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Evolving Systems: a radical approach
to mobile provisioning

Executive summary

In a nutshell

Evolving Systems has evolved from a conventional operational support
system (OSS) company into a champion for dynamic SIM allocation, a new
approach to mobile provisioning which could have quite radical
implications for MNOs’ business practices and cost base. Presently MNO
costs include inflated costs for warehousing SIM cards and pre-allocating
numbers (MSISDNs), potentially long before they are needed and used.

The company’s most important challenge is that it needs to capitalize on
its first-mover advantage as the market emerges, creating awareness of
the solution category at the same time as it positions itself as the most
credible supplier.

Ovum view

Evolving Systems is a small to medium-sized OSS company focused mainly but not
exclusively on mobile network operators (MNOs). Despite its relatively small size it
has a significant *hero’ product based on an innovative approach to the activation
and provisioning of new customers. There is the potential to turn this already
commercialized product into a suite of complementary solutions which could use
the same underlying technology to address separate commercial requirements for
operators.

We believe that Evolving Systems’ approach is a good one. It addresses very real
issues for the mobile industry. In particular, it offers the possibility of
industrializing what has hitherto been a rather wasteful and flabby set of
processes, which have thus far survived in the mobile industry because of business
growth and because the value inherent in each customer provided a cushion. The
explosion of growth in emerging markets, where customers are of inherently lower
monetary value, means that traditional methods of activation and provisioning are
really past their sell-by date. The long-expected advent of devices without user
interfaces — particularly machine-to-machine (M2M) industrial and consumer
devices - will also require a change to provisioning models.

The approach also makes sense from an implementation perspective. Although it
adds a new network element, it does not require any big changes to the network;
the new element (the dynamic SIM allocation platform) behaves much like an old
one, and touches network activities only once per customer.
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Evolving Systems’ strategic challenge arises from its position as the principal
advocate for the new approach. On the one hand, it has first-mover advantage; for
the moment, it owns the concept and the implementation of dynamic SIM
allocation. On the other hand, it has to educate customers about the value of this
kind of solution, as well as position itself as the most credible supplier. Effort
towards the first of these tasks is at the same time absolutely crucial and
inherently under rewarded.

SWOT analysis

Strengths

Strong financials, with solid revenue growth, no debt, and an increasing
proportion of income drawn from the more attractive license sales rather than
labor-intensive professional services.

A track record of providing industry-strength solutions to mobile and fixed
operators, and solid commercial implementations of its dynamic SIM allocation
solution with major mobile operators.

First-mover advantage - Evolving Systems is the first to really focus on a
platform to facilitate and ‘industrialize’ the process for provisioning new
customers.

Weaknesses

The business benefits for the Evolving Systems solution sit uncomfortably
across different functions - primarily operations and marketing - within
network operators. Although either could establish a case for deployment, this
is at its strongest with the buy-in of two disparate functions, making for a
complex sale process.

Evolving Systems’ first-to-market position means that it has to define the
space in which it is playing; the absence of well-defined offerings from
competitors means that the company has to work harder to turn operators’
awareness of problems with the provisioning process into a commercial
opportunity.

Opportunities

In several markets, action by regulators is driving operators towards more
efficient provisioning methodologies. Key trends are the requirement to
register prepaid users’ personal details and the introduction of charging for
MSISDN (telephone number) ranges.

The shift in subscription growth towards high-churn, low-ARPU markets will
make it more imperative for operators to industrialize the provisioning of new
customers.
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In developed markets, operators’ diminishing grip on the world of applications
and content may lead to an emphasis on enhancing the retail experience,
which Evolving Systems is well placed to support.

Threats

Dynamic SIM allocation is potentially a very big market, and Evolving Systems
cannot own it for ever. The interest shown by some bigger players such as HP,
and by comparably-sized solutions providers such as SmartTrust, suggest that
Evolving Systems’ window of opportunity will close within a few years.

Network equipment vendors may respond to pressure on their own license
revenues by renegotiating their charging principles, thus reducing the
attractiveness to operators of dynamic SIM allocation as a cost-saving
strategy.

External conditions

Competitive environment

In the provisioning systems market, Evolving competes with traditional OSS
companies such as Amdocs, Comptel, and Oracle. Its newer product lines bring it
up against a new set of competitors. In the number management space it
competes against Neustar, Syniverse, and Telcordia. In the area of dynamic SIM
allocation, the primary contenders are HP, SIM solutions vendor SmartTrust
(recently acquired by SIM card vendor G&D), and mobile value-added services
(VASs) platform vendor Pyro Group.

Network equipment vendors do not provide the same kind of solution as Evolving
Systems, but could offer a competing commercial proposition around the sale of
databases such as home location registers (HLRs) and authentication centers
(AUCs) that would reduce the demand for a more efficient provisioning
methodology.

Point of sale provisioning systems offer another alternative approach to addressing
the problem which the company’s product solves; but it is much less appropriate to
emerging markets, where SIM cards are frequently sold through informal channels
and outlets with minimal facilities — often out of a briefcase or from the back of a
bicycle.

Regulatory environment

Regulatory conditions are favorable to Evolving Systems’ proposition. In several
emerging markets, and less commonly in developed markets, regulators are
requiring that operators move away from anonymous registration of prepaid users.
This is driven largely by an anti-terrorism/security agenda (mobile devices are
frequently used in the construction of booby traps) and is only likely to increase.
Moreover, the rapid growth of mobile in some emerging markets is driving some
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regulators to either restrict the supply of telephone numbers to operators, or to
levy a charge for each number. This in turn is making operators more aware of
their processes for allocating (and withdrawing) numbers.

Customer demand

Evolving Systems’ customers are telecoms network operators. In the case of its
flagship new product, dynamic SIM allocation, the addressable market extends as
far as all the networks that utilize a SIM component - from GSM through UMTS to
LTE. Operators of the networks find themselves at a historic point in the evolution
of their own market. The wealthiest developed markets are more or less saturated,
at least in terms of personal subscriptions. Revenue per connection is either
declining or stabilized.

In earlier years the industry took certain measures to grow the market - the
introduction of prepaid as a way to address much broader customer segments than
had hitherto been the case, and the creation of a customer-centric provisioning
process aimed at fast activation. But these have created a problematic legacy.
Prepaid means that operators know little about their customers and find it hard to
develop the relationship or add new sources of revenue. The use of pre-provisioned
SIM cards made it possible for customers to walk into a store and walk out with
their phone working, but it has also made for a cumbersome, expensive, and
wasteful process. This is reaching the end of its useful life, and is hard to extend to
some of the potential growth segments - low-ARPU customers in emerging
markets, and embedded mobile devices.

Strategy

Strategic objectives

The company plans to expand the use of the dynamic SIM allocation product.
Although its successes to date have primarily been in emerging markets, it
believes the product will also be appropriate for operators in the more developed
markets of Europe and North America. Indeed, there is already one commercial
customer in a developed European market.

Strategy implementation

Evolving Systems’ go-to-market strategy is through partnership with SIM vendors
- currently Gemalto and Oberthur. There is a certain irony in this, in that one of
the potential benefits of adopting the company’s solution is a reduction in the
wastage of SIM purchases. However, most SIM vendors are desperate to escape
from being positioned as commaodity suppliers of cards, and to deepen their
relationship with operators through providing more complex and customer-facing
solutions. The fit with Evolving Systems is therefore a good one.
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Moreover, one of the benefits of Evolving Systems’ dynamic SIM allocation solution
is that it allows operators to massively increase the supply of SIM cards, whether
due to marketing demands to "flood the market" or new distribution arrangements
like embedded devices, without incurring the inventory costs of network databases
and potentially MSISDNs. Here the alignment between the interests of the solution
vendor, the SIM card supplier, and the operator is even clearer.

Customer segmentation

Evolving Systems is aware that customer motivations for its solution are varied.
Thus far, most of the operators to which it has sold the solution have been driven
by cost-reduction considerations. To date, only one has been primarily motivated
by the ability of the platform to create new customer-facing propositions, in
particular the opportunity to valorize the value of golden numbers or numbers with
a special meaning to a particular customer; however, the company believes that
existing and future customers will increasingly look at using the platform for
revenue generation.

Products and services

Product strategy

Evolving Systems sells three products to its non-US customer base (a humber
portability solution offered in the US only has been widely adopted by some of the
largest fixed and mobile carriers):

a conventional provisioning system
a number management system
the dynamic SIM allocation (DSA) system.

Of these, the latter is increasingly important and the main focus of the company’s
expectations for revenue and profit growth.

The DSA platform is a new network element. In essence it consists of a server
running a number of databases, of which the most important is a ‘First Use
Register’ — analogous to an HLR. The hardware interfaces with several other
network components, and therefore includes standard signaling cards. The
platform is illustrated in Figure 1.
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Figure 1 The dynamic SIM allocation platform
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The First Use Register behaves like an HLR, but on a once-only basis for a defined
set of SIM cards based on a preset IMSI range. When these SIMs first appear on
the network their first interaction is with the DSA platform. This enables the end-
user to provide the necessary information for provisioning, and to be activated,
and to be allocated a telephone number (MSISDN). As part of this, it may be
possible for the user to choose a number from an available range, and for them to
be charged a fee for this.

The provisioning process interacts with the network via a variety of possible
mechanisms, including USSD or a SIM Toolkit (STK) application, which allow it to
be supported on even the simplest and oldest devices, or via the Web. This process
may be entirely hidden from the customer, with no user-driven interaction
required.

Potential extensions of the product might take it beyond a first-use context - to
allow existing customers to choose a new number, for example.

Using the DSA platform allows the operator to:
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Reduce costs, by saving on “wasted entries” in the HLR and other databases,
and on an unnecessary inventory of SIM cards - the latter can be a particular
issue if cards are pre-provisioned to a particular product type or region.

Increase revenues by facilitating the sale of special numbers, and perhaps
other VASs, at the point of activation.

Pricing strategy

For a solution sale, Evolving Systems’ charges are based on three elements: a core
license fee, a support and maintenance element, and a capacity component.

Company information

Business focus

Founded in 1985, Evolving Systems is a supplier of OSS to mobile and fixed
networks. Around half of its revenues come from the sale of provisioning systems,
where it competes with other OSS suppliers such as Comptel and Amdocs.
Evolving’s focus is quite specific; it does not provide every element of the
provisioning system but concentrates on activation engines.

The company’s move into dynamic SIM allocation is shifting its focus and taking it
into a new category of activity, for which no convenient label exists. Some 56% of
orders in the current YTD are for new products, and 74% of orders are from
emerging markets.

Company size

Headquartered in Denver in the US, Evolving Systems has around 270 staff, spread
across offices in the US, UK, Germany, India, and Malaysia. The company is
publicly owned and listed on the NASDAQ Capital Market.

Acquisitions

Evolving Systems acquired UK-based Tertio in November 2004 for around $40
million, thereby obtaining an international customer base with a strong orientation
towards emerging markets. Until then it had to focus on the supply of provisioning
systems to US carriers.

Financial highlights

The company'’s financial results are comforting, with most of the key indices
pointing upwards.

Net income increased 65% in 2009 to $4.8 million from $2.9 million last year.
Earnings per share were $0.49 per basic and $0.48 per diluted share, up from
$0.30 per basic and diluted share in 2008. EBITDA in 2009 was up 28% to $8.9
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million, from $7.0 million in 2008. It was Evolving Systems’ most profitable year as
a global company.

Revenues increased to $38.2 million in 2009, up 1% from $37.8 million a year ago.
Adjusted for the change in foreign currency exchange rates, full-year revenues
increased 6% to $40.2 million. License fees and services revenues increased 6% to
$21.6 million from $20.3 million, and more than offset a decline in customer
support revenues to $16.6 million from $17.5 million a year ago. Revenue mix by
product family included $23.3 million in Activation, $12.8 million in Numbering
Solutions, and $2.1 million in Mediation.

Total costs of revenue and operating expenses declined by 7% for 2009 to $31.5
million from $33.9 million in 2008, primarily due to the effects of foreign currency
exchange transactions. Adjusted for currency changes, total expenses were up
approximately 2%.

Ovum does not endorse companies or their products. Ovum operates under an Independence
Charter. For full details please see www.ovum.com/about/charter.asp.

For full details of Ovum's citation policy, see www.ovum.com/media/citation.asp.

Whilst every care is taken to ensure the accuracy of the information contained in this
material, the facts, estimates and opinions stated are based on information and sources
which, while we believe them to be reliable, are not guaranteed. In particular, it should not
be relied upon as the sole source of reference in relation to the subject matter. No liability
can be accepted by Ovum Europe Limited, its directors or employees for any loss occasioned
to any person or entity acting or failing to act as a result of anything contained in or omitted
from the content of this material, or our conclusions as stated. The findings are Ovum's
current opinions; they are subject to change without notice. Ovum has no obligation to
update or amend the research or to let anyone know if our opinions change materially.

© Ovum 2010. Unauthorised reproduction prohibited.

90f9



	Table of Contents
	Evolving Systems: a radical approach to mobile provisioning
	Executive summary
	SWOT analysis
	External conditions
	Strategy
	Products and services
	Company information



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /FRA <>
    /ENU (Use these settings to create PDF documents with higher image resolution for improved printing quality. The PDF documents can be opened with Acrobat and Reader 5.0 and later.)
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308000200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e30593002537052376642306e753b8cea3092670059279650306b4fdd306430533068304c3067304d307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e30593002>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


