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Executive Summary
Omantel has historically been a technology follower.  By avoiding significant investment in leading-edge technology, Omantel has been able to carefully extend and improve services with proven technologies.  Electronic payment alternatives have proven to be attractive to customers and financially sound telecom investments.  The introduction of ePayments for our prepaid mobile customers represents a first, cautious step for Omantel into eCommerce activities.  With a large customer base and a dominant position within a rapidly expanding market, the introduction of automatic refills for prepaid mobile services represents a sound opportunity.  Financially, the 10% revenue cost currently outsourced for the manufacture and distribution of refill cards represents a huge (6.6 million OR) loss to the company.  Recapturing even a small portion of this revenue can make a profound positive impact on corporate cash flow.
Using independent market data from Pyramid Research, a financial analysis of the proposed ePayment project reveals potential lucrative returns under quite conservative modeling parameters.  Furthermore, the project offers Omantel the opportunity to position the enterprise firmly in the eCommerce marketplace with its inherent first mover benefits.  From this position of strength, Omantel will have the ability to pick and choose new initiatives and expand its market presence.  In particular, the payment gateway required for this project offers flexible capabilities that enable Omantel to extend its reach inwardly, (telecommunications bill presentment and payment) and outwardly (utility bill presentment and payments) into new private and governmental markets.

This ePayment project is smart.  In the short-term, it captures "lost" revenue today.  Strategically, it positions Omantel in a new market that offers new service revenue opportunities outside the company's traditional core business.  Moreover, Omantel has the infrastructure, the technical expertise and the project management experience required to turn this proposal into a lucrative adventure.
Project Objective:  

Introduce electronic payment channels for prepaid mobile customers; an electronic payment channel would provide enhanced customer value while significantly reducing the manufacturing and distribution costs associated with the current plastic scratch cards.
Opportunity Description

Introduce electronic payment channels to allow mobile customers currently using prepaid plastic scratch cards to refill their subscriptions automatically by simply dialing a predetermined telephone number.  Payments for mobile refills will be deducted through real-time credit card transactions and/or through the creation of a stored value account. There will be no need to purchase scratch cards through retail outlets; the transaction can be handled electronically.  Omantel will save 10% of the value of the transaction: 9% commission to retailers, and 1% manufacturing and distribution costs for the currently utilized plastic refill cards.

Business Drivers

Customer Value

The demand for prepaid mobile services has exploded.  Prepaid mobile customers have grown from approximately 277,000 to 398,000, a growth rate of 40%.  Prepaid revenues have almost doubled from 33.3 million OR to 66 million OR.  Customers have found that mobile prepaid services are much more convenient than mobile subscription services. Prepaid mobile services require minimal paperwork; one visit to a Customer Service Center (CSC) activates the account.  There is no requirement for large security escrows; for customers pay for wireless service as needed. The pay-as-you-go model allows customers to better manage their telecommunications budget; there are no monthly telecommunications bill surprises.

Omantel Cost Reduction

The growth and customer acceptance of prepaid mobile services is also attractive to Omantel.  Prepaid accounts have reduced the costs of service disruptions generated by slow or late subscription payments.  Prepaid mobile tariffs are higher than their postpaid cousin.  This benefit, however, is somewhat offset by the additional manufacturing and distribution costs for service refill plastic cards (“Hayyak”).  Retail commission payments and the overhead required for manufacturing and distribution of Hayyak cards is approximately 10%.  Considering the growth and acceptance of Hayyak service, reducing the overall costs for Hayyak service would create significant savings for Omantel.

Process Enhancement Benefits

Hayyak cards can be purchased at variety of retail locations.  The customer pays a fixed fee, (2 OMR, 5 OMR or 10 OMR), for the refill card.  The card contains a hidden (“scratch”) 14-digit number that appends the value of the card to the existing prepaid account.  This “refill” process requires the customer to dial a dedicated telephone number and follow detailed IVR instructions for inputting of the 14-digit refill number.  If Omantel can provide the customer with the 14-digit refill number electronically, there would be no need for the customer to visit retail outlets; this would save Omantel the current manual costs of managing business processes for retail commissions and Hayyak manufacturing.  The customer would also benefit: for electronic refill numbers would eliminate the need of the customer to visit refill outlets for service renewal.  Depending upon the sophistication of the electronic payment solution, there could be additional customer value created.

Political Benefits

The government of Oman has established a national board of experts to promote and facilitate the development of a “Digital Society” within Oman.  Digital cash, e-Payments and e-Government are important pieces of the national IT policy.  Introducing electronic payments for prepaid Omantel customers would align Omantel with government policy.  The government of Oman is the largest single employer in the Sultanate---and a major customer of Omantel.  Introducing electronic payments would reap intangible political benefits; for it would represent an important advancement in e-Commerce growth.

Sizes and Trends
The telecommunications market for mobile services continues to explode in the Middle East and in Oman.  Mobile subscribers have grown from 125,000 to 240,000 in 5 years.  Since introduced as a service in 2002, prepaid mobile customers have reached almost 400,000 customers.  The growth rate for mobile telecommunications far exceeds the average 4.0% national GDP growth rate for the last five years.  Despite this strong mobile service growth, Oman mobile penetration (28%) remains the lowest of all Gulf countries.  Analysts predict continued strong growth; customers should double in the next five years achieving a mobile penetration rate of (58%).  Moreover, the benchmark metric for the industry, revenue per user (RPU) remains low for the region.  The introduction of new e-Services should drive RPU upwards in Oman.

Project Description

Leveraging electronic payments for prepaid mobile subscribers is predominately an information technology project.  Omantel would have to procure an “electronic payment gateway” to handle credit cards transactions.  Credit card transactions are handled by acquiring banks.  Fortunately, there are two banks in Oman certified by MasterCard and Visa for electronic payments, BankMuscat and the Oman International Bank (OIB).  Since the acquiring bank receives a percentage (1.5%) of the credit card transaction value, either bank would be financially motivated to support the project.  Electronic payments can be handled in real-time or as a batch process using stored values within the gateway.  Under either scenario, the customer would call a specific “refill telephone number”, authorize payment and receive a mobile Short Message Service (SMS) text datagram with the 14-digit refill code.  Once received, the 14-digit code can be used to refill the prepaid mobile account in the conventional manner, e.g. dial the fixed refill number.

Omantel Background

The Omantel Telecommunications Company (“Omantel”) is a semi-private, (80% government-owned), national telecommunications provider for the Middle East country of Oman.  The, then government, organization began in 1877 with the laying of a telegraph cable between the cities of Muscat and Aden (Yemen).  In July 1999, the Sultan of Oman signed an official decree that transformed the government Ministry of General Telecommunications Organization (GTO) into the Oman Telecommunications Company (Omantel), a private joint stock company.  Omantel provides fixed-line service for over 230,000 customers.  Mobile prepaid and postpaid subscriptions exceed 600,000.  Internet service reaches 50,000 subscribers.  Omantel revenues for 2003 for approximately 200, 000 OMR
; this created an after tax profit of over 97,000 OR.  The organization employs approximately 2,200 people, most of which are stationed at their national headquarters in Muscat, Oman.  The company is company is composed of 1980 Oman nationals; the remaining 220 employees are foreign workers, predominately from the Asian subcontinent----Indians, Pakistanis and Sri Lankans.  A small portion of the expatriate workforce is composed of American and European experts who are engaged through “special contracts” that allow the company to recruit exceptional business and technology talent that requires compensation that exceeds normal corporate guidelines.  Omantel also contracts with a wide variety of third-party service organizations to manage and operate their vast telecommunications network.

The organization is divided into business units:  the Networks Systems and Informatics (NS&I) business unit supports fixed line business and Internet services.  The Mobile business unit handles GSM wireless communications.  Various corporate offices provide guidance and support activities for the two business units.  
Vision Statement

“To be highly innovative telecommunications company.”

Mission Statement

“Provide high quality Telecommunications services at reasonable prices, through effective teamwork, in order to satisfy the needs of our valued customers”
Corporate Goals

· Become a highly innovative telecommunications company

· Provide high quality telecommunications services.

· Have highly efficient, well trained and qualified workforce.

· Maximize shareholder value.

Legal name

Oman Telecommunications Company (S.A.O.C.) operates as a telecommunications provider for the Sultanate of Oman under the Articles of Association granted by the Telecommunications Regulatory Authority (TRA) of Oman.
Location

Omantel is the national telecommunications provider for the Sultanate of Oman.  The corporate headquarters is Muscat, the capital of the country.  The company has customer service offices in all seven districts and regions.  Selected services and bill payments are also available at the counters at local banks.  Refills for prepaid services can be purchased at hundreds of retail outlets throughout Oman.
Company Maturity

Omantel is a company in transition; the corporation has characteristics of a government agency, on one hand, and a private enterprise on the other.  Since earlier privatization activities have been lengthy and the results below expectations; Omantel enters a liberalized telecommunications market, albeit a managed one, with an acute sense of urgency.  Under the weight of its ministerial legacy, the company is handicapped with an unresponsive organizational structure and ineffective business processes.  The company's direction is fluid.  Like the tides, it sometimes pulled backward by government bureaucrats unable to comprehend the meaning of privatization; other times it pushed forward by the gathering threat of telecommunications competition.  Of course the company is highly profitable, but competition will reduce, if not eliminate, the current monopolistic margins.

Regulatory & Legal Overview

Telecommunications in Oman is regulated by the Telecommunications Regulatory Authority (TRA).  The TRA was formed by Royal Decree in the year 2002.
TRA is a body corporate which regulates the establishment, operation and maintenance of telecommunications services in the Sultanate. It balances the needs and interests of telecommunications service providers and subscribers, ensuring that consumers receive high-quality telecommunications services at affordable prices.  
Omantel Telecommunications Services
· Fixed Lines- Landline subscriptions

· Payphones

· Prepaid Long Distance Calling Cards

· GSM Mobile subscriptions

· Prepaid GSM mobile Calling Cards

· Internet subscriptions

· Prepaid Internet access cards

Milestones achieved to date

1877 – First service:  telegraph services between Muscat, Oman and Aden, Yemen

1952 – First analogue telephone exchange supporting 100 fixed lines.

1977 – Television service introduced nationwide

1981 – First international telephone service

1985 – First mobile service introduced

1996 – GSM mobile service introduced

1997 – Internet service introduced

1999 – Omantel becomes a semi-private corporation

2003 – Mobile market liberalization announced

2003 – License for second mobile provider awarded.
Target Market: Mobile Prepaid Customer Segment

Geography

Oman is located on tip of the Persian Gulf on the Arabian Peninsula. Oman is a small country about the size of Virginia.  Oman is has a varied geography:  beaches, deserts and mountains.  Of particular importance to a telecommunications provider are the rugged mountains that divide the country into several distinct regions and climates.  The distinct mountainous geography makes the cost of wired infrastructure investments significantly higher than in the rest of the Middle East.  For that reason, less expensive wireless communications have become the favorite channel for voice and data exchanges.
Demographics
The government of Oman conducted a census in 2003; the population of the country is approximately 2.3 million, of which, 1.7 million are Omani nationals.  The remaining population represents foreign workers.  The population growth rate 1.84% is high by Western standards, but lower than most Gulf States.  The government is by far the largest employer in the country, providing employment for over 114,000 nationals.  The entire private sector collectively employs only 104,000 nationals.  Much of the economy, therefore, is driven by government expenditure.  Most government income is derived from oil and natural gas exports.  The GDP for 2003 was $21.1 billion (USD); this equates to a GDP per capita of approximately $8,000 (USD).  GDP growth for 2003 was a mere 1.1%---even with high oil prices.  

Lifestyle
The countries of the Arabian Peninsular remain caught in a tug-of-war between traditional values and Western-influenced modernization.  It is not unusual to see nationals living in a tent in the desert containing satellite TV and other wireless technologies.  The juxtaposition of old and new is on display everywhere.  Family ties and tribal alliances dominate the social structure.  Age and experience remains in high esteem.  Without access to modern technology until recently, the Arab culture is quite personal, built upon conversation and robust relationships.  The cultural need for verbal communication, and the harsh geography of the region which tends to divide, has created a cultural affinity for wireless communications.  Mobile growth remains spectacular.  It is the right technology for the region.

Purchasing patterns

Commerce in the Gulf States emerged through caravans.  Deliveries were infrequent and slow.  Excepting the coastal cities, crafting goods far exceeded the manufacturing of goods.  The movement of time in the Middle East is governed by prayer calls, not the beat of a clock.  Buying, selling and trading are important social events.  In Oman, small family-owned businesses still dominate the landscape.  This fact enhances the social context for purchases.  Commercial relationships are cultivated with the expectation of continued sales.  Satisfying the customer needs for service as well as merchandise thus remains the critical factor in commercial success.  
Buying sensitivities 

Everything is negotiable in the Middle East; haggling over price is expected and actually encouraged.  Since product choices are limited, most vendors carry the same items.  With multiple vendor choices and little product differentiation, price and social relationships determine sales.  In the souk context, the buyer welds significant power in the commercial relationship.

As monopoly, Omantel inverts the traditional Middle East power balance in the buyer-seller relationship.  High prices are supported with questionable service levels.  Unfortunately for Omantel, its monopolistic position in mobile services will end with market liberalization.  Even under the conditions of managed competition, Omantel will be forced to transform its operations or face a significant loss of market share.  The traditional buyer-seller relationship will return to dominate the telecommunications market in Oman.

Market Trends in the Middle East Region

Entrance into the World Trade Organization (WTO) has proven to be a strong driver of privatization and market liberalization in the Middle East, especially in the telecommunications sector.  Kuwait, Saudi Arabia, the UAE and Bahrain now have second providers for mobile services.  The remaining Gulf States will soon follow.  Although the telecommunications markets are regulated and managed to protect national carriers, throughout the Gulf telecommunications infrastructures are expanding and modernizing in response to easing of restrictions on foreign entry and increased liberalization.  Moreover, the governments of the Gulf States are beginning to recognize that telecommunications development is a critical component in sustained economic growth.  And a viable private sector is necessary to reduce the Gulf States dependency on oil exports for income.

Of the Gulf States, Oman ranks at the bottom in mobile penetration with a penetration rate of only 23%.  Every other Gulf State has a mobile penetration rate of between 63% and 74%.  These figures show that even with the introduction of a second mobile provider, Omantel has significant opportunities to expand its mobile services.  Omantel certainly has an opportunity to double its mobile revenues over the next five years.

Industry Analysis and Trends

Overview: the Global Perspective
The global telecommunications market is emerging from a downturn created by irrational expansion and investment in the latter part of the twentieth-century.  Unrealized expectations from broadband investment created an oversupply of bandwidth availability that drove prices downward.  Many telecommunications providers failed or were absorbed through mergers and acquisitions.  Survivors have reacted to the revenue loss through downsizing and attempted to gain process efficiencies through reengineering efforts.  In the Western democracies, near one-hundred percent telecommunications market penetration has forced providers to look for new value services.  In mature markets, enterprise growth can only be achieved by increasing revenue per user (RPU), the key metric in the industry.  

Electronic payments has emerged has an attractive source for new revenue opportunities.  Banks and telecommunications providers are creating partnerships and alliances to exploit these value opportunities.  By leveraging the network infrastructure of providers and bank transactional services, these strategic shared ventures are providing convenient electronic substitutes for traditional bill payment and Point-of-Sale (POS) transactions.  The impact of electronic transactions is being felt worldwide.  For example, in the Far East, infrared proximity payments have emerged as leading technology for revenue growth.  Using a variety of wireless sensors, mobile telephones with e-Cash functionality are being used as substitute for traditional POS transactions.  Another example:  the demand for real-time digital services and products has created a worldwide demand for both mobile and Internet electronic payments.  Instant satisfaction is achieved through real-time e-Transactions. Electronic transactions require payment gateways that seamlessly link the user, the merchant, the network provider and the financial service providers into a digital commercial system.  Secure software is needed for Internet transactions.  Manufacturers of mobile devices must introduce strong encryption capabilities to support trusted wireless payments.  The telecoms network infrastructure must provide secure and reliable transmission capabilities.  And banks must reengineer back-office systems to support on-demand transactions.  Fortunately, new technologies for electronic payments are emerging each day.  New mobile technologies, GPRS and 3G standards, have been designed to facilitate new digital and financial services.  In short, electronic transactions represent the best opportunities for telecommunications providers to increase customer RPU.

Overview: the Regional and National Perspective

Unlike the Western democracies, growth in the Middle East in general and in Oman in particular, is still being driven by the need for basic connectivity services.  Analysts
 predict that both landline and wireless market saturation will not be achieved until the year 2008 at the earliest, perhaps longer for the slow adopters (Saudi Arabia and Oman).  The slow growth in these emerging markets is directly related to traditional national policies of protectionism.  The twin forces of privatization and market liberalization within the telecommunications sector in the Middle East, however, will accelerate infrastructure expansion.  Likewise, the introduction of competition will facilitate the launch of new value-add services to establish service differentiation amongst the new entrants.

Oman is unique in relation to the other Gulf States.  Firstly, it was never colonized by Western or Asian powers, albeit United Kingdom provided tacit military protection for the small Sultanate.  The country lacks the huge oil and natural gas reserves that are characteristic of the region.  Its long coastline, with its accessibility to India and Africa, has encouraged trade and provided a cultural awareness missing in most countries in the region.  A growing population of nationals and expatriates will continue to drive commercial expansion.  Pyramid Research
 estimates that there will be 1.3 million mobile users in Oman by 2008; this represents a 16.7% growth rate (CAGR).

Because telecommunications development in Oman was late and deliberate, the country has been blessed with a relatively modern telecommunications infrastructure. Unfortunately for Omantel, the sophistication required to manage and operate modern infrastructure has created a severe knowledge gap for nationals.  The lack of experience and training has forced Omantel to become dependent upon foreign contractors for telecommunications operations and maintenance.  Thus Omantel enters a new competitive environment with infrastructure advantages but little knowledge capital available to exploit the situation.

Review of Economic Macro-Forces

The characteristics of the Oman economy have remained stable over the last five years.  Although oil price variability affects government spending and investment decisions, the overall rising trend in oil prices has allowed the government to maintain a balanced budget despite increasing investments.  There is no inflation.  Interest rates are low, providing an opportunity for thoughtful infrastructure investments.  The national currency, the Oman Riyal, is fixed to the US dollar; this has made the country more attractive to international investors.  The countries relative cultural openness has blunted much of the religious animosity frequently found in the Middle East.  Of course the country remains vulnerable to potential terrorist attacks; however, Oman has survived the post-9/11 period without a single incident.  If democratic and free market forces are going to triumph in the Middle East, Oman can act as a beachhead for the effort.

Telecommunications Regulation Environment

Prior to 2002, telecommunications regulation was handled by the government through ministry oversight.  The movement towards market liberalization and the need to privatize telecommunications assets forced the government to establish an independent regulatory agency.  The Oman Telecommunications Regulatory Authority (TRA) was created in 2002.  Although the agency is, on paper, staffed with independent regulators, in fact a majority of the regulators are former Omantel executives.  For this reason much of the "tough talk" from the agency has not been supported with deeds.  The oversight agency has moderated the competitive environment by selecting a regional competitor Qtel (Qatar) as the second provider for wireless services.  In doing so, the TRA chose to ignore the opportunity to license Western entrants who would have challenged the capabilities and resources of the incumbent operator.  Balanced competition was ensured by choosing a second provider that closely mirrors the incumbent in organizational, financial and experiential capabilities.  Moreover, the new second wireless provider has signaled through the media that would not compete with the incumbent through price, e.g. there will be no price war in the national mobile market.  Both providers appear certain to cooperate in attempt to rapidly grow the wireless market.  Moreover, Oman has no laws governing electronic commerce.  For that reason, early entrants into this channel will have the opportunity to capture market share and shape regulatory and legal policies---clear first mover advantages.
Table-3:  Environmental Analysis
	Technology Drivers
	Competitive Environment

	· GPRS and 3G technologies have encouraged the development of new mobile data services.  There is an obvious convergence with Internet technology.
	· Market liberalization will lead to new entrants into fixed, Internet and mobile marketplaces.

	Demographics
	Legislation

	· Oman population growth over the past eight years has averaged 2.4%.

· Increasing digital sophistication among students.
	· Lack of legislation to surrounding e-Services provides entrepreneurial opportunities.

	Regulation
	Economic

	· The Telecommunications Regulatory Authority (TRA) has signaled that telecom competition will be cooperative and managed.
	· Inflation and interest rates is Oman remain low and predictable; excellent period for thoughtful capital investment.

	e-Services 
	Government Drivers

	· Mobile growth is undeveloped market for e-Services.
	· Government continues to push for economic growth through the enhanced application of information technology


Supply and distribution: Mobile Prepaid Market

The outlets for the sale of prepaid mobile service refills within Oman are numerous.  Currently Omantel welcomes new retailers; unlike many other offerings, there is little paperwork involved in participation.  Any legal commercial organization is eligible.  The entire manufacturing and distribution process is handled through a third-party.  Omantel sells prepaid cards at a 10% discount from the face-value.  The outsourcer pays for the entire manufacturing and distribution costs, and earns profits from the marginal value.  Retailers receive a share of the margin to cover the costs actual sales to prepaid mobile customers and earn profits.  The division of profits between the third-party wholesaler and the retailers is in direct control of the outsourcer.  Omantel simply licenses the manufacturing and distribution process for prepaid cards at the preset discount price.
The Financial Dimension

The financial aspects of the prepaid services are clear and straightforward:  Omantel has established a discount margin of 10% of revenues for the manufacturing and distribution of prepaid mobile services.  The outsourcing solution offloads almost 100% of the commercial risk upon the outsourcer.  Omantel
 projects mobile prepaid revenues to reach 66 million OMR; recapturing commission and manufacturing costs through electronic payments represents a potential savings of 6.6 million OMR.

Table-4: Competitive Environment:  Five Forces Summary

	Dimension
	Influence Strength
	Impact

	Rivalry 
	Strong
	The government of Oman will carefully manage competition in the telecommunications sector to balance needs of providers and customers.

Qtel has already “signaled” through media that there will be no price war in the wireless market.

Wild Card:  A breakthrough in regional negotiations that would create a common market for Gulf States.  Success in these talks would disrupt the managed competitive environment.  (Probability < 20%)

	Threat: 

New Entrants
	Minimal
	The telecommunications market in Oman is simply too small to support more than a handful of providers.

	Bargaining Power:

Suppliers
	Minimal
	Remains quite low despite entrance of a second provider.  Telecommunications equipment manufacturers remain in weak position because of the sharp global recession in telecommunications services.

	Bargaining Power:

Buyers
	Low
	Buyer power has increased because of the entry of a Qtel into market.  However, Qtel has already plotted a strategy of cooperation with the incumbent.  Price reductions are expected to be modest; however, the customer should reap benefits of increased quality-of-service and a broader range of service choices.  Caveat: Low switching costs.

	Threat: 

Substitutes
	Minimal
	WiFi technology remains the only alternative wireless technology.  The high cost of user devices for this technology will stunt growth; the impact of this technology upon wireless communications will be marginal at best.


Competitive Environment:  SWOT

Omantel enters the new world of market liberalization with all the advantage of the incumbent provider---and the liabilities.  As the incumbent, Omantel maintains ownership of the national telecommunications backbone that links fixed and wireless customers as well as providing access to other global providers.  Omantel maintains its national customer database and, more importantly, its political connections to the large government sector.  Revenues and profits remain high; market expansion will neutralize customer losses to the second provider.  On the downside, Omantel will have to continue to support older wireless technologies, e.g. second generation GSM customers, while modernizing to support the new high-speed, data technologies (GPRS and 3G).  A legacy of poor customer relationships will undoubtedly drive a significant minority of current customers to the second provider for switching costs will be low in the prepaid mobile market.  Furthermore, the accuracy of data within the current customer databases is questionable.  The lack of detailed customer information and inadequate business intelligence tools significantly handicap marketing analysis.  Current Oman labor laws will restrict Omantel’s ability to balance human resources with opportunity; eliminating non-productive people will be difficult.  Moreover, Omantel’s top talent will be a target for recruitment.  A significant loss of knowledge capital remains a threat on the horizon.  The legacy of Omantel’s ministry heritage continues to hinder the development of an entrepreneurial mindset within the organization.  Inherited government organizational structures and business processes remain roadblocks to decision-making flexibility and speed.  Business process reengineering remains a priority for the successful organizational transformation from a government ministry to a competitive private enterprise. 

Table-5:  Omantel SWOT Analysis
	SWOT Dimension
	Omantel Attributes

	Strengths
	Incumbency

	
	Existing IVR, SMS and Internet networks

	
	Positive Government Relationships

	
	Existing National Customer Database

	
	Existing lucrative, established revenue stream

	
	

	Weaknesses
	Continued support for older wireless technologies

	
	Legacy of poor customer service

	
	Constraints from Omani labor laws

	
	Poor customer records.  Lack of sophisticated market analysis tools.

	
	Lack of entrepreneurial experience

	
	Legacy of archaic government ministry processes and procedures

	
	

	Threats
	Loss of knowledge capital to second provider

	
	Customer migration to second provider

	
	GCC “common market” upsets competitive landscape

	
	

	Opportunities
	Urgency can drive organizational transformation

	
	Managed competition can keep company focused upon market growth.

	
	New revenue opportunity:  Interconnect charges from second provider


Table-6 Competitor SWOT Analysis – Qatar Telecom (QTEL)
	SWOT Dimension
	Qtel Attributes

	Strengths
	Experienced telecom provider in Qatar

	
	Has experienced European (Denmark) telecommunications partner 

	
	Available (monopoly) revenue stream

	
	Can be highly selective in recruitment.

	
	Can implement state-of-the-art GPRS/3G technologies without supporting any legacy customers.

	
	

	Weaknesses
	Lack of entrepreneurial experience

	
	Oman market inexperience

	
	

	Threats
	GCC “common market” upsets competitive landscape

	
	Strong Oman government relationship with Omantel

	
	Investment costs present extremely high exit barriers.

	
	

	Opportunities
	Managed competition can keep company focused upon market growth.

	
	Can implement new range of wireless data services based upon 3G technologies.


Marketing Plan

Product/Service Description

Prepaid mobile customers represent the fastest growing market segment for telecommunications services in Oman.  Approximately 10% of the revenue generated for mobile refill cards is lost in the manufacturing and distribution process.  This revenue divided between the outsourcer and the retailers of the mobile refill cards.  If Omantel developed an online electronic process for mobile refills, however, Omantel could recapture significant revenues in this growing market.

An electronic channel for refills would not replace the current manufactured solution; it would be a complement to the existing system.  An electronic channel would offer our current prepaid customers an additional choice for service, one that has many attractive benefits.  An electronic channel would enable customers to renew mobile accounts either through Internet access or through mobile IVR services.  Payments for renewed mobile service would leverage credit card and stored value payment functionalities within the selected electronic payment gateway.  The electronic channel for mobile refills would offer the customer significant value.  The customer could access the service through the current Internet and wireless infrastructure without having to visit retailers, for electronic channels offer ubiquitous access within the borders of Oman---anytime, anywhere service.  The electronic channel also offers the customer new purchasing flexibility; for refill services would no longer be limited to the fixed amounts of the manufactured refill cards.  Electronic channels allow the customer to select the exact refill amount
 during the transaction.  Since the electronic channel leverages existing technology, e.g. the corporate website and existing IVR, our customers will find the complementary channel familiar and easy to use.

Pricing 

Since the service is electronic, the customer has the option of determining refill value within the spectrum of the minimum and maximum amounts.  The requirement for values in whole riyals is the only pricing limitation.
Place

Electronic refills are part of the virtual world.  Only the limits of the Internet and mobile infrastructure constrict the service; electronic service, therefore, is ubiquitous within the national boundaries of Oman.

Promotion

The service offers a range of promotional opportunities.  Because of the inherent cost savings derived from the electronic channel, Omantel will have many options.  One attractive promotion for the service centers upon an offer for free, additional mobile usage minutes.  Certainly additional minutes would be an attractive incentive for our prepaid customers, many of whom are on limited budgets.  Since Omantel already offers bulk advertising to businesses using both electronic media, Omantel could advertise directly to the target customer segment.  Additional advertisement channels would be needed, however, to reach potential new customers for the service.

Marketing Message

The Omantel corporate message is “Anytime. Anywhere. Together”.  And this slogan is particularly effective in regards to electronic channels.  Electronic channels are time and space independent.  Commercial opportunities are no longer limited by physical world constraints.  For Omantel prepaid mobile customers, the convenience of “anytime, anywhere, together” becomes a reality.

Customers’ Needs

The prepaid mobile customer needs to refresh his/her account regularly, often at awkward times and at inconvenient locations.  Electronic refills satisfy this need.  Moreover, electronic channels frees the customer from dependency upon the availability of retail outlets; this equates to a more productive and satisfying use of the customers’ precious time.  Promotional discounts for service migration puts more money back into the customers pocket while, at the same time, generating significant manufacturing and commission cost savings for Omantel.  This is a win-win deal for customers and the service provider.

Marketing Vehicles

Since this project proposal represents an extension of the existing provisioning process for prepaid mobile customers, the marketing task is focused upon existing customers, albeit the new electronic channel could prove decisive in attracting new mobile prepaid customers.

For existing customers, Omantel can leverage their bulk electronic advertising services:  SMS for mobile customers and email for Internet customers.  Since Omantel already owns the advertisement channels, advertisement costs would be reduced to a simple bookkeeping activity:  a marketing debit that would be balanced by a revenue credit.  Additionally, Omantel's bulk electronic advertisement services pinpoint perfectly the right customers by leveraging known customer email and mobile telephone (SMS) contact channels.  In short, Omantel can reach the right customers with the right message---every time.  The corporate website is another inexpensive tool to reach Omantel's customer base.  Since many of customers access the corporate website to transmit SMS messages via the Internet, the medium is an effective vehicle to reach existing prepaid customers.

Although direct advertisement using bulk messaging services form the foundation for the marketing effort---the migration of existing prepaid customers, other marketing vehicles will be exploited to reinforce the message for existing customers and create awareness for new customers.  Omantel's Customer Service Centers (CSC) remains the primary customer touch-point for telecommunications services.  Leaflets, flyers and other circulars describing the new services should be available to customers who visit CSC offices.  These vehicles are effective and familiar to Omantel customers, especially those waiting in lengthy queues for service representatives.  Of course, the service representatives will need to understand the new electronic channel to handle customer inquiries and process requests for stored value accounts.  The Oman print media, e.g. newspapers and business periodicals, have traditionally provided favorable coverage for Omantel.  The introduction of new telecommunications services are always important national news items.  Public relations staff should leverage these positive relationships to promote the marketing message.  Omantel remains a major contributor and sponsor of several national trade shows.  These local trade shows are popular with technical workers and students; they represent an opportunity to create buzz for the project.  Finally, the electronic channel requires a partnership with an acquiring bank in Oman.  Considering the revenue sharing aspects of the project, the selected bank should prove amenable to joint promotional activities.  Moreover, bank customers represent a large potential source for new mobile prepaid customers.

Promotions

The significant revenue savings (10%) generated by exploiting electronic channels provides a comfortable margin for promotions.  Moreover, Omantel's modern wireless network has sufficient surplus bandwidth for various promotional opportunities.  To encourage migration from costly manufactured refill cards, Omantel should offer additional service minutes with every electronic refill.  With surplus bandwidth, this type of promotion will have only minimal impact upon the current wireless infrastructure on one hand.  On the other hand, bonus mobile service minutes should be quite attractive to our cost-conscious prepaid mobile clientele.  "Free" minutes should drive migration to the new electronic channel.

Sales Strategy

Customer Identification

Existing prepaid mobile customers remain the target audience for the proposal.  Fortunately Omantel's current customer database provides all the contact information necessary to reach our customers.  For bulk advertisements, leveraging direct electronic channels (SMS/email), form the core of the marketing and sales activities.  The target customers are known.  Access to the customer is established.  The message is defined.  The product is attractive.

Customer Contact

Omantel customers have been conditioned to receive bulk advertisements and other types of notifications via Internet mail and SMS text messages.  Weekly announcements for the new service should prove to be effective during the rollout of the proposed project.  After the two-month rollout period, monthly follow-up announcements will continue to reach the undecided as well as newly subscribed prepaid mobile clients.

Training

No new sales training is required for the direct marketing vehicles.  The technology is well understood by Omantel’s current staff.  Only the drafting of the sales messages remains unaccomplished.  CSC service representatives, on the other hand, will require additional training to exploit the new electronic channel.  Since the technology behind the new service is familiar to both Internet and mobile telephone service representatives as well as users, presentations and classroom training initiatives should prove sufficient to fill the knowledge gaps.

Technology Plan

Introducing automatic refills for Omantel mobile prepaid customers is primarily a technology challenge.  For success, information technology processes must be developed (1) to accept electronic transactions (online payments) and (2) to deliver the 14-digit refill code to mobile prepaid customers.  
Payment Gateways

Since payment gateways bridge the perimeters between the telecommunications and banking sectors, investments in this technology have emerged from both sectors, either independently or as joint strategic ventures.  For the telecommunications provider, online electronic payments encourage network usage increasing traffic and revenues.  For the bank, online transactions increase credit card usage and, thus, generate revenues through transaction fees.  In the case of Omantel, online payments for mobile prepaid services not only generate network usage but, since Omantel is also the merchant for the purchased service (“mobile refills”), Omantel also reaps a cost savings from direct electronic sales.  Electronic payments, therefore, produce both revenue enhancement and cost savings for Omantel.

The key component for online transactions is a payment gateway.  Currently there are several vendors providing payment gateway products.  In general, payment gateways accept user payments through fixed-line Internet (computer) and wireless Short Messaging Systems (SMS) devices.  The input transaction data is verified and validated by an acquiring bank with access to the credit card networks of MasterCard and Visa.  Upon bank approval, notifications of payment acceptance are presented to both the user and the commercial service provider.  With bank approval, service and/or product delivery is triggered, thus completing the financial portion of the transaction.  Transaction privacy is maintained by encryption leveraging Secure Socket Library (SSL) technology.  Since payment gateway technology is the central component for electronic transactions, integration within existing customer sales and distribution channels, as well as back-office financial systems remains daunting task.  Fortunately, payment gateway vendors provide a set of common software interface components for various integration requirements.

Integration Tasks

Automating mobile refills for prepaid customers will require four primary integration efforts:  (1) an Internet browser application must be developed to support real-time credit card transactions.  (2) A similar application must be developed for mobile telephones using SMS technology.  (3) The mobile prepaid provisioning system must be integrated into the online transaction system and, (4) the payment gateway must be integrated into the credit card back-office systems of the partner acquiring bank.  The Internet browser interface can be developed as an enhancement to the existing Omantel corporate website.  The mobile telephone SMS user interface currently supports encrypted messaging; only a minor adjustment to the user menu navigation system will be required.  Modifications to both user interface devices, therefore, can be performed by Omantel existing technical personnel.  On the other hand, payment gateway integration with the Omantel mobile prepaid provisioning system and with the back-office credit card system of the acquiring bank will require external resources----vendor consultants or independent system integrators.  The difficulty of these integration efforts is somewhat mitigated by the fact that both back-office systems (credit card and mobile prepaid provisioning) offer preexisting interface modules for online, real-time transactions.  Once the appropriate software interfaces are designed and implemented, the two systems will merely need to be reconfigured to be activated.

Operations and Maintenance for both Internet and mobile SMS services are currently outsourced to a third-party contractor.  The existing O&M contracts for these services will have to be renegotiated to support the new online services.  Additionally, a new support and service level agreement must be negotiated with the vendor of the payment gateway.

Table-7:  Technology Plan Summary

	Technology Needs
	Hardware
	Software
	Installation
	Operations & Maintenance
	Notes

	Payment Gateway
	Included
	Included
	Vendor Services
	Warranty and extended service contract
	Core Component

	Corporate Website Modifications
	N/A
	Payment gateway API
	Omantel with vendor support
	Expansion of current Internet O&M agreement
	Credit Card Interface

	Mobile Telephone SMS Modifications
	N/A
	Payment gateway API
	Omantel with vendor support
	Expansion of current SMS O&M agreement
	Credit Card Interface

	Mobile Prepaid Provisioning:  Support for real-time sales
	N/A
	Payment gateway API
	Third-party System Integrator
	Expansion of current provisioning O&M agreement
	Generate and delivery 14-digit refill numbers.

	Bank Credit Card System
	N/A
	Payment gateway API
	Third-party System Integrator
	Bank responsibility
	Process credit card transactions


Figure-1:  Technical Architecture – Basic Components
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Operations

The current business process to support prepaid mobile customers is composed of two distinct activities:  (1) a manufacturing and distribution process and (2) a provisioning process.  The manufacturing process is an offline process; the provisioning process is an online process.

Manufacturing and Distribution Process

The manufacturing process for mobile prepaid refill cards is initiated through the generation of a collection of 14-digit provisioning number keys.  This is a batch process that creates thousands of 14-digit keys using Omantel equipment.  The keys are then transferred to an outsourcer, a manufacturing company in Oman who fabricates the plastic cards using the 14-digit keys.  The keys are hidden during the manufacturing process; a special film is used to cover the keys on each card.  The actual key number can only be obtained by scratching the film off the card.  Since Omantel outsources distribution as well as manufacturing to the local company, the manufactured mobile refill cards are physically distributed by the manufacture to contracted retailers for public sales.

Figure-2:  Current Manufacturing & Distribution Process
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Prepaid Mobile Provisioning Process

The prepaid mobile provisioning activity begins when the customer purchases a plastic refill card from one of the many retailers in Oman.  They are available in three, five and ten OMR values.  The customer next removes the film which obscures the 14-digit key by using a coin or some other item with a hard edge.  Once in possession of the numeric key, the customer can dial a special Omantel telephone number.  Using an IVR menu, the customer enters the numeric key; this activates provisioning.  If successful, a verbal confirmation message is heard.  If unsuccessful, the customer is prompted with actions to correct the process errors.

Figure-3:  Current Customer Prepaid Provisioning Process
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PROPOSED: Automatic Electronic Provisioning Process
The proposed electronic payment process is an alternative process for prepaid mobile provisioning.  The new process is not a substitute; it is a complementary process that comfortably coexists with the current manual process.

The electronic process provides the customer with two options:  (1) real-time credit card payments and (2) prepaid stored value payments.  The credit card option requires that the customer have a valid MasterCard and/or Visa.  The stored value option requires cash prepayment.  In either case, the customer dials the same Omantel provisioning telephone number and follows the IVR menu for electronic refills.  The customer either inputs credit card or stored value identifier (“Pin Number”).  The customer also inputs the refill amount in Oman riyals---note that the customer is no longer constrained by the fixed refill amounts that are attributes of the plastic refill cards.  If the customer is using a credit card, the transaction is routed by the payment gateway to the acquiring bank for approval/disapproval.  If the customer is using his Omantel stored value account, then the payment gateway checks its internal customer database for approval/disapproval and adjusts the cash value of the stored value account accordingly.  If approved, provisioning is enabled for the customer selected financial value.  Finally, an IVR confirmation message is given to the customer on success.  On failure, further instructions are given to the user.

Figure-4 Proposed Mobile Integrated Provisioning e-Process
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Facilities

The prepaid mobile provisioning system is located in the operations building at Omantel’s headquarters.  However, a high-speed, reliable Internet connection would have to be installed to provide connectivity with the payment gateway.  The payment gateway will be hosted at Knowledge Oasis Muscat (KOM), the government’s high technology development incubator.  KOM offers the high-quality Internet hosting with superior disaster recovery facilities.  Government subsidies for the KOM initiative have kept hosting costs below nominal market values.

Production

There are no changes to the physical manufacturing and distribution activities; the new electronic channel is merely an extension to the existing manufacturing and distribution process.  However, a new O&M contract will have to be negotiated with the vendor responsible for mobile prepaid operations to satisfy the requirements of the electronic channel.

Inventory Control

The current procedures to manage the creation and distribution of the 14-digit provisioning keys should satisfy the requirements of the proposed electronic channel.  The impact of managing bulk batch keys in parallel with singular real-time, on-demand keys, however, should be researched and evaluated for possible technical challenges.

Order Fulfillment Processing

Software changes to the existing corporate website and the mobile SMS engines will be required to support the new electronic channel.  Additionally, the scope of customer service must be expanded to support customers who utilize electronic channels for mobile refill provisioning.  New Omantel standard operating procedures (SOP) will need to be established to support the introduction of stored value accounts, and effectively handle customer inquiries related to the electronic channel.  The training program for customer support staff will require modifications.  

Management and Organization
Oman - National Culture

Prior to the discovery of extensive oil reserves in the middle of the Twentieth-century, the economy of Oman was primarily a trading country.  Its strategic position on the southern border of the Arabian Peninsular made it an important trade link between East African and the Indian subcontinent.  In fact, Ninetieth-century Oman maintained effective political control of much of the desert areas of East Africa including the island of Zanzibar.  The key trading commodity was frankincense, a valued perfume most often used in religious rites.  Since frankincense requires a unique climatic environment, Oman maintained a near monopoly on its production and distribution.  Oman’s historic trading background and its geographic isolation from the rest of the Gulf States has enabled the country adopt, if not welcome, foreign cultural influences.  Although the country remains publicly conservative and Islamic, the enforcement of the more extreme values is a rare event.  Oman is multicultural; foreign workers account for almost a third of its population.

The relatively late discovery and exploitation of oil reserves has forced the country to experience accelerated economic and social change.  Much of the elder population can remember the days when the country only had one paved road, a handful of automobiles and almost no telecommunications capabilities.  Educational opportunities were limited; only the brightest or most politically connected individuals had access to higher learning.  The lack of educational opportunities in the last fifty years has made Oman dependent upon foreign workers for the development of the country.  The educational and training gaps have resulted in ill-equipped national workers.  Without foreign advisors, the country would face an insurmountable knowledge gap, one sufficiently wide to handicap Oman’s ability to compete within the global market.

Omantel - Organizational Culture

The oil-driven economies of the Middle East have traditionally maintained inflated government payrolls as a vehicle for the distribution of the large revenues generated by petroleum exports.  Many government agencies are, in fact, social welfare institutions.  Unfortunately for Omantel, its legacy as a government ministry and the government’s policy of lifetime employment guarantees has created a corporate culture that is lethargic and resistant to change.  The surplus of poorly qualified employees has created bloated organizational units.  Business processes are divided into small, inefficient procedures and work tasks, allowing many to accomplish slowly what a few could achieve efficiently.

The introduction of automated business processes would directly address these obsolete and ineffective activities.  Process reengineering is a critical component of the privatization efforts.  The proposed project can be seen as a clear step forward in the transformation of Omantel from a government agency to an entrepreneurial player within a liberalized market.
Management style

The management style of the Middle East nations has been influenced by the authoritarian political structures that are prevalent within the region.  These political command-and-controls, top-down management styles have been widely emulated within the private sector.  Empowering employees, therefore, has proven to be a difficult endeavor.  Independent initiative has fallen victim to a system that denies responsibility and accountability.  Decision-making is channeled upward; time, efficiency and effectiveness are the casualties.

Although the current management style is entrenched and difficult to transform, the proposed project will circumvent the legacy structure through the introduction of a responsible, cross-functional project team.  With full executive commitment, the project team will focus upon increasing departmental communication, defining measurable objectives and offering incentives for both individual and team results.  With the right corporate support, creative teams can out-flank existing legacy policies and procedures.

Western Advisors

The executive team of Omantel is supported with experienced Western advisors and experts that permeate the organization.  Western advisors support Omantel management at executive, general manager, director and manager levels within the organization.  Some are independent consultants that were hired for particular expertise that was lacking within the organization.  The majority, however, are now employed through Swedtel, the consulting arm of Sweden Telecom.  Swedtel was contracted as telecom-specific organizational transformation experts.  Although Swedtel is driving the transformational activities, the independent consultants/experts provide alternative and independent analysis.  This independent analysis provides additional oversight and auditing security---and thus comfort for senior management.

Third-party Consultants and Contractors

Although a new generation of Oman nationals is benefiting from the proliferation of higher education institutions and increased educational quality within existing universities, demand for technically-qualified nationals far exceeds the supply.  The knowledge gap has driven public institutions and private enterprises to rely upon third-party systems integrators and outsourcers for operations and maintenance activities.  Omantel is no exception to this pattern.  Fortunately, Omantel has not fallen into the trap of relying upon a single contractor for O&M.  Although the management of multiple contractors presents some additional complexity, the competition among contractors has enabled Omantel to keep contracting costs low and Service Level agreements favorable.  Moreover, the reliance upon third-party contractors has created a continual learning environment for Omantel’s project management team; vendor management has become a positive asset within the organization.

Management Training

With weak domestic educational opportunities, public and private organizations within Oman have developed strong internal education and training capabilities as substitutes.  Omantel continues to allocate significant revenues for internal training courses and provide scholarship awards for exceptional nationals that provide access to overseas universities.  The comprehensive program of skill training and academic enhancement is not limited to new employees; the program is available to all promising staff, including management.  Moreover, senior management benefits from the sabbatical program that offers each executive, general manager and director with the opportunity to attend selected management training courses.  The sabbaticals are yearly providing up to 60 days paid leave for approved educational events.

Project Ownership

As with all Omantel capital investment projects, the electronic refill project for mobile prepaid customers will be owned by the Project Office.  A selected staffer would be responsible for supervising the implementation of the project and reporting status directly to the Omantel management committee.

Project Team

The proposed cross-functional will require five members:  an Omantel project manager, a Western project advisor, a marketing expert from Omantel mobile organization, an Omantel IT specialist, and an IT expert from the selected acquiring bank.
Omantel:  Project Manager

Omantel’s project management office maintains a collection of experienced national project managers.  The selected project manager will have full responsibility and accountability for the scheduling, implementation and rollout of the electronic payment system.  This is a full-time position that provides management and administration with a particular emphasis upon interdepartmental cooperation, e.g. staff operational training and software development.

Omantel:  Project Advisor

The project advisor will act as a business and technical analyst for the project.  The project advisor’s prime responsibility is to translate project goals and objectives into precise, measurable actions.  This is a full-time position that provides implementation leadership, and strong vendor management skills.

Omantel:  Mobile Marketing Contributor

The mobile business unit must be represented on the project team.  The marketing contributor will be responsible for ensuring that the project goals and objective are fully aligned with mobile business strategy.  This is primarily a part-time consulting position with more involvement in planning and less during implementation.  Project participation will increase significantly again during project rollout.

Omantel:  IT Back-office Specialist (1)

Acquiring Bank:  IT Back-office Specialist (2)

The team will require significant IT expertise to integrate billing and provisioning systems.  Since the proposed system requires close cooperation with one or more acquiring banks, the team will include a knowledgeable acquiring bank IT expert familiar with the banks credit card processing operations.  Similarly, an Omantel IT expert will be required to support the integration of the prepaid mobile provisioning subsystem with the payment gateway.  These positions are part-time positions; involvement will be dependent upon the technical complexity.

Contractor:  Systems Integrator 

A systems integrator familiar with billing and telecom provisioning will be required to provide the technical expertise to integrate the system components and provide Operations and Maintenance support after rollout.  The contractor will be an active participant during design and rollout.  The system integrator(s) will be full participants in the project throughout its lifetime

Figure-5:  Omantel Organizational Chart
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Community Involvement / Social Responsibility

Omantel remains one of the largest and, most active, contributors to community activities within Oman.  Omantel is a primary sponsor of exhibitions promoting commerce within the country.  Moreover, Omantel has contributed significantly to higher education, creating scholarship fund for young nationals that encourages engineering careers.  Omantel actively recruits women, offering independence and providing opportunities not often found in the Middle East.

Omantel’s executive president holds a seat on the national IT strategy committee.  The company is committed to the government’s Digital Society, providing the telecommunications infrastructure required to support the government initiative.  The creation of an electronic payments infrastructure remains one of the primary goals of the Digital Society.  The proposed project fits comfortably within context of the committee’s IT strategy; it represents the first step toward a national electronic payments solution.

Market Development
Project Strategic Goals
· Omantel will be the dominant provider of customer-centric, quality e-transaction services for business-to-business, business-to-consumer, government-to-business and government-to-citizen.

· Develop strategic partnerships with government agencies and the banking sector that will capture 50% the national eCommerce and eGovernment markets.

· Support and leverage the government’s Digital Society initiative.

Strategy

With exception of a few global and regional projects that provide limited access, there is no national electronic commerce infrastructure available in Oman.  Like most of the Middle East, the country remains a predominantly cash economy.  Moreover, the small population and the limited disposable income available to customers represent difficult barriers.  Developing an electronic infrastructure and increasing customer awareness, therefore, will be a slow and challenging process.  Because of the risk, eCommerce should be introduced in small increments.  The proposed automatic refill project for prepaid mobile customers supports this minimalist strategy.  Participation in this small market, however, does create significant first mover advantages for Omantel.  In particular, this project firmly establishes Omantel as an innovator.  Moreover, leveraging Omantel’s own distribution channel provides a steady revenue stream for electronic payments that few independent competitors could equal.  The proposed ePayments structure could then be easily extended to support additional Omantel prepaid services, (fixed telephone and Internet access cards), and subscription (postpaid) telecommunications bill presentment and/or payment.  The government’s desire to facilitate a Digital Society offers a favorable environment to extend the ePayment infrastructure into the public sector.  The cash-based water and electric utility companies are attractive potential market extensions for ePayments.  Locking in the government agencies and the utility companies into an ePayments solution would extend the scope of the proposed project beyond cost-savings; it turns the ePayments solution into a bona fide revenue generator.
Milestones
· Year-1:  Deploy ePayments structure for mobile prepaid customers.

· Year-2:  Extend ePayments structure to support fixed line and Internet prepaid Customers.

· Year-2:  Extend ePayments gateway to support bill presentment and ePayments for postpaid subscribers (mobile, fixed and Internet).

· Year-3:  Capture water and electric company ePayment business.

· Year-4:  Capture eGovernment fees and payments market.

· Year-5:  Explore eRetail opportunities.

Risk Evaluation
Market Risk

The primary risk to the proposed project is cultural.  Oman remains a Third World country dominated by cash transactions.  Creating an environment for eCommerce, therefore, will require frequent and effective transmission of our marketing message.  Fortunately, the use of mobile telephones has been readily accepted by the population as a whole.  This presents Omantel will an opportunity that partially mitigates the impact of a cash-based economy.  In short, the attractiveness of mobile telephones can be the device to achieve critical mass for eCommerce.

Competitive Risk

The population and economic demographics severely limit the possible number of entrants within the eCommerce market.  This constraint also provides significant first mover benefits.  An ePayment entrant who can lock in the telecommunications and utility service providers as billing sources for a payment gateway will effectively dominate the monthly bill payment market.  Even if the revenue projections for the proposed project are weaker than forecast, Omantel's presence as a first mover within the market almost guarantees a dominant position, one that can be exploited during the eventual period of market maturity.
Technology Risk

There is little technical risk associated with the project; all system components are mature and proving effective in other global markets.

Product Risk

The proposed electronic refill for prepaid mobile customers is a mature service that is proving to be quite attractive in other geographic areas.  Because the service is based upon solid technology and proven market appeal, risk is limited to social and economic drivers.  There is little risk in the deployment of the service.

Execution Risk

Omantel has significant experience and expertise in multi-vendor project management; this is the company's strength.  If we continue to rely upon best practices, then the risk of poor project management remains quite low. 

Capitalization Risk

Omantel's position as the dominant provider of telecommunications services with Oman and the rapidly expanding market for wireless services almost guarantees a steady and lucrative revenue stream for new investment.  When compared to the cost of expansion of Omantel's existing telecommunications infrastructure, the investment required to initiate eCommerce within Oman is quite small.  Moreover, the relatively small investment guarantees Omantel a future leadership position in the eCommerce marketplace, a potentially lucrative local and regional source for new service revenue.

Exit plan

If Omantel eventually deems eCommerce is tangential to its core telecommunications services, then the company will have the option to spin-off or sell its eCommerce assets.  Omantel's expected dominant position within eCommerce should make an asset sale or a spin-off quite attractive to investors.  In short, the proposed project should offer Omantel attractive divesture options.

Financial Overview

The financial section of the document analyzes the investment potential for the proposed ePayment enhancement to the prepaid mobile provisioning process.  In order to accurately gauge the capital investment risk, the analysis looks at three possible customer adoption rates:  (1) the optimistic model analyzes the project with an initial adoption rate of 10% with a growth rate of 10% per year.  (2) The nominal model analyzes the project with a 7.5% adoption rate and a growth rate of 7.5%.  (3) The pessimistic model assumes an adoption rate of 5% with an annual growth rate of 5%.  The adoption rates and growth rates are significantly less than adoption and growth rates in the USA, Europe and the Far East for similar ePayment provisioning schemes.  This ensures that revenue expectations reflect the strong affinity of cash transactions within Oman and the Middle East.

Management Policy

Management has established a target required rate of return of 20% on all capital projects. The proposed project meets the requirement under nominal conditions (IRR = 33%) and exceeds it under optimal conditions (IRR = 67%).  In simulated poor market conditions, the project fails to meet the minimal expectations. 

Prepaid Mobile Market Revenue Assumptions

Revenue projections for the financial analysis are based upon research and predictions from an independent telecommunications business analysis firm first published in June, 2004.  Pyramid Research predicts that the mobile telephone market will expand at a rate of 19% with most of the growth in the prepaid segment.  Pyramid estimates that a second competitor could capture up to 30% of the market over the same period.  For analysis and simulation purposes, a second competitor (Qtel) is assumed to have captured a total of 33% of the mobile prepaid market in five years; the 33% figure includes both existing and future prepaid customers.  A capture of 33% of market share by Qtel is an unusually optimistic forecast; however, the figure is used to emphasize the conservative nature of the analysis.  Revenue for the project is calculated under the following formula:

((Omantel Revenues * (Adoption Rate + Growth Rate)) * Cost Savings).  

[Note: cost savings equals the 10% manufacturing and distribution overhead of plastic mobile refill cards.  ]

Table-8 summarizes the economic assumptions for the analysis.  Omantel prepaid mobile revenue projections are illustrated in Table-9; the expected revenue from the project, based upon the three adoption/growth models is identified in the three right-hand columns.

Table-8:  Revenue Growth:  Mobile Prepaid Market

	Variable
	Value
	Source

	National Mobile Growth Rate
	19%
	Pyramid Research (June, 2004)

	Omantel Mobile Growth Rate
	6.5%
	Pyramid Research (June,2004)

	Qtel Mobile  Growth Rate
	3.5%
	Pyramid Research (June,2004)

	National Revenue: Year-5
	133.4 million
	Calculated

	Omantel: Year-1 Revenue
	66.5 million
	Calculated

	Omantel: Year-2 Revenue
	70.8 million
	Calculated

	Omantel: Year-3 Revenue
	75.4 million
	Calculated

	Omantel: Year-4 Revenue
	80.3 million
	Calculated

	Omantel: Year-5 Revenue
	85.6 million
	Calculated

	Qtel:  Year-5 Revenue
	47.8 million
	Calculated

	Adoption Rate: Best Case
	10%
	Assumption

	Growth Rate: Best Case
	10%
	Assumption

	Adoption Rate: Nominal Case
	7.5%
	Assumption

	Growth Rate:  Nominal Case
	7.5%
	Assumption

	Adoption Rate:  Worst Case
	5%
	Assumption

	Growth Rate: Worst Case
	5%
	Assumption


Table-9:  5-Year Revenue Forecast (By Adoption Rates)

	Fiscal Year
	Omantel Revenue
(millions OR)
	Project Revenue

Worst Case
	Project Revenue

Nominal Case
	Project Revenue

Best Case

	Year-1
	66.5
	.33
	.50
	.67

	Year-2
	70.8
	.37
	.57
	.78

	Year-3
	75.4
	.41
	.65
	.91

	Year-4
	80.3
	.47
	.75
	1.1

	Year-5
	85.6
	.52
	.86
	1.3

	Totals
	378.6
	2.1
	3.3
	4.76

	Cost Savings on Commissions & Manufacturing
	37.86 

(Maximum available Revenue)
	(6% Terminal Adoption Rate)
	(10% Terminal Adoption Rate)
	(15% Terminal Adoption Rate)


Equates for Calculations

Table-3 identifies the global parameters used in the project financial analysis.  Low inflation is assumed (2%).  The opportunity cost of capital for the calculations is 5%.  Oman uses a flat corporate income tax of 12% for domestic companies.  The standard depreciation method in the Middle East is straight-line (SLM); equipment is depreciated over a five year period.  In order to emphasize the conservatism of the analysis, no salvage value for the equipment used in the project is assumed, although the continued maintenance costs would indicate a reasonable salvage value at the end of the five-year analysis.

Table-10:  Financial Equates
	Item
	Value

	OMAN_PRIME_RATE
	3%

	CORPORATE_INTEREST_RATE
	2%

	OPPORTUNITY_COST
	5%

	OMAN_INFLATION_RATE
	2%

	OMAN_CORPORATE_TAX_RATE
	12%

	DEPRECIATION_METHOD
	SLM

	DEPRECIATION_CLASS
	5 years

	SALVAGE_VALUE
	0


Project Assumptions – Fixed Assets

Table-11 itemizes the capital investments for the project.  Equipment requirements are highlighted in orange.  The remaining, (non-highlighted), items relate to required consultancy and training investments to support the deployment of the project.  The total capital investment for the project equals 555,000 OR.  Considering Omantel's lucrative cash position, the entire investment amount will be derived from current retained earnings, e.g. additional equity and debt financing is not required for the proposed project.
Table-11:  Capital Investment Requirements
	Asset Category
	Cost

	Payment Gateway
	100,000

	Acquiring Bank Integration
	50,000

	Omantel Provisioning Integration
	75,000

	KOM Installation
	5,000

	Mobile IVR Integration
	50,000

	Corporate Website Integration
	50,000

	Systems Integrator – Consultancy
	100,000

	Technical Training
	25,000

	Customer Service Training
	100,000

	TOTAL FIXED COST
	555,000


Project Assumptions – Fixed Assets Operating Expenses

Table-12 outlines the additional Fixed OPEX costs to support the project.  Table-13 outlines the ordinary OPEX expenses and then summarizes the total OPEX projections for Year-1.  Itemized costs in both tables are increased each year by the presumed 2% inflation rate.

Table-12:  Fixed Costs OPEX
	Asset Category
	Cost

	Payment Gateway Maintenance
	25,000

	Acquiring Bank Integration - Maintenance
	12,500

	Omantel Provisioning Integration - Maintenance
	18,750

	KOM Infrastructure Maintenance
	1,250

	Mobile IVR Integration
	12,500

	Corporate Website Integration
	12,500

	TOTAL FIXED COST – Operating Expenses
	82,500


Table-13:  Project Assumptions – Annual Operating Expenses
	Asset Category
	Cost

	Salaries (5 x 20,000)
	100,000

	Benefits
	10,000

	Office Space 
	6,000

	Furniture
	5,000

	Utilities
	6,000

	Telephone
	6,000

	Travel
	7,500

	Amenities
	1,500

	Office Supplies
	2,000

	Postage
	1,000

	Insurance on Capital Equipment
	33,000

	Advertisement / Marketing
	100,000

	
	

	TOTAL OPEX (Direct Costs)
	278,000

	
	

	Fixed Assets – Operations & Maintenance [From Table-12]
	82,500

	
	

	TOTAL OPEX 
	360,500


Financial Analysis

The financial analysis is in three parts; each part corresponds to one of the three adoption/growth models.  Table-14A, Table-15A and Table-16A show abbreviated Profit/Loss statements for the Best, Nominal and Worst market conditions respectively.  Likewise, Table-14B, Table-15B and Table-16B illustrate project cash flow projections for each of the market models.

Profit and Loss Analysis

This section outlines the profit/loss expectations of the project.  ePayment revenue are representations of "lost" revenues in the manufacturing and distribution process currently employed.  The profit/loss tables also provide a framework for evaluating additional internal and external extensions to the base project.

Cash Flow Analysis

The cash flow analysis shows that the proposed project provides a significant contribution to the positive cash flow of Omantel under nominal and optimistic market conditions.  Even under pessimistic conditions, cash flow is sufficient to payback the initial investment in the fourth year of the project.  Although the all risk is not mitigated, the potential financial rewards from the investment are immensely attractive.  In short, the proposed project under most marketing conditions exceeds the 20% return threshold for approval.

Profit/Loss Analysis – Optimistic Case

Table-14A:  [10% Adoption Rate, 10% Growth Rate]

	ITEMS
	Year-1
	Year-2
	Year-3
	Year-4
	Year-5

	REVENUE
	
	
	
	
	

	Omantel Mobile Prepaid Revenue Base
	66,567,000
	70,893,000
	75,501,000
	80,409,000
	85,365,000

	ePayment Revenue
	666,000
	779,000
	913,000
	1,070,000
	1,254,000

	
	
	
	
	
	

	EXPENSES
	
	
	
	
	

	
	
	
	
	
	

	Fixed Assets O&M
	82,500
	84,150
	85,833
	87,550
	89,301

	Fixed Asset - Insurance
	33,000
	26,400
	19,800
	13,200
	6,600

	Advertisement & Marketing
	100,000
	102,000
	104,040
	106,121
	108,243

	Staff Costs
	110,000
	112,200
	114,444
	116,733
	119,068

	Office & Administration
	35,000
	35,700
	36,414
	37,142
	37,885

	
	
	
	
	
	

	Total Expense
	360,500
	360,450
	360,531
	360,746
	361,097

	
	
	
	
	
	

	EBITDA
	305,170
	419,382
	553,043
	709,506
	892,703

	Depreciation
	(111,000)
	(111,000)
	(111,000)
	(111,000)
	(111,000)

	Total Operating Profit
	194,170
	308,382
	442,043
	598,506
	781,703

	Income Tax
	23,300
	37,006
	53,045
	71,821
	93,804

	
	
	
	
	
	

	Profit / (Loss)
	170,870
	271,377
	388,998
	526,685
	687,899


Cash Flow Analysis – Optimistic Case

Table-14B:   [10% Adoption Rate, 10% Growth Rate]

	OPTIMISTIC MODEL
	Year-0
	Year-1
	Year-2
	Year-3
	Year-4
	Year-5

	
	
	
	
	
	
	

	Capital Investment
	555,000
	0
	0
	0
	0
	0

	EBITD
	
	305,170
	419,382
	553,043
	709,506
	892,703

	
	
	
	
	
	
	

	Depreciation Rate

 [Flat 20%]
	
	0.20
	0.20
	0.20
	0.20
	0.20

	Depreciation
	
	111,000
	111,000
	111,000
	111,000
	111,000

	EBIT
	
	194,170
	308,382
	442,043
	598,506
	687,899

	
	
	
	
	
	
	

	Taxes
	
	23,300
	37,006
	53,045
	71,821
	93,804

	Net Income
	
	170,870
	271,377
	388,998
	526,685
	687,899

	After Tax Cash Flow
	(555,000)
	281,870
	382,377
	499,998
	637,685
	798,899

	
	
	
	
	
	
	

	Total Paid Back
	(555,000)
	(273,130)
	109,246
	609,244
	1,246,929
	2,045,828

	
	
	
	
	
	
	

	NPV
	1,642,774
	
	
	
	
	

	IRR
	67%
	
	
	
	
	

	PAYBACK PERIOD
	1.39
	
	
	
	
	


Profit/Loss Analysis – Nominal Case

Table-15A:   [7.5% Adoption Rate, 7.5% Growth Rate]

	ITEMS
	Year-1
	Year-2
	Year-3
	Year-4
	Year-5

	REVENUE
	
	
	
	
	

	Omantel Mobile Prepaid Revenue Base
	66,567,000
	70,893,000
	75,501,000
	80,409,000
	85,365,000

	ePayment Revenue
	499,253
	571,582
	654,390
	749,194
	857,734

	
	
	
	
	
	

	EXPENSES
	
	
	
	
	

	
	
	
	
	
	

	Fixed Assets O&M
	82,500
	84,150
	85,833
	87,550
	89,301

	Fixed Asset - Insurance
	33,000
	26,400
	19,800
	13,200
	6,600

	Advertisement & Marketing
	100,000
	102,000
	104,040
	106,121
	108,243

	Staff Costs
	110,000
	112,200
	114,444
	116,733
	119,068

	Office & Administration
	35,000
	35,700
	36,414
	37,142
	37,885

	
	
	
	
	
	

	Total Expense
	360,500
	360,450
	360,531
	360,746
	361,097

	
	
	
	
	
	

	EBITDA
	138,753
	211.132
	293,859
	388,449
	496,637

	Depreciation
	(111,000)
	(111,000)
	(111,000)
	(111,000)
	(111,000)

	Total Operating Profit
	27,753
	100,132
	182,859
	277,449
	385,637

	Income Tax
	3,330
	12,016
	21,943
	33,294
	46,276

	
	
	
	
	
	

	Profit / (Loss)
	24,422
	88,116
	160,916
	244,155
	339,361


Cash Flow Analysis – Nominal Case

Table-15B [7.5% Adoption Rate, 7.5% Growth Rate]

	NOMINAL  MODEL
	Year-0
	Year-1
	Year-2
	Year-3
	Year-4
	Year-5

	
	
	
	
	
	
	

	Capital Investment
	555,000
	0
	0
	0
	0
	0

	EBITD
	
	138,753
	21,132
	298,859
	388,449
	496,637

	
	
	
	
	
	
	

	Depreciation Rate

 [Flat 20%]
	
	0.20
	0.20
	0.20
	0.20
	0.20

	Depreciation
	
	111,000
	111,000
	111,000
	111,000
	111,000

	EBIT
	
	27,753
	100,132
	182,859
	277,449
	385,637

	
	
	
	
	
	
	

	Taxes
	
	3,330
	12,016
	21,943
	33,294
	46,276

	Net Income
	
	
	
	
	
	

	After Tax Cash Flow
	(555,000)
	135,422
	199,116
	271,916
	355,155
	450,361

	
	
	
	
	
	
	

	Total Paid Back
	(555,000)
	(419,578)
	(220,462)
	51,454
	406,609
	856,969

	
	
	
	
	
	
	

	NPV
	634,525
	
	
	
	
	

	IRR
	33%
	
	
	
	
	

	PAYBACK PERIOD
	2.81years
	
	
	
	
	


Profit/ Loss Analysis – Pessimistic Case

Table-16A:  [5% Adoption Rate, 5% Growth Rate]

	ITEMS
	Year-1
	Year-2
	Year-3
	Year-4
	Year-5

	REVENUE
	
	
	
	
	

	Omantel Mobile Prepaid Revenue Base
	66,567,000
	70,893,000
	75,501,000
	80,409,000
	85,365,000

	ePayment Revenue
	332,835
	372,193
	416,205
	465,421
	520,457

	
	
	
	
	
	

	EXPENSES
	
	
	
	
	

	
	
	
	
	
	

	Fixed Assets O&M
	82,500
	84,150
	85,833
	87,550
	89,301

	Fixed Asset - Insurance
	33,000
	26,400
	19,800
	13,200
	6,600

	Advertisement & Marketing
	100,000
	102,000
	104,040
	106,121
	108,243

	Staff Costs
	110,000
	112,000
	114,444
	116,733
	119,068

	Office & Administration
	35,000
	35,700
	36,414
	37,142
	37,885

	
	
	
	
	
	

	Total Expense
	360,500
	360,450
	360,531
	360,746
	361,097

	
	
	
	
	
	

	EBITDA
	(27,665)
	11,743
	55,674
	104,675
	159,360

	Depreciation
	(111,000)
	(111,000)
	(111,000)
	(111,000)
	(111,000)

	Total Operating Profit
	(138,665)
	(99,257)
	(55,326)
	(6,325)
	48,360

	Income Tax
	0
	0
	0
	0
	5,803

	
	
	
	
	
	

	Profit / (Loss)
	(138,665)
	(99,257)
	(55,326)
	(6,325)
	42,557


Cash Flow Analysis – Pessimistic Case

Table-16B:  [5% Adoption Rate, 5% Growth Rate]

	PESSIMISTIC  MODEL
	Year-0
	Year-1
	Year-2
	Year-3
	Year-4
	Year-5

	
	
	
	
	
	
	

	Capital Investment
	555,000
	0
	0
	0
	0
	0

	EBITD
	
	(27,665)
	11,743
	55,674
	104,675
	159,360

	
	
	
	
	
	
	

	Depreciation Rate

 [Flat 20%]
	
	0.20
	0.20
	0.20
	0.20
	0.20

	Depreciation
	
	111,000
	111,000
	111,000
	111,000
	111,000

	EBIT
	
	(138,665)
	(99,257)
	(55,326)
	(6,325)
	48,360

	
	
	
	
	
	
	

	Taxes
	
	0
	0
	0
	0
	5,803

	Net Income
	
	(138,665)
	(99,257)
	(55,326)
	(6,325
	42,557

	After Tax Cash Flow
	(555,000)
	278,505
	368,069
	463,338
	568,977
	686,908

	
	
	
	
	
	
	

	Total Paid Back
	(555,000)
	(582,665)
	(570,922)
	(515,249)
	(410,574)
	(257,017)

	
	
	
	
	
	
	

	NPV
	(316,171)
	
	
	
	
	

	IRR
	-13%
	
	
	
	
	

	PAYBACK PERIOD
	5+ years
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� Source:  Pyramid Research.  Published in June, 2004 issue of Oman Economic Review.


� The Omani Riyal (OR) has a fixed exchange rate linked to the US dollar.  One Omani Riyal is equal to $2.60 in US currency.


� Pyramid Research, Competition Calling, Oman Economic Review: June, 2004.


� Ibid.


� Omantel. Financial Performance Report. 


� Note: Refills must be purchased in whole increments of Oman Riyals within the range of 1 to 100 OMR.


� All financials are in Oman Riyals. [1 OR = $2.60 USD]
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