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WEATHERING THE ECONOMIC STORM

Like many other network equipment sectors, the WAN optimization
market shrank in the first quarter of 2009, with revenue down 14%,
to $226 million, compared to $262 million the previous quarter. On a
year-over-year basis, quarterly revenue is 9% lower.

We always expected this segment’s high double-digit revenue growth
(29% in 2008) to decelerate, but the global economic crisis is
exacerbating the slowdown in 2009. The good news is that the WAN
optimization market will likely do better than many other networking
segments, which saw 20% to 30% declines in the first quarter.

This market is driven by fundamental organizational and networking
trends that are causing a squeeze on wide area networks, including:

e Geographically dispersed organizations, from branch and remote
offices to telecommuters and mobile workers

e Data center consolidation, server centralization, and virtualization,
which concentrates data and applications at a few locations

o General growth in data traffic, due to ever-increasing file sizes and
media-rich communication, including video

These trends will require organizations to re-evaluate their connectivity
options to keep up with the growing demands placed on their wide area
networks. By deploying WAN optimization appliances, organizations can
keep their operational costs in check, or reduce them outright, which will
help this segment weather the downturn better than other infrastructure
types. In addition, there is a soft ROI resulting from increased employee
productivity when applications become more responsive.

As a result, we expect 2009 worldwide revenue to be essentially even
with 2008, at $1.0 billion. Once global economic conditions improve,
likely in 2010, we expect the market to resume growth.
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BLUE COAT IS BACK ON TOP IN 1Q09

Vendor market share positions shuffled once again in 1Q09: With Cisco
down 30%, Riverbed down 10%, and Blue Coat holding steady, Blue Coat
is back on top with 30% revenue market share. This market has essentially
become a 3-horse race, with the top 3 vendors capturing roughly 3/4 of the
overall market. The next tier of vendors (Juniper, Citrix) has much lower
share, each in the mid-single digits.
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Unit market share patterns are similar to revenue, although Blue Coat has
been consistent at #1, Cisco consistent at #2, and Riverbed consistent at
#3 over the last 5 quarters.
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