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Managed VAS model and its impact on the Telecom Sector

Written by Amit Goel and Varun Uppal

Indian mobile VAS industrys valued & more thar$1.4billion today and is forecasted to touch
$4billion in the next 5 years. This presents a huge opportunity as falling ARPUs can be
neutralized by increase in revenue from VAS. The industrypas dominated by entertainment
services such asobile music, ring back tones BRs), wallpapers and plain SMB. this

article we are however trying to evaluate the model that some of the operators are testing
out currentl y, t hkldbileoderatérsreseicoking at altsrAa®Bvés to reduce
costs and increase Return on Investment (RI&lcos such as Airtel started owdourcing the
complete IT Infrastructure, then Network Infrastructure , and now the ground is all setd
outsource complete VAS systenManaged VAS is thus the latest buzzwordhe telecom
industry today and companies are scurrying to get the first bite into it.

The complexities involved in this process are tremendous and we shall discuss them through the
course of this articlaVe shall look at hoviimanage VA® can be implemerd across the value
chain and which are the companies that have already deployed such a model.

The total market size of the Indian telecom industry is 550 million subscribers, of wRéth 2

(11 million) are high end segment, ~39% (214.5 million) aresagment and almost 59%

(324.5 million) are low end segment subscribdrs segments being defined by the Socio
Economic Classification grid. The major revenue generation from VAS generation is through
SMS which comprises of almost 44% revenues. This nhleelsigh and mid segments attractive
from the point of view of the telecom operator because poor literacy rate in India is a barrier for
the low segment which does not contribute to the revenue generation under VAS. The VAS
content thus has to be modifiemprovide for high customization to cater for the lower segment.
This entails a lot of research and capex on the part of the telecom operator. Under relmana
VAS concept the managed VAS vendakes it upon itseltto provide for high customization

ard product development. Even though the revenue model is then skewed towandsaiged
VAS vendorit results in higher ROI.

From the Indian context we shall be reviewing Bharti Airtel and its operations. As we can see
from the table above Bharti has cauied Comviva for management of its complete end to end
VAS solutions. The table below lists out the business operations of Bharti and its contracted
players:
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The model clearly illustrates the extent to which telecoeraiprs are adopting outsoungi It is not
just the support functions anymore like CRM but even outsourcing its complete IT domain to thes
players in the quest to increase profitabilManaged VAS is right on the money as wélbvious to
note are some of the challenges faced lecten operatortoday bynot following the managed VAS
model. We at Knowledgefaber list out some of these and how managed VAS can alleviate some

these problems.
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sfalling ARPUs and high plowback capital is decreasing the Return on
Investments (ROI)

*Managed VAS can increase ROI

eTelecom operators are finding it difficult to balance between creating
knowledge awareness among consumers about VAS and on the other
hand spending on fixed costs to manage and ramp up the existing
infrastructure of these services

*Managed VAS can include outsourcing of marketing activities

*Given the diversity and literacy rates in India the service has to be
modified for each location in a different language at times. This
increases expenditure and the shifts the focus of the company away
from its core business

*Managed VAS outsources the responsibility of modifying content

* Huge task of managing, monitoring VAS platforms and
services

¢ Outsourcing reduces overhead hastle

A closer look at the telecom sector value chain brings out the businesksaho@dmaged VAS
and how the outsourcing of VAS is happening across the value chain.
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A immediate fallout of this has been with a lot of M&A activity in the this space with companies
now vying to increase their service babkg. Telecom Express, @K provider of interactive

services to media companies, announced to establish a joint venture with IMImobile, a company
that specializes in mobile technologies and servig&shally telecom operators are moving

towards deploying the managed VAS modelising part of the services offered by these

players. Below is a listf some of these players:

Sr.No. Managed VAS Companies Services used
players using the
facility
Comviva Airtel Manage end to end solutions
IMImobile Jamba,MTN | Jamba - provide technical support

MTN - Deliver exclusive FIFA World Cup 2010
content to subscribers, strategic managed
VAS partnership

DaVinci Service DeliverylPii T 2 NJY u
managed services model

lw

IMImobile

<
=
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The complexities involved in the process are tremendous from the service provider point
of view and companies need to build the requisite infrastructure to deploy the Triczlel.
revenue sharing which has been skeveshtds the telecom operators will now increase

revenues for companies providing managed VAd.at 6 s a bi g advant a

providers would definitely want to sell this model

The model can be divided into 3 parts:
U Service Creation
U Content Management
U Monitoring & Reporting

Service Creationi this where all the tools required to create compelling user application is
generated. From simple text based communication to cordptexmultimedia services that
include voice, images and video.

Content Monitoring - as per the SLA the content management system should be designed to

remove complexities involved in applying such a system, to remove potential complexities and
managing miii market volume delivery of mobile content.

Monitoring & Reporting - Delivering the intelligence required to derive maximum value

System performance monitoring
Subscriber behaviour

Regi onal anal ysi s

Service |/ application use

Downl oad patterns
Revenue

Billing

Custom reports

Too Joo Joo Too Too o o Do

The three parts combine to give a complete solution through managed VAS. The solution is then
implemented by the telecom company looking for a platform. Thus we see that a lot of the
activities that the teleconompanes were doing in house azensiderably reduced. The ROI is
achievedquickly in deploying managed VASThisprovides telcos an opportunity fiacus on

their core areasf business.
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In conclusion Knowledgefaber believes that at the back of isicrgaubscriber base which is growing
at a CAGR of 65% and falling ARPUs, VAS will be one of the key revenue generating areas for

telecom operators. Also with the market now acegptinline gaming, 3G round the corner where data
services increases sigmdintly, multicountry presence of operatoYsAS services are getting
complicated to handle in house. The high customization of content in the Indian scenario is also gddin
to the woes. VAS has also become a point of differentiation among the telec@togpetho then

have to come up with innovative solutions to capture the makket. the rollout of 3G services the
VAS segment will get more complex opening up areas swatbile TV/video, fultmotion videos,
wireless teleconferencing, mufilayer onlne games, and4wommerceThis will further put pressure
on the telecom players to cater to a wider markgtreent. For this reason mobile operators are lookirng
to offloadthese responsibilities to managed VAS players to concentrate on their core business.




