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a few big Tuna
(i.e. AT&T,
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3 and perhaps
Internap’s
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Content delivery: find your partners!

During our visit to Streaming Media East last week, we had a
chance to tour the exhibit hall. We found there a host of Content
Delivery Networks (i.e. the companies providing the distribution
infrastructure for streaming video and audio, such as Akamai,
Limelight and others), all competing for content aggregators’ and
owners’ business. While there was definite differentiation in terms
of bundled services (i.e. DRM, usage metrics, ad insertion, billing
and other capabilities), we were struck more by the sameness than
the differentiation these competitors were trying so hard to achieve.

The overall rapid growth of the content delivery industry (and
especially leader Akamai), which continues unabated at present is
being driven by growth at content aggregators such as Hulu,
YouTube and others. For a while this will for a time allow smaller
players to stay in the game, as the pie eventually starts growing
more slowly, these firms are going to start to have to steal each
other's lunches to grow themselves. When this relative
commoditization is combined with the vast array of market
participants, and the continued flux of new entrants, this banker’'s
deal senses start to think: it's time to consolidate!

Consider the advantages to scale in the CDN industry:

e Cost advantages
e Low cost access to bandwidth
e Can amortize software development expenses over
large base
e Branding, marketing and advertising
e Negotiating leverage with similarly consolidated media
counterparties
e Access to industry talent (i.e. people want to work for the
leaders)
e Cheaper access to capital

So, while technology and intellectual property provide some barrier
to entry (as demonstrated by the successful Akamai suit against
Limelight), the really sustainable competitive advantage is size
itself.
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Today, the CDN industry consists of the whale Akamai, a few big
Tuna (i.e. AT&T, Limelight, Level 3 and perhaps Internap’s
VitalStream) and a lot of minnows. If you're one of the little guys,
it's going to take a few decades of organic growth to get to par with
the big guys, and realistically there isn't enough time for that (or
patience on the part of their investors, who always keep an eye on
the exit). So, we expect the management and owners of these
smaller CDNs to realize that to get to a competitive scale, M&A isn’t
the best choice, it's the only choice. | don’t mean to suggest that
there isn't a role in the marketplace for smaller CDNs — there will
always be a role for smaller firms that provide more specialized
marketing or bundled services for niche or regional markets that
large firms can’t address economically. However, these firms are
likely to operate at the margin and be of decreasing overall
importance going forward.

By John Stone
Near Earth LLC
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IMPORTANT DISCLOSURES AND INFORMATION ABOUT THE USE OF THIS
DOCUMENT:

Near Earth, LLC ("Near Earth") has published this report solely for informational
purposes. The report is aimed at institutional investors and investment professionals,
and satellite, media and telecom industry professionals. This report is not to be
construed as a recommendation or solicitation to buy or sell securities. The report was
written without regard for the investment objectives, financial situation, or particular
needs of any specific recipient, and it should not be regarded by recipients as a
substitute for the exercise of their own judgment. The content contained herein is based
on information obtained from sources believed to be reliable, but is not guaranteed as
being accurate, nor is it a complete statement or summary of any of the markets or
developments mentioned.

The authors of this report are employees of Near Earth, LLC, which is a member of
FINRA. The opinions expressed in this report accurately reflect the personal views of the
authors but do not necessarily reflect the opinions of New Earth itself or its other officers,
directors, or employees.

The portions of this report produced by non-Near Earth employees are provided simply
as an accommodation to readers. Near Earth is under no obligation to confirm the
accuracy of statements written by others and reproduced within this report.

Near Earth and/or its directors, officers and employees may have, or have had, interests
in the securities or other investment opportunities related to the companies or industries
discussed herein. Employees and/or directors of Near Earth may serve or have served
as officers or directors of companies mentioned in the report. Near Earth does, and
seeks to do, business with companies mentioned in this report. As a result, Near Earth
may have conflicts of interest that could affect the objectivity of this report.

This report is subject to change without notice and Near Earth assumes no responsibility
to update or keep current the information contained herein.

Near Earth accepts no liability whatsoever for any loss or damage of any kind arising out
of the use of all or any part of this report.

No part of this report may be reproduced or distributed in any manner, via the Internet or
otherwise, without the specific written permission of Near Earth. Near Earth accepts no
liability whatsoever for the actions of third parties in this respect.



