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Telecom industry does not have pricing power

Subex, an operations and business
support systems firm servicing tel-
comcompanies, isoneof India’smost
successful softfware product compa-
nies. The firm is looking at 20% top
line growth and EBIDTA of over
35%. Subash Menon, founder-
chairman, managing director &
CEQO tells FE’s Goutam Das on how
the firm plans to profit from the pre-
vailing business climate.

Indian IT service providers have
struggled to raise revenues from
the telecom sector. Why isitso?
Thetelecom industryhasgotcom-
moditised quite significantly. This
meansitdoesnothave pricingpower.
There are headwinds such as more
competition and demands for band-
width and better quality from sub-
scribers. It is a difficult scenario. It

has to provide much more and when
youdothat, costs goup. Telecom com-
panies have to strike a fine balance
between costs and offerings. The rea-
son some of the IT services compa-
nies are facing issues is because tel-
cos are not looking at systems
upgradation such as ERP packages
or billing systems. They are looking
atimprovingtheiroperations. That's
wherewecomein.

How conducive is the current en-
vironment for Subex?

We don't expect the environment
tochange in the near future because
commoditisation is not going to go
away. If telcos have to make profits,
they need to control costs and im-
prove their operational efficiency.
That'’s the sweet spot for us. Our of-
ferings in the operating expenditure

segment (opex) help them improve
operations. Managed services are
very attractive for telcos. We are see-
ing good traction in revenue oera-
tions centre (ROC) and managed ser-
vices - the two key offerings we are
pushingextensively now. Thishasre-
sulted inmuchlargerorder intakein
the past couple of quarters. I would
say that the business climate has im-
proved significantly for us.

Are vou expecting the operating
expenditure part of your rev-
enues to grow significantly faster
given the aversion towards soft-
ware licensing expenses?

That's been happening. Percent-
age growth is faster in operating ex-
penditure segment, but in absolute
terms, it is much lower. For opex to
eclipse license revenues will take a
long time. Last quarter, licensing
formed 50% of the sales whereas the
managedservicesmixwasat16-17%.
In FY10, 10% of the revenues were
frommanaged services.

Will the Software as a Service
(SaaS) model work in the telcom?
Managed services are close to a
cloud model. However, it is specific
foracustomer.Inmanagedservices,
we implement thesolution in aset of

servers in a public datacentre dedi-
cated for the customer from which
data can be uploaded or down-
loaded. We do have ROC in a cloud
format for one application - fraud.
Customers here pay on a monthly
basis. The uptake is not much. One
issue is data privacy and telcos look
for specific solutions.

With newsolutions, has your total
available market expanded?
There is no proper estimate of the
managed services opportunity.
There are no comparative platforms
for ROC and no market statistics are

~ available to determine where oppor-

tunities lie. It is a virgin market. We

believe that the market is quite sig--
nificant between ROC and managed

services.It would behigher than $500

million if youlook at the potential.



