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The smartphone market had settled down into a fairly predictable 
rut until this year – sales increasingly concentrated in the hands of 
Samsung and Apple, with older suppliers like Motorola, Nokia and 
Sony struggling for air. But 2014 is nearing the holiday buying sea-
son with very different dynamics coming into play – most signifi-
cantly, the rise of a wave of Chinese players to steal share from the 
big two, and either to buy the old stagers or squeeze them further; 
and the possible peaking of Android’s power. 
 
These two developments are not yet strongly related. Most of the 
rising Chinese stars major on Android, even if they add their own 
user interfaces and minimize the visibility of Google’s services. But 
Google’s long-running tensions with Chinese authorities were al-
ways going to create problems for Android (and Chrome) and so, 
in coming years, the power of the country’s handset makers may 
also propel alternative operating systems, with their roots in Bei-
jing not Silicon Valley, to prominence. 
 
As the handset analysts’ third quarter calculations flow in, Canalys 
concludes it will be hard for Samsung and Apple to maintain the 
level of leadership to which they have become accustomed, a trend 
which is already being reflected in the Korean giant’s results (see 
inset).  
 
Overall, Q3 smartphone shipments were up 23% year-on-year, 
said the research firm, to top 300m for the first time, but while the 
big two vendors still shared a hefty 38% of that total (25% for 
Samsung and 13% for Apple), this was down 10 percentage points 
from the 48% they controlled in Q313. 
 
"This trend is likely to continue. It is down to the strong value 
proposition and increasing quality of products offered across all 
price points by competing vendors, most notably Chinese compa-
nies," Jones said. "In fact, six of the top 10 global vendors in Q3 are 
based in China." And India is showing similar patterns, with three 
of its top five smartphone providers being domestic companies. 
 
 

Key issues 
Samsung has peaked in smartphones, perhaps Android has too 
 Samsung and Apple lose 10 point of combined share, as Lenovo and Xiaomi rise 
 Xiaomi looks more creative than compatriots in building full content platform 
 Most Chinese growth engines run Android, but without Google services 
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Lenovo completes Motorola purchase: 
 
Of course, the most symbolic change in the mobile industry has 
been the acquisition, just completed, of Motorola – the original 
cellphone company – by China’s Lenovo, which is making a habit 
of buying up venerable US brands, such as the IBM PC, to build its 
own empire.  
 
Lenovo will be a far better home for Motorola Mobility than 
Google was. Although the search giant has undoubtedly learned 
some valuable lessons about mobile devices from its brief spell as 
Motorola’s owner, its real interest was in the older firm’s patents 
and innovations, while a mainstream but declining handset busi-
ness had no place in its model. By contrast, Lenovo has the proc-
esses, supply chains and scale to make Motorola profitable again, 
and benefit from the US unit’s brand and expertise. 
 
It is likely to preserve that famous brand for far longer than it has 
taken Microsoft to kill off the other great historic name in hand-
sets, Nokia. Like Google, Microsoft has no idea how to run a vol-
ume hardware business, and no need to do so – having said the 
Nokia name will disappear from future smartphones (though it 
will keep Lumia), the business itself, apart from some software 
and IPR, is likely to follow suit in the next year or two. Perhaps it 
will just be closed down, or perhaps Microsoft, too, will find a Chi-
nese acquirer eager for some expertise and ancient pedigree to 
boost its own position. 
 
Lenovo has just closed its $2.91bn acquisition of Motorola Mobil-
ity, and new ownership will enable the firm to play in twice as 
many markets as it currently does, and attack the growth area of 
affordable smartphones.  
 
These were the optimistic outlooks of Motorola president Rick 
Osterloh, speaking at Re/code’s Code/Mobile conference just be-
fore the deal closed. Motorola "went through a near-death experi-
ence, probably several times” in recent years, he admitted, but 
under Google it slashed its cost base and achieved 100% a year 
sales growth, fired by midmarket models like the Moto G, the 
company’s bestselling handset ever (even surpassing the famous 
RAZR). However, it had pulled back to just 10 markets and had 
not got back into profit, so under Lenovo it will look to reverse 
those trends too. 
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The closing of the acquisition put a sharp end to Xiaomi’s one-day 
reign as the world’s third largest smartphone vendor, since it was 
overtaken by the combined Lenovo/Motorola, with an estimated 
8% of the world market. 
 
The Chinese acquirer will use a dual-brand strategy in order to ex-
pand its own visibility into markets where it hasn’t had much mo-
bile success, in the same way it harnessed IBM PC brands like 
ThinkPad. In mature markets like the US, it will use the Motorola 
name only while in others like India, it will employ both labels. No 
product brands will be discontinued as yet, the firm said on an-
nouncing the completion of the merger, but some will not be 
launched in new countries (the Lenovo Vibe, for instance, once ear-
marked for the US, will not be sold there as it could conflict with 
Motorola models with their more familiar branding). 
 
Liu Jun, president of the company's mobile business, will also serve 
as chairman of the Motorola management board while Osterloh 
will remain in his role. Lenovo believes it can make Motorola prof-
itable in four to six quarters. Yang said that the company's goal is 
to sell 100m devices (smartphones, tablets and notebooks) by the 
end of the fiscal year, or March 2015. 
 
Lenovo may not hold its crown for long: 
 
Bulking itself up by adding Motorola comes just in time for Lenovo, 
whose recent mobile growth spurt is coming to an end, according 
to Strategy Analytics, which said the Chinese firm’s smartphone 
growth rate has halved from 74% year-on-year in Q313 to 30% in 
Q414. "Clearly, Lenovo and Motorola have strong tailwinds, such 
as 8% global smartphone market share and two well-known 
brands," the analysts wrote. "But Lenovo and Motorola also face 
major headwinds. Lenovo's golden era of easy smartphone growth 
is coming to an end, while Motorola continues to lose money. 
Merging these two firms next year will NOT be as easy as many ex-
pect." 
 
Lenovo has other weaknesses, which will become more glaring as 
growth slows and competition rises in the device midmarket. It 
lacks a rich apps, services or content platform and really is a hard-
ware firm at heart, and it has not created a unified user experience 
which might have tapped into the popularity of ThinkPad and 
some of its tablets in various markets. While Xiaomi is already, in 
the early days of its handset growth, planning to invest in content, 
and Alibaba expands its mobile OS platform, Lenovo seems 

“ 
Lenovo and Mo-
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Strategy Analytics 
research note 

                 ” 



Copyright Rethink Technology Research 2014                                                 5 

 

 

The traditional phonemakers’ Q3 results: 
 
 When Sony bought back full control of its handset business from its Ericsson joint ven-

ture, it placed mobile devices at the heart of its recovery plan. But in Q314, it was 
weighed down by the Mobile Communications segment, which recorded a huge oper-
ating loss of ¥172bn on sales growth of 1.2% year-on-year (most of it from favorable 
foreign exchange movements). Revenue reached ¥308.4bn ($2.76bn). In the year-ago 
quarter, the unit made a profit of ¥8.8bn. 

 
The loss this time was largely down to an impairment charge of goodwill of ¥176bn 
($1.58bn), as the company devalued the business unit. It was increased further by higher 
marketing and R&D expenses as the division sought to expand its channels. 
 
The group as a whole reported operating revenue up 7.2% to ¥1.9 trillion but the mobile 
performance helped drive it to a net loss of ¥136bn ($1.2bn). Revenue growth was driven 
by PlayStation 4 and some other good performers like image sensors. Sony has appointed 
Hiroki Totoki as SVP in charge of the mobile division, to try to revive its fortunes, espe-
cially on the back of the well-reviewed new Xperia models. But it may further reduce its 
smartphone targets for its current financial year, to March 2015. Earlier this year it was 
targeting 50m units, which it cut to 43m recently, and it said it may now revise the figure 
downwards by a further “several million units”. 
 
 LG posted the best results from its mobile unit in five years in Q3, as sales and operat-

ing profit rode high on record smartphone sales in the quarter. The firm’s flagship G3 
device was the star performer, especially in the US, and helped push the mobile busi-
ness to sales of $4.14bn, up 39% year-on-year, with 21.8m handsets sold, up from 
18.3m. Of the Q314 unit figure, 16.8m were smartphones, also up 39% on the year be-
fore. Operating income was $163m, reversing a year-ago loss of $76m. 

 
The company as a whole saw an 87% year-on-year increase in net profit to KRW203bn 
($194m) on sales up 7.4% to $14.2bn. 
 
 By contrast, as Samsung warned last month, its third quarter profit plunged largely 

because of a sharp decline in its mobile unit's profit and sales. The Korean giant ac-
knowledged that it was suffering from rising Chinese competition and that mobile per-
formance in the current fourth quarter remains uncertain, though it is confident that it 
will rebound next year with a wider range of price points, a refreshed product line-up 
and flexible displays. Operating income at the mobile unit fell 74% year-on-year to 
$1.65bn, the lowest since the second quarter of 2011. Mobile sales slipped to $22.2bn, 
down 34%. 

 
For the group, net profit fell 49% year-on-year to KRW4.22 trillion ($4bn) and operating 
profit fell 60% to $3.9bn. Falling average selling prices and margins are the key concern as 
competition rises. "We will focus on obtaining a sustainable double-digit percentage mar-
gin" Kim Hyun-joon, SVP at Samsung's mobile unit, said during the earnings call. "In terms 
of the profitability of the high end handsets, it may not be as easy as before to maintain 
high margins. We will continue to differentiate our products to secure a premium.” 
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strangely old-fashioned, stuck in a hardware-driven age. Motorola 
will fit well with that approach, culturally, but though the firms 
will merge their R&D activities, it would have been better had Mo-
torola’s contribution on that front contained more software and 
services – or more of the conceptual projects it left behind with 
Google. 
 
For now, Lenovo is riding high, but rather like Samsung – but from 
a far smaller base – it is not creating a rich developer ecosystem 
and software platform rapidly enough to have it in place when 
hardware growth and differentiation starts to weaken. In the 
firm’s fiscal second quarter, it saw revenues rise 7% year-on-year 
to $10.5bn and net profit up 19% to $262m. It sold a record 35.6m 
smartphones, notebooks and tablets, but revenues on the mobile 
devices actually declined by 6% to $1.4bn because of falling prices, 
while laptops contributing more than half of total revenue. Tablet 
shipments rose by 30% to 3m units and smartphones by 38%.  
 
Before the addition of Motorola, Lenovo was selling smartphones 
in 45 markets, with the strongest unit growth seen in Russia and 
emerging EMEA markets (400%), in Latin America (150%) and in 
India/south east Asia (120%). 
 
Xiaomi will not confine its growth to handsets: 
 
Meanwhile, Xiaomi may not take long to seize back its third posi-
tion in the smartphone league tables. It is reportedly seeking fund-
ing – to add video content and other assets to its mobile platform – 
which would value it at $40bn, about four times its estimated 2014 
revenues, and higher than any other personal device maker includ-
ing Apple. 
 
It’s hard to assess the valuation since it is a private company, but 
The Wall Street Journal saw documents which indicated that the 
Taiwanese firm made CNY27bn ($4.4bn) in revenue last year, with 
a profit of $566m. It sold 18m smartphones last year, mainly in 
China, and expects to sell 60m worldwide in 2014, and has also 
added other products such as smart TVs, set-top boxes and wear-
ables (and stuffed toys). 
 
Whether or not the valuation is realistic or the reports are even 
accurate, the discussion shows how potent a force Xiaomi has be-
come almost overnight. And while everyone tries to come to terms 
with a Taiwanese company they’ve never heard of, overnight be-
coming the fourth phonemaker in the world, this company is not 
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standing still counting its bank balance. Now it wants to invade 
TVs and movies. 
 
US newspapers all think Apple and Google have the clout and clev-
erness to do such a thing, but there is far less discussion about a 
Chinese or Taiwanese business doing the same. But there has been 
a succession of failures among phone companies to get to grips 
with video content, which is strange, since Apple’s relationship 
with content is what rocketed it to its huge US smartphone market 
share. Apple has since failed to repeat its iTunes success by creat-
ing real TV channels of its own, while Samsung doesn’t really even 
have a unified music content option, having said at least 10 years 
ago that it would go to war with iTunes, a move that has never ma-
terialized. 
 
In a way these businesses see the failure that is Sony, a company 
that bought into both record labels and US studios, as a stern 
warning that stepping outside of your comfort zone can have harsh 
consequences. On the other hand, given that these segments are 
what keep Sony alive, perhaps such diversification is to be encour-
aged. 
 
So we should at least pause for thought when we hear casually re-
ported by Chinese media, that Xiaomi will invest $1bn in acquiring 
TV content, a figure which is not too far from the spend which Net-
flix used to kickstart its own over-the-top ambitions. 
 
And China and surrounding economies may well be ripe for their 
own Netflix, since they need more OTT TV and movies that reflect 
their own cultures and local languages, not just western imports. 
In the same way that Baidu set up in opposition to Google, and 
Huawei set up in opposition to Ericsson and Alcatel, and 
Youku Tudou set up to buffer China from YouTube, and AliBaba set 
up to offer a rival for eBay and Yahoo!, so the scene is set to build a 
new Netflix around a device and $1bn might be enough to do this – 
though the Xiaomi reports come just after Alibaba Group execu-
tives met with Hollywood executives to discuss co-financing mov-
ies, so there may be a tussle for the market. 
 
We know that Xiaomi is planning an entry into flat TV manufac-
ture, and Sony, Samsung and LG have all tried to provide content 
direct to these devices.  Xiaomi might sail into Samsung’s territory 
on the back of original Chinese content, and offer it to both device 
types, including smartphones and the tablet. Samsung’s failure to 
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chase content these last 10 years may well prove to be its Achilles 
heel. 
 
“If Xiaomi can replicate its success in China in other markets, as 
well as its success in mobile phones to other product categories, 
then it may justify the valuation,” said Sandy Shen of Gartner 
Group – though anyone accepting such a multiple will be placing 
great confidence in the company’s future plans, given that it is cur-
rently less than one-tenth of the size of Apple in revenues, and – 
just as it has already started to squeeze Lenovo and Huawei – it 
will soon be put under pressure by new rivals of its own. 
 
Has Android peaked? 
 
For Google, the issue will be whether the smartphone business’s 
lurch towards China will benefit Android and its services. It has 
well documented tensions with China and so the new geographical 
heart of the mobile industry will be inherently unwelcome. How-
ever, most Chinese vendors have adopted Android and their rise 
will squeeze non-Google mobile platforms like Apple and Micro-
soft. The problem is that few showcase Google services, and sev-
eral of the larger players are now looking, as Apple did, to create 
complete platforms where they control content, web services and 
developers, not just the superficial user interface. 
 
So, while Motorola will not change, at least for now, its support for 
a fairly Google-centric, vanilla Android, adopted when it was 
owned by the search giant, Osterloh said it had to keep Google ser-
vices off its Chinese phones because of government blocks.  "We 
intend to comply with what's happening today in the market," he 
said in an interview, but insisted that, in most markets, ‘stock An-
droid’ w as part of the Motorola identity, and the firm would start 
upgrading to the new version, Lollipop, early next year as planned. 
 
But the more Android handsets sell in hostile China, the worse for 
Google’s chances of monetizing its OS. Indeed, researchers at Strat-
egy Analytics are among those who believe Android has peaked 
already. It ran on 84% of the smartphones which shipped globally 
in Q314, according to the analysts’ calculations, but that was down 
one percentage point from Q214. "Android's global smartphone 
market share is peaking," analyst Neil Mawston told the Wall 
Street Journal. "Unless there is an unlikely collapse in rival Apple 
iPhone volumes in the future, Android is probably never going to 
go much above the 85% global market share ceiling." 
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Of course, 85% is massive, and these predictions sound rather like 
the warnings that Linux would oust Windows from the PC. It made 
only a very small dent, but the problems arose for Microsoft when 
it tried to repeat its success on new platforms, notably handsets. 
By that stage, developers and OEMs had moved on to newer 
norms, many of them open source and Linux-based. 
 
The same dangerous transition could await Google. Its most imme-
diate problem is keeping its revenue generating services at the 
heart of the Android user experience, especially in Asia (though 
forks accounted for 37% of shipments in the quarter, actually 
down from 39% in Q2, thanks to some of its recent efforts to unify 
the experience). But in the slightly longer term, it needs to ensure 
that, as consumers move to new device form factors such as hybrid 
PC/tablets, wearables and cloud-connected browser appliances, 
Android (and even Chrome) are not left behind. 
 
Alibaba seeks Google’s role: 
 
Alibaba and Google have already collided over mobile operating 
systems, when Acer planned to launch a handset, last year, running 
the Chinese ecommerce giant’s Aliyun OS (now called YunOS), but 
was blocked by Google, citing the OEM’s obligations to the Open 
Handset Alliance, which governs Android, and claiming Aliyun was 
based on its own OS (which Alibaba denies). 
 
Since then, Alibaba has made fairly slow progress with its mobile 
platform ambitions, but executive vice chairman Joseph Tsai was 
taking a very Chinese, long view during the firm’s earnings call, 
saying philosophically: “The dominant player today may not be the 
dominant player tomorrow.” 
 
He said Alibaba, which recently carried out a record breaking US 
IPO, will continue to invest in the YunOS “long term strategic pro-
ject”, especially in China, and will aim to embed its services more 
directly into the device UI in that way. Earlier this month, the com-
pany announced that domestic smartphone maker Meizu would 
use YunOS in its latest top end model, with a range of services tied 
in. 
 
As of the end of the third quarter, Alibaba had 217m monthly ac-
tive users who were connected via handsets, up by 29m on Q2. 
“Although a lot of phones in China are operating on the Android 
system, there’s not a lot of Google services that operate with these 
phones,” Tsai said. 
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This is certainly Google’s big challenge and it will see itself increas-
ingly handicapped by its partial withdrawal from China. At first, 
when major retailers like Amazon and Alibaba started to go mo-
bile, the opportunity for Google looked huge. Unfortunately for the 
search leader, those giants on both sides of the world want to con-
trol the platform in order to make their own internet services the 
heart of the experience, and reduce the share they have to give to 
partners.  
 
They may have been content with Android forks at first, but that 
may not last, and we can expect to see Alibaba, Baidu and others 
increasingly expanding their homegrown, cloud-oriented mobile 
OSs, and forging partnerships with the rapidly growing local de-
vice makers to ensure rapid growth. 
 

If illusion is the first of all pleasures, as Oscar Wilde would have it, 
the mobile networks industry is a happy place. It clings to its cher-
ished myths – that the next ‘G’ really will arrive when the vendors 
say it will; that one architecture really will support ultra-
broadband and billions of tiny ‘things’  equally well; that the move 
to software networks will usher in a brave new world of open stan-
dards and equal playing fields. 
 
The latter is particularly potent at the moment, as operators start 
to run tests and trials of virtualization and software defined net-
working (SDN) technologies. The traditional powerhouses, includ-
ing the big five infrastructure makers, have been active but not 
dominant - one of the most significant carrier interests in these 
massive architectural changes is the chance to adopt platforms 
built around open source standards and interfaces, so there can be 
an end to vendor or application siloes, and to lock-in. 
 
They only have to look at the IT world, whose models they believe 
will revolutionize their closed telecoms platforms, to see how frail 
these hopes are. Since phrases like ‘cross-platform’ and ‘open sys-
tems’ were first whispered in the later 1980s, the IT industry has 
gone through repeated waves of high hopes and disappointingly 
limited progress towards real openness. Unix, Linux, off-the-shelf 

Key issues 
The dream of unified SDN already being killed by industry politics 
 Alternative to OpenDaylight claims to represent carrier needs better 
 Ericsson, HP and others all seek power through ‘open’  standards 
 Amid all the politics, anti-Cisco agenda emerges for some players 
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hardware, software-as-a-service, open source ... the list goes on, 
but somehow many of the players which hold the real cards were 
there in the proprietary days of the 1980s. 
 
IBM, HP, Intel, Microsoft, Oracle and SAP have not gone away, but 
they have learned how to adapt to open source and cloud-based 
models and still remain in control, tying their customers with 
silken thread rather than chains (and we all know silk is stronger 
than iron). Of course they have been joined by new giants, like 
Google, with a more native devotion to open source and welcoming 
ecosystems – but these, too, know where to draw the line between 
openness and loss of control. 
 
ON.Lab versus OpenDaylight: 
 
And so in telecoms, where the industry is adopting many of the 
SDN concepts being popularized in the enterprise network, there 
will be a similar wave of adjustment and disillusionment. For in-
stance, OpenDaylight’s open source SDN project has been held up 
as a shining example of the new non-siloed world, but this week it 
was challenged by an alternative open source program from the 
Open Networking Lab (ON.Lab). In the early days of a major tech-
nology, it is often good to have a variety of ideas, as long as open-
ness to all, and interoperability between different platforms, are 
maintained. But as big companies line up to pick their favorites, 
those principles can be lost under the weight of industry politics. 
 
That process has been seen in numerous networks standards bod-
ies, and in the non-proprietary enterprise operating systems like 
Unix and Linux, and will also be seen in SDN operating systems. A 
stand-off can already be envisaged between ON.Lab, which is sup-
ported by the Open Networking Foundation, and OpenDaylight. 
 
ON.Lab, founded by SDN pioneers from the California universities 
of Stanford and UC Berkeley, says its Open Network Operating Sys-
tem (ONOS) is designed to enable agile service creation and de-
ployment at massive scale, on any hardware, including white 
boxes. 
 
Like OpenDaylight, ONOS delivers an SDN control plane with 
northbound APIs (application programming interfaces) to policy 
engines, orchestration systems and so on; and southbound APIs to 
the networking devices themselves; combined with management, 
control and service applications. It supports a range of southbound 
protocols including OpenFlow (the basis of the ONF’s platform), 
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but also other options like NETCONF, allowing gradual migration 
of existing networks to SDN. 
 
It will initially target service providers, including carriers, but will 
later extend its reach to enterprises and others. Its first release will 
be available for download on December 5, and will be hosted by 
the Github open source repository. 
 
Its initial use cases include multilayer traffic optimization over the 
packet optical core; seamless peering of SDN islands with the 
internet; SDN-based WAN control with segment routing; band-
width calendaring and provisioning; and network functions as a 
service (NFaaS), with NFV functions including DPI, caching, load 
balancing and security. 
 
As so often when a new ‘open’ group emerges to topple a powerful 
one, accusations fly that the incumbent has become corrupted by 
the influence of large companies, particularly vendors. That will be 
the downfall of OpenDaylight, claims ON.Lab, whose executive di-
rector, Guru Parulkar, said: “All the noise around SDN is coming 
from vendors”, while ONOS would give carriers “agility and flexi-
bility and potentially freedom from hardware-based vendor lock-
in”. 
 
Service provider focus: 
 
Although both technologies are open source software for control-
ling switches, Parulkar argues that OpenDaylight is focused on ac-
tivities which are useful for vendors, rather than service providers, 
such as providing ongoing support for legacy devices and  auto-
mating the command line interface used to configure hardware.  
 
“This is not that helpful for service providers,” he argues, whereas 
he claims ONOS is designed to reach carrier-grade levels of scal-
ability and availability, and focus on the real areas of SDN value for 
operators, such as lower opex, support for white box hardware, 
and accelerated service delivery. 
 
OpenDaylight was founded by Cisco and IBM and its membership 
is vendor-heavy, with Ericsson, HP and others being leading play-
ers. ON.Lab has vendors on board too, including Intel (ubiquitous 
in anything supporting SDN and the shift from specialized network 
equipment to standard servers). It has an Asian emphasis despite 
its Silicon Valley home, with Huawei, Fujitsu and NEC all among 
the backers, as well as Japan’s NTT. The other big-name telco to 
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participate is AT&T. There have also been contributions from 
CNIT, Ciena, Create-Net, Infoblox, Internet2 and SRI. 
 
ONOS has received important endorsement from another SDN in-
dustry body, the Open Networking Foundation (ONF), which has 
been critical of OpenDaylight and its agenda. The ONF was founded 
by heavy SDN users such as Google, Facebook and Microsoft, as 
well as some carriers such as Verizon, and has recently announced 
collaborations with ETSI’s NFV SIG and other operator-focused ini-
tiatives to increase its reach into telcos. 

Large vendors seek control of NFV: 
 
Although ETSI’s NFV (Network Functions Virtualization) platform has been heavily driven 
and welcomed by operators, there have also been suspicions that it was rather too popu-
lar with traditional vendors, giving them a route to virtualization which was managed by a 
familiar standards process, not an open source body, and which kept specialized carrier 
platforms in the mix rather than being purist about white box hardware and x86 servers. 
 
Large OEMs are certainly eager to seize the NFV steering wheel. Ericsson has announced a 
certification program for the recently announced OPNFV (Open Platform for NFV), hosted 
by the Linux Foundation and providing an open source reference platform for this impor-
tant standard. The Swedish vendor is a platinum member of the OPNFV group and says 
certification will be available initially from its testing centers in the US and Europe, and 
globally via a distributed cloud environment. 
 
The certification program will validate workload portability, flexibility, scalability, and full
-stack interoperability of features, functions and interfaces, said Ericsson, in addition to 
benchmarking performance where relevant. 
 
Meanwhile, Hewlett-Packard is also seeking to shape NFV in its own image with its 
OpenNFV Program. This was introduced at Mobile World Congress in February and now 
includes partners such as 6Wind, Brocade, Genband, Intel, Mellanox, Spirent and Intel’s 
Wind River unit, but only one operator, SK Telecom of Korea. 
 
About 100 ISVs are registered to take part in the lab program, which will take place in five 
labs round the world – those in Texas, Colorado and France are already operational, while 
the other two, in Israel and Korea, will go live before year end. gain access to NFV SDKs, 
APIs and resources to enable application testing and readiness for carriers. 
 
Werner Schaefer, VP of the vendor’s NFV business, said HP was involved in more than 20 
different proof of concept projects with carriers around the world. "We're very confident 
that from a reference perspective, we're on the right track, we have what the carriers 
want and we will refine that even further with the technology partners that we're working 
together with," he said.  
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AT&T is ONOS’s big hope: 
 
And so the politics sets in, with ONOS already being perceived as 
the ONF’s riposte to OpenDaylight, and therefore a vehicle for that 
body’s founders and agenda to take the lead. “Right from the out-
set, there were tensions between OpenDaylight and ONF,” IDC ana-
lyst Brad Casemore told NetworkWorld. “At least some major car-
riers, NTT and AT&T, are more comfortable with ON.Lab’s ONOS 
approach than with the model put forward by OpenDaylight.” 
 
There may be an anti-Cisco agenda visible here too. Although 
ONOS’s application policy framework will be similar to OpenDay-
light’s Policy Model, which was devised by Cisco, it will not be the 
same – importantly, the southbound policy protocol will not be Op-
Flex, which will be supported in the next OpenDaylight release and 
is also a Cisco invention. Parulkar says OpFlex is undesirable be-
cause applications have to deal with the specifics of each device, 
adding to complexity, but for a group that resists the influence of 
large suppliers, it will also be important to circumvent Cisco’s 
ideas.  
 
Indeed, the networking giant’s hand is clearly seen in OpenDay-
light, too clearly for some players for whom SDN is a chance to re-
duce the power of the market leader. Another example is the ONOS 

AT&T and Ericsson virtualize the CSCF: 
 
AT&T and Ericsson recently demonstrated a virtualized CSCF (call session control func-
tion), a key element of IP-based converged networks, which manages signalling and con-
trols the fixed and mobile IMS. 
 
The companies showed the CSCF virtual machine being provisioned on OpenStack via 
Ericsson’s Cloud Execution Environment Platform, with the company’s Cloud Manager or-
chestrating and managing the virtual network function (VNF). 
 
Mats Karlsson, head of architecture and process, group function technology at Ericsson, 
said that, to date, only a limited number of network functions had been successfully virtu-
alized. But progress is accelerating and he said: “We plan to virtualize the majority of 
Ericsson’s network functions by 2016. The demonstration shows critical function like IMS 
can be virtualized without jeopardizing the high availability requirement that telecom ser-
vices demand” 
 
“AT&T and Ericsson have been working together on a prototype to run a virtual network 
function on OpenStack,” said Toby Ford, AVP of cloud technology, strategy and planning at 
AT&T. 
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Application Intent Framework, which will differ significantly from 
Cisco’s Application Centric Infrastructure model, on which Open-
Daylight GBP is based. 
 
ON.Lab’s biggest short term hope of full respectability lies with 
AT&T, which has one of the most ambitious programs in the world 
to introduce SDN and virtualization to its whole network over 
time. It is reworking its supply chain, under the auspices of its Do-
main 2.0 program, to reflect the new approach, introducing smaller 
specialists, such as Affirmed Networks and Metaswitch, as well as 
traditional partners like Ericsson, Juniper and Amdocs, to its mix 
(indeed Cisco, initially excluded from the line-up, bought its way in 
by acquiring orchestration systems developer Tail-f, also one of the 
first AT&T choices, earlier this year). 
 
Many of the ONOS use cases are based on work done for Domain 
2.0 and so ON.Lab will have high hopes of its technology being a 
component of AT&T’s platform as it evolves. So far, the carrier will 
only say that it is “too soon to tell”, though a spokesperson added: 
“ON.Lab is working on some impressive applications that we see 
complementing work done by other organizations, such as Open-

SDN and NFV: 
 
Virtualization implements some or all network functions as virtual machines running on 
off-the-shelf hardware, saving on the cost of ownership of a string of dedicated one-
function boxes. It also creates tunnels between those VMs so they can be reconfigured on 
the fly without affecting the whole system, adding to flexibility and allowing new in-
stances of VMs to be deployed or taken down rapidly. 
 
SDN can be implemented entirely separately, but has specific benefits for virtualization, 
such as the ability to manage huge numbers of VMs from the cloud. SDN separates the 
control and data planes, centralizing all the control of the huge number of VMs machines 
on standard servers and allowing the behavior of the network to be freely programmable, 
using standard interfaces and common developer tools. 
 
Among mobile operators, virtualization is widely seen as a nearer term strategy, at least 
for certain parts of the network such as the packet core, than full-blown SDN. However, 
general consensus is that the full benefits of virtualization will only be achieved as part of 
an SDN transition, even if that takes 10 years to achieve. 
 
The ETSI set of specifications for network function virtualization, NFV, has been an impor-
tant factor behind operators’ unexpectedly intense interest in near-term deployments – 
giving them the confidence of a widely supported set of specs which have been carrier-
driven and tailored for telcos’ specific needs. 
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Daylight. Ultimately we’re really looking at anything that moves 
the industry forward, particularly in open source.”  
 
And OpenDaylight itself refuses to position the newcomer as a po-
tential challenger, instead insisting it will be keen to work with 
ON.Lab. “We're excited to see what new technologies and ap-
proaches Stanford has come up with in ONOS that can be lever-
aged,” said OpenDaylight’s executive director Neela Jacques. “The 
OpenDaylight developer community is always keen to see more 
code.” 
 
Some ON.Lab executives are also keen not to spark off ‘SDN wars’ 
but to portray the two efforts as solving different problems. Strate-
gic advisor to ON.lab. Ram Appalaraju, said in an interview: "The 
intent is not to say this is in competition to OpenDaylight. It's more 
about saying this is what the carriers and developers are expecting 
and looking for.”  
 
He claims that ONOS can support a “disruptive value proposition 
for service providers”, while OpenDaylight is better suited to incre-
mental change. “Now it's not real competition, but in a couple of 
years how will this play out?" he asked.  
 
It’s an interesting question, because time and again in telecoms 
history, carriers have claimed loudly that they want openness, dis-
ruption of their supply chains, an end to lock-ins, and dramatic 
transformation – but in reality, they have opted for step-by-step 
change, gradual shifts away from familiar platforms, and for put-
ting pressure on their traditional vendors to modify their behavior, 
rather than risk throwing the baby out with the bathwater. If that 
natural caution wins through this time - as it did in IMS, IT conver-
gence and arguably small cells – ON.Lab may find itself a useful 
voice to put pressure on the OEM establishment to change its 
ways, but in the end, too radical for its target supporters. 
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Following the announcement of its third quarter figures, Sprint’s new CEO Marcelo Claure 
revealed that the company would cut 2,000 jobs and lower operating costs by $1.5bn. The 
job cuts should free up $400m a year, but Sprint will have to do more than cut costs to 
stem the loss of 336,000 retail customers and 20,000 prepaid customers it sustained this 
quarter. 
 
With its figures weighing on parent company Softbank’s quarter, management from Tokyo 
is on the way to oversee the changes, including Junichi Miyakawa, who has taken the new 
position of technical COO at Sprint. This shows the urgency of getting the ambitious roll-
out of Sprint’s LTE and open infrastructure projects  - Spark and Network Vision – com-
pleted, since the transition to new networks has been detrimental to the customer experi-
ence, temporarily at least, and worsened long-standing problems of churn. 
 
Sprint says it will work to complete the projects quickly to reduce that churn, helped by 
Miyakawa, who will report directly to Claure. Miyakawa previously led Softbank's net-
work operations, and CTO Stephen Bye and chief network officer John Saw will now re-
port to him. Miyakawa will oversee the company's network and technology organization, 
including strategy, network operations and performance, and will lead relationships with 
leading equipment vendors. 
 
Postpaid losses continue: 
 
The issues of network quality and churn have dogged Sprint for years, and excuses from 
the Nextel transition to the ambition of the LTE vision are wearing thin with investors. 
The operator gained 840,000 wholesale connections in the quarter, which meant it had 
just under 54m customers total – broken down into 29.5m postpaid retail, 14.75m pre-
paid retail, and 9.7m wholesale and affiliate connections. The legacy Nextel connections 
totaled 1.1m, bringing Sprint’s total number of customers to just over 55m. 
 
However, it lost 336,000 postpaid retail connections and 20,000 prepaid retail connec-
tions. Churn was also reported as 2.22% for postpaid retail and 3.81% prepaid retail. 
Sprint still hasn’t managed to stem the losses of high value customers, as seen in the fall in 
ARPU noted below. This next quarter is crucial for the company, as it tries to retain its 
third place position in the US cellular market – with T-Mobile bearing down on Sprint with 
its 53m customers. 
 
Sprint lowered its annual EBITDA forecast from $6.9bn to $5.8bn, but still expects to meet 
its 800MHz and 2.5GHz LTE roll-outs for the year with capex forecast at under $6bn. 
Sprint’s network now claims to reach 260m people in the US, with half of those covered by 
its 800MHz LTE, and reaching almost 100m people with its 2.5GHz LTE. 
 
 

Comment 
Softbank brings its own networks man to Sprint as churn continues 
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Total quarterly revenue fell from $8.68bn to $8.49bn year on year, on the back of a fall in 
ARPU. Postpaid ARPU slipped from $63.48 in 3Q2013 to $60.24 this quarter, but the 
posted operating loss shrunk from $398m to $192m year on year. Despite this, Sprint’s 
net loss for the quarter was $765m, down from a profit of $383m a year ago. 
 
According to Sprint, 27% of its customers have elected to use its new handset leasing 
scheme, which was launched alongside the new Apple handsets. Claure has hinted that 
Sprint will end its handset subsidies next year, just as T-Mobile has done, and only offer 
phone leasing and financing. 
 
Softbank’s quarter: 
 
Softbank fared far better than Sprint, and posted a first half net income increase of 36.6% 
- thanks largely to the windfall from its Alibaba stake. However, operating profit forecast 
for the year ending March 2015 of $7.9bn, which has been cut by 10% due to last year’s 
$22bn Sprint acquisition. 
 
“Sprint’s battle will be long and tough, and it’s not something that can be fixed in a short 
time,” said Softbank’s Chief Executive Masayoshi Son. “Along with cost cuts, we want to 
increase prime customers, not sub-prime customers, and we are already seeing things 
turn better.” 
 
The strategy at Sprint, dictated by Softbank, is focusing on long term gains rather than 
short term fixes. Critically, it needs to stem and reverse the losses of its subscribers to 
other carriers, and since taking the helm in August, Claure has set about cutting prices and 
launching competitive shared data plans which surpass the allowances of rivals Verizon 
and AT&T. 
 
Claure took the time during the earnings call to reiterate the possibility of selling the wire-
line portion of the business, freeing up cash and resources to focus solely on wireless. 
When prompted by a question from the audience, Claure said “we are undergoing a pretty 
deep review of wireline and that’s something that we are going to come out with in the 
next few months and give you a latest status update on what exactly we are going to do 
with the wireline business.” 
 
No prices or interested parties were mentioned, but Level 3 has been named as a potential 
buyer by an Oppenheimer report, which suggests a $4bn price for the assets – while Tele-
com Ramblings takes the opposing view, and says the assets would have to be sold at a 
large discount to attract Level 3’s attention, and that CenturyLink or Windstream are 
more likely buyers. 
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As the mobile industry’s center of gravity shifts to Beijing, Qualcomm’s Chinese problems 
are having an increasingly serious impact on its financial performance. The chip giant has 
warned that earnings in its new fiscal year, which started on October 1, will be flat or even 
lower than in fiscal 2014, with licensing disputes in China being one of the major factors. 
 
The US company is under investigation into licensing practices by the Chinese National 
Development and Reform Commission (NDRC) and it seems that some of its licensees in 
the country are using those proceedings as a reason to delay or dispute payments, or to 
postpone the signing of new contracts until any changes to the rules are made clear. In ad-
dition, some firms with which Qualcomm does have licensing deals are withholding pay-
ment, according to the silicon giant. The firm said, as it announced its fiscal Q4 results, 
that it believes some Chinese handset manufacturers are not reporting unit sales, to the 
tune of hundreds of millions of units, in order to avoid royalty fees. 
 
"Certain licensees in China currently are not fully complying with their contractual obliga-
tions to report their sales of licensed products to us (which includes certain licensees un-
der-reporting a portion of their 3G/4G device sales and a dispute with a licensee)… unli-
censed companies may seek to delay execution of new licences while the NDRC investiga-
tion is ongoing," Qualcomm said in a statement. 
 
The firm said that, for the full year, it estimates that 1.3bn handsets will be sold with its 
chips inside during this calendar year, a figure that will rise to 1.5bn next calendar year. 
However, it expects only 1.04bn to 1.13bn device sales to be reported in 2014, leaving a 
gap of 170m to 260m unreported, and therefore avoiding royalty payments. 
 
For the year to September 2015, Qualcomm is now forecasting revenue growth of be-
tween 1% and 9% year-on-year, having turned in 7% growth for full year 2014. Earnings 
per share for 2015 are predicted to be anywhere from flat to 7% lower. The guidance does 
not include the acquisition of UK-based CSR, which is expected to close next summer and 
so will only impact on Qualcomm’s final fiscal quarter. 
 
China is not the only shadow over 2015. Some general industry trends are putting pres-
sure on Qualcomm, although these have been well understood for some years – falling 
smartphone prices as growth moves to emerging markets and low cost models; a less 
dominant position in LTE patents compared to CDMA-based technologies; rising chip 
competition from Chinese and Taiwanese rivals; the growing tendency of smartphone 
makers like Apple, Samsung and even LG to design their own processors. 
 
And on the regulatory front, Qualcomm is not just facing China’s investigators, but also 
new probes by European and US antitrust agencies. Despite great controversy over Qual-
comm’s licensing practices through the years, the firm has rarely been the subject of ma-
jor formal investigations, let alone convictions, but the European Commission said last 

Comment 
China threatens to make a deep hole in Qualcomm’s growth 
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month that it was investigating rebates and financial incentives allegedly offered by Qual-
comm, to see whether they were anti-competitive. And the US Federal Trade Commission 
told the chip firm, in September, that it was looking into its licensing business, including 
possible violations of commitments to offer standards-essential patents under FRAND 
(fair reasonable and non-discriminatory) terms. 
 
However, for now its results remain solid. In the last quarter of its 2014 fiscal year, Qual-
comm saw revenues rise by 7% year-on-year to $26.49bn with operating profit up 4% to 
$7.55bn and earnings per share up 19% to $4.65. It shipped 236m units of its MSM mobile 
chips, up 24% on the year-ago quarter. 
 
For the current Q115, chip sales are expected to rise by 17% to 27%, well above forecast 
revenue growth, indicating the intense pressure on average selling prices. However, this 
could level out towards the end of fiscal 2015, the firm thinks. 
 
The guidance for the coming quarter and fiscal year "does not include sales that we be-
lieve may not be reported to us or may be in dispute but does include an estimate for 
some prior period activity that may be reported to us during fiscal 2015," Qualcomm said. 
"We are taking steps to address these issues, although the outcome and timing of any 
resolutions are uncertain.” 
 

If a rising tide lifts all ships, Apple has done a favor to the struggling NFC m-payments 
business. The launch of Apple Pay is sparking US consumer interest in smartphone pay-
ments in general, according to new figures, and the use of Google Wallet has doubled since 
the iPhone 6 announcement. 
 
Tim Cook said recently that one million cards had been activated for Apple Pay – hardly a 
shopping revolution, but a healthier start than Google Wallet enjoyed in 2011. According 
to reports in ArsTechnica, Google Wallet transactions have risen by 50%, and the number 
of new users has doubled, since September in the US – where the biggest NFC battles are 
taking place, and which will provide templates for other countries. 
 
Actual m-payments growth is mainly happening in emerging markets, though often using 
simpler technologies like SMS. Outside a few exceptional territories like Japan, uptake in 
developed economies has been slow so far, partly because many initiatives have been led 
by carriers, which have not worked out a convincing business model or relationship with 
banks and other participants. 
 
The companies like Apple and Google, which may, through the weight of their consumer 
brands, convince users and merchants to support NFC have focused heavily on the US for 
now. But they are not having the game to themselves. They face rival NFC systems led by 

Comment 
Apple turns payments tide towards NFC, but others may reap the reward 
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retailers (particularly the MCX group which is preparing to launch the ConnectC service); 
by operators (Verizon, AT&T and T-Mobile have partnered on SoftCard); or financial insti-
tutions. 
 
ConnectC may convert to NFC: 
 
Some ConnectC members, such as major pharmacy chains Rite Aid and CVS, have blocked 
Apple  Pay, presumably to improve the chances of success for a system in which they,  not 
a handset maker, have the guiding hand. But such disputes threaten to fragment the mar-
ket and consumer pressure may force a change of heart. MCX’s CEO Dekkers Davidson 
said in a recent interview with Walt Mossberg that the decision to support ConnectC ex-
clusively was only designed to give the retail-driven system “breathing room”, and blocks 
on Apple and Google wallets would be removed “in months not years”. 
 
Davidson also said in a recent press conference: "We're agnostic about technology. 
We started with QR code-based technology that allows us to go to market broadly. If we 
need, we can pivot to NFC." It is important for would-be m-payments leaders to have this 
flexibility, since there is still no guarantee that NFC will become the standard. Some major 
influencers, like PayPal, have remained sceptical about it, and believe merchants and even 
consumers will prefer simpler approaches which do not require specialized terminals and 
apps. 
 
However, many agree with Davidson that Apple’s support may revive a technology which 
had appeared to be failing. "I think there's been a mistake made here, and that is focusing 
on the technology instead of what business or consumer problem you're trying to solve," 
Davidson told the New York Times. "It's ironic in a way that we're talking about a really 
old technology being employed here. Way before Apple Pay, merchants hadn't enabled it 
or planned on using it." 
 
ConnectC will join the other payments choices in early 2015, launching in about 110,000 
outlets across the US, including chains such as Walmart, Best Buy and Target. The app will 
use QR technology for transactions, creating a scannable barcode. Its appeal to merchants 
is that it does not incur credit card fees like plastic cards or NFC. However, it will need to 
offer incentives to consumers to use it, which may include retail rewards schemes or 
vouchers. 
 
Many experts are saying none of the potential m-payments powerhouses should go much 
further with their schemes until security issues have been more effectively addressed. 
MCX’s email provider was hacked last week, exposing some testers’ details, and hackers 
have warned that Apple Pay needs more extensive security trials too. 
 
Meanwhile, as retailers, device makers and operators all fight for their place in the mobile 
commerce value chain, the existing payments giants – whether the card processors or 
PayPal – have to be in pole position still, with their business models and platforms already 
in place. Several national and international banks are reported to be planning their own 
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system, rather than just partnering with players like Apple. “Banks all around the world 
are working on this right now,” James Anderson, SVP for mobile and emerging payments 
at MasterCard, told NetworkWorld. He did not identify the banks, but said MasterCard 
was in conversations with them already. 
 
There are various technology options, but the most likely may be HCE (host card emula-
tion), which is the carriers’ nightmare because it implements NFC without using the op-
erator-controlled SIM card for authentication. Instead, HCE allows applications to emulate 
the secure element found in smartcards, SIM cards and the iPhone 6 in software, with au-
thentication in the cloud. 
 

The UK is a country of contrasts in mobile broadband right now – slow to auction 4G spec-
trum, its government is now consulting on remaining gaps in coverage, even for basic 
voice. But while more remote users struggle to get any mobile services, the UK admini-
stration is determined to be in the forefront of ‘5G’, whatever that may look like. 
 
The government has run into conflict with the large mobile operators over its preferred 
solution to mobile ‘notspots’, a national roaming scheme. Vodafone said in a statement on 
Wednesday: “As Vodafone and the other UK mobile operators have told the Government 
directly on a number of occasions, national roaming will not provide the people of the UK 
with better quality voice and mobile internet coverage. In fact, it would make coverage 
and quality significantly worse from the customer's perspective, with a much higher risk 
of dropped calls, lower battery life and negative impact on services such as voicemail.” 
 
The operators are also concerned about the impact on their business case, arguing that 
compulsory roaming would be a disincentive to invest further in rural services. The op-
erators are suggesting alternative solutions, including expanded site sharing, as well as 
placing more of the onus on the government itself, calling it to improve planning regula-
tions, which can delay or obstruct rural build-out and upgrades. 
 
Matthew Howett, regulation practice leader at analyst firm Ovum, supported the carriers, 
saying the roaming scheme was “an unworkable fix that the industry thought had been 
dropped. Aside from the cost, potential side effects include reduced battery life, and for 
some customers even losing data services for prolonged periods. It’s also not expected to 
address poor data coverage, but only problems with 2G voice services.” 
 
£70m 5G center prepares to start its R&D: 
 
At the other end of the mobile experience, the UK’s much-vaunted 5G Innovation Centre, 
located at the University of Surrey, is set to open its doors to researchers in January. It is 
being funded to the tune of £70m by government agencies and by industry partners in-

Comment 
UK prepares for 5G and quad play, but still lacks 2G coverage in parts 
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cluding Huawei, Samsung, Vodafone, EE and BT. Its aim is to conduct R&D in technologies 
which are likely to figure in the next generation of mobile architectures, in order to influ-
ence the shape of those standards, generate intellectual property, and generally place the 
UK in a prominent position in emerging communications platforms. 
 
At this early stage of the process, the focus is necessarily on general concepts, such as ul-
tra-low latency and multi-gigabit speeds, rather than specific designs. As standards work 
evolves, the testbed will be upgraded to support new applications and services. 
 
The University said 5G networks must be able to allocate resources dynamically to create 
the perception of infinite capacity from an end user perspective. It will need to support 
unforeseen applications reliant on very low latency, including the sensor and big data ca-
pabilities for the internet of things. 
 
Construction of the testbed will be a three-stage process, and is expected to be complete 
by next September. It will include indoor and outdoor networks across  the university 
campus, near Guildford, south of London, and these will be usable by staff and students as 
well as researchers and partners from across the industry. 
 
Luke Ibbetson, Vodafone's head of R&D, said the facility would allow the cellco to  
"validate some emerging ideas around 5G" and test "revolutionary and novel concepts" 
ahead of the official standards, which are not expected to be drafted until late 2016 or 
2017. The Innovation Centre aims to be carrying out 5G technology demonstrations by 
2018, in time for pre-standard deployments – possibly at the Winter Olympics in South 
Korea in 2018 – and early commercial roll-outs around 2020. 
 
Among the backers of the Innovation Centre is Huawei, which is keen to improve its rela-
tionships with European carriers to enhance its role in future networks and offset its near
-exclusion from US infrastructure projects. It is contributing £5m to the Surrey project, 
part of its global budget of $600m (£375m) for 5G research between now and 2018. 
 
EE and Vodafone race to LTE-A and quad play: 
 
Meanwhile, between bickering over universal coverage mechanisms, and looking ahead to 
5G, the UK operators’ main preoccupation is how to turn their LTE investments into prof-
its and market share, and how far they need to move towards a fixed/mobile quad play in 
order to sustain growth and margins. The largest cellco, EE, has made the most of its 4G 
headstart, at least in terms of introducing new speeds and upgrades at regular intervals, 
but Vodafone leapfrogged it when it promised to support LTE-Advanced carrier aggrega-
tion in major cities  - initially London, Birmingham and Manchester – from this month.  
 
EE is also planning to support this feature of LTE-A, and has a trial network running in 
London’s Tech City, but has so far boosted its speeds by deploying  more channels in its 
1.8GHz band as it refarms 2G spectrum, rather than by aggregating. 
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Vodafone is aggregating its 800MHz and 2.6GHz frequencies – it holds 2x10MHz in the 
lower band and 2x20MHz in the higher, but did not say how much of this capacity it will 
use. It said peak connection speeds on the upgraded network will be up to three times 
faster than on its standard LTE service, while adding 800MHz will also improve indoor 
coverage. 
 
In the UK, Vodafone has been less aggressive about acquiring wireline assets and moving 
towards a quad play than in Germany, Spain, Qatar and other territories. Although it ac-
quired C&W Worldwide, that mainly boosted its enterprise and wholesale activities on the 
wireline side, while in consumer services, it seems to be playing a mutual wait-and-see 
game with BT, the wireline-only incumbent which is now moving back into wireless ser-
vices via new spectrum, an MVNO deal with EE, and extensive WiFi. 
 
EE itself is likely to increase its investment in fixed-line networks and partners, in contrast 
to Telefonica O2, which abandoned its wireline broadband activities earlier this year. 
Deutsche Telekom, one half of the EE joint venture with France Telecom, says these par-
ents will only agree on any new ownership structure when EE reaches more fixed-line us-
ers. “First, let’s take care of fixed/mobile convergence,” the German carrier’s CEO 
Timotheus Hoettges said at a recent conference at its HQ, adding: “The business is doing 
brilliantly.” 
 
The two owners shelved plans for an IPO earlier this year and seem to want to wait for 
EE’s value to rise on the back of its LTE leadership and its moves into convergence. The 
latter include the BT alliance, which could lead to even deeper cooperation, and of course 
the national telco would be a candidate to take a stake in EE once its current parents de-
cide to reduce their shares or back away altogether. EE said last month that it plans to of-
fer TV services alongside internet and mobile bundles, offering a set-top box with over 70 
channels. 
 

The EBU (European Broadcasting Union) has published another report aimed at defend-
ing the 700MHz spectrum band for digital terrestrial TV (DTT) operators against realloca-
tion to the mobile industry. 
 
Published by telecoms consultancy Aetha for the EBU - along with the BBC, French broad-
caster TDF, DTT lobbying group Broadcast Networks Europe and infrastructure providers 
Arqiva and Abertis - the report claims the cost of migrating the so-called sub-700MHz 
band between 470MHz and 694MHz, from DTT to mobile services over the 2015 to 2030 
period, would be at least four times greater than the benefits accrued. 
 
The report estimated the costs of migration at €38.5bn, including €19.7bn for the con-
sumer equipment required, €10.8bn for setting up a new free-to-view platform and 

Comment 
EBU digs in to defend 700MHz from marauding MNOs 
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€14.2bn arising as a result of reduced competition in TV platforms, but minus the €6.2bn 
saved through no longer having to run DTT networks. 
 
Against this the report estimated the benefits to mobile operators by starting off consider-
ing the difference between the network costs with and without the additional 224MHz of 
spectrum gained from the sub-700MHz band. 
 
Then Aetha took account of the increasing competition among operators that the extra 
spectrum would trigger, with the effect of forcing MNOs to lower their prices in order just 
to retain market share. Benefits to consumers were also taken into account in arriving at 
the final figure of €10.5bn gain for mobile services. This was assuming traffic levels at the 
top end of the estimates – for less traffic the benefits were lower and so the net cost of mi-
gration would be even higher, according to the authors. 
 
Comparisons with Lamy report: 
 
The study is not very different from one published just two months ago by the EU itself,  
which was commissioned to try to end the rancor between broadcasters and mobile op-
erators and develop a common European approach to spectrum until 2030 so that all par-
ties could plan for the foreseeable future. That effort was chaired by former European 
Commissioner and WTO Director General Pascal Lamy, and concluded  that “the EU should 
adopt a common position against the co-primary allocation of the core audiovisual band 
(470-694MHz) to the mobile service at WRC 2015”. 
 
Like the latest EBU report, this effectively split this spectrum into two, the 700MHz band 
between 694MHz and 790MHz and the sub-700MHz band between 470MHz and 694MHz 
The EBU, at the time, applauded the report’s recommendation that the sub-700MHz band 
be retained for broadcasters until at least 2030, but expressed concern over the sugges-
tion that the higher 700MHz band be given over to wireless broadband services in 2020, 
plus or minus two years. 
 
But it now looks like the EBU has given up on the higher band and is focusing its efforts on 
the lower spectrum, which will be the battleground against mobile operators between 
2015 and 2030. The Aetha report is perhaps more dismissive about the compromise pro-
posal for co-allocation, where spectrum is shared between DTT and mobile, not even con-
sidering it as an option. It also dismissed the idea of further segmenting the sub-700MHz 
into two or more separate bands, arguing this would be uneconomic and introduce yet 
more complexity. 
 
While that might be right, the report is guilty, like others before, of failing to take account 
of the complete picture. There are really three elements here - transmission technology, 
economics, and competition between factions for spectrum ownership. Regarding trans-
mission in the long run everyone agrees that unicast will be uneconomic for transmitting 
live TV to large numbers of recipients, but no given technology has a monopoly. The re-
port fails to take account of emerging options like LTE Broadcast on the mobile side. 
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The report argues the economics favor retention of the sub-700MHz band for DTT until 
2030 at least, but again makes numerous assumptions such as the continuing appetite of 
consumers for accessing live channels over the air, and also the impact of competition in 
the respective sectors. In terms of ownership, the battle is between operators and broad-
casters for control over spectrum used for some form of multicast video transmission. 
 
The EBU portrays it in the context of a battle to defend free-to-air public service broad-
casting, but given a likely erosion of the licence-payer model in those European countries 
that have it, between 2015 and 2030 we can see a trend towards TV coming universally 
via some form of broadband subscription and the question is really one of timing, with the 
focus on the coming 15-year period. 
 

Alcatel-Lucent enjoyed an 11% leap in its share price as it pleased investors with better 
than expected margins. The company is still in the red, announcing a third quarter net loss 
of €18m ($22.67m), but this was less than a tenth of last year’s €200m figure, and the key 
gross margin metric was good, up from 31.9% in the year-ago quarter to 34%, better than 
analyst forecasts of 32.2%. 
 
However, the bottom line improvements mainly reflect the company’s long and savage 
cost-cutting program, and there are still concerns over how it will perform long term, once 
there are no more cost reductions to be made. ALU’s sales declined 5.9% year-on-year to 
€3.25bn and, like Ericsson, it was hit by slowing roll-outs in north America, where the big 
three carriers’ LTE deployments have been big contributors to revenue in recent years. By 
contrast, Nokia Networks announced a leap in sales in that region in its own Q3 results, 
having missed out on the first round of big awards, but taking important deals with Sprint 
and T-Mobile in the second phase of US 4G build-out. 
 
The revenue patterns show ALU’s rising reliance on its IP routing business, which was the 
strongest performer. Under the Shift Plan introduced by Michel Combes after he took the 
helm in mid-2013, the French giant slimmed down its product portfolio even more radi-
cally than it had under previous CEO Ben Verwaayen. The firm was restructured to focus 
on two core activities -  IP Networking for revenue growth and Ultra-broadband Access, 
whether wireless or wireline, for cash. 
 
The Plan set key financial objectives of restructuring around a limited number of busi-
nesses with growth and profitability; restoring free cashflow; and reducing debt by €2bn 
over 2.5 years, involving €1bn of asset sales and a similar amount of other cost reduc-
tions. ALU is making clear progress towards some of these objectives, and in August 
Combes said in an interview: We are back and here to stay. I expect to win. He added: "We 
are at around 60% in one year of the plan with another one and a half years to go. That 
gives me full control to deliver." 

Comment 
Cost cuts boost ALU again, but is recovery sustainable? 
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Combes’ ability to cut costs has been proven – ALU delivered €73m in fixed cost savings in 
the quarter to bring total savings per date to €645m or two-thirds of the total target. But 
he needs to do more to convince investors and partners that he can deliver sustained or-
ganic growth. The IP routing business saw its revenues rise by 2.2% year-on-year to al-
most €600m, but that was not enough to prevent overall operating revenues (excluding 
managed services) from falling by 3.8% to €1.44bn. Revenues were depressed by declines 
in IP transport, especially optical, and the IP platforms unit, mainly mobile. 
 
Regionally, North America fell by 14% year-on-year to €1.36bn while Europe fell 13.5% to 
€711bn. This was offset by 22.5% growth in Asia-Pacific revenues, overtaking ALU’s core 
European market to hit  €721m. The rest of the world fell marginally from €461m to 
€460m. 
 
ALU said it was encouraged by its Nuage spin-out, which focuses on the growth areas of 
carrier virtualization and software defined networking, and which won four deals in the 
quarter in a fledgling segment. Next year, the company plans to spin out its submarine ca-
bles business with an IPO, and it has also completed its €202m sale of 85% of its enter-
prise networking business to China Huaxin. 
 

International carriers’ quest for both wireline and mobile network assets is reshaping the 
telecoms landscape in Europe and the Americas.  The incumbent telcos, in many cases, al-
ready have the coveted combination of fixed and mobile infrastructure, but are often 
proving themselves slow to use these to disruptive effect. Instead, major players which 
started with just one network – cellular or cable – are emerging as the forces to watch, as 
they make acquisitions to supply the missing half of their equations, and harness WiFi to 
fill the gaps and reduce the cost base. 
 
This pattern has resulted in a mighty, multi-country showdown between Vodafone and 
Liberty Global, though the fixed/wireless bases they are building could yet be combined in 
the mega-merger many analysts want to see (though antitrust regulators might not). In 
the US, the major cablecos, led by Comcast, are aggressively deploying WiFi in order to re-
duce their reliance on cellular partnerships while still going wireless. 
 
And now the battles are becoming trans-Atlantic, with two French operators jostling for 
position at home and abroad. Iliad, owner of Free – a quad play provider whose use of 
WiFi is proving a blueprint for many others – may have failed to acquire T-Mobile USA, 
but it will not sit quietly at home for long. It could have its eye on assets being sold in Mex-
ico by America Movil, for instance.  
 
Meanwhile, another French player, Altice, is not only buying mobile operator SFR from 
Vivendi, to add wireless to its Numericable unit, but has also made a bid for Portugal Tele-

M&A Watch 
Altice’s Portuguese bid will be catalyst for Brazilian consolidation 
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com, which could spark consolidation in Brazil  – and resulting shifts in the balance of 
power for European carriers with strong interests in that huge country. 
 
Altice has offered just over €7bn to acquire the Portuguese assets owned by Brazilian op-
erator Oi, which would probably be the catalyst for a long-expected dissolution of Oi’s 
plan, announced last year, to merge with Portugal Telecom.  Altice, owned by billionaire 
entrepreneur Patrick Drahi, already has a Portuguese cableco, Cabovisao, and could add 
the mobile and fixed assets of Portugal Telecom's MEO brand. That would echo the strat-
egy adopted in France and elsewhere, of establishing a cable beach-head in a market with 
opportunities for disruption or consolidation, and then following up with mobile or other 
asset purchases. 
 
The merger between Oi, Brazil’s debt-ridden fourth cellco, and the Portuguese incumbent 
has been burdened by delays and disputes, including PT being forced to absorb €897m in 
debt from Rio Forte (those debt securities would not be included in the Altice deal, and 
nor would other PT financing vehicles). The Rio Forte debt fiasco sparked the recent resig-
nation of Oi’s CEO Zeinal Bava, who was the biggest supporter of the PT merger on the 
Brazilian firm’s executive team. The acting CEO, Bayard Gontijo, denies there are firm 
plans to cancel the merger, but he did indicate that Oi would consider selling non-core as-
sets to reduce its deficit. 
 
Oi is in need of cash for other purposes too, notably to support its idea of buying Telecom 
Italia’s TIM Brasil unit to improve its scale in the competitive Brazilian market. Oi has al-
ready hired banks to examine that possibility and it is reported that it is preparing a joint 
bid for TIM Brasil with America Movil and Telefonica, the two giants of the Latin American 
telecoms scene. No official offer has been made and such a proposal could hit antitrust is-
sues, but the likely price would be around BRL32bn (though TI is said to want BRL39bn). 
 
Despite repeated protestations from the Italian incumbent that its Brazilian unit remains 
a strategic asset, its position in the market was weakened when it failed to buy fixed line 
carrier GVT from Vivendi, losing out to Telefonica. Many now expect it to exit Brazil, which 
would help reduce its own debt mountain too, but there is also the possibility that TI will 
be more aggressive and mount its own bid for Oi, to achieve the scale it needs to compete. 
 
Numericable comes close to owning SFR: 
 
Back at home, Altice’s Numericable unit has announced plans to raise its capital by around 
€4.7bn ($5.9bn) through a rights issue, as it seeks funding for its €13.5bn acquisition of 
SFR from Vivendi. This plan has now been approved by the French competition authori-
ties, subject to certain conditions – notably the disposal of Altice’s Outreme Telecom mo-
bile business and the DSL network of its Completel unit - and the deal is due to be finalized 
by year end, assuming it is approved by Vivendi shareholders later this month. 
 
In addition, the cable operator must temporarily open up its networks to others, with a 
wholesale offer to be provided on the optical local loop of Completel and on SFR; and must 
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provide two access offers on its cable network, one for MVNOs, and one for network own-
ers. Finally, Vivendi and Numericable are barred from sharing any market information 
where the two companies are competitors. Vivendi will retain a 20% stake in the enlarged 
Numericable. 
 
Further consolidation in France is not on the cards, however, at least according to Iliad 
chief Xavier Niel. Some players, including Orange, believe more mergers are needed to al-
low established operators to survive the price war instigated by Iliad’s Free Mobile – 
which uses its cable-backed WiFi homespot network to extend wireless coverage at low 
cost, and so enable it to undercut its competitors on price. Niel told French radio that he 
had no interest in making a bid for third cellco Bouygues Telecom, which lost out to Nu-
mericable in acquiring SFR, the second mobile carrier, and now looks rather isolated 
against the three larger, fixed/mobile groups (Orange, Numericable/SFR and Iliad/Free). 
Although Niel failed in his US adventure, he is widely expected to make a play for other 
assets abroad, potentially in Mexico. 
 

The mobile operators are busily trying to escape from device subsidies, which have been a 
drag on their profits for too long, but the emerging smart home sector looks set to take up 
the poisoned chalice all the same. A deal between utility Electric Ireland and Google’s Nest 
smart thermostat unit may be a blueprint for others round the world, subsidizing the cost 
of the appliance in order to spur uptake. 
 
As cellcos in the US, China, Spain and elsewhere replace upfront subsidies with instalment 
plans or other financing for handsets, service providers which are new to the wireless 
world are tempted by the subsidy’s power to encourage consumer adoption. Just as low 
upfront costs for handsets drove uptake of mobile voice and data, the same may prove 
true for emerging services such as smart energy, home security or assisted living. 
 
One of the big question marks over the business model is who pays for the device, espe-
cially in the early days when those gadgets have not achieved huge scales and may be ex-
pensive ($250 for a Nest connected thermostat), and, as far as consumers are concerned, 
non-essential. A cheap or free device certainly drives users to experiment, but the service 
provider then takes longer to turn the associated contract into profit. 
 
The same dilemma has always hung over connected devices in the home, such as femto-
cells, WiFi gateways, set-top boxes – though subsidies have had the most dramatic impact 
on the providers’ finances in the mobile world. The situation is even more complex in the 
smart home since individual services, such as energy management, will not support sig-
nificant monthly fees; and the actual service provider may be a utililty, a broadband or 
quad play firm, a pay-TV supplier, an over-the-top company, or a device manufacturer. 
 

IoT Watch 
Nest revives dreaded subsidies for smart home 
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Each of these will have different ways to enhance their revenues via smart home services, 
and each will know that, despite the effect of subsidies on profits, the firm which controls 
the device controls the customer experience and the all-important bill. Therefore it will be 
essential for all players to get their boxes, thermostats and gateways into the home 
quickly in order to establish a beach-head, and potentially become the single point of con-
nection and billing, in future, for a whole collection of home services, from video-on-
demand to heart monitoring. 
 
Such thinking will be clear to Google, and so Nest’s deal with Electric Ireland is likely to be 
a stake in the ground for future business models, not just an opportunistic contract in a 
small market. Nest CEO Tony Fadell described the partnership as a “seminal event”, and 
this is not just hyperbole. “This is just like the cellphone industry,” he said. “We always 
thought it was going to be much more mobile-phone driven. You have a service and a car-
rier, and you have products that bond to that." 
 
Electric Ireland will help subsidize the cost of a Nest thermostat, making it free to custom-
ers who sign a two-year contract. It is not clear whether Nest will also provide some dis-
count or subsidy contribution. 
 

Identity management and authentication will be critical to any business models for the 
internet of things (IoT), and also eye-wateringly complex. UK start-up Evrything is attack-
ing the issue, claiming it wants to become a “Facebook for things” with an identity man-
agement layer optimized for millions of varied connected objects. 
 
Now the firm has gained backing from Samsung, which shows signs of being far more ag-
gressive in building a full software platform for the IoT than it was in mobile, where it 
largely missed that boat compared to Apple or Google, or indeed Facebook itself. Samsung 
has made an undisclosed investment in Evrything through its Ventures Investment arm, 
but is also collaborating with the small firm, which could point to a key role in the open 
platform  it seeks to create. 
 
Evrything’s CEO Niall Murphy wrote in a blog post that the Samsung backing was “another 
endorsement of Evrythng’s technology and vision as the right stuff for global brands seek-
ing to make their products smart and part of the emerging Web of Things”. 
 
Its technology assigns a discoverable profile to each object, whether an intelligent appli-
ance or something far more low-level, and enables users or IT systems to identify and au-
thenticate them, and then interact with them or exchange data.  
 
There are other would-be standards looking to do this, and authentication will be an im-
portant element of systems like Qualcomm’s AllJoyn for peer-to-peer discovery and con-

IoT Watch 
Samsung backs Evrything’s ‘Facebook of things’ platform 
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nectivity between things. But Evrything’s has a specific focus on identity and could be-
come a very important element of Samsung’s slowly evolving Smart Home platform. 
 
The Korean giant acquired smart home hub provider SmartThings recently, and stated its 
intention of developing a “totally open smart home platform that brings together third 
party developers, device makers, and consumers.” 
 
 

Verizon’s CFO Fran Shammo seemed to confirm our suspicions that the over-the-top ser-
vice it plans to launch in 2015 will be available primarily – perhaps exclusively – on mo-
bile devices. 
 
“There are two avenues,” Shammo said, speaking at the company’s recent quarterly earn-
ings call. “There is the over-the-top into the home and there is the over-the-top via wire-
less.” He said that Verizon is already offering some video services via wireless devices, 
pointing to Verizon’s deal with the NFL and the Indycar Races. “As we said before, we’re 
having discussions with a lot of content providers around innovative models going for-
ward,” Shammo said. “It’s something optimistic for the future of the video business.” 
 
Shammo said any over-the-top service is “great for the customer,” and Verizon is looking 
specifically at its Millennial customers for the video service. “The content providers have 
realized that there is a whole population out there that doesn’t subscribe to satellite TV or 
linear TV,” he said, which is where Verizon sees the opportunity to launch a service. 
 
“They’re trying to penetrate that Millennial base,” he said. “This brings in a lot of innova-
tive type models. We’re very, very interested, especially around wireless and even as we 
go out into more of the broadband type market.” 
 
Shammo noted that content providers will be more eager in the coming year to explore 
wireless and Internet delivery to mobile devices because content owners will be able to 
accurately measure viewing behavior on those devices. “For the first time coming in the 
fourth quarter, we’ll have an independent third party to tell the content providers who 
actually watches their shows on a mobile handset, which has never been able to be done 
before, other than from the carriers,” Shammo said. 
 
In addition to its 2015 OTT service, Verizon is also looking to launch content services that 
use evolved Multicast Broadcast Mulitmedia Services (eMBMS), also known as LTE Broad-
cast. Shammo said LTE Broadcast will “open up doors for more of that content to be deliv-
ered over-the-top via the wireless network.” 
 
 

Mobile Apps and Content 
Verizon OTT plan is mobile, but LTE Broadcast is further out 
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Verizon has been experimenting with LTE Broadcast, which Verizon calls Multicast, as a 
means to deliver video content to mobile users at sports events, but Shammo said such 
technology could also be used to deliver content as concerts or other live events. 
 
Only devices with LTE chips that support LTE Broadcast can receive those signals, so any 
content delivered over LTE Broadcast will be available only on mobile devices and tablets 
with those special LTE chips. Currently there is only one device that is available customers 
that supports LTE Broadcast, the Galaxy S tablet from Samsung. 
 
Shammo noted that Verizon won’t be able piece together any deals with content owners 
for a LTE Broadcast service until more capable devices are out in the market. “That’s going 
to be about a year before those chipsets ramp up and we have some volume there which 
gets the attention of the content providers,” Shammo said. 
 
The other question Verizon (and other mobile operators) has yet to sort out is the moneti-
zation model. “I don’t know yet how the ecosystem will generate revenue on this,” he said. 
“Is it a revenue share model, is it an advertising model, is this a consumer pay model? 
We’re not sure yet of how the ecosystem will play itself out and I think that will come 
within the next year.” 
 
This first ran in Rider Research’s Online Reporter. 
 

The patent battle between Apple and Samsung may still be rumbling on in some court-
rooms, but in general, the handset industry seems to have lost its taste for lawsuits. Mo-
bile giants are increasingly making pacts designed to avert future litigation, saving them 
money and allowing them to compete through product differentiation not attorneys. 
 
Google, which tried to confine itself to indirect roles in most of the major trials of the past 
two years – except those it inherited with Motorola – is leading the move towards patents 
peace. Its latest cross-licensing deal is with LG, and follows a similar agreement with Sam-
sung in January. 
 
The new deal covers “a broad range of products and technologies” built on patents held by 
the two firms, and also any they may file over the next 10 years. Financial details were not 
disclosed. 
 
LG may have slipped down the ranks of smartphone vendors, but it remains a significant 
IPR owner and continues to carry out R&D in handset, consumer electronics and other 
categories. And it is also investing heavily in connected home systems, also a key area of 
interest for Google. The pact may, therefore, avert future conflicts and even lead to wider 
cooperation on emerging technologies. 

IPR Watch 
Google agrees 10-year patents deal with LG 
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In May, even Apple was taking a more conciliatory line on patents, agreeing a truce with 
Google. Although it will have little direct effect on the smartphone industry, it was a sym-
bolic step on the way to ending the IPR wars of the past two years. The two companies 
settled a long-standing patents quarrel between Apple and Motorola Mobility, owned by 
Google at the time, and agreed to cooperate in some areas of patent reform. The agree-
ment did not include a cross-licence. 
 
However, although talks are being held to end Apple’s bitter fights with Samsung, any rap-
prochement there will take a lot longer, and another important but undefined factor is 
how the Chinese vendors – which are growing rapidly in terms of handset sales and pat-
ents ownership – will approach licensing, litigation and other IPR issues. 
 
For now, though, harmony is in the air. Various factors have raised hopes of an end to the 
hostilities which have distracted handset makers and wasted large sums of money on law-
yers rather than R&D. Judges and shareholders have grown impatient of suits which 
seemed to be more about clipping rivals’ wings than defending inventions; major players 
have increasingly been signing cross-licensing deals, as seen in Samsung’s reconciliation 
with Ericsson early this year; even the jury, ahead of the summer’s latest round of Sam-
sung/Apple litigation in San Jose, called on Apple to go after Google directly if it really be-
lieves it has a case against Android. 
 
Samsung seeks to invalidate Microsoft pact: 
 
Some patent licensing rows are still flaring up though. Microsoft sued Samsung earlier this 
year in federal court in New York, claiming the latter owed it $6.9m in interest on more 
than $1bn in royalties it had delayed paying. But Samsung says Microsoft’s acquisition of 
Nokia’s devices business breached the terms of its pact with the Windows giant, which it 
signed in 2011. Under that deal Samsung paid $1bn in patent royalties to Microsoft in 
2013, but the Korean firm is now arguing in court that the Nokia purchase, finalized in 
April 2014, invalidates the agreement, because Microsoft has become a direct smartphone 
competitor. 
 
The two companies' patent licensing agreement should run for seven years and Samsung 
pays Microsoft an undisclosed fee for each Android smartphone or tablet it sells. Its agree-
ment with Microsoft goes beyond simple licensing and extends to co-development of Win-
dows Phone devices, which involves sharing confidential business information with Mi-
crosoft. In return for that support for Windows Phone, Microsoft agreed to cut the level of 
Samsung’s  royalty payments, provided certain sales goals for WP devices were met. 
 
Samsung now wants to end both the patent agreement and the business collaboration 
deal following the Nokia twist. "The agreements were intended to embody a collaboration 
between a manufacturer and a supplier,” its lawyers argue in its filing, but they now insist 
that the Nokia deal "incentivized Microsoft to promote its own smartphones over those 
manufactured and sold by Samsung”. 
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The Korean firm also adds that it has refused to continue sharing some sensitive informa-
tion because this could have concerned US antitrust regulators, since they could now be 
interpreted as collusion between competitors. 
 

A new study from business WiFi roaming service iPass shows that there will be a massive 
340m working hotspots by 2018, growing from just 47.7m at the end of 2014. 
 
This is the first piece of research that has included community hotspots, sometimes called 
homespots, which use a second SSID (secure identity) to allow public access to be deliv-
ered from existing home gateways. In the 35 countries that this study covered, there are 
around 547m broadband lines, with 326m supporting operator-supplied WiFi, and pow-
erful enough to run two SSIDs. This number will grow year by year. 
 
The report was conducted with the help of wireless research specialist Maravedis Rethink 
and iPass has produced an online map which clocks up hotspot additions as they are hap-
pening in real time. The map can be used to project hotspot growth for a region, or a coun-
try for any time period between now and 2018. See http://www.ipass.com/Wi-Fi-growth-
map/. 
 
The disruptive effect of homespots: 
 
While community hotspots are not quite as effective as commercial hotspots, because 
their position and reach are not planned by radio engineers, when there are millions of 
them it can have a huge effect on extending the reach of WiFi networks. 
 
This is usually achieved by offering customers free use of these community hotspots, in 
return for allowing their own gateway to be part of the group and then downloading new 
software remotely to the device. This approach was first introduced by FON, in Spain in 
2005, and that firm has alliances with many European and US telcos now, while others, 
such as US cable giant Comcast and France’s Iliad/Free, are emulating the model. 
 
This has led to a wave of disruption in cellular offload and in France cellular pricing has 
fallen to the floor on the back of widespread community hotspots, often run by Free on its 
broadband lines. France today has just 78,000 commercial hotspots but already fields 
over 13m homespots, and is installing more rapidly. 
 
There have been major community hotspot programs launched in France, Belgium, Neth-
erlands, Canada, Brazil, Denmark, Poland, Spain, the UK, Japan and Israel and even in Rus-
sia and by the end of 2014 these will number 39m, dwarfing the 8.2m commercial hot-
spots that will be in place at the end of 2014, but which have taken over a decade to in-

WiFi Watch 
WiFi will sprint to 34m hotspots by 2018 
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stall. iPass points out that this means there will be nearly one WiFi hotspot for every 20 
people on earth by 2018, compared to one hotspot per 150 people today. 
 
The report anoints France as the ‘country of WiFi’ in 2014, with the most hotspots in total, 
followed by the US and the UK. By 2018 this will change with the US taking the lead, fol-
lowed by China and France. Meanwhile, Europe is the ‘continent of WiFi’ with 50% of the 
world’s hotspot/homespot estate in 2014. By 2018, Asia will strip Europe of this title. 
Community Wi-Fi has been driven by Europe and increasingly north America, but Asia 
will catch up in 2018. 
 
China has five times more commercial WiFi hotspots than any other country. This is be-
cause China Mobile has been carrying out a three-year, $2.5bn roll-out of hotspots, part-
nering with coffee shops, restaurants and hotels to install 4.3m hotspots. China has not 
installed any homespots yet and in fact, China Mobile has de-emphasized Wi-Fi installa-
tions in favour of cellular small cells in recent months, but its installed base remains huge. 
 
Outside China the shift to community WiFi has meant a change in the leadership of the 
market.  Comcast, the world’s largest cable company, is planning to activate over 8m ac-
cess points by the end of 2014, dwarfing previous US hotspot leader AT&T, which has just 
30,000 or so hotspots. 
 
Other WiFi trends: 
 
Elsewhere there have been rapid shifts among the companies that build and enable WiFi, 
in favor of fixed line operators, and in particular those using cable to backhaul community 
WiFi. This often means a move in the balance of power from companies which also have 
their own cellular networks, to companies which are not traditionally associated with cel-
lular. 
 
Today, WiFi roaming is in its infancy but growing rapidly. iPass estimates that just 22.7m 
hotspots are currently enabled for roaming between different provider networks. It ex-
pects this number to rise dramatically to reach 289.3m by the end of 2018. 
 
“Over the last few years we’ve seen the emergence of the ‘WiFi-first’ generation. WiFi has 
become cool again; in fact it’s seen by most as an essential utility, just like water or elec-
tricity,” said Evan Kaplan, CEO of iPass. “Most of the devices we use are WiFi-only and 
even on the most advanced 4G handsets, 78% of data goes over WiFi. Simply put, it’s the 
network of choice for consumers and soon they’ll be able to roam this alternative network 
of millions of hotspots.” 
 
The map also tracks WiFi on the move, breaking out numbers for planes and trains, as 
well as airports and other verticals like café bars and restaurants. iPass forecasts that 
WiFi will become available on 60% of planes and 11% of trains by 2018. This compares to 
only 16% of planes and 3% of trains equipped with WiFi in 2014. 
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“The growth in community hotspots is taking public WiFi from the cities to the suburbs. 
The fixed line operators with superfast broadband in the ground are converting residen-
tial customers to community hotspot providers at the rate of one per second. For many 
years, all the talk around mobility has been on 3G/4G and a handful of mobile operators. 
Our data shows that in the coming years it’s WiFi that will steal the limelight as consumer 
thirst for data goes beyond anything that cellular can deliver, and as business owners see 
the value WiFi brings to help them differentiate and innovate,” said Peter White, co-
founder of Maravedis Rethink. 
 
But although fixed line operators are dominating the new community hotspots, it turns 
out that 50% of all commercial hotspots are controlled by brands whose core business is 
not telecommunications. This is because actual sign-on and allocation of passwords is of-
ten ultimately controlled by a hotel chain, group of coffee stores or a municipal authority. 
 

It is not just operators which are turning to WiFi to fill gaps in their mobile assets, but 
whole governments. Italian lawmakers want the government to establish a nationwide 
public hotspots network, at a cost of €5m ($6.3m), to bring broadband coverage levels in 
line with those of neighboring states. 
 
Like a giant version of some of the municipal schemes of a decade ago, in which cities tried 
to address the digital divide with free-to-access WiFi, the Italian scheme would see free 
hotspots installed in public spaces, airports, shops, taxis and so on, and the network would 
be constructed over three years from mid-2015 (if approved and funded). 
 
As well as addressing broadband availability for citizens, it would also focus on improving 
facilities for visitors in popular tourist areas. Fewer than 1% of Italians can access broad-
band services with 30Mbps speeds or better, according to research by the Politecnico Uni-
versity in Milan, which is well behind the 6% average for Europe as a whole. If the plan is 
adopted, it would be one of the first state-funded WiFi networks of this kind, though it 
would be likely to seek an element of private sector financing too, as well as revenues 
from partners such as MNOs looking to offload data. 
 
Meanwhile, 3 Italia has launched an experimental outdoor WiFi service that enables cus-
tomers to hand off seamlessly from its cellular network. This has been offered to 35,000 
testers in the city of Monza, under the brand 3Wi-Fi, who receive free data access while 
the trial lasts (until November 20). The service is being provided via an alliance with fixed
-line operator Fastweb, and its WiFi hotspots, which are backhauled by its fiber-to-the-
cabinet network, currently available in 23 cities and rolling out in a further 80. 
 
Fastweb has integrated its WiFi network with 3's 3G and LTE infrastructure, enabling us-
ers to hand over from one to the other seamlessly, with automatic log-in and two-factor 
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authentication. "The integration between the WiFi network and the mobile network en-
ables us to offer increasingly innovative and high quality services in terms of performance 
and security," said Dina Ravera, 3 Italia's COO, in a statement. 
 
"With this innovative service, Fastweb is putting all the power of fiber at the disposition of 
the mobile operator to make its mobile users' browsing experience more powerful and 
satisfying," said Fabrizio Casati, director of Fastweb Wholesale. 
 
And in Belgium, Proximus is also looking for greater integration of WiFi and cellular to 
support new services and user experiences, moving beyond the simplest levels of data off-
load – still all most MNOs support – and towards seamless hand-off. Proximus customers 
can connect to 930,000 WiFi hotspots and homespots in Belgium, and about 5m round the 
world, via EAP-SIM authentication. Proximus said EAP is now present in around 70% of 
smartphones and all new iOS, Android and Windows Phone 8.1 handsets. 
 
Customers with a mobile subscription are automatically connected to the WiFi network, 
while hotspot access is free to Proximus’s Internet Everywhere and Office&Go customers. 
The firm’s parent Belgacom launched Internet Everywhere in November 2011, in partner-
ship with FON, the pioneer of the homespot concept (in which a home gateway, back-
hauled by the consumer’s broadband line, has a second SSID which supports public access, 
allowing the broadband provider to extend its wireless coverage at low cost on the back of 
its existing network). 
 
Of course, the WiFi Alliance’s Hotspot 2.0/Passpoint technology for device connectivity 
and hand-off, and the Wireless Broadband Alliance’s complementary Next Generation 
Hotspot for access points, hope to be the universal standards enabling seamless authenti-
cation, roaming and cellular/WiFi handover. According to Edgar Figueroa, head of the 
WiFi Alliance, operators are now starting to move from Passpoint trials to commercial de-
ployments as more devices become certified and as roaming deals are signed. Five inter-
national operators have deployed Passpoint 2.0 and a further 25, including Deutsche Tele-
kom and Teliasonera, are trialing it. 
 
Figueroa told Mobile Europe: "Over the next 12 months there will be many roll-outs and 
technology being taken on by operators. From that point on we will see more and more 
roaming agreements. We have done a lot of work at the back end to facilitate roaming so 
that all subscriber information will be harmonized." 
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