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1. Introduction

Government of Karnataka (Gok) has formulated Karnataka's Data Centre Policy 2022 with a focus
on creating demand and wvalue for data centres, by providing a robust and well-connected
ecosystem for the growth of data centres in the State. The owverarching policy framework
envisages to develop a globally competitive data centre industry in the State and to make
Karnataka an integral part of the digital supply chain.

The aim of the Policy is to position Karnataka as the '‘Destination of Choice' for futuristic data
centres in the country by building on the strengths of Karnataka's digital ecosystem, IT
infrastructure, cyber security framework, skilled workforce and to unlock data centre industry’s
high-growth potential.

The new digitally driven revolution in Karnataka is transforming the value chain with increased
efficiency, productivity, quality, and competitiveness. Data Centres being the backbone of a digital
revolution, are growing exponentially in the State by creating economic opportunities and
significant trickle-down effects (multiplier effects), in supporting economic activity in allied
industries/services such as backward linkages with real estate sector, |T and electrical hardware,
power sector which is expected to drive growth in allied sectors in terms of capacity expansion and
jobs. Similarly, forward linkages with industries such as online retail, BFSI, IT and ITeS, OTT,
online gaming platforms, ed-tech, artificial intelligence, machine learning, crypto currency,
industrial internet of things which are dependent on data centre sector.

Against this changing landscape, today, Karnataka iswell-positioned to play a greater leadership
role in the global arena with its new data centre policy framework offering data centres an ideal
ecosystem for their growth.

1.1. Industry Overview - India

Against the backdrop of robust economic growth benefiting from ongoing structural reforms and a
favourable demaographic dividend, the Indian economy is likely to emerge as one of the leading
economies in the world, poised to become a USD 5 trillion economy by 2025. India is the second
fastest- growing digitizing economy among the 17 leading economies of the world," and aims of
becoming a USD1 frillion digital economy by 2025, The growth shall be driven by various growth
integrators  wiz. rapid digitisation, more than half a billion-customer base, improving
clouditechnology infrastructure and increasing internet penetration with a thrust on data security
and localisation.

Data Centres being the epicentre of a digital revolution, form a critical part of the digital
infrastructure, India is one of the fastest-growing markets for data centres which has been
attracting investments from various public and private investors / operators. The India data centre
market size at USD 4.4, billion in 2020 is estimated to reach — USD 8 billion by 2026, at a CAGR
of 12%.2Acmrding to a latest report by JLL Research, Indian Data Centre industry is expected to
grow exponentially to reach ~ 1GW (1008 MW) in 2023 from 499 MW{mega watt) in H1 2021,
where around 508 MW of supply is expected to be added between HZ 2021 and 2023.'The
demand fordata centres gained momentum during the pandemic period leading to a surge in data
traffic, storage, and processing requirements due to increased digital usage fueled by remote
work, increase in edtech solutions, e-commerce, etc, The industry witnessed 46.4 MW absorption

M-::Kmsu::;.- Global Institute’s (MG1) country Digital Adoplion Index batweean 2014 and 2017,
hitps: e grizlon. comdmarket-repons/'data- center-market-in-indis-202 5

* H1 2021 India Data Centre Market Update’, JLL Research, September 2021
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during H1 2021 — equivalent to 90 per cent of supply addition during the period {January-June
2021), indicating robust absorption growth.”

The India Public Cloud Services (PCS) market reached USD 1.6 billion in H12020, according to
the International Data Corporation (IDC)*. According to the Nokia’s Mobile Broadband India Traffic
Index {MBEIT), 2021, the data traffic grew 36 per cent in2020 in comparison to the previous year,
primarily driven by 4G data consumption and addition of millions of data subscribers. Further, India
has 755 million internet subscribers, 2™ highest after China worldwide and India's data usage per
smartphone averaging at about 11GB / month has further increased by 20-25 per cent within a

period of two months since the lockdown.®

With one of the largest internet subscriber bases in the world, India’s data centre landscape would
continue to evolve owing to the growing reliance on digital technologies, 5G rollout, loT-linked
devices, cloud adoption, and national government's digital initiative, with a focus on data
localization and security.

1.2. Industry Overview - Karnataka

Karnataka is the fourth largest and one of the fastest growing economies in India, propelling the
country's growth to greater heights. With a USD 247 38 billion, globalized, market-based economy,
the State has already taken several initiatives to enhance its stature as the leading high-tech
digitalised States in the country."Kamataka has been attracting a global audience with its
integrated and strategic growth plans that offer immense invesiment potential across its varied
sectors. It is the knowledge capital and IT hub of India contributing to nearly 40 per cent of the
country's IT exports amounting to USD 155 billion. Bengalury, the fourth largest technology cluster
in the world and ranks as No 1 digital city in the world.® Despite the pandemic, India's Silicon
Valley — Bengaluru has been ranked 8" in the list of top ten world-class tech hubs®and continues
to be an attractive destination for talent with around 80 per cent of Fortune 500 companies having
their Global Innovation Centres here.

The State Government is determined to ensure that Karnataka leads the world in the ‘Digital
Industrial Revolution” and use the power of big data, high computing capacity, artificial intelligence,
and analytics to digitize Karnataka's economy. This is Karnataka's moment and the State stands
at a crucial moment in its history— with an unprecedented opportunity for transformation and it is
on the verge of a new age of digital growth. The Karnataka Digital Economy Mission focuses on
bolstering the State's digital economy where the State is aiming at enabling the State's IT industry
to contribute ~30 per cent to India's goal of becoming a trillion-dollar digital economy.

The State Government is determined in its vision and effort towards rightly positioning Karnataka
as the 'Destination of Choice’ for futuristic data centres in the country owing to the State's robust
infrastructure viz. availability of high bandwidth speed, availability of state-of-art infrastructure,
connectivity, digital transformation initiatives, leader in renewable energy, proximity to customers,
etc. which are likely to fuel the growth of Karnataka's data centre market. Karnataka being in the
least active seismic zones and having low susceptibility to other natural hazards and disasters,
offers an added location advantage to the industry,

" H1 2021 India Data Centre Market Update', JLL Research, September 2021

;’Pnised for Growth: Data Cenfres in India, Savills Research, May, 2021

- Data Centres- The Next Charged Up Wave, CBRE Resaarch 2020
Karnataka State Profile, IBEF, June 2021

* The Economist Group, 2017

* Technology Innovation hubs, KPMG India, July 2021
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Bengaluru is positioned as a key data centre opportunity market in India with a combined
projected MW of built-out critical IT load capacity growth to reach over 190 MW by 2023-
24.Bengaluru with a footprint of 1.4 million sq. fi. currently holds 15 per cent share in existing data
centre capacity with total installed capacity of 96 MW out of the total installed capacity of 650 MW
in India." With the increase in "Work from Home” mode, there is significant increase in demand for
data centres.

Beyond Bengaluru is a unique initiative by the Government of Karnataka in its efforts to boost IT
penetration across the State and will be supported by strategic policy interventions and holistic
economic development. The clusters in ‘Beyond Bengalury', such as Mangaluru, Mysuru,
Hubballi-Dharwad, Kalaburagi. Shivamogga and Tumakuru are foreseeing greater investment
opportunities and employment potential and emerging as attractive destinations for verticals of
IT/BT, viz. fintech, ed tech, e-commerce platforms, retail, robotics, Al, smart manufacturing, health-
tech, loT, and Telecom sector industries.

With the increased penetration of mobile phones and internet, country has experienced
unparalleled growth in e-commerce, digital entertainment and use of social media. In order to meet
to the growing demand for data storage and come closer to their end user, the Industry players
already operating in Karnataka are also looking at expanding with new edgedata centres in
regions outside Bengaluru Urban district.

1.3. Critical Growth Integrators Supporting the State’s Data Centre
Industry

i. Growing Technology Ecosystem

The State has carved out a niche for itself in the global market and ranks number 1 in software |
sarvice exports in the country. Karnataka is not only known for its information technology (IT),
cantributing more than a third to India’s software exporis, but also for biotechnolegy (BT) and
start-ups and is in the forefront of cutting-edge technologies such as block chain, additive
manufacturing, 30 printing, robotics, nano- technology, and genetic engineering. Karnataka is
home to over 5500+ IT/Information Technology Enabled Services (ITES) companies, with
Bengaluru as the fourth largest technology cluster in the world. The city is consistently ranked
among the Top 30 Global Startup Ecosystems across the globe.

The Government of Karnataka has announced the Information Technology (IT) Policy 2020-25
with an aim to ensure Karnataka retains its leadership position in innovation and technology and
to enable the State's IT Industry to contribute ~ 30 per cent to India's goal of becoming a trillion-
dollar digital economy. This robust growth of the IT & ITeS sector in the State, in the era of
virtualization and cloud computing, would add to the growing demand for data centres.

ii. Connectivity

Karnataka has a robust physical infrastructure and connectivity required to create a conducive
environment for establishment of data centres. With good rail, road and air connectivity, logistic
support, infrastructure, tele-communication network, the State has been a preferred destination
for major global OEMs and national players. It is well-connected to its Bneighbouring States and
other partsof India through 0.24 million km of continuing road length. It boasts of13 major Mational
Highways.

" Poised for Growth: Data Cantres in India Savills Research, May, 2021
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The State has two corridors for inclusive development and industrialization viz. Chennai-
Bengaluru Industrial Corridor {CBIC) and Bengaluru-Mumbai Economic Corrider (BMEC). These
corridors have multiple redundant fiber connections to different providers that can ensure
availability of consistent and reliable bandwidth and meet connectivity requirements of a data
centre. Karnataka has one major port — Mew Mangaluru Port Trust (NMPT) catering to EXIM
cargo movement and 10 other minor ports along its 300km coastline. The New Mangaluru Port is
the 9th largest port in India. As per the Directorate of Telecommunication, Government of India,
4G population coverage in Karnataka is 98.3 per cent. The existing tower density is 0.42 towers
per thousand population with 39,225 towers in the State.''The Base Transceiver Station (BTS)
fiberisation in Karnataka is at 34 per cent. The tele-density in Karnataka stands at
104.19. % Availability of such infrastructure creates a conducive environment for establishment of
data centres in the State.

iii. Installed Power Capacity

Karnataka has been a frontrunner in implementing power sector reforms in the country, that has
led it to become a power-surplus state, with energy production surpassing consumption. The
State has a total installed generation capacity of 30,155.52 MW. Additionally, the State is the
leader in the country in renewable energy where 63 per cent of the total installed power capacity
is in renewable energy sources. The installed capacity under renewable energy sector including
hydel is 18,785.22 MW. Government of Karnataka has developed the world's |largest solar park
with atotal capacity of 2050 MW at Pavagada, Tumakuru."

Karnataka has also been encouraging private sector investments in power generation from non-
conventional or renewable energy sources. Availability and accessibility of power lays the most
critical foundation required for establishment of sustainable, efficient and futuristic data centres in
the State.

iv. Skilled Karnataka

Karnataka is a young State whose demographic dividend offers a great opportunity with 2.12
crore persons in the age group of 16-35 years. It has the 4" largest skilled workforce with
presence of highly skilled manpower owing to52 Universities, 234+ Engineering Colleges, 1,777+
ITIs"*and 450+ Global In-house Centres (GICs).Kamataka aspires to skill 18.8 million youth
during the period 2017-2030."The State Government is cencentrating on the enhancement of
skills through training programs with a focus on developing a ready ecosystem far a vibrant high-
tech digitalized industry in the State. Karnataka is the 1%'State to implement National Education
Policy 2020, which advocates the importance of technology in education to leverage key
emerging technolegies to meet the demands of knowledge economy and Industry 4.0. Proximity
to a pre-existing qualified workforce for establishing and operating a data centre would add to the
favorable environment for growth of data centres in the State,

v. Innovation and Knowledge Capital of the Country

Karnataka continues tobe the innovation hub of India, a leader in the establishment of high-
technology industries in the areas of Electronics, Infarmation & Communication Technalogy(ICT),
Biotechnology & Manotechnology, etc. Karmataka has been ranked1™in MITI Aayog's India
Innovation Index for 2020.The State is ranked as one of the top five R&D ecosystems of the

" Directorate of Talecommunication, Government of India
" Talecom Regulatory Authority of India, March, 2021

" Ecanomic Survey of Karnataka 2021

" Economic Survey of Karnataka 2021

** Karnataka Skill Development Policy 2017-2030
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world, with over 400 multi-national companies having their global research and development
centres in Bengaluru qualifying as one of the largest concentrations of such centres anywhere in
the world.Karnataka launched the country's maiden Engineering Research & Development
(ER&D) Policy in 2021 and currently, Karnataka contributes ~40%” of the Engineering Research
and Development (Engineering R&D) revenues in India.'®

The Government of Karnataka recognises the potential impact of disruptive technologies and has
established Centres of Excellence ({CoEs) in various sectors such as Aerospace & Defence, Data
Science and Artificial Intelligence, loT, Animation, Visual Effects, Gaming & Comics Sector,
Cyber Security, Machine Intelligence & Robotics with prestigious institutions as anchor institutions
to drive innovation and entrepreneurship in the State of Karnataka, Also, to maintain its lead
position in innovation and science and technology, Government of Karnataka has embarked on
dewveloping “Global Innovation Alliances” with innovation hubs across the world,

wi. Ease of Doing Business

The Government has introduced wvarious initiatives in easing out "Doing Business™ in the State.
Karnataka was the 1% State to bring out the Karnataka Industries (facilitation) Act, 2002 and
constituted the Single Window Clearance Mechanism at State and district level for approvals of
all investment proposals in the State which has created a conducive environment for investors.
The Government of Karnataka has been successful in simplifying the procedures and fast
tracking the approvals/clearances including their subsequent renewals, along with providing an
effective investor facilitation through e-Udyami - the single window portal, SAKALA or time-bound
delivery, affidavit-based approval system, etc.

' Engineering Research & Developmenl Palicy 2021
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