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Introduction

“Everything depends on local
regulations: that’s why in some CEE
countries there are more data centres
than elsewhere”

Olga Belyakova
Partner, co-Head of TMT in CEE, CMS

“Thanks to EU harmonisation, you have very
transparent and predictable legal systems in CEE,
with favourable tax regimes in some countries”

Eva Talmacsi
Partner, co-Head of TMT in CEE, CMS

The world needs more data centres: that much is evident
from the projected growth in data generation. Last
year, the volume of data created, captured, copied,

and consumed worldwide was ¢.64Zb — a figure that

is anticipated to grow to ¢.180Zb by 2025. Inevitably,

big companies operating in Europe will need more data
centres to house the increasing volumes of valuable data
which they hold. In terms of cost, incentives and access
to skilled labour, CEE provides significant opportunities
for these companies to build safe, secure and cost-
effective data centres in a multiplicity of locations across
the region.

“Everything depends on local regulations: that’s
why in some CEE countries there are more data
centres than elsewhere,” says Olga Belyakova,

CMS partner and co-Head of TMT in CEE. “This is
often connected to factors such as local rules for
construction procedures, energy generation and
telecom infrastructure.”

From an investment perspective, CEE-based data centres
- including new internet provision and HVAC systems -
are equally attractive: they provide stable revenues since
operators generally sign long leases and rarely relocate
because of significant upfront costs and the inherent

risk of data loss during migration. Accordingly, data
centres are becoming a key part of commercial real estate
development across CEE, a phenomenon which has been
accelerated by the Covid-19 pandemic.

“Thanks to EU harmonisation, you have very
transparent and predictable legal systems in CEE,
with favourable tax regimes in some countries,”
says Eva Talmacsi, Co-Head of the CEE TMT Practice at
CMS. “There is an exponentially growing demand from
various companies operating in Europe, which are not
necessarily based in CEE, but their data centres could be.”
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CEE digitalisation

The revolution in data centre development coincides with
big companies and national governments escalating the
speed and scale of their technological transformation.
Governmental commitment to digital infrastructure

has enabled the development of solid broadband
infrastructure. According to McKinsey Research, CEE's
digital economy grew by almost 8% a year between
2017 and 2019 - nearly double the equivalent in the
major economies of Western Europe.

Acceleration of a digital, tech-driven economy is seen as
pivotal to post-pandemic growth across the region. So
too is the pressure to incorporate sustainability into new
buildings, such as data centres. According to Talmacsi,
future-proofing digital infrastructure is a high priority
for regulators and businesses alike. Citing Netflix's
commitment to achieve net zero emissions by the end of

2022, she identifies “a very positive trend of both
infrastructure providers and end users embracing
the need to think about zero-emissions and a
sustainable future.”

Together, the confluence of multi-Cloud and Big Data
strategies, the move towards 5G, and the increased
industrial use of Al and smart city initiatives are fuelling
demand for data centre companies. As new data centre
locations appear, tech companies are focusing on
European capitals. Among CEE hubs, Warsaw takes the
lead. Internet usage in the region is already high. While
47% of people in the EU looked up information on
public authority websites last year, for example, three CEE
countries were above average: Hungary 60%, the Czech
Republic 53% and Slovakia 51%.

“a very positive trend of both infrastructure providers
and end users embracing the need to think about
zero-emissions and a sustainable future.”

AVERENE

Partner, co-Head of TMT in CEE, CMS

In bridging the technological gap with Western Europe,
corporate expenditure on digitalisation in CEE continues
to rise with large IT companies reporting strong demand.
For example, CEE’s largest local software company,
Asseco, saw its project pipeline grow by 25% last year.
Across the EU, 36% of companies use Cloud services. In
CEE, the Czech Republic ranks highest (29%,), followed
by Slovakia (26%), Hungary (25%) and Poland (24%).
Comparable figures for Big Data technologies show that
14% of EU companies use them. The Czech Republic,
Poland, Hungary and Slovakia, where the figures are 9%,
8%, 7%, and 6%, respectively, are expected to catch up
with the rest of the EU over the next few years.

Cloud Services and Big Data
technologies

What percentage of companies use cloud services
and big data technologies in European countries?

I EU [ Czech Republic Slovakia | Hungary I Poland

Cloud Services Big Data technologies

D 36% | e 1a%
I 29% B 9%
26% 6%
IR 25% B 7%
I 24% B 8%
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CEE - Multinational hubs

Throughout CEE, there has also been an increase in
supply requirements from hosting, managed service
and Internet service providers. During the COVID-19
o) th tt th h b pandemic, many operators saw a surge in demand from
ver tne past two years, tnere nas obeen '

existing customers in these subsectors seeking to expand

an expansion of major playerS in the their footprint to meet increasing enterprise demand.

data centre market and in developers, “Over the past two years, there has been an
S peC i fica”y in Pola nd “” expansion of major players in the data centre

market and in developers, specifically in Poland,”
says Tomasz tosek, Head of Data Centres at Turner &
Townsend in Poland. “These are hyperscalers - big
players in the data market. Effectively there are
three big ones: Google, Microsoft and Amazon
Website Services.” Cybersecurity providers are critical
Tomasz tosek in the operation of such data centres: CEE's strong
Head of Data Centres, Turner & Townsend reputation in this area helps to make the region a
preferred client choice.

Other major end users across CEE include the ICT,
finance, insurance, and utility sectors, as well as public
administrations. Financial sector companies that have
already located their tech hubs in Poland, for example,
include ING, UBS, Morgan Stanley and Credit Suisse.
Key investors in the CEE Data Centre space include:
Equinix, Conova Communications, IXcellerate, Interxion,
Boosteroid, 3data, DataPro, Host-telecom.com, and CEZ
Group. Global tech giants have also announced plans to
open a major data centre and cloud hub, respectively in
the region.
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EU’s Digital Europe programme

Recognising that digital transition will underpin its
future prosperity, the EU plans to increase funding

to support digital investments. In the Multi-annual
Financial Framework, part of the long-term EU budget,
the Commission has proposed a Digital Europe
programme to accelerate post-COVID-19 recovery and
drive the EU’s digital transformation. ‘The Digital
Europe programme will boost investment in
supercomputing, Al, cybersecurity, advanced
digital skills, and ensure the widespread use of
digital technologies, including through digital
innovation hubs.’ says Doéra Petranyi, CEE Managing
Director, Head of TMT, Hungary at CMS.

To realise this, building capacity for new digital
technologies will be augmented to support digital
transformation that will benefit people and businesses.
With a budget of €7.58 billion, the Digital Europe
programme will run from 2021 to 2027, complementing
other EU programmes, such as the Horizon Europe
programme for research and innovation, and the
Connecting Europe Facility, which focuses on digital
infrastructure.
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Key investment factors

Incentives

To ensure that enterprises can compete on equal terms
in the markets of all member states, it is generally
prohibited under EU law to grant any kind of incentive
that may affect competition and trade between them.
But there are exceptions to this general rule. These
allow the granting of aid for R&D, training, the creation
of employment and environmental protection, the
development of certain business areas of activities
(sectoral aid), and regional aid to promote economic
development in areas where the standard of living is very
low compared to the EU average.

Since many CEE countries are less economically
developed than their Western European counterparts,
aid is often permissible to encourage development within
designated regions. Accordingly, investment grants

are available in some CEE countries, such as the Czech
Republic, Poland, Bulgaria, and Slovakia. To varying
degrees, corporate income tax reliefs can be applied
while cash grant schemes for priority areas can cover
salary costs in regional development which promotes job
creation.

Energy supply
Energy is critical in data centre operation. “Data centres

are energy intensive users,” says Piotr Ciotkowski,
Energy and Projects partner at CMS Poland. Typically,

a dry storage warehouse will require around 50kW of
electricity per 1000 sgm, whereas an average data centre
of comparable size and a standard number of servers
requires around 2MW - 40 times as much. Because data
centres operate continuously, they must be safequarded
against power or internet outages, and voltage spikes.
To mitigate these risks, more than one source of both
electricity and fibre optic internet provision are necessary.

In case of network failure, separate systems for each
internet provider are also imperative.

Barriers to the free flow of non-personal data between
member states have recently been removed under

EU law. In this context, Poland is well-positioned as a
potential European data hub: it has the second-lowest
corporate electricity prices in the EU while a planned
pipeline to Norway, which will improve the country’s
energy security, is likely to attract more companies

that offer cloud services to Poland from across Europe.
Benefiting from relatively low construction costs and land
prices, Poland is also undergoing significant improvement
in its transport and digital infrastructure. Together with a
pool of skilled domestic IT labour, this further adds to its
investment appeal.

Tax Benefits

Corporate income tax (CIT) rates vary widely across

the EU. In a competitive tax environment, several CEE
countries offer low rates to attract foreign investment.
Notably, four of the five EU countries with corporate

tax rates below the EU average of 20.7% are in CEE:
Hungary has the lowest rate at 9%, followed by
Romania, 16%, and the Czech Republic and Poland, both
19%.

To encourage investment, many countries are also
seeking to introduce measures which favour reinvestment
of profit, so that tax collection is shifted to the point
when a company distributes profits to shareholders. This
system supports reinvesting earnings and has simplified
tax accounting requirements. In 2021, Poland became the
first country to introduce thus tax regulation in the CEE
region.

“Data centres are energy intensive users”

Piotr Ciotkowski
Partner, Energy and Projects, CMS
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Key investment factors

Skilled Labour

Big multinationals already use CEE as a major hub for
back-office process outsourcing. They rightly perceive
CEE as a good place to locate their R&D, technological
and operational centres with access to an abundance

of highly skilled local programmers and ICT employees
who are more than a match for other labour markets.
Critically, Eurostat data from 2019 shows that labour
costs in CEE are up to 70% lower than equivalent rates
in Western Europe. tosek points to the availability of

a skilled workforce at moderate costs. “We have a
relatively high number of young educated people,
whose salary demand is below the level of Western
Europe, but who provide equivalent services to
Western Europe,” he says.

Real Estate

The increasing volume of data that needs to be managed,
stored and controlled is driving the construction of new
data centres to meet demand. For the real estate sector,
this provides significant potential. Data centres are set

to see strong growth, according to a recent report from
global commercial real estate company CBRE. “There

is a lot of interest in data centres from large
construction companies, who find that traditional
areas like the office or retail market is shrinking,
stagnating,’ notes tosek. “They are looking at
switching to provide the infrastructure.”

“There is a lot of interest in data centres from large
construction companies, who find that traditional areas
like the office or retail market is shrinking, stagnating”

Tomasz tosek

Head of Data Centres, Turner & Townsend

Lukas Hejduk, Head of CEE Real Estate and Construction
at CMS in Prague, adds: “Data centres are
mushrooming across CEE, especially in Poland,
followed by the Czech Republic,” he says. “They
are typically long-term, triple net leases, which
means that the landlord is able to recover their
costs very easily: all expenses including taxes,
insurance and maintenance are covered by the
tenant. Data centres are emerging as a new sector
and are already attracting investors’ interest.
There is a lot of development. A number of
operators use data centres as co-location centres,
renting out space to other companies.”

Conclusion

Fuelled by strong demand that is anticipated to grow
further, the outlook for data centres across CEE remains
very buoyant. This is underpinned by a range of beneficial
factors: a secure and well-developed digital infrastructure,
supportive national governments, a range of EU
incentives, access to a pool of highly skilled IT labour with
distinct cost advantages, reliable energy sources, and
access to real estate that enables and supports hybrid
digital infrastructures.

“Data centres are mushrooming across CEE,
especially in Poland, followed by the Czech

Republic”

Lukas Hejduk

Partner, Head of CEE Real Estate Practice, CMS
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Stress-test: data centres in focus

----------------------- (O Is your strategic planning sufficient to meet your data centre needs?

------------------------------- (O In developing your data centres, are you getting the best value
in terms of energy and labour costs?

------------------ (O How important are operational and cost efficiencies
in your strategic planning as regards data centres?

----------------------------------------------------------------------------------------- (O In deciding on the location of your data centres,
how important is access to highly skilled labour?

-------------------------------------------------------------- (O Are you aware of the favourable tax regimes and other
investment incentives in some CEE countries?
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Talk through your digital strategy with us

If you would like to consult on or stress-test your business’ digital strategy with your local CMS experts, please do get in touch with us.

CEE

Déra Petranyi

Partner, CEE Managing Director
T +36 1483 4820

E dora.petranyi@cms-cmno.com

Olga Belyakova

Partner, Co-Head of CEE TMT

T +38044 391 7727

E olga.belyakova@cms-cmno.com

Eva Talmacsi

Partner, Co-Head of CEE TMT
T +44 20 7367 2435

E eva.talmacsi@cms-cmno.com

Bulgaria

Czech Republic

Hungary

Poland

Assen Georgiev

Partner

T +359 2 921 9936

E assen.georgiev@cms-cmno.com

Tomas Matejovsky

Partner

T +420 296 798 852

E tomas.matejovsky@cms-cmno.com

Déra Petranyi

Partner

T +36 1483 4820

E dora.petranyi@cms-cmno.com

Tomasz Koryzma

Partner

T +48 22 520 8479

E tomasz.koryzma@cms-cmno.com

Romania

Slovakia

Ukraine

Austria and SEE

Horea Popescu

Partner

T +40 21 407 3824

E horea.popescu@cms-cmno.com

Petra Corba Stark

Partner

T +421 940 637 825

E petra.corbastark@cms-cmno.com

Olga Belyakova

Partner

T +380 44 391 7727

E olga.belyakova@cms-cmno.com

Gregor Famira

Partner

T +385 1 4825 600

E gregor.famira@cms-rrh.com
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Digital Horizons: A series of reports exploring CEE’s digital future

Read the rest of the Digital Horizons series here: @

Introduction: CEE's digital ambitions fuelling future economic growth?

Closing the gap — CEFE’s digital infrastructure and business ambition

Data and ethics — what does the future hold for CEE?

Innovation vs regulation — can Al redefine CEE's economic future?

Technology transforming industries in CEE — what's next?

Stress-test: is your business’ digital strategy future-ready?

Data Centres — Scaling up in CEE
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https://cms.law/en/ukr/publication/digital-horizons

© CMS Legal Services EEIG (2021)

CMS Law-Now™

Your free online legal information service.

A subscription service for legal articles on a variety of topics delivered by email.
cms-lawnow.com

The information held in this publication is for general purposes and guidance only and does not purport to
constitute legal or professional advice. It was prepared in co-operation with local attorneys.

CMS Legal Services EEIG (CMS EEIG) is a European Economic Interest Grouping that coordinates an
organisation of independent law firms. CMS EEIG provides no client services. Such services are solely
provided by CMS EEIG’s member firms in their respective jurisdictions. CMS EEIG and each of its member
firms are separate and legally distinct entities, and no such entity has any authority to bind any other. CMS
EEIG and each member firm are liable only for their own acts or omissions and not those of each other.
The brand name “CMS” and the term “firm” are used to refer to some or all of the member

firms or their offices; details can be found under “legal information” in the footer of cms.law.

CMS locations:

Aberdeen, Abu Dhabi, Algiers, Amsterdam, Antwerp, Barcelona, Beijing, Beirut, Belgrade, Bergen, Berlin,
Bogotd, Bratislava, Bristol, Brussels, Bucharest, Budapest, Casablanca, Cologne, Dubai, Duesseldorf,
Edinburgh, Frankfurt, Funchal, Geneva, Glasgow, Hamburg, Hong Kong, Istanbul, Johannesburg, Kyiv,
Leipzig, Lima, Lisbon, Ljubljana, London, Luanda, Luxembourg, Lyon, Madrid, Manchester, Mexico City,
Milan, Mombasa, Monaco, Moscow, Munich, Muscat, Nairobi, Oslo, Paris, Podgorica, Poznan, Prague,
Reading, Rio de Janeiro, Rome, Santiago de Chile, Sarajevo, Shanghai, Sheffield, Singapore, Skopje, Sofia,
Stavanger, Strasbourg, Stuttgart, Tel Aviv, Tirana, Utrecht, Vienna, Warsaw, Zagreb and Zurich.

cms.law
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