Billing & 0SS Finance Newsletter

Theinformation in this newsletter is provided strictly for informational purposes to Billing & OSS industry
M ar ch 2006 senior executives. Sokoloff & Co. makes no representations as to its accuracy. Sokoloff & Co. does not advise
public investors; therefore this information should not be used for investing purposes.
WEe€' re Back (Aga] n)! enjoyed the fallout from the Internet driven

Our last ‘quarterly’ hard copy newsletter
was published two yearsago. Like many
of our colleaguesin Billing & OSS

(* BOSS’), downtrending mar ket
conditions during 2001-2003 took a toll
and our firm economized, dropping this
newsletter out of regular production.

We never |eft the industry and continued to
close significant Billing & OSS
transactions every year. We also
continued to provide coverage of the
industry via weekly e-news|etters.

The industry stabilized and returned to
growth in 2004. The players left standing
are generally wiser, stronger and
providing better serviceto their customers.
We're proud to include ourselvesin this
list!

I ndustry Financial Health

Sokoloff & Co. completed itsfirst two
BOSS transactionsin 1998. Our initial
newsletter wasin January 1999. Theair
was alive with excitement as BOSS

VolumeVIl, Issuel

market. Valueswerein the stratosphere.
In January ‘99 our top ranked company
was LHS Group, with amulti-billion
dollar market cap which equated to almost
19x revenue!

Asthe markets went into high gear in the
Spring of 1999, our second newsl etter
ranked newly minted IPO Portal Software
at the top of the pack, trading at an
unbelievable 127x trailing revenue!
Amdaocs, the industry revenue leader, was
trading at a“measly” 11X revenue.

Throughout 1999, values held and other
newly minted |POs arrived, each one
turning in incredible revenue multiples.
MetaSolv at 38x, Lightbridge at 35X,
Daleen at 28x.

There have been many stories written

about the Bubble. But there were real
business dynamics at work aswell. Each
quarter brought news of accelerating BOSS
industry revenue growth. From 30%
growth in Q1 of ‘99 to 50% growth by Q4,
we crossed our fingers and hoped it would
never end.

Billing & OSS Public Companies

5 Year Revenue Trend 2001-2005
(billions)

Of courseit did. Thetelecom
industry entered a nuclear winter
as carriers worldwide slashed
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cap ex budgets. We thought
that, because so much software
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the pain. During 2000 and the
first part of 2001 growth slowed.

And by mid-2001, the industry
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which finally ended with a
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Enterprise Value to Sales (EVS)

“A valuation measure that compares the enter-
prise value of a company (computed as the
market capitalization plus debt and preferred
shares less cash and cash equivalents) to the
company's sales. EV/sales gives investors an
idea of how much it costs to buy the com-
pany's sales. This measure is an expansion of
the price-to-sales valuation, which uses mar-
ket capitalization instead of enterprise

value. EV/sales is seen as more accurate
because market capitalization does not take
into account the amount of debt a company
has, which needs to be paid back at some
point. Generally the lower the EV/sales the
more attractive or undervalued the company is
seen.

The EV/sales measure can be slightly deceiv-
ing: a high EV/Sales is not always a bad thing
as it can be a sign that investors believe the
future sales will greatly increase. And a lower
EV/sales can signal that the future sales pros-
pects are not very attractive. It is important to
compare the measure to that of other compa-
nies in the industry, and look deeper into the
company you are analyzing.”

From: www.investopedia.com

2004 was ayear of hope, with industry
revenues rebounding by 20%. The gains
made held in 2005. Q4 2005 aver age
growth (over Q4 2004) was a
comfortable 11.5%.

Sokoloff Rankings

Over the years, we publish alisting of
public companies that participate in the
BOSS industry. You can seeacurrent list
on the back page of this newsletter. We
rank these companies based upon their
“EVS’ (EnterpriseValueto Sales, see
box). At its peak, just before the bubble
burst in March 2000, the median revenue
multiple for BOSS companies was 7.12.

(Continued on page 2)
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(Continued from page 1)

The high flyers pushed the average
multiple upto 11.21.

In March 2006, the median is 1.73x and
the averageis 1.91x. Inthetop spot, is
Comver se Technology (symbol, CMVT),
with amultiple of 3.58. CMVT isthekind
of company investors love...alarge cap
that has shown consistently strong growth
for the last 8 quarters (Q4 growth was
21.8%). Thisrepresents agreat recovery
after seeing revenues crash by 50% during
the awful time between 2001 and
2003.

This notice appears as a matter of record only.

BS

Has acquired the EDS subsidiary

Are BOSS companies currently
undervalued? Perhaps. This past
December, | BM agreed to acquire
Micromuse (M USE) for an EVS
of 4.5x. Thiswas a 38% premium
over MUSE s EVS of about
3.25x.

BOSS isasubset of the Business
Softwar e and Ser vices Sector ,
which has an average P/E of 34.7.
The average P/E for BOSS is
25.4. BOSS trades at a discount
of 36% from the overall sector.

The Internet: Hero or
Villain?

Recently, | served as a judge for a
regional Lion’s Club High School
Soeech Competition. The theme was:
“Internet, Hero or Villain?". Three
of the four student speakers spoke in
glowing terms about freedom of
expression, with only passing
reference to a villainous downside .
One student, however, made the case
that lack of restrictions on the
Internet contribute to considerable
societal problems. Considering that today’s
high school students may well become the
generation that has to confront regulating the
Internet, | thought our readers might
appreciate some insights provided by High
School Senior, Angela Bilog. -Pete Sokol off

By Angela Bilog

Imagine a place where everyone in
the entire world could meet. Everything that
wanted to be said could be heard and
everything that others wanted to show could be
seen. Despite any distance, everyone could
communicate with each other in a matter of
seconds.

It was not until the brink of the twenty first
century that this place became a popular reality-
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-the Internet. Itsfacetsare endless. In
approximately one hour, | can check my email,
talk to my cousin in the Philippines through
instant messaging, play a game of poker, shop
online for my prom dress, see what’s on the
front page of the L.A. Times, and begin
research for my senior thesis paper. | can only
imagine how different my life would beiif |
were in high school just ten years ago without
this time-saving and resourceful tool. In
addition, the Internet is open to all ages. This
offers every person the freedom to share with
and receive from the world any information
they desire.
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However, with the popularity of the I nternet
comesitsabuse. For most teenagerslike
myself, going “online’ has become embedded
in daily routines, perhaps more than it should
be. | have wasted countless hours chatting
onlinewhile | could be living asocia life. My
friends and | have turned into criminals by
illegally downloading music and | have
witnessed the exploitation of my own peers
through scandal ous pictures of them posted on
the web.

Teenagers are not the only ones abusing the
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“Many students grab at the
chanceto plagiarize work from the
I nternet and risk expulsion.”

Internet. The Internet hasalso been
responsible for cultivating a new breed of
sexual assault and harassment: online
predators. Most importantly, children of all
ages can be victims of these heinous crimes.
Though the Internet has definitely proven itself
to be one of the world’s most efficient sources
of information and means of communication,
one must look at the other colors of this
spectrum. Surely, something cannot be entirely
heroic if it isequally as deleterious. The
Internet’s culpability in breaking copyright
laws, destroying others' property through
viruses, ingtilling indolence in students, and
outrageously portraying sexuality
are all characteristic of one of the
most powerful villains of the twenty
first century.

The first instance in which the
Internet executesitsrole asavillain
isthrough itsfunction as a
technological device. Any Internet
user is familiar with the destructive
effects of viruses. | vividly
remember the new flat screen
computer | received for my eighth
grade graduation, completely
destroyed a month later from simply
opening an email-virus. |, and so
many other millions of Americans,
have had to pay hundreds of dollars
for repairs or even new computers,
all at the expense of criminals
enjoyment and entertainment. Along
with the physical damage, the
Internet also serves as an
incriminating device. Thisisdone
through file sharing, or the illegal
downloading of music files. Though
it creates theillusion of easily
obtaining free music, itisaviolation
of copyright laws and a robbery of
music artists' money. Those who
work for record label companies
behind the scenes and who are not
necessarily famous are harmed as
well.

The Internet’ s villainous sting may take the
form of the Recording Industry of America’s
hundreds of lawsuits against those who illegally
download. Despite the Internet’s quick and free
way to obtain music, it has caused people of all
agesto pay up to $150,000 in fines--even
targeting a twelve year old from New Y ork who
claimed, “I just wanted to listen to music.” It
seems quite obvious that the Internet has
bypassed its role as a simple technol ogical
device. The Internet has turned innocent people
into paying hundreds for unnecessary damages,
removed wages from the music industry, and
has coerced people of all agesinto the
controversy that isfile sharing.

Along with the technical and harmful
dimensions of the Internet isits effect on daily
life. For example, teenagers like me have come
to rely on the Internet for fast resources for



research papers and last minute study guides.
Days before final exams, print-outs from
Sparknotes.com, famous for their free chapter-
by -chapter plot summaries, are popular to see
around campus for last minute cramming.

Many students grab at the chance to plagiarize
work from the Internet and risk expulsion.
Thus the Internet hasinstigated and
contributed to a sense of indolence and
laziness in today’ s high school students. |
admit that | have come to rely on the Internet to
do research rather than go to alibrary and spend
time looking at books.

Hasthe Internet become an attempt to
sabotage a teenager’ s ability to smply work
hard? Such dependence has been transformed
into dire forms of addiction. A perfect example
of thiswaswhen | finally got the Internet at the
age of thirteen. | was excited to communicate
with my friendsin such anovel, different, and
continuousway. However, all | can remember
was staying home all day, chatting away
nonsense to my classmates, even rushing
through meals so | could hop back on to the
computer. My friendsand | would even
compete to see who could stay online the
longest (our record was six hours straight).

Thelnternet isa breeding ground for
varioustypes of addiction. While of less
concern than addiction, the Internet has also
contributed to a malaise of laziness, inactivity
and dependence on material things. Itisfor
these reasons that the Internet continuesitsrole
as the villain by robbing many people of almost
al humanity, leaving some as mindless bodies
to stare listlessly at the computer screen all day.

The Internet has played itsrole as a deceiving
technical culprit and as alazy aternative for
human interaction. Moreover, the Internet is
even more villainous for teenagers due to the
vast amount of body exploitation on the web.
On the infamous networking website
Myspace.com, it is not uncommon to see girls
baring their midriffs for publicized comments
or compliments from friends and even
strangers. Another example of this highly
popular online culture of Myspace isthe
necessity to add “friends’ who are other
Myspace members. This means adding
strangers to increase the number of “friends.”

Websites such as Myspace and online journals,
also called “blogs,” can be used constructively
to keep in touch with friends and express
individuality. A dark side of thisisthat there
are many teenage girls who post provocative
photos of themselves on the Internet, exposing
asense of insecurity with their own body image
and popularity. Using the Internet to gain
confidence and acceptance from others may
even be a cause for disorders such as anorexia,
bulimia and over-exercising or dieting.

The amount of body exploitation on the Internet
goes hand in hand with the insurmountable
amount of pornography, open for all agesto

“The Internet’ soriginal intent of
connecting people all over the
world has gone haywire. It has
proven to be a device that allows
teenage girlsto advertise them-
selves asjail bait, displaying a
crude imagery of sexuality for all
to see, and breeding more
criminalsto harm others.”

view. | vividly remember doing research on the
white house in the eighth grade. A simple
change from “whitehouse.gov” to
“whitehouse.com” led me to a most distasteful
porn website and pop -up advertisements. Keep
inmind | was only thirteen, and with an
accidental click of the mouse, in one second, |
entered the gruesome world of pornography. If
| was able to see this so easily, it is a shocking
realization to know that younger children as
well as adults are easily entrapped in the world
of online pornography. The vast amount of
pornography online only delineates the crude
sense of humor and entertainment of today’s
society, also implicating a sense of less
dignified morals. Most of my male friends
admitted that downloading pornography on a
daily basis was “ something that guys just do,”
even putting it on iPods and watching it during
class.

Responding to sexual exploitation on the
Internet are hundreds of anonymous sexual
predators. These predatorslook at websites
such as Myspace or chat forums to find and talk
to victims like young children. The harassment
that occurs online through chatting can easily
be transferred to real life. Recently a freshman
from Bravo High School in Los Angeleswas
raped and murdered by a man she agreed to
meet from Myspace.

The Internet’ s original intent of connecting
people al over the world has gone haywire. It
has proven to be a device that allows teenage
girlsto advertise themselves asjail bait,
displaying a crude imagery of sexuality for all
to see, and breeding more criminals to harm
others. Surely, thisisno heroic or saving act
for our society, but avillainous and tragic
downfall.

Hence, the Internet walks avery fineline
between productive and destructive. Must a
device that is meant to provide communication
among all people aso link everyone to harmful
viruses and to the fad of illegal file sharing?
Has the net become a fast and efficient resource
tool or ashoddy alternative to getting work and
studying done? Doesthe Internet serve asa
harmless multi purpose entertainment device or
onethat is dangerously addicting? Finaly, is
the Internet a place where people can meet and
learn about one another, or isit aforum
infiltrated with distorted views of sexuality,
stimulating sexual predators as its audience?

Surely, a hero would not deliver so much pain
and risk in addition to the benefit.

So many others and | have fallen into the
Internet’ straps of addiction. New Year's
resolutions every year of “lessonline time”
become futile. The Internet, like any other
possession in the world, must be used in away
that is not destructive to society. Itis parents
and al citizens' responsibility to not let the
Internet’ s flaws become the accepted norms.

Despite the mounting controversy surrounding
the Internet, it continues to grow as people find
even more convenient uses for it-- from grocery
shopping to driving directions. Ultimatelyitis
individual actionsthat determineif the
Internet is serving as a heroic development or
avillainousinstigator. Asavillain, its
consequences are most severe. It attacks
humansin subtle and awful ways. Beyond the
worst of the news stories, it can demand
obedience and time and rob one’ s dignity.

From my perspective, the sad part of thistruth
isthe fact that so many of us are addicted to the
Internet - taken in by its notorious parts, with
more victims being tallied every single day.

Angela Bilog was born in the Philippines and
moved to the USat the
ageof one. Sheis
currently a Senior at
Holy Family Girls
High School in
Glendale, CA. Sheis
on the Dean’s List
Gold (for 3.8 GPA or
higher), Who's Who
among American High
School Sudents, and -
ranks number onein

her class of 72. Her future goal isto attend
NYU or USC and to magjor in Journalismwith a
minor in Spanish or Psychology.

For timely financial information,
including an archive of M&A
Transaction Case Histories, visit:

www.sokoloffco.com

Contact Sokoloff & Co.
Please contact Mark
Schwartz, Managing Director of
New Business Development for
a confidential consultation
about your company’s merger
and acquisition needs,
(818) 547-4500.

“Always do right. This will
gratify some people and

astonish the rest.”
- Mark Twain (1901)
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