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About this report 
Gerbsman Partners has continued to expand its international business model to focus 
on and develop “Domain Expertise” in the worldwide Wireless and Technology market. 
Early research has made it clear to us that three areas of significant interest stand out 
among the wireless offerings – Premium SMS, WiFi and Wireless Entertainment. This 
report is the result of a series of interviews, conversations and general research. 
Gerbsman Partners is committed to continuing its efforts in the wireless sector and is 
offering assistance in understanding, navigating, and executing business in these 
areas. 
 

Summary 
With the recent telecom crisis in mind, companies like Cisco, Nortel Networks, Lucent 
and Juniper Networks have started to see an increased order flow. Purchase orders 
from Verizon Wireless awarded Lucent and Nortel Networks with hundreds of millions 
in Network equipment sales.  Cingular’s recent purchase of AT&T Wireless, as well as 
the talk of Verizon Wireless expansion possibilities, exemplifies the long awaited 
telecom-sector cyclical upgrade activity. In this new cycle of network upgrades, a few 
technologies stand out as key growth areas, while others have reached a state of 
stagnation and consolidation.  
 
This White paper will examine three very different areas that have shown significant 
growth and thereby present real opportunities for investment, expansion, and other 
strategic opportunities. 
 
Key growth areas: 
 
- Voice over IP (VoIP) - TimeWarner, SBC South AT&T, Vonage, and Cox 

Communication are all launching VoIP services in an effort to capture part of 
the $250 billion fixed line voice market. Providers of VoIP technologies are 
highly attractive markets for both short and long term investments. 

- Mobile Messaging – As the critics are getting fewer by the day, the US SMS 
market is showing the critical “hockey-stick” growth curve. With Premium SMS 
charges and unified short codes agreed on and launched, service providers are 
finally realizing the potential and are starting to see sizable revenues. 

- Mobile Entertainment – With camera phones practically flying of the shelves, 
picture messaging is bringing real revenues right now. MMS portals and MMS 
games are in high demand by every Carrier across the United States. 
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Voice over IP – The next Telecom frontier 
Offering residential customers a Voice over IP (VoIP) alternative to traditional 
telephony is one of the most significant trends in the telecom industry today.  It 
provides new and increasing revenues and 
enables integration of services based on VoIP 
and Broadband, both currently supported by 
strong consumer trends.  
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Forecasts suggest that the total VoIP market 
will exceed US$55B by 2006, up from US$35B 
today. 
 
The move towards a pure IP access service 
network allows operators to reach customers 
with bundled services and applications. The new VoIP services deployed are primarily 
designed to reduce churn and further strengthen existing relationships. The continuing 
trend towards increased “wallet-share”, the notion of offering more of each customers 
total communication needs, are stimulating the larger participants to look for either 
strategic alliances, OEM relationships or acquisitions of strategic technology.  
 
One of the larger indicators of VoIP’s importance is the US-based fixed line operator 
SBC Communication and AT&T’s recent announcements of residential VoIP services.  
Within the last six months, International Telco’s such as British Telecom, France 
Telecom, and TeliaSonera have started to move aggressively towards a VoIP offering. 
Others, like KPN, have explicitly stated their intention to form a strategy in their 
approach and are expected to move quickly. 
 
US-based broadband and cable providers like Time Warner, Comcast and Cox 
Communication have also followed and now offer residential VoIP offerings. Cox 
Communication is the most successful so far with 700,000 subscribers. Earthlink, a 
pure-play ISP has teamed up with the independent VoIP provider Vonage to offer 
Broadband based VoIP services. Most US cable and broadband providers are expected 
to follow. 
 
Bright futures 
Cost-competitive residential and business voice solutions for existing broadband 
subscribers have proven to be an accepted and attractive offering with mass-appeal.  
Therefore, independent pure-play VoIP operators have gained strong momentum and 
have signed up tens of thousands of customers lately.  Partnerships between ISP and 
VoIP providers have started to gain real momentum and present a significant threat for 
the fixed line community.   
 
VoIP as an industry is nothing new. In fact, VoIP already accounts for a large 
percentage of the total international voice traffic, mainly through backhaul and long- 
distance providers such as iBasis and IXTC.  Forrester estimates that the VoIP market 
will capture 30% of the total residential fixed voice traffic by 2010.  
 
Progressive Mobile Operators with nearly completed conversion into packet switched 
networks are also likely to enter the VoIP market. T-Mobile’s launch of a large, 
nationwide WiFi access network makes it relatively easy for them to do so. This would 
increase the pressure on residential landline providers, but so far, landlines are far 
from being displaced. Mobile operators have taken 30% of the in-home calling volume 
but data also shows little or no growth. Similarly, mobile-only consumers have reached 
3-5%, also with little growth. Clear exceptions are Finland with 30% mobile-only 
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consumers. Recently enabled number portability might increase this number and, since 
the home calling market has seen increasing competition from the VoIP community, it 
is only a matter of time before the wireless carriers will tackle this market. 
 
Who’s who 
Cisco and Spectralink have established a solid lead in the enterprise market. IP phone 
sales have shown steady growth and are predicted to reach 39.4 million units shipped 
in 2007. 
 
A few companies have set themselves 
apart from the rest in the residential VoIP 
market. 
Vonage being the biggest gainer with 
130,000 customers since their launch a 
year and a half ago. Available in 122 cities 
in the US with expansion plans including 
Canada, Mexico, UK and Hong Kong, 
Vonage is setting their focus on the global 
market. Currently Vonage adds 5000 new 
customers each week and the rate is 
doubling each quarter. With a 60% market share according to The Yankee group, 
Vonage has quickly become the most promising VoIP-company on the market today.  
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8x8 Inc., another company that has gone through multiple incarnations, has seen 
similar growth, although at a smaller scale. The company reports 10,000 customers 
with minimal sales efforts. These numbers are quite impressive, but compared to 
187.5M wire-line subscribers and 148M wireless subscribers, VoIP is an industry in its 
infancy.  
 
Based on contract announcements with high-growth VoIP service providers, network 
suppliers like UTStarcom, Sonus Networks and Motorola together with Nortel and 
Lucent seems to be the big gainers of this trend.  

Mobile Messaging 
Premium SMS offers specific service messages based on a per message fee. With 
CTIA’s (the US mobile interest organization) decision last year to use NEUSTAR as the 
mobile short code clearing house, premium SMS on the US market has organized itself 
into a working market place with lucrative appeal and real revenue possibilities. 
 
As mentioned in earlier reports, enablers such as 724 Networks, Telenor Media 
Interactive, mBlox and Mobileway have teamed up with billing providers such as Qpass 
and iPIN to enable multi-carrier billing for third party providers. The implication of this 
is the ability to offer one messaging service using short code access numbers 
independent of the carrier to whom the customer has subscribed.  
 
US Carriers are launching broad marketing campaigns with introductory unlimited 
messaging in conjunction with NCAA March Madness, the upcoming baseball season 
etc. Similar offerings and events sparked the broad mass adoption in Europe when 
messaging took off in 2001. 
 
Market activity 
Sony Online entertainment has announced a mobile streaming music portal to be 
launched in Europe. Vodafone and its Vodafone Live have enjoyed astonishing growth 
since its launch little more than a year ago. American Idol continues to offer message-
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based voting after the 2 million or so votes it received the first season. Accuweather 
announced recently that it will offer Premium SMS service later this spring.  
 
Companies positioned for growth: 
- Mobileway: a French/ US company focusing on value added messaging and 

services with strong presence in the US market. 
- mBlox: a UK company with US presence through the purchase of MobileSys 

announced the availability of end-to-end premium mobile messaging on March 
16th. 

- Quios: a US messaging Infrastructure Company focusing on third party vendors 
looking to deploy messaging applications in addition to existing channels of 
customer communications. Strong player in mobile marketing. 

- Inphomatch: Primarily focused on inter-carrier messaging. Has started to 
renegotiate their existing relationships to also handle 3rd party content for all 
networks. 

 
Netsize is present in all European countries with a large customer base using its 3rd 
party vendor services. Collecting a healthy revenue share on services such as message 
automation, content and billing has also brought large revenues to this broad reaching, 
lean company.  As they enter the US market, a true shift has taken place. Their 
business of allocating premium SMS access numbers, content, message automation 
and billing arrangements will most likely become a success in US.  
 
Companies that can take advantage of these market conditions and offer short code 
libraries, designed premium SMS services, utilize existing events, provide marketing 
campaigns, etc will be able to profit from revenue share business models. 
 

Wireless Entertainment 
The US mobile entertainment industry is smiling. Sprint reports 100 million pictures 
sent over their network and ESPN Wireless has seen a 300% increase in license 
revenues from mobile related 
content. Disney reports 
mobile related revenues 
exceeding $50M from Japan 
alone. With 2/3 of all mobile 
youth expressing interest in 
mobile gaming, it seems to be 
a market set for an amazing 
growth curve. 
 
With the introduction of 
camera phones, 
manufacturers launched just the device customers wanted. The stunning success 
proves that customers are willing to invest in new technology. Out of the 450 million 
handsets to be sold this year, 65 million will be camera-enabled. 
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Although camera phones are clearly taking the front seat in the “must-buy” category, 
remarkably few photo-applications have reached the market. Kodak and an array of 
digital photo portals, such as Shutterfly, have started to find ways to link the mobile 
experience with the Internet means of “up load” portals for mobile pictures. The online 
community has clearly gained an advantage, but with little or no actual interactive 
applications available on the market, one can assume that some will come. You only 
have to look at what is happening within the DoCoMo service set: sharing of pictures 
for dating sites and photo of the day applications etc., are making large revenues 
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based on people’s interest to show themselves to others. In the US, Multi Media 
messaging will most likely be the “thing” for 2004. Solutions to involve more then one 
or two participants are likely to follow shortly. 

WiFi consolidations 
Since the attention has moved towards mesh networking, single node antennas are out 
of date. Current 802.11b users and new investments are moving to 802.11g leaving 
802.11a behind. Therefore, all companies that cannot join these trends will face a 
hard, uphill battle to gain traction.  
 
Predicted in our earlier reports, good antenna, server and gateway companies are 
being bought out by larger companies. Smaller companies that have been unsuccessful 
in finding a buyer will have an increasingly hard time to find a market for growth.  
 
Emerging new areas of growth reduce the interest in the recent hot beds such as WiFi 
hardware, OSS, and peripheral technologies. Since millions of dollars are invested in 
numerous companies within the same or similar fields, we believe that some of the 
WiFi newcomers must either fail, merge or become acquired. 
 
While wireless access is becoming a commodity, smaller and independent providers 
have turned their hopes to Mergers and/or Acquisitions as a possible exit strategy.  
With T-mobile leading the charge allowing users to unify bills, which include WiFi, 
cellular etc., independents are finding it increasingly hard to gain customer traction 
and revenue growth.  
 
T-Mobile reports a $13 a day ($400 a month) average over its 4,200 US hotspots. That 
hardly pays for the T1’s needed to support them. Business models based on higher 
revenue expectations will have a hard time ahead locating continued support.  Like our 
earlier reports have indicated, the hotspot providers definitely need to find other 
sources of revenue. 
 
The recent trend of WiFi wholesale and large customer account launches has made it 
very difficult to maintain and find new customers for the No. 2 or No. 3 players in each 
market segment. Despite offering great value and/or very good technologies, sales and 
growth forecasts are disappointing. As the Telecom sector has started to consolidate, 
WiFi service providers will look to be acquired by these new, larger entities that try to 
grow customer “wallet-share” by including value added services such as Hotspot 
access. 
 
Reported in our earlier market briefs, the US WiFi industry has shown signs similar to 
the dot-com frenzy. Multiple investments in one field have created an abundance of 
routers, switches, operating systems, billing systems, access points, and chip sets. 
Some acquisitions have happened with Cisco and Intel making the biggest moves on 
partnering and cash acquisitions. Smaller companies have increasingly started to see 
their vulnerability and are seeking partnerships with all large vendors.  
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Conclusions 
The US Voice over IP industry will continue to attract large investments. The landline-
side of telecom is most likely set for a radical shift. Vonage’s fast expansion and 
AT&T’s commitment to VoIP will result in large investments, acquisitions and rapid 
growth. 
 
Premium SMS will see significant growth in the US market the coming 6-12 months. 
Utilizing existing contacts and technologies will launch a new segment that will be very 
profitable. Large content providers will also grow increasingly interested in owning or 
controlling the back-end technology as well as the revenue share arrangements today 
controlled by mediators such as Mobileway, mBlox and others. We expect a wave of 
consolidation in 6-12 months after an initial period of growing revenues. 
 
Gerbsman Partners is convinced that the global WiFi industry will consolidate into 
something very different than what we see today. As the initial activity has shown, 
Cisco, Intel and others are on the lookout for successful technologies, and the No.2 
and No.3’s in each technology segment will see opportunities to exit by acquisition. 

About Gerbsman Partners 
As a result of Gerbsman Partners' 23 years of maximizing enterprise value for highly 
leveraged, under-performing, under-valued and under-capitalized companies and their 
Intellectual Property and specific domain expertise in technology related Intellectual 
Property, we have developed an established, proven and responsive distribution 
channel for our clients. Our channel reaches International and US institutional 
investors, venture capital funds, investment bankers, lawyers and accountants, as well 
as leveraging Gerbsman Partners' direct relationships with major wireless and 
technology companies.  
 
Gerbsman Partners, supported by its International Board of Intellectual Capital, has 
been involved in over $1.5 billion of transactions worldwide and has assisted in M&A, 
restructuring, licensing, partnership and capital formation strategies for numerous 
companies and their Intellectual Property. Our international business and technical 
team, which includes European and Israeli-based sales and technical personnel, looks 
forward to earning the right to be a resource to you. 
 
Please visit Gerbsman Partners updated web site www.gerbsmanpartners.com for 
additional information.  
 
Previous White Papers can be found at: 
- Premium SMS:   www.gerbsmanpartners.com/premiumsmswp.pdf 
- Wireless Entertainment:  www.gerbsmanpartners.com/entertainmentwp.pdf 
- WiFi in the US:   www.gerbsmanpartners.com/wifiwp.pdf 
- WiFi – Mergers Ahead: www.gerbsmanpartners.com/wifiwp2.pdf 
 
For additional information, please call or email: 
 

Steven R. Gerbsman 
+1 415 456 0628 
steve@gerbsmanpartners.com 

Patric Carlsson 
+1 415 244 5018 
patric@gerbsmanpartners.com 

Gunnar Ostergren 
+1 415 205 5700 
gunnar@gerbsmanpartners.com 
 

Motti Abramovitz 
+972 54 774 762 
motti@gerbsmanpartners.com 
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