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Mass Market Hosting:

Exploring the shared and low-end dedicated hosting sector

Summary: While not as glamorous as the high-end of the market to some, the shared and low-
end dedicated hosting sector truly represents the “mass market” of hosting when it comes to the
pure volume of opportunity. This report takes an in-depth look into the dynamics of mass market
hosting, and its three primary sections are designed to provide the following information:
1) market landscape and trends — we look at the various segments within the mass market and
provide customer characteristics as well as trends within these segments, and provide insights and
strategies for vendors; 2) market sizing — we recap key data points discussed in our recent report,
The Web Hosting Bible v2.0b, and expand on this data; and 3) provider profiles and market share
leaders — we identify, compare, and rank key providers by total customers, total number of servers,
and revenue. Here are some of the highlights and findings:

* Market Segmentation: Freevs. paid, consumer vs. business, and product vs. service-oriented

= The shift from free to fee-based hosting is well underway for those providers without
monthly recurring revenue streams. Free hosting will not disappear entirely, but many
offerings are becoming “less free.” Read profiles and perspectives on Y ahoo! GeoCities,
AOL Hometown, and Webstation.com.

= Application needs and migration opportunities within a given hosting environment will
vary depending on the type of customer. We outline the different types of upselling
opportunities providers should target and profile third-party solution providers
HotHomePages.com and Trellix.

= Domain name registration has been declining for six months despite the recent
commercialization of the new gTLDs and “.us.” We believe this trend will continue
through the year and we provide utilization rates and a forecast through 2005.

* Market Size and Revenue: The total number of entities outsourcing with mass market hosting will
grow 23% in 2002 to nearly 13 million, and the total revenue will grow 11% in 2002 to $3.4bn
= Shared Hosting: $2.6bn in revenue in 2002 with 22.3K shared servers currently deployed.
= Low-end Dedicated Hosting: Revenue of $361mn in 2002 with 64.8K servers currently
deployed.
= Domain Name Registration Fees: $410 million and one-time set-up fees account for
$35.6 million in 2002.

* Market Share Leaders: Data points and top 10 rankings for 38 key providers are included

= Totd Customers: Verio, Interland, and Affinity take the tops spots, although no single
provider has more than 5% total share even with parked-only domains included.

=  Total Servers: Interland, Verio, and Rackspace take the top spots and account for 23% of
total mass market servers deployed, with ClI Host and XO Communications in the top 5.
Breakdowns for shared and dedicated are also provided.

= Total Revenue: Verio, Interland, and XO Communications will take the top spots when it
comes to 2002 revenue, and in a market with thousands of providers and millions of
customers, the top 10 providers only account for just under 19% of total revenue.
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Overview & Methodology

Tier 1 Research’s focus has traditionally been on the enterprise-level infrastructure software and services sector, which
includes colocation, custom and complex hosting, and managed and professional services. We have certainly reported on
the events and players in the shared and low-end dedicated hosting market, but this is the first time we are dedicating an
entire report to this sub-sector, with the goal to provide our readers with an even more comprehensive view of the
outsourced Internet infrastructure market. While not as glamorous as the high-end of the market to some, and occasionally
shunned because of its high degree of commoditization, this sector truly represents the mass market of hosting in terms of
volume.

Accordingly, there are a number of key issues and topics that we will explore and discuss, as well as some marquee
providers that we will profile. At ahigh level, this report is designed to provide the following information:

* Market Landscape and Trends: Welook at the various segments within the mass market and provide customer
characteristics, as well as trends within these segments, and provide insights and strategies for vendors.

* Market Sizing: We recap the key data points discussed in our recent report, The Web Hosting Bible v2.0b, and
expand on this data by adding models for domain name registration and set-up fees.

* Market Share Leaders. We profile certain providers throughout the report and provide market share
assessments based on total number of customers, total number of servers, and revenue.

Similar to The Web Hosting Bible v2.0a, published in November 2001, our methodology for this report was to collect
publicly available data provided by each of the public and private companies in the industry who are either themselves
based in the U.S. and those non U.S.-based providers who provide infrastructure services to clients who are either based
solely in the U.S. or are multinational organizations with individual business operations in various geographies. While
thisis certainly, by definition, not a measure of U.S. revenue only, we describe the scope of this report as coverage of an
extended U.S. customer base for infrastructure services.

By combining publicly available information with in-depth briefings and an online survey, and leveraging our ongoing
coverage of the larger sector as a whole, we were able to generate estimates on both the market size and market share of
hosting’s “mass market,” defined as the shared plus low-end dedicated markets. Wherever practical, we shared our data
about each company with each respective provider. In many cases, to our pleasure, public and private companies were
very direct in helping make our data more accurate. In other cases, the provider would give us indirect commentary to
help improve our data and in a handful of cases, we either were unable to receive feedback from the provider or the
provider declined to comment on our estimates. In the cases where we were unable to gain a high degree of confidence in
our data, we triangulated off of third-party data and consulted others in the industry for commentary in arriving at our
estimates.

Most companies do not disclose al of the statistics we have included in this report (such as number of actively hosted
customers, servers, or revenue). Some providers even disagree in the significance of any data beyond total customer count
(which can include misleading information like parked-only domains). In these cases, we apply some rules of thumb
assumptions based on the year and our knowledge of the provider. For example, we assume: 1) an “average” shared
hosting customer spends $20-$25 a month (given the high volume of <$10/month customers, this higher average price
point offsets the small percentage of customers with >$100/month); 2) an “average” low-end dedicated server brings in
$300-400 per month; and 3) unless confirmed elsewhere, a company’s total hosted domain count includes approximately
20% of parked-only domains. We adjust our assumptions based on our knowledge of each provider’s core offerings and
platforms.

Should our readers have questions about our methodology beyond this brief commentary, we invite you to call or e-mail
us directly with your questions.
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SECTION 1. Market Landscape & Trends

Since our readers may have a wide range of familiarity with the hosting industry, to be safe, Figure 1 provides general
definitions and illustrates characteristics of shared versus dedicated hosting.

Exhibit 1: Shared Versus Dedicated Hosting

Shared L ow-end Dedicated
OnetoMany: A single server is “shared” by Oneto One: A single server is“dedicated” to
anywhere from 15 to 1500 Web sites one Web site
Used Primarily By: Consumers and small Used Primarily By: Small to medium
businesses businesses
Price/Month: Free > ~$250 Price/Month: $59 = ~$1500
Set-Up Fee: ~$20-$40, sometimes waved Set-Up Fee: ~$100-400, sometimes waived
Primarily includes disk space, data transfer, POP Virtually all features of a server can be
accounts customized (CPU type & speed, RAM, OS,

Web Server, etc.)
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Source: Tier 1 Research

NOTE: This report is not intended to include a comparison of competitive offerings. There are a number of Web sites
with detailed and updated information of this variety, and we highly recommend the following sites for readers interested
in side-by-side comparisons of plans and prices:

«  Wwww.cnet.com/internet|

»  www.findahost.com

We certainly intend, however, to dive into the dynamics mass market of hosting, within both shared and dedicated
offerings, and we start by asking, “what purpose does a Web site serve?’ In thinking this through, we quickly realized that
the answers vary, and vary widely, depending on who's answering the question. At avery high level, we can segment the
market between business and consumer (non-business) customers, and to some degree, this same distinction segments
shared from dedicated offerings in the sense that consumers rarely employ a dedicated solution. However, many small
businesses do use shared solutions and the following discussion is a breakdown of each segment, looking at the types of

customers within each segment, the customer characteristics, current issues, and key vendors. This discussion is followed
by market sizing estimates and forecasts for the segments.
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© June 19, 2002. This material is for your private information, and we are not soliciting any action based upon it. This material is for general
information only and should not be read as containing advice or recommendations. It has not been prepared taking into account any investor's particular
investment objectives or needs. Any investor should consider whether the information is appropriate to their needs or seek advice before making an
investment decision based on this information. The material is based upon information that we consider reliable, but we do not represent that it is
accurate or complete, and it should not be relied upon as such. Opinions expressed are our current opinions as of the date appearing on this material
only. We, including persons involved in the preparation or issuance of this material may, from time to time, have long or short positionsin, and buy or
sell, the securities, or derivatives (including options) thereof, of companies mentioned herein. No part of this material may be (i) copied, photocopied or
duplicated in any form by any means or (ii) redistributed without Tier 1 Research’s prior written consent.
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