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Note To Reader
Dear Reader,
Cloud technology has revolutionized the IT and ITeS space over the past few years. This report focusses on the key players
involved in the cloud services space and its market dynamics – specifically in the IaaS, PaaS and SaaS segments of the overall
cloud services industry
The report starts with providing a basic understanding of cloud technology with the various types of delivery models used by the
players in the market.
Next, the cloud computing market is covered in terms of size of overall market, growth rates, and other applicable metrics for subsegments in the industry. Key reasons for adoption of cloud, as well the trends expected over the next few years are also covered
in this segment.
In the last section, the report looks at the top 5 players in this industry in terms of their sizes, offerings, market share and their
strategy for the next few years. The impact on typical IT services providers is also covered briefly. We hope that you will find the
report useful and look forward to your feedback and continued patronage.

Warm Regards,
Puneet Shivam
Executive Director
Avendus Capital Inc.
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Disclaimer
This report is not an advice / offer / solicitation for an offer to buy and/or sell any securities in any jurisdiction. We are not soliciting any action
based on this material. Recipients of this report should conduct their own investigation and analysis including that of the information provided.
This report is intended to provide general information on a particular subject or subjects and is not an exhaustive treatment of such subject(s).
This report has been prepared on the basis of information obtained from publicly available, accessible resources. Company has not
independently verified all the information given in this report. Accordingly, no representation or warranty, express, implied or statutory, is made
as to accuracy, completeness or fairness of the information and opinion contained in this report. The information given in this report is as of the
date of this report and there can be no assurance that future results or events will be consistent with this information. Any decision or action
taken by the recipient based on this report shall be solely and entirely at the risk of the recipient. The distribution of this report in some
jurisdictions may be restricted and/or prohibited by law, and persons into whose possession this report comes should inform themselves about
such restriction and/or prohibition, and observe any such restrictions and/or prohibition. Company will not treat recipient/user as customer by
virtue of their receiving/using this report. Neither Company nor its affiliates, directors, employees, agents or representatives, shall be
responsible or liable in any manner, directly or indirectly, for the contents or any errors or discrepancies herein or for any decisions or actions
taken in reliance on the report.
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Executive Summary
DEFINING CLOUD


Cloud, in simple terms, can be defined as the method of performing computing tasks using shared resources of physical infrastructure



There are several types of cloud an organization can opt for – public, private, hybrid and community – each with its own set of benefits and disadvantages in
terms of flexibility and privacy



Typical cloud vendors deliver cloud services using three models – Infrastructure as a Service (IaaS), Platform as a Service (PaaS) and Software as a

Service (SaaS) – to deliver their services to their clients

SIZABLE OPPORTUNITY IN THE CLOUD MARKET


Cloud computing as a market was non-existent in the early 2000s; grew about ~72x (market capitalization in real terms) during the 2004 – 2014 period



Estimates by various research houses indicate the size of the cloud market (IaaS, PaaS, SaaS, UCaaS, and public / private cloud) at ~US$ 110 Bn in 2015



IaaS is the fastest growing segment within cloud; according to Gartner Research, the IaaS market grew by ~38% in 2016



Key reasons for such strong growth in cloud is the accelerated adoption by all firms to leverage benefits like reduced cost of ownership, faster development
and flexibility



The market is expected to grow at a similar pace over the next few years – accompanied by increased adoption of hybrid cloud, value added services
(analytics, big data, mobility solutions etc.), and growth in managed services and other adjacent markets

THE CLOUD COMPUTING MARKET IS DOMINATED BY FEW KEY PLAYERS


In terms of competition, the cloud market is still very nascent and is dominated by a few players – Amazon, Microsoft, Google, IBM Softlayer and Salesforce



Amazon, through its AWS subsidiary, is the market leader by a huge margin and has defined the public cloud infrastructure industry since inception



Players in this market typically seem to compete based on price and differentiation (through the method of pricing and depth / breadth of services)



Most cloud computing resources are delivered ‘as a service’ and are priced based on hours of consumption with volume discounts as applicable
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What Is Cloud / Cloud Computing?
CLOUD COMPUTING
 Cloud computing refers to a method of performing computing tasks using a set of shared computing resources that includes applications,
storage, networking, development and deployment platforms
TRADITIONAL COMPUTING
Clients’ applications

CLOUD COMPUTING
CLOUD

Clients’ applications

“Virtualization Layer” enabling shared resources
Dedicated Processor
Dedicated
Processor

Dedicated
Processor

Dedicated
Processor

KEY CHARACTERISTICS OF CLOUD
Multi-tenancy

Scalability

 Resource pooling is the most important characteristic of cloud

 A software architecture strategy where a single instance of software runs on a server and serves “multiple tenants”
 Usually highly scalable and elastic given their multi-tenant resource sharing characteristic
 Cloud systems are able to increase the workload on an existing capacity of computing power / add capacity based on
requirement

On Demand
Access

Measured Service

 Key to the success of cloud computing is the ability to remotely add / delete computing power on demand
 Once configured during the initial installation (if any), a user can self-service his / her cloud requirements unilaterally
 Resource utilization can be monitored, controlled, and reported which enhances transparency for both provider and
consumer of the service
Source: Avendus Estimates, IBM, TRAI Reports
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Types Of Clouds And Cloud Based Delivery Models
TYPES OF CLOUD
Public Cloud

Private Cloud

 Made available to general public or several large enterprises
 The user typically only needs to register to access services (IaaS / PaaS / SaaS) and provision computing power
 The configuration of a private cloud is customized for and controlled by a specific enterprise client usually
 The key difference compared to public cloud is that private cloud follows the client’s compliance, security and SLA
requirements

Hybrid Cloud

Community Cloud

 Uses a mix of on premise (private) and public cloud which are self-managed or managed by a third party
 Most companies follow this model, leveraging the advantages of private / public cloud as applicable

 Public / private / hybrid cloud shared by a specific set of enterprises / other clients with common requirements related to
SLAs, security, and other common concerns

TYPES OF CLOUD DELIVERY
Distribution of software to the clients, usually through a browser; all the underlying layers including platforms
SaaS

and the infrastructure are managed by the vendor
PaaS providers supply the clients with the necessary platform to run / test their applications along

PaaS

the essential infrastructure; the client doesn’t have any control over the infrastructure supporting the
platform environment
Provides the client with the ability to provision storage capacity, network, data centres, and

IaaS

other fundamental software essential to run a software

Source: TRAI, TechTarget, IBM
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Contrasting Cloud Models

Public Cloud

Private Cloud

Hybrid Cloud

PROS

CONS

 Easy to use, usually easy to access
and operates at a relatively fast speed
 Cost effective: Pricing is based payper-use model, and maintenance costs
are borne by a third party
 Highly flexible, as users can add / drop
capacity as and when required
 24 / 7 availability of technical expertise

 On the flip side, public cloud can be
unreliable as data centres are
completely managed by the vendor
 Relatively less secure, public cloud is
more susceptible to hacks compared
to the other two forms of cloud

 Customizable – private clouds are
developed based on an organization’s
compliance, security and
other
requirements
 Private cloud allows higher degree of
control over the infrastructure and
computational resources
 More secure as private cloud is not
usually shared with many other users

 Compared to public cloud, private
cloud is costlier as it provides higher
levels of control and security
 Requires IT expertise at the client’s
end, in maintaining and monitoring the
private cloud

 Allows a mix and match approach
where sensitive material can be stored
on private cloud, while relatively
unimportant data can be store on
public cloud
 Enables right balance of cost and
flexibility

 More
complex
in
terms
of
management given deployment of
multiple cloud models
 Costlier compared to public cloud as
hybrid cloud gives the client more
control

KEY PLAYERS
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Key Drivers Of Cloud Adoption
1

LOWER TOTAL COST OF OWNERSHIP
 One of the main reasons why enterprises, and SMEs / SMBs in particular, have shifted to cloud is the lower cost of ownership
 Through the ‘as a service’ delivery models, which are priced on a pay per use basis, companies can successfully shift to operational
expenditure from capital expenditure
 As compared to a typical on premise implementation software, there is no upfront costs
 Cloud based services also enable risk shifting from the client to the vendor, who manages all operations, backups, updates etc. for the system

2

ABILITY TO UPSCALE / DOWNSCALE
 Scalability and elasticity are main characteristics of cloud which enable clients to quickly scale up and shed depending on operational needs
 With evolving business needs such as AI, machine learning, digital transformation and post modern ERP, virtualization and shared
infrastructure assumes all the more importance

3

QUICK DEPLOYMENT
 In traditional IT, the time taken to commission, implement, and configure a service is long
 Cloud computing enables quick deployment and provisioning of infrastructure services and software based on end-client needs
 Quick deployment is an important feature in enabling faster go to market by software developers, by enabling upcoming operational procedures
like DevOps

4

OTHER ADVANTAGES INHERENT TO CLOUD
 Cloud computing model implies that all the infrastructure needs and platform needs are taken care of by the vendor implying reduced
maintenance and upgradation costs
 Private clouds also enable the client to specify SLAs indicating uptime levels, security features, and other compliance requirements
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Cloud To Gain Further Traction Over The Next Five Years
YOY GROWTH AND MARKET LEADERS BY SEGMENT1

FAST FACTS ON CLOUD SPENDING
 Overall cloud computing market grew approximately 28%
in 2015 with total industry revenues of USD 110 Bn; is
expected to reach US$ 167 Bn by 2020

Public IaaS / PaaS

 Public IaaS / PaaS has reported the highest growth within
cloud computing at 51%, followed by private and hybrid
cloud infrastructure services at 45%

SaaS

Private & Hybrid

UCaaS

 Amazon Web Services (AWS), and Microsoft Azure
services witness major traction among customers in Public
IaaS / PaaS, and have established themselves as market
leaders in the segment

Public Cloud
Private Cloud
0%

10%

20%

30%

40%

OVERALL CLOUD-BASED SPENDING TO GROW

In Bn US$

Market Size
(2016)

YoY Growth
(Over 2015)

IaaS

22.4

38.4%

PaaS

4.6

21.1%

SaaS

37.7

20.3%

BPaaS

42.6

8.7%

Cloud Industry

107.3

12.2%

55

53

Gartner Estimates of the cloud market in 20162

50%

26
12

2014

2019

Cloud IT Infrastructure spending is set to
grow at a CAGR of 15.1% from 2014 to
2019 (46% of total IT infrastructure
spending)

2016

2026

SaaS and PaaS portion of public cloud
hardware and infrastructure software, to
grow at 16.4% CAGR over next 10
years

Source: IDC, Gartner, MarketsandMarkets, 451Research, Synergy Research Group
1) Public and Private Cloud here implies the hardware for enabling cloud
2) Market sizing doesn’t include ‘cloud advertising’ and ‘cloud management and security services’ – these two sectors combined, account for another ~US$ 96.5 Bn
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Amazon Web Services, Microsoft Dominate Cloud Market
HOW VALUE TRANSFERS FROM AN OLDER TECHNOLOGY TO A NEWER ONE
Market Cap – 2014 US$ terms (In Bn)

1,321

1,425

1,321

301
80

217

45

1987

3
2004

Mainframe

2004

Client Server

2014
Client Server

Cloud

 Mainframe Technology: Mainframe indicates a standalone set of physical hardware dedicated to perform large computation tasks
 Client-server: Denotes a computer system in which a central server provides data to a number of networked workstations, generally on premise of

clients

MARKET SHARE OF MAJOR PLAYERS
40%

 The market for cloud technology was almost non-existent in early
2000s

Market Share (IaaS, PaaS and Private Cloud)

 In 10 years, the market capitalization of the companies involved in
cloud technology has grown ~72x

30%

 Several major technology companies like Amazon, Dell, EMC2, IBM,
Google and Microsoft have ventured into the cloud space during this
time

20%
10%

 Amazon, through its AWS subsidiary and Microsoft through its Azure
platform / software are leading the cloud market

0%
Amazon

Microsoft

IBM

Google

Next 20

Next 20: AT&T, CenturyLink, Fujitsu, Joyent, HPE, NTT, Oracle, Orange, Salesforce, Rackspace etc.
Source: Salesforce report

 These companies have likely succeeded due their global presence,
marketing muscle, and the ability to fund hyper scale data centers
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Cloud Value Chain
Cloud Value Chain

Hardware

IaaS

Infrastructure
Software

PaaS

 Sell the necessary
computing and
storage hardware to
IaaS providers

 Provide basic
hardware as a
service to a variety of
clients (colocation,
managed hosting
etc.)

 Provide virtualization
technology to enable
shared resources,
over which platforms
/ software are written

 Provide platforms as
a service; used as a
part of software
development by
technology
companies

 Pricing on a per unit
basis

 Services are charged based on usage (subscription basis)
 Total usage is measured as the numbers of hours / months / weeks of usage on a per account basis
 Most ‘as a service’ delivery options provide volume discounts to their customers where per unit costs reduce as usage
increases
Source: Avendus

SaaS

 Provide software
over cloud to end
users
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Adjacent Markets Enabled By Cloud
1

CLOUD IMPLEMENTERS
 The cloud value chain can broadly be classified into two segments – ‘as a service’ providers and consultants / implementation specialists
 Apart from a new breed of companies which partner with cloud ISVs, the emergence of cloud has also led traditional IT services players to

improve their capabilities around the cloud

Examples

2

MANAGED SERVICES (CLOUD SERVICE PROVIDERS)
 The industry is characterized by several small players providing managed services for unified communication, data centre monitoring and
maintenance, help desk support, network monitoring, backup and disaster recovery

Examples

3

DATA CENTER AND COLOCATION PROVIDERS
 Colocation providers essentially rent out space to clients to host their own data hard drives and processors
 Business models where the physical infrastructure is owned and managed by the provider also exist, referred to as the managed hosting
providers

Examples
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Key Market Trends In Cloud Services

1

INCREASED ADOPTION OF HYBRID CLOUD
 Hybrid cloud provides the right balance between flexibility and security and hence is witnessing increased adoption
 Key factors that are driving the adoption of hybrid IT infrastructure are increased speed of delivery of IT resources to end users, need for
improved disaster recovery capabilities, and improved resource utilization
 Top use cases for hybrid cloud include development / testing, packaged applications and disaster recovery capabilities

2

RISE IN ‘BRING YOUR OWN DEVICE’ POLICY
 Cloud enables employees of a workplace to remotely access files using several types of devices including laptops and other mobile devices

 Enterprises are increasingly implementing the BYOD policy to improve work collaboration and agility, enabling use of mobile technology
 The propensity of enterprises to shift to this policy is higher in emerging economies (Brazil, Russia, India etc.) than matured economies –
indicating higher traction for cloud in these markets

3

EMERGENCE OF CLOUD BROKERAGE SERVICES
 Cloud service brokers act as intermediaries between cloud service providers and businesses, to perform integration and monitoring services

 Most enterprises today deal with several stakeholders to implement and monitor their cloud infrastructure
 Cloud brokerage service providers act as a single point of contact for the enterprise for all its cloud needs – from implementation /
transformation to managed services

Source: Technavio
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Major Cloud Service Vendors
MARKET LEADERS IN CLOUD

AMAZON LEADS THE PACK BY A HUGE MARGIN
Market Share In IaaS, PaaS, Private and Hybrid Cloud

1

2

40%
30%

3

4
20%
10%

5

0%
Amazon

Microsoft

IBM

Google

Salesforce

OTHER TOP PLAYERS
Company

Description
 One of the largest telecom companies in the world; also markets a storage service based on EMC Atmos
 ISV providing ERP and other enterprise software – recently changed its strategy to shift all its applications to cloud
 Third largest telecom company in the USA; provides business applications, compute offerings and colocation services as a part of
its cloud offerings
 One of the world’s largest telecom providers; provide IaaS services around cloud management, public cloud and private cloud
 Managed cloud company, offering services such as colocation, managed hosting and managed services (security, operations etc.)
 VMWare’s offerings include virtualization and automation of compute, networking and storage resources from desktop to cloud
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Amazon Web Services
Overview

 Founded in 2006, AWS is a wholly owned subsidiary of Amazon, and is considered the pioneer of IaaS market
 AWS is the largest player in public cloud, providing services mainly through the IaaS and PaaS delivery models
 AWS has a current revenue run rate of over US$ 10 Bn, with operating margins north of 27%
 About 75% of the revenues are from ‘Compute’ (EC2) and ‘Storage’ (S3) segments
 It has been estimated that AWS’s IaaS cloud is ~10 times the total size of the next top 14 competitors put together

BUSINESS PRODUCTS / SERVICES
 AWS has nearly six dozen products and solutions are used for application hosting, backup, and storage, databases, ecommerce, enterprise IT,
content delivery, high-performance computing, media hosting, on-demand workforce, web hosting, media and entertainment, search engines, and
life science applications
 Business products are broadly classified as Compute, Storage & Content Delivery, Databases, Networking, Security & Identity, Analytics,
Deployment & Management, Enterprise IT Applications

Pay as you go:
 Priced based on usage per hour
Pay less by using more:
 Uses tiered pricing, per GB price goes down as volume of usage

KEY CLIENTS

PRIVATE

PRICING MODELS

goes up

Reserve pricing:
discount

PUBLIC

 Some services allow upfront reserving of services at a significant
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Amazon Web Services
Overview Of Services Provided By AWS (1/2)
~75% of the revenue
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Amazon Web Services
AWS Journey Over The Years
UNCHALLENGED LEADER IN THE IaaS MARKET
Launched enterprise service support
enhancements
Grew geographically with 10 data centre
regions; dedicated IaaS for government
cloud services

Started with basic IaaS services (storage and compute
services)

2010

2006

Reached more than 1 Mn active customers
Introduced ‘Aurora’ (RDBMS tech.) along
with 516 other new technologies

2011

Improved offerings in
hybrid cloud (through
VM Ware partnership)

Entry into more complex services: IoT,
Machine Learning and Analytics
70+ offerings; 33+ data centre regions;
1,000+ new feature introductions

2014

2013

2012

FY13:
US$ 3.1 Bn

Competition Intensifies:

2016

2015

FY14:
US$ 4.6 Bn

FY15:
US$ 7.9 Bn

FY16: 2
US$ 10 Bn

~50% YoY revenue growth

HIGHLY PROFITABLE SEGMENT FOR AMAZON WITH SUSTAINED GROWTH1
7,000

40%

AWS Revenues – US$ Mn

As a % of consolidated figures at Amazon level

74%

35%
6,000

30%

5,000

52%
25%

43%

41%

7%

9%

9%

10%

4Q15

1Q16

2Q16

3Q16

4,000

17%

20%

14%

3,000

15%
13%

12%

39%

38%

36%

7%

8%

8%

1Q15

2Q15

3Q15

15%

2,000

6%

10%

1,000
5%

1,556

1,824

2,085

2,405

2,556

2,886

3,231

1Q15

2Q15

3Q15

4Q15

1Q16

2Q16

3Q16

-

0%

Revenue
(1)
(2)

Growth

Segment Operating Income before any stock based compensation
FY16 number indicates the run rate for AWS

% Revenue Contribution

% Operating Income Contribution
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Amazon Web Services
Strategy And Recent M&A Activity
STRATEGY
 AWS continues to compete with others on the basis of price – the company has cut prices for more ~50 times across different products since its
inception in 2006
 AWS has also been on the forefront in terms of innovation, and plans to continue rolling out newer services every year – this puts immense
pressure on the competitors as they have to match the portfolio of services and also the low price points at which they are offered
 Amazon is also investing in Machine Learning, AI, IoT and analytics, for AWS – clients such as Aon, Zillow, and Netflix already leverage these
features on Amazon cloud
 AWS has recently entered a strategic partnership with VMWare, called “VMWare Cloud on AWS” – to improve its offerings in hybrid cloud
effectively announcing its departure from a predominantly public cloud portfolio

M&A ACTIVITY
 Elemental Technologies is a back end technology services provider for media and entertainment businesses, helping
them take live and on-demand video destined for traditional networks like cable, over-the-air broadcast etc.

Elemental Technologies
US$ 296 Mn
2015

 Integrating Elemental with AWS Cloud will provide the clientele with a range of integrated solutions to efficiently and
economically scale video infrastructure

 Cloud9 is a US based company that offers integrated development environment for developers for building web based
and mobile applications

Cloud9
2016

 This acquisition is supposed to augment AWS’s offerings in PaaS portfolio

 NICE is a leading provider of software and services for high performance and technical computing
 NICE offers products and solutions to customers across the world to optimize and centralize high performance

NICE
2016

computing (HPC) and visualization workloads

22

Microsoft Azure
Overview
 Azure is a platform and infrastructure built by Microsoft, to build, deploy, and manage applications and services through a
global network of managed data centres owned by Microsoft
 Azure was first announced in 2008, with the first release to the public in 2010
 Azure has a significant presence in the PaaS and SaaS markets, and is a distant second in terms of market share
compared to Amazon Web Services
 Overall commercial cloud based revenues for Microsoft is ~US$ 12 Bn in 2016; (includes Office 365, Azure, Dynamics
online and other cloud properties); Azure grew ~116% in 1Q17
 The estimated size of Microsoft Azure is approximately US$ 3 Bn1

BUSINESS PRODUCTS / SERVICES
 Azure’s solutions are mainly around digital marketing, mobile, e-commerce, microservice applications, business intelligence, big data and analytics,
data warehouse, back up and archive, and hybrid integration
 Products are broadly classified into computing, networking, storage, databases, analytics, IoT, enterprise integration, developer tools, and Azure
stack

KEY CLIENTS

PRICING MODELS
Pay-as-you-go:
 Most popular and flexible, priced based on numbers of minutes /
hours of usage
Enterprise agreements:
 Microsoft Enterprise Agreements (MEA) allows for an upfront
payments based on a usage commitment over a specified time
period

(1) Avendus Estimates
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Microsoft Azure
Strategy And Recent M&A Activity
STRATEGY
 Historically, over the past few years, Azure and AWS competed mostly on prices, with AWS setting the prices and Azure matching them almost
immediately
 Azure now competes on the additional unique features it offers such as its
 Capability in hybrid cloud
 Global data centre coverage (38 data centre regions around the world – the highest)
 Most comprehensive compliance coverage with 50 compliance offerings
 While Azure is shifting its focus to enterprise clients, Azure plans to sell its services to the largely untapped SMB / SME market
 Over the next few of years, Azure plans to partner with cloud service providers to promote adoption of its cloud platform by the SME / SMB market

M&A ACTIVITY
 Provides machine learning technologies for eDiscovery and information governance

Equivio
2015

 Microsoft through this acquisition can help customer tackle the legal and compliance challenges inherent in managing
large quantities of data
 Revolution Analytics is a statistical software company with its product portfolio including ‘R’

Revolution Analytics
2015

 Microsoft plans to integrate this enterprise ready software into its Azure platform

 Microsoft acquired Adallom to improve its strengths in cloud security and identity

Adallom
2015

 Adallom works with popular cloud applications like Salesforce, Dropbox, ServiceNow, Ariba and Office 365

 Another acquisition focussing on security portfolio improvement

Secure Islands
2015

 Secure Islands provides powerful data classification, protection and loss prevention technologies for any type of file
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Google Cloud Platform
Overview

 Google is large multinational corporation founded in 1998, deriving majority of its revenue from advertising
 Google Cloud Platform was initiated in 2011, with focus on IaaS and PaaS delivery
 According to analyst reports, revenues from this segment are still a distant third compared to the top two providers –
Amazon Web Services (IaaS and PaaS) and Microsoft Azure (PaaS and SaaS)
 Google Cloud Platform is estimated to generate a revenue of ~US$ 4.1 Bn by 2016

PRODUCTS / SERVICES
 Products: Google cloud provides products around server technology, storage and databases, networking, big data, machine learning, management
tools, developer tools, identity and security
 Solutions: Solutions around media, mobile applications, big data, financial services, gaming, retail and commerce, internet of things, website and
web apps, and DevOps

KEY CLIENTS

PRICING
Pay-as-you-go:
 Provides for a per minute billing
 Discounts are applied automatically, where the customer need
not commit to any usage prior to using the services
Key
differentiator
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Google Cloud Platform
Strategy And Recent M&A Activity
STRATEGY
 Google is relatively new to the cloud market having started its platform business only in 2011
 Aims to gain share in what it believes to be nascent market still, through concentrating sales efforts towards the enterprise class (eg. Spotify has
recently shifted from AWS to Google)
 Competes with other players in the market leveraging four key differentiators
 Value for money in terms of performance,
 Reduced risk given tight security controls across Google’s services and products
 Ready access to innovation through other Alphabet companies
 High degree of ease of use compared to full service highly customizable products of AWS

M&A ACTIVITY
 Apigee is a provider of application programming interface (API)

Apigee
US$ 625 Mn
2016

 Apigee’s comprehensive API platform works as an enabler for application development, offering secure, stable, multilanguage, dev, test, publish and analytics capabilities

 Orbitera provides a commerce platform that makes buying and selling software in the cloud seamless and scalable for

Orbitera
US$ 625 Mn
2016

all kinds of businesses, including independent software vendors, service providers and IT channel organizations

 Bebop is an enterprise platform used by large companies around the world to test and develop applications

Bebop
US$ 380 Mn
2015

 Google also acquired Diane Greene, the co-founder of VMWare and Bebop as the head of Cloud Platform through this
purchase of Bebop
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IBM Softlayer
Overview

 Softlayer was founded as a cloud services company in 2005, and was acquired by IBM in 2013 for a reported US$ 2 Bn
 Main services in providing cloud infrastructure as a services (IaaS) from a growing number of data centres around the
world
 Softlayer reported a revenue of ~US$ 280 Mn in 2010, with its current revenue run rate ~US$ 1 Bn

PRODUCTS / SERVICES
 Products / Services: products and services around storage, servers, networking, security, application development, and management
 Solutions: End-to-end solutions around network, storage, security etc. to clients in industries such as e-commerce, government, VDI, gaming,
private clouds, digital marketing, and big data
 Majority of Softlayer’s revenues are from providing bare metal servers as a service

PRICING

KEY CLIENTS

Pay-as-you-go:
 Allows for modular pricing where customer pay for a cloud which
is customized for them from the beginning
 Pricing based on usage hours / months

 Given the global presence of data centres, IBM’s cloud services
are also dependent on the geography of the client
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Salesforce
Overview

 Salesforce was founded in 1999, starting with SaaS products around sales force automation
 The company has expanded its portfolio to include customer services solutions, enterprise collaboration products and
platform development tools

PRODUCTS / SERVICES
 Sales cloud: This is the company’s flagship salesforce automation product, primarily sold to sales and marketing teams in large enterprises
 Service cloud: Customer service and support platform – clients can monitor their interactions with their end customers using this tool
 Jigsaw: Is a user contributed data base with over 30 million business contacts, which enables more targeted effective sales calls
 Chatter: Is an internally developed private networking tool enabling better collaboration
 Force.com: Is a PaaS service, offering a set of application tools to develop and deploy new applications for use alongside with Sales / Service
cloud

PRICING
Pay per user for a specific length of time:
 Across services (sales cloud, service cloud, jigsaw, chatter etc.),
clients are charged per account per unit time
 Salesforce provides several versions of the same software with
additional features which are unlocked at higher prices

KEY FINANCIALS
10,000

110%

US$ Mn (FYE January)
9,000

8,000

80%

78%

78%

90%

76%

76%

75%

7,000

70%

6,000

5,000

50%

4,000

KEY CLIENTS

30%

3,000

2,000

10%

1,000

1,657

2,267
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4,071

5,374

6,667

-

-10%

FY11

FY12
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Revenue

FY14
FY15
Gross Margin

FY16
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Impact Of Cloud On Traditional IT Services Players

1

CHANGE IN THE NATURE OF PROJECTS
 Advent of cloud has decreased the size (revenues are ~40% – 50% of the on premise revenues) of a typical implementation projects
 Profitability though, has gone up: typical gross margins in a cloud project are higher compared to an on premise implementation

2

SHORTAGE OF RELEVANT TALENT
 Partnering with cloud based ISVs like SAP, Oracle, Salesforce etc. require high levels of expertise in their own technologies
 To go to the market with these products, implementers / consultants require employees to have certifications in these latest cloud technologies

(like HANA, Hybris, CPQ etc.), which essentially implies significant investments by these IT services companies in their employees
 To maintain the same levels of revenue growth, an implementer needs to win a higher number of contracts – this is likely made possible
through increased sales and marketing efforts

3

OPPORTUNITY IN CLOUD-ENABLED IT SERVICES SEGMENTS
 Although the overall cost of ownership for a client decreases initially, a typical company is likely to spend more on cloud related IT over the
lifetime of subscription to a typical SaaS / PaaS / IaaS service
 ‘As a service’ delivery models have forced IT service providers to improve offerings in managed services (remote / on premise) segment – an
industry adjacent to cloud
 Cloud technologies have significantly decreased the barriers to entry into segments such as analytics, mobility, artificial intelligence and
machine learning – providing a clear opportunity to IT services companies
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Opportunities For Value Addition For a Typical IT Services Provider
Cloud based application development services for
enterprises

Provide services in implementation / migration and integration
Implementation of SaaS based services

Cloud Value Chain
Infrastructure as a Service

Platform as a Service

Software as a Service

Managed services at all levels of value chain – include monitoring of infrastructure for uptime, platform maintenance or providing
business processes as a service
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Glossary
Abbreviation

Definition

AI

Artificial Intelligence

API

Application Programming Interface

AWS

Amazon Web Services

BPaaS

Business Process as a Service

CY

Calendar Year

ERP

Enterprise Resource Planning

FY

Financial Year

IaaS

Infrastructure as a Service

ICAMS

IoT, Cloud, Analytics, Mobility, Social

IoT

Internet of Things

ISV

Independent Software Vendor

IT

Information Technology

PaaS

Platform as a Service

SaaS

Software as a Service

SDK

Software Development Kit

SLA

Service Level Agreement

SME / SMB

Small and Medium Enterprise / Small and Medium Business

TCO

Total Cost of Ownership

UCaaS

Unified Communications as a Service

VM

Virtual Machine
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Trading Comparables – Major Listed Cloud Services Players
(US$ Mn)

Market Cap

Enterprise
Value

Revenue
(TTM)

EBITDA
Margin
(TTM)

Revenue
Growth
(1-Yr Fwd)

EV / Revenue

EV / EBITDA

LTM

LFY+1

LTM

LFY+1

IaaS / PaaS
Amazon Web Services*

NA

170,000

~10,000

NA

NA

17.0x

NA

NA

NA

15,178

22,502

2,066

43%

20%

10.9x

10.6x

25.2x

18.3x

3,774

5,111

503

37%

16%

10.2x

9.8x

27.6x

15.7x

Redhat

14,125

12,817

2,235

17%

18%

5.7x

5.3x

33.8x

19.8x

CenturyLink

13,186

32,764

17,657

38%

-2%

1.9x

1.9x

4.9x

5.0x

Rackspace

4,043

4,056

2,081

33%

4%

1.9x

2.0x

5.9x

5.7x

24,699

30,636

3,400

40%

33%

9.0x

8.5x

22.8x

18.5x

Median

9.0x

6.9x

24.0x

17.0x

Mean

8.1x

6.3x

20.0x

13.8x

Digital Realty Trust
Dupont Fabros Technology

Equinix

SaaS
AthenaHealth

3,796

3,957

1,052

15%

19%

3.8x

3.6x

25.2x

16.4x

Box

1,916

1,814

374

-32%

31%

4.9x

4.6x

NM

NM

Medidata

3,022

2,797

438

13%

18%

6.4x

6.0x

49.8x

26.3x

49,584

49,637

7,907

9%

26%

6.3x

5.9x

71.8x

29.1x

Ultimate Software Group

5,522

5,413

741

9%

26%

7.3x

6.9x

82.4x

29.0x

Veeva Systems

5,866

5,356

508

21%

32%

10.5x

9.9x

51.2x

31.6x

Workday

14,201

12,814

1,456

-15%

34%

8.8x

8.2x

NM

95.5x

ServiceNow

13,180

12,873

1,290

-27%

38%

10.0x

9.3x

NM

49.3x

Median

6.8x

6.5x

37.5x

29.0x

Mean

7.2x

6.8x

21.0x

27.9x

Salesforce.com

Source: Bloomberg (on December 12th, 2016)
* AWS is not a listed entity; numbers based on consensus estimates of analyst reports
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Avendus Overview
»
M&A Advisory

»

Private Equity
Syndication

»

A Global Financial Services Firm

London
New
York

Investment
Banking

»

Have closed 72 M&A transactions since 2007, 48 of which were cross-border
Market leaders in the IT & BPO segment, both in terms of total deal value as
well as number of deals(1) since 2009

Closed 68 PE transactions since 2007
More than US$ 2 Bn raised through PE Syndication since 2007

New Delhi
Mumbai
Bangalore

»
Structured Finance

»
»

»
Equity Capital
Markets

»
»

Public
Equities
Institutional Equities*
 Equity Research
 Sales & Trading

»
»
»
»

Alternate
Asset
Management

Private Equity
Investing

Wealth
Management

Wealth Management
for UHNI clients

»
»

»
»

Add on product to the core Investment Banking business
Provide acquisition finance advisory, mezzanine fund raise, Tier II capital etc.
Closed 14 deals since 2011

Started the business in 2008
Raised nearly ~US$ 830 Mn for clients in over 13 IPO/QIPs/OFS since 2008
Relations with investors in Hong Kong, Singapore, Europe and the US
Large cap stocks covered across 10+ sectors
>40% of BSE 500 covered
Empanelled with 90+ domestic and international clients
Recently launched new fund of US$ 500 Mn in partnership with Zodius
Capital
Fund I fully liquidated and returned to investors with IRR of 13% (1.3x)
2 exits with 3x returns in < 18 months

Started in 2010, AUM has grown to US$ 400 Mn+ with over 150+ families
One of the few WM players to have broken into the US market for NRI clients

Avendus Offices
*JV with IL&FS Financial Services; Total team strength 120+ professionals; 1 US$ = 60 INR
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Avendus Offices
AVENDUS CAPITAL PVT. LTD.
MUMBAI (Registered Office)

UNITED KINGDOM

The IL&FS Financial Centre
B Quadrant, 5th Floor
Bandra-Kurla Complex
Bandra (East), Mumbai 400051

Avendus Capital (UK) Private Limited
33, St James’s Square,
London SW1Y 4JS

Tel: +44 203 159 4353
Fax: +44 207 661 9400
Avendus Capital (UK) Private Limited is authorized and regulated by the
FSA

GURGAON

UNITED STATES OF AMERICA

901-B, 9th Floor
Time Tower, M.G.Road
Gurgaon, Haryana - 122 002

Avendus Capital Inc.
499 Park Avenue, 12th Floor
New York, NY 10022

Tel: +91 124 454 8003
Fax: +91 124 454 8020

Tel: +1 646 707 0789
Fax: +1 646 707 0899

BENGALURU

CIN: U99999MH1999PTC123358

The Millenia, Tower A
10th Floor, # 1&2
Murphy Road
Ulsoor, Bangalore 560008

www.avendus.com
Private & Confidential

Tel: +91 22 66480050/0950
Fax: +91 22 66480040/0940

Tel: +91 80 6648 3600
Fax: +91 80 6648 3636
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