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Disruptive Innovation

If you haven't read Clayton Christensen’s The Innovator’s Dilemma, it's well worth a read and is the basis for this short
blog post — providing far greater detail than that presented below. Here we are simply seeding the concept of Disruptive
Innovation and how we believe it applies to the Saa$S business model.

In a very stylistic view there are two key types of business evolution: Sustaining Innovation — incremental improvement
of an existing product or service providing better value for the customer, and Disruptive Innovation — radically different
perspective on innovation providing the market with something different from what might be expected by default.

Disruptive Innovation is often thought of as an advanced technology that displaces the incumbent product; for example
DVD's and CD’s versus cassette tapes. Another classic example presented is the invention of the automobile replacing
the horse-drawn cart, where the disruptive innovation was not the invention of the automobile, but actually the
advancement in the mass-production of the automobile. However, disruptive innovation as a business model also
presents itself in the different guise of providing low-end market disruption by targeting the least profitable customers
with a “good enough” product. In this instance the customer is not willing to pay premium for enhanced functionality
that they will not use. In this approach the disruptive innovation does not attempt to bring a better product into an
established market, rather it introduces simpler, more convenient and less expensive products. Here the innovation
initially targets both the low-value market of the incumbent and new-market customers that did not previously exist.

The Innovator’s Dilemma presents greater detail into this framework that has evolved out of research into how
innovation impacts markets — specifically: when do incumbents prevail and when do new entrants win. When does
David beat Goliath and vice versa. Take a look for more background information.

Why we see SaaS is an example of disruptive innovation...

Recently there has been a rapid change in the way products are being delivered to the market, in the form of Software
as a Service (SaaS). Where SaaS is a software licensing and delivery model in which software is licensed on a
subscription basis and is centrally hosted in the cloud by independent vendors. Compared to the tradition licensing
approach which involves a large up front capital investment and often ongoing servicing costs, the SaaS approach has
different characteristics which the market is appreciating, both the users of the product and those with capital to invest
in the business opportunity. The disruptive innovation here can be summed up as rather than having software and data
storage spread-out amongst the individual users of the product, the point of execution for this has moved back with the
developers of the software. Put it another way the concept is, rather than being sold software to use and run (with a
helpline), at a significant up-front cost, the user is subscribing to a product whose up-keep remains the responsibility of
those who developed it.

The products of a Saa$S business model often also provides further scope for disruptive innovative particularly in the case
of low-end market disruption. Within the Saa$S business model it is easier to develop and deploy slimmed down simpler
products to the market at lower prices targeting customers that did not consume incumbent products — these are the
customers who didn't previously consider the product because of the price premium on the functionality that wasn't
required.

This has been short and sweet — that was the intention, introduce the concept of disruptive innovation, briefly highlight
how we believe it applies to the SaaS business model and leave you wanting more...
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About Clare Capital

Clare Capital is a Wellington-based boutique investment bank founded by Mark Clare.

Clare Capital adds value by:

=  Originating ideas for clients.
= Assisting clients by completing analysis of issues.

= Assisting clients to complete commercial transactions.

Clare Capital provides advisory and transactional services across:

=  Mergers & Acquisitions (M&A) — combining detailed financial analysis with extensive M&A experience to help
our clients maximize outcomes.

= Capital Management — advising clients on their capital raising activities.

=  Corporate Finance — combining fundamental corporate finance principles with real-world practical experience
to provide clients with: valuations, capital structure advice, and option and incentive schemes.

=  Strategic Advice — strategic and commercial advice to clients including: detailed strategic options analysis for
clients facing key decisions and structuring and negotiating financial and commercial agreements.
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Disclosures and Disclaimers

This report has been prepared and issued by Clare Capital Limited (Clare Capital). The information, analysis and views
in this report are for class advice purposes only and do not constitute personalised advice (whether of an investment,
legal, tax, accounting or other nature) to any person, and may not be suitable for all investors. Before making an
investment decision on the basis of the information, analysis and views expressed in this report investors should
consider whether the information, views and analysis are appropriate in light of their particular investment needs,
objectives and financial circumstances. We recommend that investors should seek advice from their usual financial
advisor before taking any action. This report has been prepared in good faith based on information obtained from
sources believed to be accurate, reliable and complete as at the date of publication. However, that information has
not been independently verified or investigated by Clare Capital. Clare Capital does not, and cannot, make any
representations or warranty (expressed or implied) that the information is accurate, complete or current, and Clare
Capital excludes and disclaims (to the full extent permitted by law) any liability or responsibility for any loss which may
be incurred by any person as a result of that information, including any loss of profit or any other damage, direct or
consequential. This report is intended for distribution in New Zealand and in other jurisdictions where, under relevant
law, it may be lawfully distributed. This report is not intended for distribution to any person in any jurisdiction where
doing so would constitute a breach of any relevant laws or regulations. Copyright Clare Capital Limited 2013. All rights
reserved.
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