STOCK WATCH

2003 YEAR OF RECOVERY'

Pete Sokoloff, MD, Peter A. Sokoloff & Co., peers into his crystal ball

determine what the stars hold for 2003.

The Billing/0OSS Index seemed to have
bottomed out in ‘August and has been
climbing very slowly through early
November. Many analysts are cautiously
bullish and expect a slow long-term
recovery, firmly tied to underlying business
principles. On a macro level for billing and
0SS companies,” positive ‘underlying
business principles’ in 2003 will mean a)
increased spending by service providers, b)
operators’ success in roll-out of new
_services, and c) more intelligent operation
of bitling and 0SS companies.

MIS spending

Capital expenditure for the nine largest
U.S. wireline companies has declined in
2002 by about 40%, down to some $40.6
billion, according to the Soundview
Technology Group. Soundview projects the
nine largest carriers’ capital expenditures
will hit $41.3 billion in 2003, up 2%.

RHK sees a rise in U.S. wireline
spending next year to $43 billion, up about
3% from its projection of $41.8 billion in
2002. Capital spending in North America in
the wireless realm, meanwhile, will
probably decline a little next year, to $17.5
billion, from $18 billion this year.

A recent report by Dataquest shows
worldwide IT spending is being led by the
telecommunications sector, which is on
pace to represent 58.4% of IT spending in
2002. Worldwide telecoms spending will
hit $1.34 trillion in 2002, up 1.9% over
2001. in 2003, telecoms spending is
expected to reach $1.45 triflion, up 7.1%
over 2002.
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“Qur forecast shows that we are
unlikely to see anything beyond normal
seasonality before the second quarter of
2003,” said George Shiffler, who tracks the
market for Dataquest. "We expect the
return to spending to begin with shorter-
term less strategic items, such as PCs,
low-end servers and infrastructure
software that can help deliver more value
out of systems and networks.”

Consensus seems to suggest that 2003
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will see very slow overall improvement in
telecoms capital spending. Mr. Shiffler’s
remark suggests that 0SS spending will be
among the first capital items to recover,
matching other analysts’ expectations.

VoP leads the way to new services

While wireless operators put 3G ptans on
hofd and struggle with creating incremen-
taliretail revenue from 2.5G, carriers have
begun to deploy packet networks as a
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means to deliver greater flexibility,
efficiencies and cost savings. VoP (Voice
over Packet) includes all forms of
packetised voice including VolP, voice over
frame relay, and voice over ATM. The near-
term growth of VoP is expected to be
driven by expense reductions created as
packet-switched voice displaces circuit-
switched voice technology.

VoP-based services will grow from less
than $13 billion in 2002 to $197 billion in
2007, according to an October 2002 report
from Insight. The company predicts that
VoP services will grow at a compounded
rate of over 72% over the forecast period.
“The ability to be profitable in voice
services is essential for the survival of
almost all telecom service providers,” says
Robert Rosenberg, President of Insight.
“Even though data exceeds voice in terms
of traffic volume, voice revenue still pays
the bills for phone companies, and will
continue to for years to come, which is
why the operational savings associated
with VoP are so important.” Insight
predicts that VoP related carrier revenues
will explode, fueled by lower operational
costs to carry a voice call along with new
service offerings such as follow-me,
unified messaging, and multimedia
communications. .

Rosenberg expects a spillover for 0SS:
"Associated expenditures on the
Operations Support Systems (0SS) used to
create and maintain VoP-based services
will also increase over the forecast period
at a compounded growth rate of 58%,
indicating heavy investment in correlation
with the phenomenal revenue growth of
VoP”

Intelligent business plans

Valuable lessons have been learned by
those vendors whe will survive in 2003 and
flourish in the long term. Serving the
customer well has always been the goal of
every company. The traditional means of
selling OSS, the upfront perpetual license
sale model, while useful to both service
provider and vendor in the short-term, has
proven to be very risky for both sides.
Despite maintenance revenues, vendors
who depend on one-time license fees, or

fees tied only to growth in subscribers,
remain at high risk of insolvency during
bad times. A billing or MIS manager's
nightmare has to be the demise of his
software vendor.

The 0SS business appears to be
headed for a glacial shift away from one-
time license fees to term licenses and
outsourcing. The partnership between

provider and vendor can only be sustained
if both parties continue to make money; a
vendor model whose revenues are mostly
recurring is the surest means to a healthy
long-term relationship.

Vendors who ignore providers' needs
for rapid return on investment are at peril
of becoming dinosaurs. An 0SS vendor
who cannot clearly justify its existence in
dollars and cents cannot communicate a
compelling reason for operator expendi-
ture. This simple fact became obscured
during the wild spending days of the past.
An intelligent vendor business plan
insists this standard be met and exceed-
ed.

Recurring revenues, return on invest-
ment and intelligent business manage-
ment will continue to be the hallmarks of
both today and tomorrow’s successful
billing and 0SS vendor. ®
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