 shows the four main service types of VolP, which can apply to all platforms
over which VolIP is used, including mobile handset VolP.*

Table 3 VolP classifications
Classification Services

Type 1 On-net service Make and receive calls on the VoIP network only

Make outgoing calls to external networks but cannot receive calls from
the PSTN or mobile network

Receive calls from the PSTN and the mobile network, but cannot
make calls to the PSTN or the mobile network

Type 4 Inbound and outbound Make calls to and receive calls from the PSTN and the mobile network

Type 2 Outbound only

Type 3 | Inbound only

Note: Adapted from ACMA, The Australian VolP market, April 2008.

Mobile handset VolP can be accessed through a mobile phone via an application on
the handset. These applications can be integrated into the handset, such as VHA’s
3 Skypephone, or purchased online and downloaded onto the handset by the user.
The user may also ring a number that will then connect to a VolP gateway.

Currently, many of the existing independent VolP providers offer a mobile variation of
their service, while ISPs and MSPs have generally been hesitant to provide mobile
handset VoIP services. This suggests that the potential audience for mobile handset
VolIP in Australia is currently restricted mostly to consumers who are already familiar
with VoIP services and who use VolIP in its fixed-line form.

Consumer take-up of mobile handset VoIP in Australia

During June 2011, 274,000 mobile phone users accessed VolIP via their mobile
handset, an increase of 226 per cent on the numbers during June 2010. Males
accounted for 64 per cent of mobile handset VolP users in Australia during June 2011,
while people aged 25—-34 years accounted for 43 per cent (Figure 4).
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Figure 4 Demographic profile of mobile handset VolP users in Australia
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While the take-up of mobile handset VolP among Australian mobile phone users is
currently low, the continued increase in smartphone numbers and a rising awareness
of services available means mobile handset VolP use will likely increase.

Data costs

Mobile handset VolP users will need to be aware of the data costs associated with
their calls. However, these costs are falling as operators continue to offer
progressively larger data allowances as part of their mobile phone plans. For example,
MyNetFone estimates that a VolP phone call of one hour duration uses between 28
and 76 MB per hour.* This equates to a range of 2.3-6.3 MB for a five-minute phone
call, or approximately 0.5—1.2 per cent of a basic data allowance of 500 MB per month.

Mobile handset VoIP providers

Mobile handset VolP services are generally an extension of existing fixed-line VolP
services, rather than new VolIP services created only for the mobile phone.
Accordingly, only existing VolP providers are offering mobile handset VolP services as
an extension of their service catalogue. However, some new mobile handset VolP
companies that offer local mobile phone numbers as gateways to VolP services for
international calls have emerged.

Existing VolP providers

There are three types of existing providers offering VolP services over a fixed-line
internet connection:

> internet-based VolP providers
> |SPs offering VolP and broadband bundles

> |ISPs taking a hybrid approach and offering VolP services to their own broadband
customers as well as customers using a different ISP.*
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Currently, only internet-based VolP providers and ISPs taking a hybrid approach are
offering mobile handset VolP services.

Internet-based VolIP providers

Mobile handset VolP offers VolIP providers another platform and therefore another
opportunity for revenue. Consequently, internet-based VolP providers have
enthusiastically adopted mobile handset VolP. Providers such as Skype and Pennytel
provide a mobile application for their services.*'

ISP offering VolP and broadband bundles

ISPs that offer both VolP and broadband in a bundled offering seem hesitant to offer
mobile handset VolP. For example, iiNet, Internode and TPG do not provide a mobile
handset VolIP service. Despite iiNet offering a variety of applications specifically for the
mobile handset, such as iiNet ringtones and email set-up help, it has yet to extend its
VolP service to mobile handsets. Similarly, Internode offers VolP services, but does
not extend those services to a mobile handset, despite offering other mobile handset-
centred applications. TPG does not offer mobile handset VolP services.

ISPs taking a hybrid approach

ISPs taking a hybrid approach have also been enthusiastic suppliers of mobile
handset VolP applications, although their pricing strategies have differed from provider
to provider. For example, MyNetFone offers a mobile handset VolP application for
iPhone and Android handsets. These services are an extension of a user’s fixed VolP
service and do not incur any extra charges above the normal VolP charges for the
user. The cost to the user for accessing a mobile data network will depend upon the
user’s plan. Engin also offers a mobile handset VoIP application. The service,
engin2go, is an iPhone app that allows you to access VolP over a mobile phone.
However, customers need to pay a monthly fee and an activation fee, and are charged
the same amount as for using their home or office Engin VolP connection.

Traditional MSPs

Australia’s three major MSPs—Telstra, Optus and VHA—have differing approaches to
mobile handset VolP. While Telstra and Optus do not offer such a service, VHA
explicitly includes Skype in its data package.*

However, as mobile handset VolP applications are widely available for download to
smartphone handsets, the lack of a specific mobile application from a service provider
is not a major impediment to the adoption of mobile handset VoIP services.

Mobile VoIP services

The structuring of mobile VolP services shows how the entrance of smartphones into
the mobile handset market has changed the availability of services. Most mobile VolP
services are not segregated by network provider but by handset type.43 The services

offered by mobile VolP applications may also change according to which handset the
customer is accessing. Mobile users can access applications for mobile VolP through
their mobile VolP provider or mobile application stores.

Mobile VolP services are typically a complementary version of their fixed-line
counterparts and are not yet offered on an independent basis. They are generally a
stripped-down version of the fixed-line VoIP service offering some, but not all, of the
features of fixed-line VolP. Charging arrangements can sometimes differ. For
example, Engin charges an additional monthly fee for its mobile VolP application but
the per-call costs are the same as if the consumer was using their home or work-
based Engin connection.
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Skype

Skype can be accessed via any mobile handset with internet access that has
adequate bandwidth to support VolP. However, Skype provides specific applications
for smartphones using iOS, Android, Symbian or BlackBerry operating systems, and
for feature phones on the VHA network. Various aspects of the Skype application are
available to the user depending on the model of mobile phone used. The pricing of the
Skype product is the same whether connected via computer or mobile handset.

Call quality

According to Telsyte, the take-up of mobile VoIP services in Australia has been
restricted by network reliability issues.* In order to access mobile VolIP services, users
need to be in areas with 3G coverage, limiting mobile VoIP’s access in areas outside
major cities and towns.

There are many user-pays and free Wifi sites across Australia that can also be used to
access mobile VoIP services; these may provide a more reliable call experience. Wifi
hotspots allow consumers to access mobile VolP and avoid the data costs of their call
being transported over the mobile network, although they may have to pay a fee to
access the Wifi network. For example, Skype allows users to make phone calls from
their mobile phone over a Wifi hotspot. Mobile network owners receive no revenue
from these calls.*
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M—commerce

Overview

M-commerce allows a consumer to complete a commercial transaction via a mobile
handset rather than using a computer, making a voice call or going to a bricks and
mortar store.*® M-commerce is consequently an umbrella term that covers a multitude
of services from banking to paying bills and purchasing goods and services. The main
functions of m-commerce services are purchasing goods and services, providing
additional services to support these purchases, and processing payments.

Many m-commerce services do not include the ability to make purchases via the
mobile handset. Rather, they offer a variety of value-adding services, such as store
finders, that support the purchase of goods and services. M-commerce providers often
include loyalty discounts, special coupons and other special offers to users of their
services.

Currently, mobile payment methods in Australia appear to be generally restricted to
online payments and charges to the monthly mobile bill. The Australian mobile
paym%nts market is still relatively small, estimated to be valued at $155 million in
2010.

The increasing popularity of m-commerce services raises several implications for
existing value chains across a variety of industries. In the US, several larger retailers
are reducing their bricks and mortar floor space as more and more of their sales go
online, both through the computer and mobile devices.*® This redistribution of display
resources from in-store to virtual is one example of how investments—and
consequently structures—are changing for industries involved in m-commerce.

Types of m-commerce

Mobile handset users can access m-commerce services through a variety of
applications on their phones. In some cases, they may need to purchase additional
hardware to attach to their handset. There are a variety of different types of
m-commerce payment systems, including:

> Mobile wallet—a service that turns the mobile phone into a payment device. The
user can pay for items in a store with their mobile phone using near field
communications (NFC) or another payment method.

> Cash register—a payment system for vendors whereby a mobile phone is
attached to a device that allows it to read credit cards so suppliers can take credit
card payments from buyers. Square in the US produces a cubicle card reader that
the seller can connect to their iPhone. The buyer can then swipe their credit card
through the cubicle card reader to pay for products or services.*®

> Service-specific applications—applications provided by a store or company to
enable a user to perform various commerce tasks. In Australia, Qantas and Jetstar
have introduced a boarding pass via SMS service where the mobile handset user
receives the boarding pass as a message to their phone.*

M-commerce payment methods
A variety of technologies and payment methods can be used to support m-commerce
payment systems. Some of the most common are:

> Near Field Communications (NFC)—enables users to make payments via their
mobile handset. Both the mobile handset and the payment reader need NFC
reading capability to allow the two devices to undertake contactless transactions,
through communications between them based on secure encryption systems.”’
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These services can be connected to a user’s bank account or a store-specific card
and used at any store with NFC readers to access the mobile phone’s transmitted
payment details.

Google Wallet

Google Wallet is an example of the NFC payment type. Users have three options—
virtually connect their Google Wallet to a Citibank MasterCard, attach their Google
Wallet account to a Google prepaid card (a virtual card that can be topped up with the
user’s existing credit card account) or use a Google Wallet gift card, which is provided
by selected retailers. Google Wallet users can then tap their mobile phone against
checkout readers at participating retailers to pay for their purchase. The phone sends
payment and, at selected retailers, may also show offers and loyalty information to
congzumers. This service is currently only available to customers of Sprint Mobile in the
UsS.

Take-up of NFC services in Australia depends upon the existence of NFC readers
and NFC-enabled mobiles, or NFC-enabled hardware that can be attached to
mobiles. While there are about 42,000 NFC readers in Australia, their penetration
of retail outlets is not universal. At the same time, there is currently a limited
availability of smartphones with in-built NFC capabilities.”® This means that in the
short term, any NFC services may need to provide their customers with additional
NFC-reading hardware that attaches to mobile phones.

> Barcodes—barcodes have a variety of uses. Mobile users can scan a product’s
barcode with their phone for purchase or price comparison purposes. Users may
also be sent a barcode through one of their mobile applications that will allow them
to access discounts. Barcodes may also be used as a store credit card, with each
barcode relating to a unique customer account. eBay Australia’s iPhone mobile
application also offers a price comparison service to iPhone owners that uses
scanned barcodes to compare prices.**

> Messaging—SMS and MMS can also be used as a payment method. The
Australian based mHITS offers a service that allows customers to make small
payments for various services via SMS.>®

> Monthly mobile service bill—this service enables purchases to be billed to a
monthly mobile account and is not restricted to purchases directly from a mobile
service provider. For example, Optus offers customers a dining discount service.
Users of this application can access discounts and charge the bill to their mobile
phone account.”®

> Online—many mobile applications simply enable users to pay with their mobile by
accessing an internet website built specifically for a mobile phone.

M-commerce environment

There are a number of different steps contained within m-commerce services that
incorporate purchasing, payment processing and other services. Consequently, there
are a range of different organisations involved in some aspect of m-commerce.

Figure 5 outlines selected steps in the m-commerce process and potential participants
in m-commerce services.
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Figure 5 Selected steps and participants in m-commerce services
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Consumer take-up of m-commerce in Australia

In terms of number of services users, m-commerce in Australia is currently more about
banking and bill payment, and less about purchasing goods or services.”’ During June
2011, 751,000 people aged 14 years and over undertook banking or bill payment
activities online via their mobile handset, compared to just over 100,000 people who
purchased a good or service online via their mobile handset during the same period.®
People banking or paying bills online via their mobile handset were more likely to be
aged between 25 and 34 years, with females more likely than males to use these
services (Figure 6).
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Figure 6 Demographic profile of mobile handset internet banking/bill payment users in Australia
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The majority of online mobile phone shoppers are aged 25-49 years, accounting for
73 per cent of service users during June 201. In contrast with the gender profile for
users of banking and bill payment services, males accounted for 57 per cent of people
shopping online via their mobile phones compared to 43 per cent for females

(Figure 7).

Figure 7 Demographic profile of mobile handset internet shoppers in Australia
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Security

Security is a key concern for users making purchases over mobile handsets. Key
aspects include—the security of the device as a payment system and the reliability of
new companies that are taking over payment processing functions. Ensuring secure
mobile authentication solutions for mobile payments will critically influence the growth
of m-commerce. In addition, increased clarity on the roles and responsibilities of new
non-financial institutions processing mobile payments is required. Clarifying the
application of the financial regulatory environment to these organisations will become
an increasingly pressing issue as more transactions are handled through m-commerce
methods.>® Consumers will need to be able to trust that their financial transactions are
not only secure but that they are protected in the event money is stolen as a result of
their m-commerce transactions.

M-commerce providers

There are many participants in the m-commerce value chain, ranging from established
bricks and mortar retailers to new entrants created specifically to provide m-commerce
services. These participants can provide services, process the payment or both. This
section outlines some common types of m-commerce providers.

Banks

All major banks in Australia have some degree of m-commerce system available to
their customers and there has been a flurry of announcements of forthcoming mobile
applications. Mobile payments and payments processing allow banks to expand the
range of services they provide to customers and increase their involvement in
customer transactions, particularly those small transactions that were traditionally
handled in cash.®®

Banking via mobile

> The Commonwealth Bank has announced plans to roll out a NFC-based mobile
payment service called ‘Kaching’. Users of the service will need an additional piece
of hardware that contains a NFC chip; this will only attach to the later models of the
iPhone. Kaching will also allow payments to retailers that have NFC readers, as
well as consumer-to-consumer payments through SMS, email and Facebook.

> ANZ offers mobile banking apps for iPhones and Android phones, and as a simple
text-based service. The service allows users to transfer funds, pay bills and send
money to a mobile number rather than a bank account.®’

Bricks and mortar retailers

Many retailers in Australia offer mobile applications to complement their services to
consumers. At present, the services offered are fairly basic and generally do not allow
customers to make payments via a mobile handset. For example, a Woolworths
iPhone mobile application offers customers several services, including the ability to
create and edit shopping lists, scan barcodes and locate stores. It also links to the
Woolworths everyday reward card, providing information on awards points for fuel
vouchers and current advertised specials for recently purchased items. However,
customers cannot yet purchase goods through their mobile phone.62

Online service providers

Many online services have expanded to incorporate m-commerce. For example, eBay
Australia offers a mobile version of its service for iPhones, BlackBerry handsets and
other smartphones using Android or Windows software. The services available on the
eBay Australia mobile application include listing goods for sale, bidding for goods and
completing the purchase of bought items.*
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MSPs
MSPs offer users the ability to purchase ringtones and applications and have the costs

included on their monthly mobile bills. They can also offer additional services only
available through their mobile application portals to their customers.

New entrants

New companies have been created to provide m-commerce services or process
payments. For example, Boku allows mobile users to pay for goods and services by
providing their mobile phone number. Their purchases are then charged to their
monthly mobile bill.**
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Mobile video

Overview

The larger screen format and increased capabilities of smartphones, combined with
the growing capacity of mobile networks, has driven increased usage of mobile video.
However, with increasingly crowded networks, it appears unlikely in the immediate
future that live streaming via the mobile network will provide a video viewing
experience equivalent to that enjoyed when connected to a fixed internet service.®

Media content available for streaming and download via mobile phone currently
includes:

> live streaming—such as radio and television broadcasts
> catch-up television and file downloads

> user-generated content (UGC)—including YouTube videos and cloud-based
storage

> on-demand content—such as full-length feature films available via content provider
sites such as iTunes.

Consumer take-up of mobile video

During June 2011, just over one million people aged 14 years and over streamed or
downloaded audlo or video content via their mobile handset in Australia, representing
approximately 26 per cent of mobile handset internet users.®® These users were more
likely to stream videos or movies (555,000 people) than to stream audio content
(304,000 people).

While video content sites such as YouTube have been providing online content to
internet users for years, it is only comparatively recently that content has been made
more easily available to mobile handset internet users via smartphone-compatible
applications and small-screen formats. More recently, professional content providers,
such as traditional broadcasters have moved into delivery of broadcasting content to
mobile phone users.®”” These developments, combined with lower data prices, are
contributing to a surge in mobile video use.

As shown in Figure 8, males were more likely than females to use their mobile handset

to stream or download video content, and users aged 25-34 years were more likely
than other age groups to stream or download video content via their handset.
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Figure 8 Demographic profile of people streaming/downloading video content via their mobile
handset in Australia
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Mobile video providers and services

MSPs

The rising popularity of online video and audio streaming through the internet has
contributed to a significant increase in data traffic. Providers have sought to expand
their customer base by giving customers access to unmetered content for program
streaming via their mobile handset. For example, in July 2011 Optus launched ‘Optus
TV Now’, a service that enables subscribers to schedule, record and play back free-to-
air television from 3G mobile devices.®® With files stored on a cloud service (Optus
Smart Safe), consumers are able to record, stream and play back programs from
across 15 free-to-air channels on their mobile phone or personal computer, with
program streaming not counting against the customers’ data allowance.

Content providers

The increasing popularity of internet-enabled phones—particularly smartphones—has
encouraged Australian broadcasters to launch a range of value-added services such
as catch-up television, content on demand and access to television guides in a format
compatible with mobile phones.

Commercial free-to-air

Commercial free-to-air broadcasters are increasingly using the internet to provide
viewers with a large range of catch-up television offerings, particularly during special
promotional events such as the launch of a sports series or drama. In order to avoid
the challenges presented by converting programs to smartphone formats,
broadcasters have partnered with YouTube to provide highlights of television shows.

Subscription television operators

Some subscription broadcasters are using mobile phones as a way for viewers to
access content, with Foxtel providing ‘made-for-mobile-programs’ to Telstra mobile

acma | 23



subscribers.®® At November 2011, thls service cost Telstra customers from $4 for a
one-day pass to $89 for six months % AUSTAR currently offers a TV Guide app for
iPhone, but is yet to provide additional mobile phone content.”

ABC

ABC iView offers selected content from ABC1, ABC2 and ABC3.” Programs can be
streamed—~but not downloaded—using a mobile handset and either a 3G or Wifi
connection, and accessed through an ABC app.

The ABC has developed mobile phone applications offering services for mobiles,
including Android, BlackBerry, iPhone and other platforms. During 2010-11, the ABC
launched two new apps—Australia Votes 2010 (for a variety of operating systems) and
Triple J Unearthed for iPhone. It also has a purpose-built mobile website;
http:/m.abc.net.au/.”® In 2010—11, approximately seven per | cent of visits to ABC
online (over 500,000 a week) were made by mobile phone.”

SBS

SBS launched an iPhone application associated with its coverage of the Tour de
France in July 2010 and has since released a range of apps for smartphones including
for SBS foreign language radio, television news and world music for iPad and iPhone.
There are currently no apps for non-iOS operating systems, with the excegtlon of a
Tour de France Tracker, which is available on iPhone, iPad and Android.”

The Tour de France app remains among the most popular of SBS’s smartphone
offerings, a reflection of the Tour’s status as the broadcaster’s flagship sports event.
According to the 2010-11 SBS annual report, the Tour tracker was downloaded over
210,000 times.”® In order to deliver video content to its subscribers, SBS has partnered
with YouTube in setting up a dedicated Tour de France YouTube channel, which
features specially produced content for the site.”

User-generated content

Video-sharing sites, such as YouTube, account for the majority of user-generated
media activity via mobile handsets. These sites enable smartphone users to upload
files directly from their handsets in a variety of formats. Most significantly, they allow
users to store large media files in the cloud rather than on their mobile handsets—
especially attractive to those who appreciate the convenience of device independence
and also those who may have limited storage capacity on their device.

UGC applications are shifting into more conventional social networking spaces.

YouTube Mobile, with its personalised home pages, now aIIows subscribers to share
friends’ activities through video posts and recommendations.”
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Mobile social networking

Overview

Like other communications services, social networking services are becoming more
flexible, with many users now accessing these services via both fixed-line and mobile
devices.

Social networking services are one of the key drivers of increased online participation.
Approximately 8.6 million Australians accessed social networking sites from home
during June 2011, compared with just under eight million during June 2010. Facebook
accounted for 88 per cent of this activity.”® Social networking is moving beyond
traditional computer-based services and is embracing other devices including the
mobile handset. All the popular social networking sites, including Facebook, Blogger,
Twitter and LinkedIn, offer mobile applications.

Consumer take-up of social networking

The propensity for users to access their page via both standard (fixed) internet and 3G
internet platforms—coined ‘social mobile’—is gathering momentum as mobile handset
internet access and social networking increase in popularity. During June 2011,

1.55 million Australians aged 14 years and over had accessed social networking sites
using their mobile handset, representing approximately 40 per cent of mobile phone
internet users.®

As shown in Figure 9, the majority of people accessing social networking sites via their
mobile handset were aged between 18 and 34 years, accounting for 62 per cent of all
social mobile users in Australia. Females were more likely than males to use social
networking via their mobile phone (Figure 9).

Figure 9 Demographic profile of social mobile handset users
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Mobile social networking services
Free access from MSPs

The take-up of mobile social networking activities among consumers has encouraged
Australia’s MSPs to offer low-cost or no-cost social networking site access as a
common component of mobile phone plans. Plans can offer unlimited access to
selected social networking sites, where use of these services is not counted in the
user's monthly quota. Other special deals include free messaging or chat from
selected social networking sites.®’

Social networking sites designed for mobile handsets

Social networking providers have also taken steps to optimise the consumer
experience when accessing their websites from a mobile handset. For example, by
offering free mobile applications they enable the user to have one-touch social
networking access designed for the small screen mobile phone environment. This
encourages intensified use of social networking services, as they are accessible over
multiple devices, from wherever the user may be. The importance of mobile handsets
to social networking services business models is shown by Facebook’s recent
announcement of the forthcoming release of a Facebook-branded low-cost feature
phone that will ensure access for those unable to purchase sophisticated smartphone
handsets.®

Social networking sites are beginning to offer members new services—such as video
calling over the mobile handset—that potentially replace existing communications
services usually provided by MSPs. For example, Facebook allows mobile users to
message and chat to each other, acting as a replacement for some text messaging
services.®

Further, Facebook is now offering real-time internet-based voice and video
communications—a service that has, until recently, been the domain of VoIP providers
such as Skype.84 By offering these services to members, social networking providers
have the potential to challenge the market dominance of established service providers,
both in the area of mobile voice communications and VolP more specifically.
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Appendix—Methodology

Overview of research resources
The data in this report is drawn from a number of sources, including:

> ACMA-commissioned research, in the form of a consumer survey conducted in
April 2011:

> CATI fixed-line survey—2,000 respondents Australia-wide. Undertaken by
Ipsos Eureka; in this report referred to as ACMA-commissioned consumer
survey.

> Roy Morgan Single Source, for estimates of online activities undertaken via
mobile phones for the population in Australia aged 14 years and over during June
2010 and June 2011.

> Previous ACMA research.

Table 4 provides an overview of the sample sizes for key estimates in this report.

Table 4 Sample sizes for key digital economy estimates

Estimate

ACMA-commissioned research (April 2011)

Total sample size

Number of respondents 18 years+ with a mobile phone

Number of respondents 18 years+ using the internet via their mobile phone

Roy Morgan Single Source (June 2011)

Population 14 years+ conducting selected activities online via mobile phone handset
during June 2011:

> used social networking

conducted banking/bill payment

streamed or downloaded audio and video media
used VolP

purchased goods or services

vV V V| V

Sample size

2,000
1,479
1,041

891
464
306
152
61

Data analysis

Results from the survey were analysed using descriptive analysis techniques, and by
socioeconomic and demographic factors, to identify any areas with significant patterns
or differences. Only results with significant differences are reported in this research.

Sample size
The sample size limits some analysis by smaller subgroups; for example, data at state
level or by both gender and age.

Rounding

Discrepancies may occur between the sums of the component items and totals due to
the effects of rounding.
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Previous ACMA research
This report also draws on the following key ACMA reports:

> Technology developments in the digital economy, August 2010

> Communications report 2009—10 series, Report 4—Changing business models in
the Australian communication and media sectors: Challenges and response
strategies, 17 January 2011.

> Communications report 2010—11 series, Report 1—E-commerce marketplace in
Australia: Online shopping, 16 November 2011.

> Communications report 2010—11 series, Report 2—Converging communications
channels: Preferences and behaviours of Australian communications users,
8 December 2011.
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