

[image: image1.png](X\host





Proposal and 

Business Plan

Xhost.co.uk 
Value-added Hosting Service

Xhost.co.uk Business Plan

1. Introduction

This business plan is for the creation of a new Internet Service Provider in the UK. The new company, Xhost.co.uk, will offer specialised application web hosting to the small to medium enterprise (SME) market within the UK.  The range of services offered and the support provided will be better than anything that is currently available in the UK, and will match or better, the best value added service providers in the US.

The hosting services will major on the provision of value-added NT based, server side scripting services, and will be be backed by a fully supported SQL Server production database service. 

This plan outlines the market in this area, the investment required, and the launch and operation strategy of an Internet Service Provider (ISP). Financial projections are included as well as an "exit strategy" for establishing a value for the venture after two years of growth. 

2. EXECUTIVE SUMMARY

2000 is going to be a benchmark year for the Internet in the UK.  The industry has been experiencing 80% growth per year up until recently, but as the trend for free ISP’s in Europe continues a pace, this growth has slowed down to to less than 1 percent per year , according to the latest Quarterly  Internet Report from Durlacher Research
.

As major companies such as BT, Freeserve, AOL Netscape Online, Yahoo and others compete for the free ISP market, BT are fuelling the competition by offering virtual ISP hosting to allow non-IT companies to brand their vanilla ISP. The recent announcement that BT will offer unmetered access for ISP’s which will require an initial outlay of £1.4M will push the smaller free to cheap end ISPs to either localise or specialise to survive. 

The emergence of free ISP services (363 in the UK to date) will create a large connected user base but will do little to satisfy the needs of SME customers who distrust free services and are willing to pay for a supported service. 

The projected growth in Internet Connections in the UK  has not yet been matched by an equivalent growth in the value added services market. The needs of SMEs has been left mainly to dedicated server/leased line type services which are both expensive, and require a level of expertise which many SMEs do not possess.

SME requirements will be met by providing high quality, high availability, well supported web servers with server side value added services. These are pre-requisites to host their product databases, provide online booking, reservation and ordering systems, and to provide a suitable environment to host business critical web based applications. This service is back ended by a robust supported database technology.

This need is being met in the US with the establishment of hosting companies offering specialised server applications, or value-added services. They do not provide Internet access, leaving that to the traditional ISP organisations. 

An ISP is a service based company that resells bandwidth. It pays a monthly or annual fee to an upstream provider for a high speed link to the Internet Backbones, and resells connectivity in smaller chunks to its customer base.  As the ISP grows, and as it offers higher speed services it purchases more bandwidth from its upstream provider. 

Value added web hosting is similar, but rather than concentrating on providing dial up access and simple web hosting, offers a feature rich set of web based applications on servers which are tuned and configured to deliver dynamic content. By definition the need to sustain business critical computing requires a much higher degree of technical expertise, systems management and product support, which is not required in the simple ISP model. 

Most Internet service providers who host web sites are unwilling to become value added hosting providers. It's complex, difficult work that is outside of their core competence. But customers want web sites with interactivity and transaction handling that integrates with their existing in-house systems. In other words, they want web sites that run applications. By default, any ISP that hosts such sites is acting as an Application Service Provider (ASP). But only a minority of high-end ISPs and web hosting providers are gearing up the resources they need to make a success of it.

This plan is for the creation of a value-added hosting service to meet the needs of the UK SME market.  The services that will be provided initially include:

· High availability dynamic page hosting using Cold Fusion and Microsoft Active Server Pages scripting languages.

· Enterprise web database hosting facilities via Microsoft SQL Server V7 and Access.

· Web Page hosting using Microsoft Frontpage 2000 server extensions.

· Knowledge Management application hosting via O’Reilly Webboard V4

· Dynamic Graphics and Statistical Charting facilities via Macromedia Generator, and CFXGraphicsserver  

· Standard COM objects & CF/CFX Tags

· Application Mail integration via NTMail and NTList

· Real Time Web Statistics via Statistics Server V5

· Website monitoring via What’s Up V5

These services provide web developers, page designers, and application developers with a rich set of server based tools, with which to develop and host their NT based web application

The key elements to successfully hosting value-added services based on the above are:

Technical Expertise and product experience
The team have 5 years practical experience in hosting dynamic content and databases for a large multinational IT company, and are trained and experienced in all the products and the configuration and running in shared server and dedicated environments.   


World Class customer support and service levels backed by product supplier partnerships
The support infrastructure, including website, remote support mechanisms, and monitoring systems are known quantities, and a mature and tested support environment and infrastructure will be in place on launch.


Connectivity, Scalability and Bandwidth
In order to maintain service levels when hosting dynamic and real time content, the internet connectivity must be guaranteed, and bandwidth available at day 1. Coupled with this, scalability planning will be in place in order to satisfy business customers that  applications hosted with Xhost will scale to meet their eventual requirements.  


The launch of this enterprise can be accomplished in as little as six weeks from ordering equipment. 

Initially, direct marketing via Email to customers of existing ISP services and press releases, coupled with a high quality, fully functioning support and sign-up website  should sufficient to stimulate demand. 

New subscribers will be added at the rate of approx 40/month after the initial ramp up. The assumptions in the attached pro-forma spread sheets are that the subscriber base will reach 400 by the end of the first 12 months of operation, and 900 by the end of the second year. Break even cash flow will be achieved in the nth  month. Sales in the second year will be £700,000, profits will be £X.000 

The investment in this venture will consist of capital equipment £34,000 and working capital of £35,000. An investment of £69,000 will thus generate a return of X% in the second year. 

There are several ways to value a subscriber based business for eventual sale. One way is multiple of cash flow. Internet businesses are commanding over 10 times cash flow today but it is hard to predict what the "market" will be in two years. If a figure of 10 times revenue is used the value of the company would be £2 Million (based on projected 3rd year revenue). Another way is to look at other industries such as cable television. The going rate in that industry is £1,000/subscriber. Since internet revenue is similar to cable subscription revenue per user this factor could be used. Based on that the value of the company would be £1 Million. These valuations are good returns on an initial investment of £69 Thousand (15 to 28 times return

3. THE INTERNET

By now everyone has become acquainted with the vast potential of the Internet to expand communications, provide entertainment, and increase commerce. Every major print publication has articles on the Internet in every issue. Ads for most companies include their URL(web address) as often as their 0800 number. This is the fastest growing market/industry in the world. While the number of Internet users is doubling every six months the number of Web pages is doubling every 53 days! 

There are several models of the Internet that are important to an ISP. The topological model deals with the Internet infrastructure. The distribution model is how an ISP fits into the market. The commerce model is how the ISP’s customers look at the Internet. 

Internet Topology 

The Internet consists of high speed circuits connecting routers that that transmit data in the form of IP packets. The circuits are maintained by large telco’s , the routers are owned by ISP’s. The national ISP’s lease circuits from the telco’s to connect their routers in their various Points Of presence (POPs). Regional and local ISP’s purchase connections from the national ISP’s. The national ISP’s have connections to the Network Access Points (NAPs) where they exchange routes and traffic. Thus the Internet Backbone is really several backbones owned by the National ISP’s that come together at the various NAP’s. 

Internet Commerce 

A business customer sees the Internet as a resource for getting information, communicating to their customers, conducting commerce, and doing business. Generally the value to them of an Internet connection is hundreds of times greater than the monthly fee. Their prime concern is not price, but reliability, performance and support. Added to that, they require a set of services which will allow them to transact business reliably over the internet.  In many cases E-Commerce systems linked to their customer and product databases which can be updated in real time.  

Internet Business

Other than E-Commerce systems, there is a growing trend to provide business applications via the internet. These can take the form of process flow between or within organisations using e-forms and email, or may simply be the sharing of information between geographically disparate offices within a company. Whatever the requirement, plain page hosting does not offer the flexibility to provide the intelligence required of such systems, and more sophisticated dynamic websites, incorporating database integration or Knowledge Management systems are the value added services which allow this to happen.

4. THE MARKET

By 2002, the business-oriented ISP market in the U.S. will be worth more than $63 billion and will be providing higher  margins than the cut throat consumer segment, according to the Cahners'  report "Big Business: Ranking and Profiles of the Top  US ISPs serving the Enterprise,1999." 

"All of the major business Internet Service providers are seeing revenue growth of almost 100 percent in 1999," said Kate Von Goeler, industry analyst with Cahners In-Stat.

The Durlacher Quarterly Internet Report has extensive analysis of Internet penetration in SMEs with 1,100 small businesses being  surveyed. It was found that only one per cent of the UK's SMEs  make full use of the Internet's potential, while 15 per cent were  classified as "laggards" and 23.4 per cent as "non-users." 

The internet connected user base in the UK is estimated to be in excess of 10.5 million which represents a substantial target customer base from which SME’s can conduct web business.

The Frost & Sullivan report "US Internet Value Added Services  Market" found that ISPs and Web hosting firms must distinguish  themselves from their competitors in the  marketplace in order to succeed. 

 "It is not enough any more just to offer Internet access," said Frost & Sullivan analyst Generosa Litton. "Services such as Web hosting and application hosting are both key value-added services that enable a firm to stand out in a 'noisy' market."

According to the report, the market for Internet value-added  services generated $1.47 billion in 1998, a 316 percent increase  over 1997. The report also found the value-added services  market to be poised for tremendous growth, led by the increasing  use of the Internet as a marketing and distribution tool, the need for management and support services, and new technologies.

Most subscription-free ISPs, including Freeserve, offer little in the way of value-added services to attract business users, who demand, and are willing to pay for the service and support required to outsource business critical applications.

This plan is based on providing value-added services, to the 99% of UK based SMEs who have still to make use of the business potential of the Internet.

This market sector is also being targeted by business and enterprise ASPs, who will provide leased line and VPN services to run and support business applications, integrating with customers internal networks. Some very large companies such as IBM, Compaq, and Oracle are gearing themselves up to address this market. They are expected to run high bandwidth high availability applications servers to run third party or in-house applications, including enterprise mail systems, e-commerce suites, and productivity applications which will allow SMEs to outsource most of their IT service and support.  These services will be offered typically on a per-seat basis, and prices are expected to be equivalent to current outsourcing deals.

 It is in the market of web hosting value-added services, that this plan is aimed. This market straddles the higher end ISP services, and the lower end ASP services, where server based applications are required, in order to host application services, or custom written business applications.

This represents a sizeable potential market for specialised ISP Web Hosting geared towards providing value added services for SME’s and design and development agencies working on their behalf. The fact that US based companies can compete with UK based companies for this market, underlines the market niche that exists within the UK.   

The competitive analysis we have done shows that there are less than 6 UK based ISPs currently in our market, and many display weaknesses in the areas of support and range of services . 

5. The Competition

The table below lists some potential competitors, the services they currently offer, and a comparison of pricing base on a shared virtual server customer with Cold Fusion, ASP, Frontpage 2000 and 100MB of disk space, split between web space and data space on a SQL server.  

Competitor Name
Setup
Rental/Month
Services

Innerhost (US)
$170
$110
NT,ASP,SQL,EC,SS,

VirtualScape (US)
$350
$100
NT, ASP, SQL,CF, EC, WT

SiteHosting (US)
$100
$100
NT,ASP,CF,SQL,EC

LondonWeb (UK)
NONE SHOWN
£360
NT,CF

NetBenefit (UK)
£235
£70
NT,CF,ASP,EC,FP

HalfPriceHosting (US)
$125
$25
NT,ASP,CF,SQL,EC, SS,CP,FP

Services Key: 

NT= NT hosting offered
CF = Cold Fusion
ASP = Active Server Pages
SQL = Microsoft SQL Server
EC = E-Commerce Application
SS = Statistics Server
WT = WebTrends 
CP = Account based Control Panel
FP = Frontpage 2000

The competition for value-added Web Hosting Services, comes mainly from the US, where service providers are serving UK customers from their US based servers.

Since there is a significant advantage for UK based SMEs to be hosted in the UK, the competition which should be studied most closely are UK suppliers.  US value-added hosting companies are studied to compare the range of services and support options, as they have set the standard by which such a company can attract and retain customers by expanding services to meet market changes.

There is significant competition between the value-added hosting suppliers in the US market based on price, support  and service. The key to obtaining significant market share is to offer a sufficiently wide range of services using "best of breed” technology, be able to demonstrate a pedigree in technical hosting and developer support, offer excellent support plans backed by excellent support, provide near 100% uptime, and good server response times. 

A reputation for good support, no excessive server downtime, knowledgeable and courteous staff, and breadth of service will allow us to grow steadily at profitable pricing. 

Of the US based companies,  InnerHost and VirtualScape, offer the best range of services coupled with good (on paper) support, and both offer comprehensive support online via their websites.  The range of hosting plans offered by both companies cater for NT developers, and small business accounts on shared servers through to dedicated servers for larger customers. Innerhost customers are given console level access on supported servers, whilst Virtualscape offer co-located servers only on NT.  Innerhost  hosting servers come with a standard build based on Microsoft IIS4, and a full range of standard and optional facilities and have launched a new clustered server option for customers wishing to run business critical applications. Virtualscape appear to be concentrating more on the shared server market, and load their NT Developer account with lots of features, whilst Innerhost are expanding their services to meet the needs of larger customers on dedicated servers.

HalfPriceHosting, offer all services from novice to business on shared servers, and do not offer dedicated or co-located services. They specialise in quick setup at low to free setup costs, and major on reseller accounts based on their Instant Account which provides access to their online sign-up form, and provides 50% discount on all resold accounts. Email Support is offered as standard, and telephone support is offered on the basis of “it’s their fault then no fee will be charged”.  We have bought an account at HalfPrice to test their claims of support, and they do not live up to their published support standards, taking days to respond to Email fault reports, and sometimes failing to respond at all. Developer newsgroups backup this view.

NetBenefit are a large UK based hosting company, offering value-added hosting services for Cold Fusion and ASP developers, and claim to host 3500 business sites. They major on DNS Registration, plain page and Frontpage hosting customers and offer a poor range of services for database developers, providing only one account type which will host file based databases only (no SQL server).  They do not publish support hours and front their support desk with a call management system.

LondonWeb are as the name suggests based in London, and are essentially an ISP and design house who have expanded their range osf services to include Cold Fusion Hosting, and dedicated servers. Their prices for Cold Fusion or Macromedia generator are double their plain page hosting charges and this results an expensive choice for such customers, who are very quickly pushed up the pricing structure as their disk space usage increases, to a dedicated server option at £6000/year when they reach 175MB. No SQL server options are offered, and no support pages or support options are published via their website. 

Many UK based ISPs offer co-location services, facilities managed servers and small business packages, offering small business users hardware support and internet access. Although aimed at the same market space, these do not provide many of the value-added services required by business web developers wishing to develop dynamic applications on the NT platform, and do not meet the needs of web developers seeking to outsource the server components required to host their application.

6. THE MANAGEMENT TEAM

The management team consists of d7 computing, who run the Cyberiacafe Franchise in Ealing, and will provide the server environment, internet connectivity and remote hands support for the hosting and ancillary servers. These are joined by a team of experienced computing professionals who have over 5 years of experience within a large corporate (BT) of developing, running, and supporting over 70 NT based web servers and dedicated SQL servers providing in-house web hosting facilities, specialising in database hosting.

Need more info here…. 

See the appendix for complete resumes of each of these key people as well as x of the technical support people that will be called on for specific technical issues.

7. LAUNCH & MARKETING STRATEGY

XHost will open its doors for business on Month 1, 2000. John Person1 is already devoting full time to this venture. Jim Person2 and Jane Person3 are contributing many hours to the planning and launch phase of this business. 

Equipment will be ordered on March 1, 1996. The long lead item is the T1 line to AGIS which was ordered on February 1, 1996. The install date promised by Ameritech is March 15, 1996. This allows two weeks for debugging and testing of the system. 

The POP will be housed in the existing offices of d7 enterprises in Ealing. 

Jim Person2 is responsible for the lead off marketing. We have firm interest from two professional societies that will recommend our service to its membership. Jim Person2 is scheduled to speak at their monthly meetings in April. Ads will be placed in th e Oakland Gazette which has a readership of 45,000. John Person1 has already been "working the news groups" to generate interest and pre-announce the launch. Press

releases announcing the launch are already written and will be targeted at the technical writers here in town. Jane Person3 has completing the

Web Page design for XYZNet

8. GROWTH STRATEGY

Growth is expected to be very fast. After the third month it is expected that 50 new customers will be added each month. Current permanent phone support, administration and setup staffing will be able to accommodate this until the sixth month when an additional full time person may be employed to handle the phones. 

Technical support and product evolution will be handled by existing remote staff. The key concern is to be prepared for growth that is twice as fast as this. We must have sufficient resources (funding) to meet the demand in this were to happen. 

Several key changes will be investigated when the subscriber base reaches 500, or demand from large customers for dedicated server resource is apparent. The first major change will be to upgrade bandwidth to 10Mbps, and provide additional racking. The next step is to open our second server base in Edinburgh.

9. EXIT STRATEGY

The logical exit strategy for a value-added web hosting company is to be combined with a larger ISP wishing to expand it’s service offering to meet the ASP market, perhaps a National ISP. It is hard to predict who this will be two years from now. But, using current multiples being offered for ISPs several predictions can be made . 

The initial investment of £X,000 represents X% of the stock of this venture. The final valuation of the company will be between £2 and £4 Million. This represents a X% return on investment over 2 years.

� http://www.durlacher.co.uk


� http://www.instat.com/
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