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Introduction

AirTies was founded by a Turkish expatriate engineer from the USA. He wanted to
combine the advantages of setting up a company in a business with sound potential
with the possibility of making use of American trained engineers that wanted to return
to Turkey.

When initially setting up the company, the level of technology development needed
was non-existent in Turkey, making any type of merger with or take-over of an existing
Turkish company unfeasible. So the decision was made to start a company from
scratch. In February of 2004, with a technical and management team originating from
Silicon Valley, the company began operations.

The Company’s Offer

The company began by selling wireless routers, though the ultimate aim is to position
itself as a provider of products based on broadband voice, video and data transfer
technologies. Its market focus is on emerging countries where broadband penetration
is low but growing, offering custom designed products that address the specific
conditions and difficulties encountered in these markets. This constitutes an
unexploited niche, as the large router companies either tend not to bother with
emerging markets, or simply try to sell their globally marketed product without adapting
it to the special requirements of these markets. AirTies adapts the routers to make sure
they work with local networks and can cope with local conditions. A typical example is
the problem caused by thick concrete walls, common in construction in Turkey as well
as in other countries in the region, which mainstream devices cannot penetrate. AirTies
tackled the problem head-on and developed a product which works well in these
conditions. In addition, the company adapts the products to local languages. In the
domestic market Tirk Telecom is a major customer, but the products are also sold to
SMEs as well as individuals though a distributor network.

Business Model

In contrast to competitors who focus their strategic efforts on the development of a
global brand but are dependent on chip companies to develop their products, AirTies
designs and develops both its own products and the firmware/middleware embedded in
the products. Instead of focusing on the volume markets in order to reach the
maximum economies of scale as the competition does, AirTies targets those markets
whose specific needs make them unattractive to the larger competitors. Drawing on a
systematic analysis of the information from the market that filters back to the company
via the direct technical support service provided; AirTies is quick to convert the
intelligence gathered into product enhancements and improvements through its in-
house engineering team. Examples include the development of the Turkish Animated
Easy Setup CD which overcomes the problems caused by users failing to read the
instructions, a rather typical occurrence, as it turned out. This, as well as other
instances of the company’s rapid response and customer driven innovation is a critical
element in the company’s success.



The original chip is produced in the USA and sent to China and Taiwan for
incorporation into the routers. These are then shipped to Istanbul where they are
customized (local language setup, instruction manuals in local language, adapted
packaging and firmware) in order to be sold either in Turkey or to one of the export
markets. The engineering team is based in Turkey. Some of the more complex, higher
added value products are made in Turkey, but essentially production is handled outside
the country.

Management Style

The founder has tried to instil a US management style in the company, with the focus
on customers, on concentrating on what the company does well and on getting the
basics right, with an emphasis on service and quality.

A similar philosophy pervades the financial management of the company, with an
emphasis on using accounting to provide real time management information for
decision making, a practice which is not yet widespread in Turkey where financial
accounting skills are less well developed on the whole, and there is a tendency to
equate financial accounting skills with knowing how to manipulate the figures in order
to pay the least possible taxes.

With respect to human resource management, the company has also adopted an open,
participative style, with employees offered stock options once they have worked for the
company for six months.

Why Turkey

In some respects Turkey was the obvious choice given the founder’s connections with
the country. However, for the venture to succeed, the country choice had to be
underpinned by sound business arguments. The main reasons for the decision to
invest in Turkey can be summarized as follows:

e The size of the Turkish market per se and its excellent growth perspectives,
creating an expanding market for the products which AirTies offers. In 2003
there were a mere 3,000 ADSL subscribers in Turkey, four years later there
were some 3,000,000, with the number continuing to grow. Turkey also has a
good telecommunications and logistics infrastructure. Initial projections
notwithstanding, the Turkish market turned out to be even larger than initially
expected, with better growth rates than anticipated.

e The central geographic position of Turkey relative to the EMEA region, the
main target market for the company. Istanbul, being only a one or two hour’s
flight from a large number of some of the fastest growing markets for high
speed internet access in the world, makes it an ideal location for a regional
headquarters. Of the top 10 markets according to growth rates achieved
between March 2005 and 2006, apart from the Turkish market itself, 7 are close
to Turkey: Greece, Morocco, Romania, Croatia, Latvia, Slovakia and Egypt.

e The attractiveness of Istanbul as a city in which to live. This was important
given that the founder of the company was attracting back high level talent
working in the USA in order to make the company work. More recently these
have been joined by other nationalities, including an Australian R&D manager;
an American hardware engineering manager and Israeli Product Line Marketing



Manager. Attracting this level of workforce means that the living and working
conditions must be excellent.

Other reasons that made Turkey a good choice include:

The pool of good local engineering talent available in Turkey which was
needed to supplement the team that returned from the USA. Having access to
highly talented and qualified engineers for the facility in Turkey is vital to the
success of AirTies.

Cost elements: generally lower salaries in Turkey, making it possible to recruit
a young and educated workforce at an acceptable cost; relatively cheap
operational costs allowing high capital efficiency

The economic incentives that are on offer for companies choosing to invest in
Turkey: 10 year holiday on income tax on products developed in the
Technopark, no payroll tax on engineers working in the Technopark, low
interest five year loan on 50% of R&D for approved projects

Naturally there have been some difficulties and teething problems, the most important
of which are summarised below:

Initial difficulty in raising investment finance for the start-up. It was originally
thought that a venture capital model might fit the circumstances, but given the
characteristics of the investment arena at the time in Turkey, this idea was
finally abandoned. Private financiers were considered but also abandoned due
to their requirements regarding control of the company. There was generally a
short term mentality, with investors seeking quick returns and reluctant to take a
longer term perspective, making raising finance for a new start difficult.
Although there were some government initiatives on offer at the time, any offer
of funds was entirely dependent on furnishing bank guarantees, making this an
impractical source of funds. In the end the founder managed to raise 300,000$
in Silicon Valley as seed funding for the venture.

There is a certain “herd mentality” when it comes to making investment
decisions, especially in new markets, resulting in many people investing in the
current trend rather than in something which they know. This happened in
AirTies” industry, with 100 brands competing in 2005. Although many of these
have not stood the test of time, they have had a detrimental effect on the
market in the short term.

Excessive bureaucracy and controls, with too many elements needing to be
notarised, making the burden of compliance on business very heavy. In the
relatively early days when AirTies was established, the level of bureaucracy
was significant and the establishment of a company required a lot of paperwork
as well as significant insider knowledge of how the system really worked.
Fortunately, the company was established with the cooperation of a local
businessman who became a partner in the venture. This assured the company
of local knowledge and contacts, a crucial element in the early stages in order
to find one’s way around the necessary processes and ways of doing things.

A problem was encountered in accessing R&D incentives, as regulations
required the company to be physically present in the Technopark in order to
benefit from the incentives. Given the limited space in the Technopark in



Istanbul, as well as the high rents, inhibiting rules and unfavourable conditions
generally present, the company decided to locate elsewhere. In the case of
AirTies it is important to have attractive working surroundings in a good
location.

¢ In addition to the problems surrounding the eligibility for R&D funds (a problem
which is currently being solved by the government) the company also found it
difficult to obtain other incentives, mostly due to the level of paperwork required,
the nature of the approval process, etc. Even when funds had in theory been
approved for specific projects, the company has found it difficult to actually get
hold of the funds. The status of AirTies — technically it is considered an importer
not a manufacturer — has also sometimes been a problem in gaining access to
certain funds.

¢ The telecommunications market is not yet totally deregulated, which impacts on
the business of AirTies.

e It was noted earlier that AirTies is beginning to develop an international
workforce, finding the best people to do the job, whatever their nationality.
Securing work permits for these staff members has not always been easy.

Apart from the reasons outlined above a series of “unexpected positives” other than the
size and growth rate of the Turkish market itself served to confirm the choice:

e Access to top government officials has been relatively easy, allowing the
company to open communication channels, make its views known, and
generally get things done in government.

e Despite some of the problems related to the incentive schemes that were
encountered by the company, it is clear that the government wants to do what
needs to be done to create an attractive investment climate for companies, local
or international. Indeed, reforms are generally moving fast and certain issues
are being reviewed by the government (a case in point being the regulations
governing the Technopark incentives).

e Similarly, top level management of the major companies has also been
relatively accessible. This has allowed whilst having much easier access to
potential clients than would have been possible in other markets (a case in
point being the CEO of Turkcell and Ttk Telekom).

Summary

The company started with the idea that there were significant market opportunities for
broadband products not only in Turkey but also in neighbouring countries. By February
2008, just four years after the company was formed, AirTies employed over 130
professionals, including 38 R&D Engineers and 44 Support Technicians. In 2007
AirTies had gained a 60% share of a Turkish market which had turned out to be larger
than initially anticipated, and had become a major supplier to Turk Telecom and
competing alternative service providers such as NetOne, Dogan and Turkcell.

The company is also making headway with respect to its international expansion.
Greece was the first export market developed by AirTies in 2007, for which the
company developed a product that combined broadband use for both PSTN and ISDN
lines in a single device in order to address the peculiarities of the Greek market. In
Russia the company has been marketing Internet protocol televisions (IPTV) as well as



tailoring its broadband products to Russian speaking consumers. The company also
began to sell to Ukraine that same year. Future plans include the development of the
Egyptian market as well as entering the German market.

The company has generated a lot of publicity and has developed a strong regional
brand. The fact that the company is marketing technology products designed and
developed in Turkey is a sound base for national pride. AirTies has a series of
international patents pending in wireless video distribution, peer-to-peer VolP and
AirTies Mesh Technology etc. Its founder has been honoured for his entrepreneurship,
creativity and leadership in the sector as well as for the rapid success achieved by
AirTies since its foundation.

The company aims to become the leading provider of wireless routers in emerging
markets close to Turkey. Longer term, AirTies aims to be a world brand in voice, video
and data transfer technologies. Based on its performance in its first four years of
operations, the company is well placed to succeed in achieving its goals.



