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Iran's telecom market was the fourth - largest market in the Middle East and
expected to see 23% growth in the mobile data revenues - the highest in the

region
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From a policy perspective, development of the infrastructure with special
attention to the introduction of e-governance solutions is of utmost priority for
the government

Key policy initiatives

Development of

Ui Wl s E-Commerce Development ) Encourage R&D

Network (SHOMA)

Digital Government

Board
* E-government and e- * Aim to connect 60 per * Establishment of * The government is
banking cent of the Iranian public eNamad to protect the investing close to 0.42
and business to SHOMA Iranians from cyber of GDP in 2013, plans to
by 2015 criminals and fake increase it to 2.5 % of
e-health and e-welfare + Development of local websites. GDP by 2025.
technology and domestic * Rating of websites called ¢ Establishment of Iran
* Taxation polices and tax digital products (OS, eNamad ranking for Science and technology
collection anti-virus, browsers) various licensees — excellence centres and
Temp, Stal and Star 2 high technology

industrial zones

Key Challenges

* The Government policies controlling the internet tightly is a major hurdle. This includes the ban on the famous sites
such as Facebook, YouTube, Twitter and Instagram. Every website in Iran is mandated to register with Ministry of Art
and Culture.

* The Government controls the sanctions especially sanctioned from abroad. The Ministry of ICT has its monopoly over
internet infrastructure by banning the import of any telecommunications equipment that is not authorized by the
ministry.

* Slow internet connections, ranked 152 of the 192 countries (based on speed). The main issue affecting the speed and
cost of access is the practice of price inflation by the Telecommunication Infrastructure Company (TIC), inflates the
price of the ISP during reselling.
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Iranian ICT market trends spins around topics like internet speed, internet
censorship and security concerns; Areas such as the cloud are still nascent

o o - — Colocation and IT as a service model
Strict internet policies * The service providers today offer colocation in data
* Social media adoption of the country is centres, software and servers on rental basis or on a
an important driver for cloud. Officially service model.
twitter and Facebook is banned in Iran. « Software such as e-mail applications, infrastructure such as
* Strict regulations on entrance of foreign servers, storage are provided on virtual private cloud basis.
content to Iran can isolate Iran from rest <) Resistance to outsourcing culture
of the world. Hence global service .

Iran enterprises embrace cutting edge technologies only

providers need to account this. at the cost of buying the solution from a trusted service

providers.
Security and regulatory concerns * The data centre landscape today is mostly private cloud
* The preference of Iran enterprises is to ~ residing at the company's premises_

have their data present within their
office premise or within the country due
to concerns of data leakage as well as to
comply with Govt. policies.

* The service providers are mostly
concentrated in the Tehran region.

Internet connectivity and speed
* The most important infrastructure needed to leverage the benefits of cloud is

high speed connectivity.

* At present, the speed of connectivity is limited in some areas and speed varies.
This does bring a large challenge for public cloud adoption.

* As per the Government plan, the lowest peak average internet connection is
expected to increase by 2 folds by 2015 and increase by 8 folds by 2017.
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The future is in the cloud: however, lack of economies of scale for IT services
providers in Iran is a challenge due to lack of cloud awareness among
enterprises

Impact .High 'Medium 4 ow

ICT Market: Key Market Drivers and Challenges, Iran, 2015-2020
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@ Internet connectivity and speed '
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© Regulatory compliance ‘
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X Lack of outsourcing culture .
©
E . 3 3

No economies of scale for service providers due

to lack of cloud awareness among enterprises ' .

Source: Frost & Sullivan Analysis
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Iranian IT market has limited competition restricted to certain zones with the
main growth area seen in SW and IT Services

Iranian ICT Market - Present Market Scenario

* Growing —the ICT market in Iran is at the growth stage
* With the HW and SW infrastructure in place the next wave of growth is in services

Market stage

Competition * Limited competition: owing to the bans and the contraband trade; majority of ‘
landscape the competition is limited to local and Chinese players ’\o

* Ease of doing business in the country is low because of data privacy, security and
Other factors distrust of the outsourcing culture. Primary sectors have adopted IT but are looking to ’\) ‘
scale up

From a service perspective - Internet speed is still too slow to offer public cloud for ’ A‘

Top Restraints the enterprises. However, local companies are testing public cloud for individuals.

et © Acquiring the preferred infrastructure remains one of the key challenges in Iran.
availability Majority of the infrastructure is “smuggled” from China, India, UAE and Turkey. ’\, ‘

e Tehran is the fastest growing city with majority of

enterprises based in the capital. UL Karaj e

* IT services will focus on the cloud. With the influx of big data the demand for HW will
proportionally increase; Telco’s will start focusing on VAS.

Product split
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The Iranian IT market stood at USD 5.1 Bn in 2014 and is expected to grow at
12.7%. IT Services are expected to have the highest growth of 13.6%

Iran ICT Market Growth

(2013-2020) (USD Bn) * Iran s ICT marke'F is o.ne of fastest.
growing market in Middle east with
maximum growth coming from the

29.8 telecom sector.
27.4 * The telecom sector is the 4th largest
in the Middle-East.
25.1
23.1 .

ICT growth is mainly due to
government-led initiatives.
Government has allocated 1.55 Bn
USD (in 2013) for development of
ICT sector.

21.2
19.4
17.9

* Iran’s governments have embraced
large scale projects for:

- e-government management
- Standards and regulations

- Technology security

- Tax information management
2014 2015 2016 2017 2018 2019 2020

- Science and technology planning.

Source: Frost & Sullivan Analysis
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SW and Services will be areas of growth in Iran; HW however will see
proportional growth with the adoption of the cloud and 10T

Iran IT Market Growth
(2014-2020) (USD Bn)

I - 1T Services
I - software

- Hardware

1.8
1.6
1.4

Comments

* Iran’s IT market is one of fastest
growing markets in Middle East. IT
services are expected to have the
highest growth of 13.6 per cent.

* The growth of the IT market is being
driven by growth of internet and
smartphone penetration rates as
well as digitalisation happening in
the country.

* Further, new trends like e-commerce

o 1.2 and e-government are also
: impacting the general adoption of
62 new technologies.
4.4 4.9 5.5 ' * IT market is expected to have even
5 35 3.9 : bigger growth if economic sanctions
; are lifted in 2016 with technologies
like cloud and loT are likely to
penetrate the market.
2014 2015 2016 2017 2018 2019 2020
Source: Frost & Sullivan Analysis
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BFSI, Oil & Gas and telecom are the early adopters of ICT in Iran; However the
government sector is the true driver of technology adoption

= |ran has a well developed banking sector L=~ = Energy companies are still slow as far
—one of the first to support ICT / N \ as IT adoption is concerned.
implementations - electronic banking; | 1 = Adoption of newer technologies such

= Postal bank of Iran (PBI) is looking to \ i - as cloud in the energy sector will
increase its touch points both urbanand /, - Em?r.gy & strongly depend on the overall pace of
rural S - Utilities the energy sector transformation.

= Telco’s are currently focused on
competing in providing telecom
services;

= Traditionally, telecom carriers have
built their data centres for their own
data management requirements, but
eventually become strong competitors

S in the cloud computing market.

= Govt. today in Iranis driving ICT in Iran
focusing on on-premises solutions due Govt. =
to security reasons.

N
* Increased adoption of new technologies, Telecom
use of mobile and social media Pt

interaction, and analysing customer data 7 . o .
! ! ! y ! .g u_ I \ = This transformation is yet to happen in
bases to gain deeper insight into Retail =
hoppine behaviour require the : Iran. Currently telecom operators do
> pp_ _g 9 ) \ / not provide cloud services at all.
scalability, speed, and assured up-time ~__"7 P o o )
that the cloud model can offer. - / \ = Oil & Gas vertical in Iranis an early
L adopter of IT and is expected to have a
= Manufacturers are under constant \ Oil & Gas l steady growth in adoption of IT
pressure to increase accuracy, make \ / services such as cloud. Driven by
process speed a competitive force as S~ private cloud and Saa$ solution.
well as reduce product lifecycle which Mfg. ™=
can be done by tranSforming to smart = |T service providers and systems
manufacturing; _ T integrators make up the largest group of
* However, limited by domestic cloud computing market participants,
consumption only IT investments are and their core strength is in their IT skills
limited. and expertise.
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Telecom operators in Iran are providing telecom services and will look at
strengthening their position in the cloud market once the bans are lifted

Telecom Operators in Iran
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Iran Telecom Market, 2014-2020
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Source: Frost & Sullivan Analysis
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Currently Iran is dominated by local IT players and resellers. Majority of the
hardware, on the other hand, comes from international market

Mp /
2
11 EMC

i gl Sa
Hardware SYSTEMGROUP

yZ 1 2 A HITACHI
ars n lne . GATA SYSTEMS \"’
Softwa re p ll‘ﬂlrl Informan!:s
Development Lo.ll) ¥ e ZTE¢3¥
< AFR@NET [ HUAWEL
IT . 222
Cervices @ e afra]n
JIRAN é Cisco.
¢ G | FVF
%, e m Microsoft
Iran has a relatively strong competition Although due to sanctions majority of
from local providers. In addition to IT international operators cannot operate

providers, telecom operators also started directly in Iran, a lot of their products is
offering IT or data centre services as a part  offered though unofficial partners and

of their enterprise services and leverage resellers. This is likely to change when the
their network and data centres to do so. economic sanctions are lifted.

Source: Frost & Sullivan Analysis
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Best-case scenario Iranian IT market forecast (if sanctions are fully lifted by Jan

2016) — Total IT market is expected to grow at CAGR of 22.6% and reach USD
15.9 Billion in 2020

ez
Hardware Market size BN Software Market size CERES | IT Market split, 2014

Hardware

IT Services

61.0%

Software

2014 2015 2016 2017 2018 2019 2020 2014 2015 2016 2017 2018 2019 2020

IT Services Market size UsD IT Market split, 2020

Hardware
IT Services

3.9

3.0

19 2t 55.0%

11 12 1.5

Software

2014 2015 2016 2017 2018 2019 2020

Source: Frost & Sullivan Analysis Market Size: Billion USD.
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Iran market serviced by local and Chinese companies shows preference for HW, SW
and Services from IT generalists and OEM’s that are not available of the rack

Q IT Market Segment Prioritisation Recommendations

* The hardware industry is the by far the largest
but most of the servers (plus other goods) are
smuggled through Turkey or Dubai or other
GCC countries.

« The western companies’ products are not
IT OPPORTUNITY available off-the- shelf.

— The best way is to provide hardware and
‘Software software together at lower price to enter

16 1~

£ 14 1 market but with the collaboration with local
é § Services players like Afranet or Pars Online.
: :'r‘ * The government has high restrictions on the
£33 internet speed, thus handicapping the SME’s
o depending heavily on online services for
o .
= 12 A business.
— Data/content intensive services/products
Hardware ‘ should be avoided at the early stages of
market penetration.
* Government-supported FTTx operator Iranian-
10 T T T . net has commenced its deployment of a
0 1,000 2,000 3,000 4,000 national broadband network, with the stated
objective of reaching 8 million fibre customers
2014 IT Spend Size by 20. These efforts would boost the market
(USD million) but only for the affluent and well off

enterprises.

Source: Frost & Sullivan Analysis
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Telecom operators are expected to strengthen their position in the cloud
market in Iran in the next 3-4 years

e Telecom opportunity (spans telco as a consumer as well as provider of services)
] IT Infrastructure Network Infrastructure
HW refresh _
Med Med
| 2T @A
Set up new DC -
Managed Services Software

Cloud business

expansion Med Med
Low Low f

* There are seven companies in Iran that have telecom license. However only five are operational and only three of them have
more than a million subscribers: Hamrah-e-Avval (MCl), MTN Irancell and RighTel. Top three operators continue to acquire new
subscribers and their operations are concentrated on infrastructure deployment and service improvement. For example,
operators continue to deploy 3G/4G equipment outside major cities. This will give Western and European OEM’s whose

infrastructure is preferred a big opportunity
* MCl and MTN Irancell have shown interest in the public cloud and launched trial initiatives offering small public cloud solutions

to their end-users. IT SW OEM’s have the opportunity to partner with telco’s to roll out cloud initiatives
* There is a wireless broadband auction as well that has been announced — with a conditional requirement that bidders will need

to open their networks to competitors on a wholesale basis.

Source: Frost & Sullivan Analysis
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High-spend and high-growth verticals in Cluster 1 and 2 will be the zones of
opportunity for European, North American and Asian IT companies

e IT Vertical Prioritisation

Cluster 2

Cluster 1

-DC; i
p 0
T Retail BFSI
o °®
Oil & Gas
Education
< ;
"g ;
5 é
0 Healthcare
Fra i
3 i
£ 3 -
s o : Other
= :
Telecom
Transportation
: ®
38| Cluster 4 iGovernment Cluster 3
E |
Low High

Source: Frost & Sullivan Analysis

2014 IT Spend Size
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Recommendations

Sectors can be grouped into four
clusters depending on size and
growth of IT services spend:

Cluster 1 consists of high-spend
and high-growth sectors (BFSI and
Oil & Gas).

Cluster 2 consists of low-spend and
high-growth  sector (Education,
Retail and Healthcare).

Cluster 3 consists of high-spend,
low-growth  sectors (Telecom,
Government & Other).

Cluster 4 consists of low-spend,
low-growth sectors
(Transportation).

Cluster 1, Cluster 2 and Cluster 3
contain sectors that are a good fit
with the capabilities of most IT
OEM'’s and IT generalists.
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Given the acuity and local knowledge of the local providers there is propensity
to partner with local companies to enable knowledge transfer and quick entry

0 Business model options

Provider

Indirect Model Hybrid JV Model Direct Model
- Option 1 - - Option 2 - - Option 3 -
Top clients Top clients Top clients
(Key targets) (Key targets) (Key targets)
9
T V. s N T Direct sales \L $ £Eq
N ) ]
o £+
S Sell through 3 0
Local IT Provider / s & x =
Telecoms Operator < £ v +
5f o= 3 Global IT
%
+

&/I\ Se" through \I/ $
partnership

Global IT
Provider

Local IT Global IT

Complement System
Local IT Integration/ Delivery
Provider

Provider Provider

Source: Frost & Sullivan Analysis
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Contact Details

State your need, we would be happy to serve you...
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Y. S. Shashidhar
Partner & Managing Director — South Asia, Middle East, North Africa
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@ UAE Mobile : +971-50-9201361

KSA Mobile : +966-53-5763998

Frost & Sullivan International Inc.
210, Star Building EIB-4

Dubai Internet City

PO Box: 502395

KDubai, United Arab Emirates /
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Visit us at www.frost.com
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