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Summary

Various players are approaching the data centre opportunity from different
angles

Related trends are driving industry transformation for all players

Telcos are well placed to benefit from new possibilities

The current data centre boom is not a repeat of the 1990s bubble
Enormous volumes of digital content are being created

Modern data centres must conform to strict criteria

Outsourcing of data storage and SaaS is adding to demand for data centre
capacity

The drive towards greater efficiency has led to new trends in the
data centre market

Retail co-location and managed services in the UK will experience healthy
growth up to 2012

Some major trends have affected the data centre industry in recent years
High-density computing is a double-edged sword

Virtualisation is gaining ground

Adoption of green IT is growing

Cloud hosting challenges traditional business models

Telcos need to assess how best to enter the data centre market
Telcos have to find the right niche in a world of co-opetition

Telcos’ basic point of entry into the data centre market is in provision of
network connectivity

Core data centre services are a low-margin business

Telcos can get some revenue uplift from basic hosting

Telcos need to capitalise upon their attributes to improve their positions in the
co-location market

Managed services are an ideal opportunity for telcos

Telcos should extend their portfolios beyond traditional data centre services
SaaS represents an opportunity for telcos
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About Analysys Mason

Analysys Mason is the preferred partner to telecoms, IT and media organisations
worldwide. Through our global presence, we deliver strategy advice, operations support
and market intelligence to leading commercial and public sector organisations in more
than 80 countries. Our clients rely on our consulting and research services to make better

business decisions.

The intellectual rigour, operational experience and insight of our people have helped our
clients to meet some of the toughest challenges they face within the industry. We have
consistently delivered significant and sustainable business benefits to our clients during
the past twenty years on issues ranging from advising on operator strategy and tactics,
development of national sector regulation, through execution of major financial
transactions, to the deployment of public and private network infrastructure.

We are respected worldwide for the exceptional quality of our work, our independence and
the flexibility of our teams in responding to client needs. We are passionate about what we
do and are committed to delivering excellence to our clients.

Analysys Mason offers two types of service:

Consulting

We work with our clients to provide
customised advice and support
throughout the business cycle, helping
major players to set strategy, plan for
change and implement that change.

For example, we have:

« Carried out data centre selection, fit-
out and server migration for Transport
for London’s Surface Transport
division

« Advised on data centre specification
for the South West Regional
Development Agency

« Provided consultancy support to
Kirklees Council in the development
of a new, ultra-low carbon footprint
data centre.

Research

We offer research programmes

and custom research to help our

clients to identify key strategic issues,
formulate strategies, identify trends and
opportunities, and measure performance.

The research programmes are:

« Industry Strategy

« Global Growth Markets

« Fixed Broadband

« Mobile Broadband

« Voice

« Consumer Content and Applications
o Telecoms Software

« Fixed Networks

o Wireless Networks

« Core Data and Forecasts

For more information, visit our website at www.analysysmason.com.
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0 Summary

The data centre industry remains one of the few bright
spots in a time of economic downturn

The demand for data centre services is expected to remain strong, driven by the ever-
increasing amount of digital data, and the need for facilities in which to store it, together
with many businesses’ reluctance to make the large investments required to build and
operate these facilities. As abundant network connectivity is obligatory for data centres, this
industry offers telecoms operators great opportunities.

Data centres are crucial to today’s economy

“The role of the highly connected, premium-quality data centre is really coming of age. Even in
today's climate, the market is recognising the fundamental role of data centres within the digital
economy; they are increasingly viewed as strategic to the business.”

James Tyler, Director of Communications, TelecityGroup.

0.1 Various players are approaching the data centre
opportunity from different angles

The data centre industry is currently dominated by pure-play operators, whose raison d’étre
is the delivery of data centre services. Most of these operators concentrate on making high-
end co-location space available to customers who wish to remain in control of their own
servers, but who lack the facilities to house them: the idea is to offer a wide choice of
network connectivity options, within a carrier-neutral environment, at competitive prices.
Although premium rates may be charged for state-of-the-art facilities in desirable locations,
data centre operators’ margins are relatively low because they incur high costs in providing
the services.

Telcos, many of which had a presence in the data centre market before the collapse of the
dotcom bubble, are now making a major push into this area. However, unlike the pure-play
operators, most telcos will be focused primarily on the provision of managed services; this
leverages the skills they have gained from managing networks to deliver a bundled,
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outsourced solution, which includes hosting as an extension to the network. The one-stop-
shop approach appeals to customers who want to hand over the day-to-day problems of
running data centre operations to ‘a safe pair of hands’; typically, the customer will already
have an established relationship with the telco.

The other main players in the industry are systems integrators, which generally include
hosting services as part of a wider solution, typically a transformation or business-process
outsourcing initiative in which strong IT technical consultancy skills are required.

The end result is a ‘co-opetive’ market, which we define as one in which the various types
of player cover different elements of the value chain, occasionally competing head-on
against each other, but co-operating in other areas. Operators that are focused on offering
co-location space will sometimes supply the basic building blocks upon which telcos’ and
systems integrators’ more-advanced solutions are built; also, telcos may form partnerships
with systems integrators to contribute their respective areas of expertise to a joint solution.

0.2 Related trends are driving industry transformation for all
players

Various trends that were previously distinct, although interrelated, are now coming together
to transform the data centre industry. These trends include high-density computing,
virtualisation, green IT and cloud services. Both high-density computing and virtualisation
aim to increase efficiency within the data centre, and are typically combined in data centre
consolidation initiatives. By optimising resource utilisation, and bringing greater flexibility
and scalability, these technologies have paved the way for the more widespread deployment
of new business models, such as cloud services. Over the past year or so, attention has been
sharply focused on green IT, but as the result of rising energy prices and an economic
downturn, rather than conscience: people have come to realise that reducing usage of power
enables them simultaneously to save the planet and their wallets. Consequently, data centre
consolidation is increasingly forming part of a holistic approach to tackling power leakages
at various key points in the data centre.

0.3 Telcos are well placed to benefit from new possibilities

With their emphasis on managed services, telcos are well placed to take the next couple of
steps up on the value chain, to take on application management and software as a service
(SaaS), for example. Figure 0.1 highlights the various points of the value chain in which
telcos are well positioned, have considerable potential, or are beyond their core
competences.
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Data centre strategies for telcos: how to capitalise on the opportunity iX

Figure 0.1: Telcos’ opportunities in the data centre value chain [Source: Analysys Mason,
2009]
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Some telcos have already implemented data centre consolidation in order to offer cloud
hosting services, and the next logical step for them would be to deliver SaaS, so as to add
value to their existing propositions. However, they will need to take care not to overstretch
themselves and should have differentiated offerings that make the most of their existing
strengths.

© Analysys Mason Limited 2009 0: Summary



Research from Analysys Mason

Analysys Mason provides a portfolio of research services that help organisations to
understand major strategic shifts, as well as country- and region-specific trends, in the
global telecoms industry. Through a combination of granular market data and forecasts, and
independent qualitative analysis and insight, we enable clients to make informed strategic
and tactical decisions, reduce risk and benchmark their business performance.

Split across five research streams, which cover core market data, infrastructure and
technology, telecoms software, telecoms markets and wider industry dynamics, the research
programmes provide a range of deliverables during a typical 12-month subscription period.

In addition to its subscription-based content, Analysys Mason also offers a custom research

service, which helps clients to answer specific questions.

Analysys Mason’s research portfolio

Research streams  Research programmes

Industry Dynamics Industry Strategy

Telecoms Markets Fixed Broadband el
. Broadband
Telecoms ! Semice =il e Service
Software ¢ Assurance Customer k. iiment
: Care
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Fixed Networks
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Global Growth Markets

Consumer
Voice Content and
Applications

Service Delivery Platform
Strategies

Network Equipment
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Strategies

Wireless Networks

Telecoms
Telecoms
Software
Software
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Forecasts
Shares

For more information about our research programmes and custom research services, please

visit www.analysysmason.com/research.

Research from Analysys Mason
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Consulting from Analysys Mason

Analysys Mason offers consulting services that span the entire business development
cycle from strategy development, through planning and implementation, to review. We
help clients in the public and private sectors to make the best possible business decisions
on many key issues, including investment, strategy, policy, procurement, network rollout
and market entry.

Analysys Mason advises clients in many industry sectors

Public sector
organisations
Providing ICT and

procurement advice for
emergency services

Mobile
operators

Delivering value through
strategy planning and

L and public bodies
_ : : Fixed
Enterprise Financial operators
users institutions . '
Defining new strategies,
Helping to maximise Supporting vendors, optimising service
returns from investment sellers and financiers of portfolios and
inICT industry transactions supporting policy

development

For more than 20 years, Analysys Mason has been working with a range of global clients to
resolve business-critical issues by applying its intellectual rigour, passion and expertise.

For more information about our consulting services, please visit
www.analysysmason.com/consulting.
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