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Afraid to Admit Failure

#Stayhome is
captured in this
aerial image.
That is advice

| Nearmap should
have heeded.

Tamarama Beach, Sydney captured by Nearmap June 20, 2020 and appearing in the Nearmap 2020 Annual Report illustrating the CEO’s
Review on Page 8.

Tim Murray

Nearmap Ltd. (NEA AX) repeatedly assures investors it deserves a heady share price be-
cause of high growth and coming profits in the U.S. market.! Actually, the company is
laying off sales staff and offering discounts in a panicked attempt to improve margins, knee-
capping its efforts to grow. Nearmap is apparently trying to hide its U.S. failure with account-

1 For example, https://www.nearmap.com/content/dam/nearmap/investor-relations/asx-announcemen
ts/2015/2015-11-30_010_NEA_AGM_Presentation_30_November_2015.pdf, and https://www.asx.com.au/
asxpdf/20161117/pdf/43cz1vnh382112.pdf, and November 11,2020 call transcript: “[W]e're now about to embark on
that third phase of growth -- long-term growth, really taking a leadership position in North America, significantly
extending our technology leadership.”
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redistributed without the written consent of ) Capital. Use of this publication by authorized users is subject to the J Capital
Authorized User Content Agreement available here. Use of this publication by non-authorized individuals is subject to the J
Capital Non-Authorized User Content Agreement available here.
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ing tricks to pull forward revenue. Without that seemingly aggressive revenue recognition, we
believe revenue growth in the U.S was less than half what was reported.

Nearmap turned up in the U.S. in 2014 with a unique product but failed to monetize it, and
now competitors have speeded past. The company incurs twice the costs of the leading U.S.
competitor to complete the same surveys and has a vanishingly small U.S. market share after
seven years of trying. Its analytic technology lags far behind the competition. Sales to insur-
ers, about 41% of the total, may be challenged in a potential patent dispute with key U.S. com-
petitor.” Throwing money at the problem isn’t helping.

The valuation and bull case for Nearmap are based on Nearmap’s assurance that it can repli-
cate its Australian success in the much-larger U.S. market. The reality is that losses are widen-
ing, gross margins are going backwards, and competitors are crushing them. We spoke with
five competitors, seven former employees, and 17 clients or prospective clients and learned that
Nearmap has failed to succeed in any key sector in the U.S. Expect more losses and more hype
about the prospects in the U.S. when the company reports H1 FY 2021 on February 16.

Nearmap share price and volume

Entry into the North American market
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2 https://www.afr.com/markets/equity-markets/risk-and-reward-in-nearmap-s-bird-s-eye-vision-20200930-p560rzs
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Directors seem to understand this. A former chairman, a director since 1987, has sold half his
stake in the company over the last 12 months, netting him around $40 mln.

Scrambling to improve optics

Nearmap is unwilling to give up the growth story and retreat to its traditional, small but
profitable markets, Australia and New Zealand. Instead, Nearmap is trying to lure in new U.S.
clients with discounted rates, ramping the price once the clients are on contract.” Former Near-
map salespeople call it the “land and expand” strategy.

This has been disastrous for the company’s prospects in the U.S. market, where the govern-
ment agencies that are the bread and butter of this business are hit with price hikes out of
budget cycle and have to stop using the service. Since property values drive tax revenue, coun-
ties are willing to pay for geographic coverage of areas that are sparsely populated. County-
level government clients are only 20% of the market for aerial images but fund the capture of
images that are sold on to commercial clients like insurers.

A former Nearmap salesperson in the U.S. said:

“Nearmap had one customer that they charged $80k, and then in the second year, based
on usage, they tried to charge them $410k. They lost that account.”

That client had been paying Eagleview, Nearmap’s much-larger competitor, around $300,000/
year.

Nearmap appears to be conserving cash at the expense of revenue. According to five inter-
views, Nearmap is flying only densely populated areas to save money on the cost of surveys.
County governments need coverage of the rural areas as well, and they are sticking with Eag-
leview, according to our interviews.

3 See Net Upsell on page 49 of the 2020 Annual Report https://www.nearmap.com/content/dam/nearmap/investor-
relations/asx-announcements/2020/Nearmap_AR 2020 FINAL V2.pdf
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Survey of 10 Counties Using Eagleview

County Population Comments

San Diego CA 3.1 min We use Eagleview and also Nearmap

Pine County MN 30,000 No plans to switch from Eagleview
Tompkins NY 100,000 Will not use Nearmap

Providence RI 630,000 No plans to switch from Eagleview

New York City 8.4 min No plans to switch from Eagleview
Maricopa County 4.5 min Reviewed Nearmap, renewed with Eagleview
Benton, MN 38,000 Reviewed Nearmap, renewed with Eagleview
Waukesha, WI 400,000 No plans to switch from Eagleview

Palm Beach, FL 1.5 min No plans to switch to Eagleview, integrated with our apps
Williams, ND 22,000 Use Eagleview and would consider Nearmap

Source: ) Capital interviews

Critical clients are dropping the service. We spoke with several counties that had reviewed or
trialed Nearmap services but ultimately renewed with Eagleview. We learned in an interview
that Maricopa County, Arizona—which is featured in Nearmap subsidiary Pushpin testimoni-
als—trialed Nearmap service but still renewed with Eagleview.*

<« C @ pushpin.us/releases/maricopacounty/ T A

Maricopa County assessor leverages Pushpln s deep Iearmnﬁg platform: to detect parcel

changes and extract™building footprmts

Pushpin testimonial from Maricopa County, Arizona. The county recently renewed its contract with Eagleview.

Cook County, Illinois trialed Nearmap in 2018 and is also featured in Pushpin testimonials, yet
re-signed Eagleview in 2019 and continues to use Eagleview today.’ A former salesperson told us

4 https://www.eagleview.com/newsroom/2020/10/maricopa-county-soars-eagleview-aerial-imagery/

5 https://www.cmap.illinois.gov/documents/10180/25842/FY2018--02%28ALL%2BCMAP%29+%285%29.
pdf/31a5a3al1-e853-81af-fof1-dcb98f57b9e8 and https://opendocs.cookcountyil.gov/procurement/
modifications/1590-14861-A2.pdf

Tim Murray tim@jcapitalresearch.com +1 860 391 6094
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that a county in Texas had switched to Nearmap but was dissatisfied and returned to Eagleview.

We spoke with the CTO of a Midwest county that had just re-signed with Eagleview despite an
offer from Nearmap for 23% less.

“When we re-signed [with Eagleview], they went from 9-inch to 6-inch resolution and
they got a ‘leaf off’ fly date. It matters for the oblique photography that the trees do not
have leaves on, and these flights normally come at a premium.”

We estimate Nearmap has churned 28% of its current clients since entering the North America
market.’ That means that more than one in five clients who have trialed the service has chosen
not to use it. The company misrepresents the churn:

“With an average customer life exceeding 18 years, this equates to a near 20:1 return
on our sales and marketing investments.” FY2019 earnings call

Nearmap’s product has existed for 12 years, and it has been in North America for seven years.
This statement is absurdly promotional. Churn should be measured historically.

The attrition problem is worst in the critical government sector. A key reason that Nearmap
has been unable to capture government clients and build an image library in the United States
is its short-sighted pricing policy. Nearmap’s subscription-plus-data-usage model works out to
be too expensive for local governments by Year 2. Four previous Nearmap salespeople told us
that, if a county looks at the same land parcel several times, it is charged for each view. This
quickly eats up data with no benefit to the county. Salespeople wanted to move to fixed pricing,
but senior management in Australia would not budge.

We were told of three county-government clients that initially signed with Nearmap due to
what appeared to be dramatically lower costs for service. But each one discontinued service
with Nearmap when overage costs exceeded the price originally paid to Eagleview. These cli-
ents all returned to Eagleview.

Sales further identified these examples:
» A construction contractor that built mobile phone towers for telcos needed aerial images
in order to determine the line of sight of a tower. Nearmap’s service enabled them to re-

place staff. Nearmap gave this contractor six months of service for $400,000. At the end
of that period, based on usage, Nearmap told the company the full-year price would be $3

6 See Nearmap Analyst Packs and sum churn in 2017 (77), 2018 (83), 2019 (165) and 2020 (188) to total 513 lost
clients and divide that by the total clients in 2020 of 1,856 (28%=513/1,856).

7 2019 Earnings call transcript, Aug 20, 2019

Tim Murray tim@jcapitalresearch.com +1 860 391 6094
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mln. The client was willing to pay $1 mln. Nearmap’s Australian management refused.
The company went back to using Google maps.

» A New Jersey-based engineering firm called Langan Engineering was paying $100,000
for the annual service based on usage fees. The company realized it was being charged
each time staff viewed the same image. They hacked the system to download the images
and reduced the fees to $10,000, but Nearmap insisted on the $100,000 rate.

Our interviews suggest that management may have changed pricing strategy in response to
the oncoming wave of dropped contracts.

The cost of transitioning integrated systems and retraining staff is high, and that makes
switching costs for county governments often prohibitive.

“When you compare Nearmap to Eagleview, even if Nearmap was, say, 20% less, you
still have to add back the transaction cost to transition, which could put it back to being
similar to Eagleview in price,” a county-government Eagleview client told us. “And that
is not just the county, that is all of the others in the consortium as well.”

The “consortium” refers to a common structure for Eagleview government contracts that cre-
ates a wide moat: Eagleview signs multi-year contracts with a county government’s constitu-
ent agencies, which split the bill.* Small counties may have a few agencies as part of a buying
consortium and large counties up to 100. This creates a significant market barrier for Nearmap,
which must first wait for the end of the contract, then convince each member of the fee-paying
consortium, then prove that the switching costs do not outweigh any gains from discounts that
Nearmap offers.

“It is very difficult to break the lock that Eagleview has on these consortia. When they
sign them up for five years, they lock us out for five years,” said a former senior sales
executive at Nearmap.

“Selling to counties took too long, and we were often not flying the whole county. It was
a waste of time trying,” said a former salesperson.

Governments use aerial imagery to detect changes to properties, which are generally widely
dispersed geographically. That subsidizes the build-out of image libraries that form the basis
of the “derived data” that can be packaged and sold to lucrative commercial sectors like insur-
ance and construction. Nearmap has just 7% of this critical government market compared with
80% for Eagleview. Without that foundation, Nearmap will struggle to build its image data-
base and falls farther behind. By contrast, Eagleview’s entire image-capture costs are funded

8 https://www.eagleview.com/newsroom/2019/05/imagery-consortium-government-agencies/
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by government contracts.” The government market in the U.S., worth about US$100 mln, is
about 30% of Nearmap Annualized Contract Value (ACV) in North America, representing a 5%
market share.'

Confused sales strategy

Nearmap laid off 15% of its U.S. sales force in FY2020—seven of 47 people--all from the high-
value large-client team called External Sales. The company told investors this was Covid-
related;'" we think it’s structural. This was the fourth major reshuffle of management, sales
structure, and strategy since entering the U.S. market seven years ago.

9 https://www.eagleview.com/newsroom/2018/03/1500th-county-government-customer/

10 See Page 7 of the recent Nearmap Investor presentation, where it states that ACV of the government sector
is $7 min or 5% of that market segment https://www.nearmap.com/content/dam/nearmap/investor-relations/asx-
announcements/2020/16_NEA Investor Presentation 14 October 2020.pdf

11 https://www.nearmap.com/content/dam/nearmap/investor-relations/asx-announcements/2020/NEA CV19 Final.
pdf
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Strategy 1: 2014 to 2015
San Francisco* as US HQ,
expensive sales force with
high sales turnover

Strategy 2: 2016 to 2018,
Salt Lake City as HQ,
Focus on low-value sales.
Eric Austvold VP

Strategy 3: 2019-2020
Purge. Focus on larger
clients. NYC regional
sales office opens. Eric
out, Simon Pearce in.
Many layers of Australian
management.

Strategy 4: 2020-2021.
Second Purge. Simon out,
Tony Agresta in. External
sales force shrunk by 7.
Refocusing on internal
sales

*The San Francisco office is first
identified in company announcements
on July 6, 2015 as the “Sales and
Marketing and Corporate office”

and not referred to after the Annual
Report for FY 2015 in October 2015.
Thereafter, such as on the earnings
call of February, 18 2020 ,Salt Lake
City is described as the main office
location in the U.S.

Eric Austvold - 3rd 3 Infor
North American Vice President & General Manager at Infor ... yniversity of Wisconsin-
- Food & Beverage, Chemicals and Life Sciences i stout

Greater Boston - 500+ connections - Contact info

f/}:’.‘* North American Vice President Sales

) Mearmap

TEAMP  Fab 2016 - Jan 2019 - 3 yrs
Greater Boston Area
Mearmap is an Australian technology company that launched their service for capturing
aerial imagery in the United States in 2015. Clients use Nearmap services to see high
resolution aerial photography offered as a subscription service, consuming Nearmap
content to see changes over time. Clients include municipalities for property tax ..see more
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Simon Pearce - 3rd e Netwrix Corporation
Vice President EMEA & APAC at Netwrix Corporation.

London, England, United Kingdom - 500+ connections -

Contact info

L Vice President North America
e Mearmap

Jan 2019 - May 2020 - 1 yr 5 mos
United States

)
recimap

Led and grew the US organisation for Nearmap from 40 to 100 heads. Nearmap are a hyper
growth (80% YOY US growth) SaaS based Location Intelligence company. They capture,

manage and deliver the most current location content, then using Al enable businesses and
governments to explore their envirenment easily. Organizations unlock opportun ...see more

| . NEARMAP [ Time
& Machine

(o) G
Tony Agresta - 2nd " Nearmap

Executive Vice President, North American Sales at

n Georgetown University
Nearmap

Greater Seattle Area - 500+ connections - Contact info

Experience

ﬁ:“ MNearmap
e 4 yrs 11 mos
Feomap
Executive Vice President, North America Sales
Full-time
Feb 2020 = Prazsent - 1 yr 1 ma
Greater Seattle Area

Source: J Capital interviews, linkedin and company announcements.
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Sales restructuring has been used as an excuse to raise money. In FY2019, Nearmap raised
$67 mln in capital, partly to expand its sales force in North America. Nearmap used some of
the capital to establish a New York office, where five people specialize in architecture and con-
struction. The New York sales team focuses on selling to architecture clients that average just
$10,000 per year, and sells few subscription to the larger construction clients that pay around
$100,000 per year. The New York office rent alone was $30,000 per month in 2020."> Although
Nearmap may blame Covidl9 for its poor sales performance, the construction and architecture
industries have been doing well during the epidemic.

On the 2019 earnings call the CEO said,

“So we’re watching closely the performance of our New York office and assuming that
gives us -- by focusing this accelerated growth, then we would open other regional of-
fices there as well.”

They have not opened another regional office, and the New York sales office never featured in
another earnings call.

Our interviews universally agreed that the U.S. sales staff feel frustrated with Australian man-
agement, and this was a key reason for high sales turnover. Former sales managers said that
Australian managers were unwilling to adapt to the needs of customers in the U.S.

Nearmap brought its Australian sales strategy to the U.S., putting 30 of 47 U.S. sales staff on
small clients worth roughly $2,000 per year. Sales staff complain that Nearmap’s pricing mod-
el is a mess. Salespeople are told to sell at a base price of at least US$25,000 per year to large
enterprises then to estimate usage. But neither sales staff nor clients are able to estimate usage
with any accuracy, and customers often find themselves paying double the base price within
six months of signing a contract. We spoke with a number of Nearmap clients who complained
about this opacity in pricing. They cannot find pricing standards and are simply told without
warning that their fees have doubled.

Meanwhile, small clients, who pay around $2,000 a year, get the same service as the large
ones, which then often demand price cuts.

Staff charged with selling to government have requested that the company change its policy of
flying densely populated areas and leaving parts of a county unmapped. Some counties are re-
quired by law to retain aerial images of the entire county. The Australian management refused
to change its policy.

12 https://rew-online.com/leases-broad-street-development-announces-7-new-leases-signed-at-370-lexington/
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Reviews on Glassdoor consistently give a very poor assessment of management.

“The U.S. is a sinking ship,” says one.

© 110 76 59 20 23 14
Overview v  Reviews Jobs Salaries Interviews Benefits Photos
“Struggling company, poor management,
March 4,2016 Helpful (22)

confused business direction.”
"US Sales People - Stay Away!"

1.0 * Vv Former Employee - Sales Representative in Salt Lake City, UT “The Company’s CE’O has been dESCijed
B Doesn't Recommend B Negative Outlook B Disapproves of CEO here as erratic, SpthfUI, and arrogant. Let
Cone me add clueless and incompetent. Going
Where tostart... nowhere fast.”

1. USis a sinking ship. No leadership in place. Have to go to Australia for everything,
and the Australians no zero about how to sell in the US
2. Product is simply not good enough. US sales team sells a stripped down version of

the product they sell in Australia. Prospects have no intere

thousands of dollars on imagery they can already get for fr
© 110 76 59 20 23 14
3. Have never seen so much turnover at a company - A . X
Overview v  Reviews Jobs Salaries Interviews Benefits Photos
4. Having to go to Australia for EVERYTHING you need, an
for an answer to a simple question May 2,2017 Helpful (14)

5. You will not make any commission.

6. Their average deal size in USis 2k a YEAR former emploYee

20 * * Vv Former Employee - Anonymous Employee

Advice to Management

- Australia and the US are very different animals. B Doesn't Recommend Neutral Outlook B Disapproves of CEO
- Recognize that the nearmap product doesnt have the san

Cons
Led by some of the worst people managers | have experienced. No transparency or

“Erratic CEO who micromanages, chang- o i ) )
communication. Sure its about sales but as a relative startup in the states you have to

es his “SU'afegy" erraﬂy by the day: people in country to understand delivery. As a hunter, it still bugs me that we had such
increases sales quotas Week]y to unat- lofty goals for a very low average sale.. Top producers were eliminated without so much
tainable goals, and terminates employees A revieworarning -
. AdvicetoM t
that he has LITERALLY hired the week vice foManagemen o . .
Seems you have more of alocal presence but still guided by Australian leadership.
prior (HOt exaggeratlon - it’s fact). 7 Drone and Fixed wing is changing in the US so i would advise caution with NearMap
© 110 78 59 19 23 14
Overview v  Reviews Jobs Salaries Interviews Benefits Photos
Cons

The Exec team is dishonest

The Exec team lives in a bubble

The Exec team is very immature

The Exec team doesn't EVER want to hear bad news

Advice to Management

Advice to the Board: Many of the reviews warn that the com-

Take out your entire Exec staff. They don't know what they are doing, and believe they ) . . .
pany’s HR department is contributing the

are the greatest thing since sliced bread, yet they have zero ability to execute a plan.

They truly enjoy doing strategy sessions, without the people in the room who have pOSitive reviews. Devastatingly negative
direct knowledge of the company. assessments run from 2015 to 2021.
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Fudging the accounting

Our analysis indicates that Nearmap has been trying to hide the extent of its failure in the U.S.
with accounting tricks. We have identified aggressive revenue recognition of at least AUD$11.7
mln in FY2020—12% of total revenue. Nearmap capitalized capture costs years ago, but it only
began to exclude total capture costs from operating cash flows in FY 2019. We believe this is
done to dress up poor operating cash flows. If capture costs had been counted as an operating
cash flow expense, then OCF would have been sharply negative—minus $12 mln instead of the
positive $12 mln reported. That is a $24 mln swing.

We believe Nearmap is bringing forward revenue. Contract liabilities—the unearned payments
that are received in advance of revenue recognition--declined in proportion to reported revenue
for both FY2020 and FY 2019. The way to do this would be to sneak a bit of unearned revenue
into current revenue by taking an over-generous view of services provided. Contract liabili-
ties as a percentage of revenue declined to 51.3% in 2020 from 63.3% in 2018. Had Nearmap
maintained contract liabilities at the 2018 level, reported revenue would have been AUD$11.7
mln lower, lower by 12% of reported revenue, in 2020. EBIDTA would have gone from $9 mln
to -$2.7 mln. Contract liabilities as a percentage of revenue should be the same or higher than
previous periods if the company is growing.

Contract Liabilities Declining as % of Revenue: Bringing Revenue Forward

AUS$ 000 FY 2020 FY 2019 FY 2018

Revenue (A) 96,714 77,642 53,553

Contract Liabilities

BALANCE BEGINNING OF THE YEAR 42,034 33,911 25171
Invoice issued during the year 100,766 85,654 N/A
Decrease due to revenue recognized (93,957) (77,531) N/A
Foreign exchange adjustment 733 0 N/A
BALANCE AT THE END OF THE YEAR (B) 49,576 42,034 33911

Actual Unearned Revenue % Earned Revenue

(o) 0 0
(C=B/A) 51.3% 54.1% 63.3%
Unearned Revenue @2018 % Earned
Revenue (D=A*63.3%) e SRSl SEIEN
Estimated 2020 extra revenue recognized
calculated using 2018 revenue proportion 11,666 7,131 0
(E=D-B)
Source: Company reports
Tim Murray tim@jcapitalresearch.com +1 860 391 6094
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Although Nearmap does not break out contract liabilities by geographic region, we have heard
from multiple sources that U.S. performance is poor. Therefore, we assume this aggressive
revenue recognition is designed to hide the U.S. failure. Without these maneuvers, U.S. revenue
growth could be half that disclosed in company filings. Supporting this view, contract value

is growing at a much slower rate than is revenue."” That would happen if revenue were be-

ing brought forward improperly. Normally, Average Contract Value (ACV) should lead revenue
growth.

Nearmap spends nearly $2 for every dollar of revenue produced in North America and faces
rising losses. FY 2020 revenue for North America was US$24.4 mln, while segment EBIT

was negative $21 mln and total costs were $45.5. Therefore, every $1 of revenue costs $1.86
(45.5/24.4=1.86)."

Nearmap Capital Raised, OCF, and Revenues

3rd Capital Raise
$95.2 min 2021 FY

100,000 2nd Capital Raise, ” "
$67 min 2
\
80,000 1st Capital Raise |
$20 min : '
60,000 Enter US ! '
Market ! ||
40,000 ! .
[} 1
] ]
20,000 ! !
- '. :
0 . -V m m = - '
I IR |
(20,000) Every $1 Rev in ! !
the US cost almost - - ' K
(40,000) $2 to produce N !

2014 FY 2015 FY 2016 FY 2017 FY 2018 FY 2019 FY 2020 FY

m Cash flow from operations (adjusted to include capture costs) m Net Income (Loss) m Revenue

Source: Company Reports

13 Average Contract Value (ACV) in North America in 2020 growing by only 27% when revenue grew by 40%
(in USD terms). See Analyst Pack https://www.nearmap.com/content/dam/nearmap/investor-relations/asx-
announcements/2020/NEA_FY20 Analyst Pack.pdf

14 We assume capture costs are treated as operating costs in the current period. Nearmap provides geographic
segment data in the semi-annual “Analyst Pack” https://www.nearmap.com/content/dam/nearmap/investor-relations/
asx-announcements/2020/NEA FY20_Analyst Pack.pdf

Tim Murray tim@jcapitalresearch.com +1 860 391 6094
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The company has been losing so much in North America that, despite cumulative profit in the

Australian business of around $120 mln since the U.S. venture began, Nearmap must constant-
ly raise money. Capital raises exceed cumulative U.S. revenue. Even so, performance in the U.S
declined in FY2020, as gross margin shrank.

Nearmap North American Costs and Gross Margin (% of Revenue)

140%
123%
120%
100%
[o)
80% - 77%
§9% /ﬁ%
73%
709
60% &
40%
27% 30%
20%
20%
0%
FY18 FY 19 FY 20
——Cost of Revenue Gross Margin ~ ——Total sales & marketing cost

Source: Company Reports

Double the costs for the same images

We think the technology deficiencies in both image capture and AI indicate why the Nearmap
business will struggle to gain material market share in the U.S. Eagleview’s camera system
captures twice the ground area of Nearmap’s on the same flight. As a result, Nearmap’s costs
for its aerial images are at least twice those of Eagleview.

Nearmap lost its technological edge and cost advantage to the U.S. competition when the team
that had developed its revolutionary, four-camera system left to form a new company, Spook-
fish. Spookfish developed a six-camera system that enabled higher-resolution imagery with
fewer flights and hence is 50-75% cheaper than Nearmap’s system."” The cost advantage is why
Eagleview spent a massive $136 mln to acquire Spookfish in December 2018, though Spookfish

15 See page 3 for cost analysis of Spookfish camera system https://www.asx.com.au/documents/research/sfi-
20151116-full.pdf in addition we spoke with an expert familiar with both systems and reviewed patents and flight
data.
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had just one customer, Eagleview, providing $10 mln in revenue at a $7 mln loss."® Eagleview
could see the enormous cost advantage the camera system could provide and was willing to
pay a huge premium to keep it for themselves.

[in IEEEE

£ AR LD V00 At
US 20200106941A1

Exporiss in oaithcara - Macquarie soes opportunly in the heaithcare indusiry. Talk wit
a9 United States

azn Patent Application Publication o Pub. No.: US 2020/0106941 Al

Cope et al. (43) Pub. Date: Apr. 2, 2020

- (54)  AERIAL CAMERA SYSTEM GOIB 15700 (2006.01)

. GO3B 1717 (2006.01)

3 (71} Applicant: Spookfish Innovations PTY LTD. B&4D 4708 (2006,01)

A\ i Beniley (AU) HO4N 718 (2006.01)

(8 Message | ==+ 52) US. Cl
B Meseage (72) Tnventors: Siman Cope, Burswood (AU, Michael ) £oe " gy s2s caoizon Goic 1102
. Van Bertouch, Bicton (AU)

L 3rd E (2013.01 B 1S/006 (2013.01). GO3B
M (21} Appl. No 16/688,565 177 (20 _(jN?B 22050007 (2013.01);
SVP Imagery Architecture [0 coron umvarsey = . 04N 523251 2013.01); 04N 5723296
Mercer Island, Washington, United States (22) Filek  Nov. 19,2019 (2013.01); HOAN 78T (2013.01); B64D
500+ connections - Gontact info Related U5, Appiication Trat 47708 (2013.01)

clated U.S. Application Data
(63) Continuation of application No. 16226320, filed on (57 ABSTRACT

About

High calibre technelogist with a proven track recard in delivering market disrupting technelogies and

Dec. 19, 2018, which is  continuation of application
No. 15/513,538, filed on Mar. 22, 2017, now aban-
daned, filed as application No. PCT/AU15/00606 on
Oct. 8 2015,

innovative products from prototype stage through to large scale commercial praduction, with & strong focus

on mesting b ... see mare

Activity
556 followers

Pasts Simen created, shared, or commented an in the last 90 days are displayed here

See all activity

Experience

=]  SvPimagery Architecture
- Eagleview

30) Forcign Application Priority Data

Oct. & 2014 (AL) ...
Apr. 14, 2015 (AU) ...

2014904018
2015901332

Publication Classification

(51) Int. CL
HIN 57232 (2006.01)
GOIC 1102 (2006.01)

10

such that the mk] of view of the
a region of the ground that includes
multiple dierent swathes exiending in dierent directons,
the at et one camers v o scering miror (0 diet

dires
 system arranged 10 conirol the at
re successive images at defines!
miarvﬂs as the at least one camera rotates.

= architectural related to imagery

H -
Jul 2014 - Dec 2018 - 4 yrs 6 mos

Perth, Australia

Creating the worids most productive, cost effective, high resclution aerial camera
systems, supporting infrastructure and Al powered analytics.

Consultant

technology and
of today's pres:

uely positioned to help salve many
ss and IT.

cTo
nearmap.com
S2p 2008 - Dec 2011 - 3 yrs 4 mos

Engineering and productisation of hardware and software solutions, cost analysis and
optimization, engineering and production team recruiting and training, oversll

juction and engineering functions, product enhancements and
development activitie:

chrical and product stratagy.

On the left is the Linkedin profile for Simon Cope, one of the key Nearmap executives who left, formed Spookfish,
created a better camera system, then went to Eagleview. Cope now runs the Eagleview tech team. He invented the
Eagleview camera system, as shown in the patent on the right.

The Eagleview/Spookfish camera system significantly reduces the number of flights needed
to cover a given geographic area, lowering costs. The cameras are in two parallel tubes with
a mirror system to augment the view of two sets of three rotating cameras that can “see” four
directions at once. Mounted under the plane, the cameras sweep a large area of land at high
speed, and Eagleview’s software stitches the pictures together.

16 https://www.eagleview.com/newsroom/2018/12/eagleview-spookfish-aerial-imagery-acquisition/

https://thewest.com.au/business/mergers-and-acquisitions/eagleview-lifts-spookfish-bid-to-136m-following-rod-
jones-intervention-ng-b88955641z#:~:text=EagleView%?20lifts%20Spookfish%20bid%20t0%20%24136m%?2-
Ofollowing9%20R0d%?20)ones%?20intervention,-Peter%20WilliamsThe&text=US%?20aerial%20imagery%20
company%?20EagleView,a%?20share%?20from%?208%C2%A2.
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The Nearmap system uses a gimbal with limited movement, 30 degrees from the horizon
compared to Eagleview’s 90 degrees. It also rotates more slowly than the tube system does, so

Nearmap’s planes have to fly more slowly.

Nearmap
30°

Source: Patent filings, scientific papers and interviews.”®

. I ——

Eagleview
90°

Eagleview’s six camera
system is at least twice as
efficient as Nearmap’s four
camera system as it swivels
90° compared to 30° and
sees in 4 directions enabling
it to cover twice the area

at lower altitude and higher
speed.

“Our camera systems are
more efficient than any

other” i
Nearmap CEO c ‘%
Feb 18 20 u

L >

CEO quote is from earnings call.

After integrating the Spookfish team, Eagleview divested its Australian customers and images
to Aerometrex (AMX AU), Nearmap’s competitor in Australia, to focus on technology develop-
ment and the U.S. market. Aerometrex has $20 mln in revenue, about one third of Nearmap’s
Australian revenue, and has EBITDA of $3.9 mln. We estimate Aerometrex has around 20% of
the aerial image market in Australia compared with Nearmap’s 60%. Listed in December 2019,
Aerometrex launched a subscription offering that competes with Nearmap’s at a lower price."®
We expect Aerometrex to continue to take market share from Nearmap in Australia and weak-
en Nearmap’s Australian performance. Aerometrix is also challenging Nearmap’s 3D image
market in the U.S."” Aerometrex has more than 25% of Nearmap’s revenue but just one-twelfth

of its market cap.

Nearmap is developing new technology, but it will not compete effectively with the Eagleview
camera system. Nearmap’s effort is the “Hypercam 3,” the four-camera system with a longer

17 https://patents.google.com/patent/US9046759B1/en, https://patents.google.com/patent/EP3204786B1/en,

https://qinshuroads.org/docs/Linear_Systems_Seminar/Public_Books/Vol2B-low-res-22MB.pdf Page46.

18 https://www.asx.com.au/asxpdf/20201112/pdf/44psg5r8b9gg2q.pdf

19 https://www.asx.com.au/asxpdf/20210209/pdf/44sh9wnyzw8jhn.pdf
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focal length, designed for class B (restricted) airspace, where you have to fly at higher altitudes
due to air-traffic control. Most major urban centers are Class B airspace and have high demand
for aerial imagery. The problem with flying higher is you cannot correct for image degradation
caused by the earth’s atmosphere. Nearmap’s Hypercam 3 will solve one problem, better ability
to cover urban areas, and create another: lower image quality.

The company makes extravagant claims for its camera systems. The Nearmap CEO recently
said, “Our camera systems are more efficient than any other.”** This is false and misleading:
Eagleview’s system is at least twice as efficient.

Inferior machine learning

Nearmap’s single foray into the lucrative derived-data market comes from a minor $4.8 min
acquisition in December 2019 of Pushpin, which was acquired for its method of change detec-
tion and roof measurement.”" Industry sources tell us this “derived data” market is potentially
worth $20-$40 bln—many times the value of selling aerial images. Nearmap is late to the
party. Nearmap strategy up until 2018 was to focus on selling content. Competitors are way
out in front, and their profit is fueling technological edge.

Since acquiring Pushpin, Nearmap has been promoting its parcel-change detection service as
a “next generation” change-detection service used to recruit county government clients.*” But
Pushpin is too little too late.

A former employee of a competitor familiar with the technology said that Pushpin change
detection merely identifies a change: it still requires an analyst to quantify what that change
may mean.”’ County government clients that used Pushpin parcel change detection confirmed

this.

“Pushpin change detection is junk,” said a former insurance industry client in a phone inter-
view.

The CEO is apparently in denial about the inferiority of Pushpin technology. In response to an
analyst question, he said:

“In terms of development of the capability, look, there’ll always be refinement and can
we reduce the turnaround time through further automation of the process, but those

20 Nearmap Earnings Call, February 18, 2020

21 https://themarketherald.com.au/nearmap-asxnea-purchases-pushpin-roof-geometry-technology-2019-12/

22 https://pushpin.us/ and see also transcript of the earnings call Feb 18, 2020.

23 https://pushpin.us/
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are incremental. It’s not significant. We'’ve got the core technology in what we acquired
from Pushpin. So I'm comfortable with that.”**

Eagleview has had a similar service since 2018, Changefinder.

Nearmap 1/4 data of Eagleview

Nearmap’s CEO recently said, “Having 90 million parcels globally, processed through our
Al engine, is something that nobody’s been able to achieve at scale like we have.”*® This is
false. The Eagleview imagery database has grown to a sizable library of over 60 petabytes (1
petabyte = 1 million gigabytes) or more than 400 million images, by far the largest com-
mercially available.”” Nearmap by contrast has 15 petabytes of data covering all markets
after 12 years.”®

24 Nearmap Earnings Call Feb 18, 2020

25 https://www.govtech.com/biz/New-Al-Tool-Lets-Government-ldentify-Objects-from-the-Air.html

26 Moody’s Eagleview Credit report July 2020.

27 https://www.asx.com.au/asxpdf/20191015/pdf/449hppgms84gx0.pdf Nearmap Annual Report FY 2019 Page 9.

Tim Murray tim@jcapitalresearch.com +1 860 391 6094
See final page for disclaimers.


https://www.eagleview.com/newsroom/2018/02/real-value-change-detection/
https://www.govtech.com/biz/New-AI-Tool-Lets-Government-Identify-Objects-from-the-Air.html
https://www.asx.com.au/asxpdf/20191015/pdf/449hppqms84gx0.pdf

Jcar

Nearmap Ltd. (NEA AX)

February 10, 2021

The competitive landscape

Eagleview does not fly a county until it has a paid contract with a positive margin, Nearmap
flies on spec and loses money at the front end of every contract then tries to claw that back
with overage on usage. But short-term price incentives work poorly in the government market.

Eagleview has a 44% overall share of the U.S. market and an enormous 42% EBITDA margin.”
We estimate at least 60% of Eagleview revenue is contingent on its derived data. Insights
based on the aerial imagery are sold to the insurance and construction sectors using patented
and court-tested technology that gives Eagleview a near-monopoly position.

Nearmap North America Revenue and Segment Contribution (US$ ‘000)
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28 See Eagleview Moody’s July 2020 Report and using Moody’s EBITDA adjusted.
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North American Aerial Image Market

U.S. Aerial Image Market Share

Eagleview
449

Quantum
Solutions (NV5)
28%

Eagleview, Quantum vs Nearmap U.S.

NV5 (Geo segment)
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Eagleview

HRevenue MEBIT

Nearmap NA

U.S. Aerial Image Market Segments and Market Share

USD Mins NV5 (GEO Nearmap (NA| NEA Share of
Total Market| Eagleview Segment) Segment) Segment

Government - County Tax Assessors 100 80 7 7%
Government - Natural Resource Management 110 102]

Cc cial - Natural Resource and infrastructure 60 43

Insurance 83| 62| 11 13%)
Construction - Roof Reports (inc Solar) 80 78| 2 30|
Other - Utilities, Enterprise 80 9 4.5 69%]
Total 513 229 145 24.5] 5%)|

Source: Eagleview Moody’s July 2020 Report, NV5 2020 Q1, Q2 and Q3 10Q Reports, Nearmap 2020 AR presentation and interviews.

U.S. competitor Quantum Spatial was estimated to earn US$30 mln in EBITDA from US§128
mln in revenue in 2019, according to a report in Street Insider.”” Quantum is on track to in-
crease revenue to US$145 mln in 2020--an increment in sales equivalent to Nearmap’s entire
U.S. revenue.’® Private equity firm Arlington Partners divested Quantam Spatial to Nasdag-
listed NV5 (NVEE) for US$318 min—a very low multiple--in December 2020.*

29 https://www.streetinsider.com/Corporate+News/NV5+Global+%28NVEE%?29 +to+acquire+Quantum+Spatial+for+%
24303M/16108046.html

30 Based on first three quarters of 2020 https://d18rnOp25nwréd.cloudfront.net/CIK-0001532961/5c08bb83-3a8a-
44eb-9788-746e6eec5536.pdf

31 https://hl.com/about-us/transactions/transaction-detail/17179871557/
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U.S. Market Key Player Strengths

Company Mkt Share  Profit Cost adv Strength Tech Edge

Dominant in
government, insurance,
Eagleview  44% Yes Yes and construction
sectors, integrated
with customer systems

Patented roof and solar
radiance measurement

QILEIL Dominant natural
Solutions 28% Yes No Lidar
resource management

(NV5)
. 30 partnerships
Vexcel 15% Yes No Strong.challenger n with emerging tech
Eagleview markets .
companies
Nearmap 5% No No Patents pending for

challenger tech

Source: J Capital, 2020 Aerial Imagery Provider Comparison Guide by AppGeo

Other competitors in the U.S. apply technology to particular targeted segments. Vexcel, with a
roughly 15% market share in North America, focuses on proprietary work for government and
mining clients. Vexcel is developing new camera technology that will be up to 40% more effi-
cient than the current generation of cameras.”” Vexcel is the competitor that Eagleview has an
eye on.

By contrast, Nearmap reported US$24.4 mln in North American revenue in FY2020 and is loss-

making.”® Nearmap CEO recently said “You don’t get gross margins like ours without someone
saying that’s a pretty good model,” - we cannot agree.

32 https://mycoordinates.org/pdf/feb20.pdf

33 https://www.afr.com/technology/investors-punish-nearmap-for-widening-losses-20190821-p52j7z
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Geospan’s Unique Change Detection System

In the illustration below, GeoAssist was able to identify an additional
160 sq feet missing from the current assessment which was not
identifiable through conventional change detection methods.

Step 1: Convert building Step 2: Overlay georeferenced Step 3: Analyze and correct
sketches into 3d wireframes wireframe foundation footprints inaccurate structure footprints

Source: https://geospan.com/wp-content/uploads/2020/09/GeoAssist-Change-Management.pdf

Geospan, in partnership with Vexcel, has developed a product that not only flags change but
compares it with county tax records to assess value. Geospan’s Al digitizes original struc-
ture drawings for land parcels and compares them to current images to estimate the value of
changes. This is what Nearmap should be doing to win market share.

The threat to Nearmap’s insurance sales
Nearmap is in danger of losing its toehold in the U.S. insurance segment to an intellectual
property challenge.

“Roof reports” form the foundation of 41% of Nearmap’s sales in North America, to the insur-
ance sector. Insurance companies routinely buy these reports to assess claims for damage
caused by a weather event like wind or hail. Eagleview appears to be the only company with
the technology to produce the reports, following successful legal action against Verisk for pat-
ent infringement of its roof-measurement technology in October 2019.>* Eagleview sells to 47
of the top 50 property and casualty insurers in the US.*

Nearmap’s 2019 $4.8 mln acquisition of Pushpin was designed to capture a technology for
roof measurements that could make Nearmap more competitive in insurance claims.*® That

34 https://www.eagleview.com/wp-content/uploads/2019/09/eagleview-v-xactware-restraining-order.pdf, and https://
www.eagleview.com/wp-content/uploads/2019/09/eagleview-v-xactware-verdict-form.pdf

35 Eagleview Moody’s July 2020 Report

36 https://patentimages.storage.googleapis.com/71/93/f3/0a28c137edff87/US20190088032A1.pdf
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technology may infringe on Eagleview patents. According to a former senior manager at Eag-
leview, lawyers have issued warning letters to insurers. Should Nearmap be challenged, it may
be required to pay a royalty to Eagleview, find a different way to do a map, or stop producing
roof measurements and roof reports altogether in the US. This would shut Nearmap out of the
$120 mln roof-measurement market.”” We believe Nearmap is required to indemnify insurance
customers to make any sales. Not only does Nearmap stand to lose revenue, but it has substan-
tial legal risk from the customers it has indemnified.

Nearmap admitted that it could not provide roof reports without infringing Eagleview’s tech-
nology, according to a former salesperson. That salesperson told us that Nearmap could not
put in a tender for a U.S. federal government project called “Blue Roof”*® for post-disaster roof-
ing because of this legal case. The RFP specifically requested roof reports, but the legal team
at Nearmap said they could not do that as it infringed Eagleview’s patents. Eagleview has a
browser platform where anyone can sign up and immediately purchase a roof report for $30.
Try it, log on here and buy one.

Insurance companies transact either with Xactware, a product of Verisk (VRSK US), which has
90% of the market, or Symbility, a product of Corelogic (CLGX US) with 10% of the market, to
obtain a roof report.”” Eagleview in October 2019 sued Verisk over the technology to create
roof reports, which combine orthogonal (straight-down) and oblique (side-on) aerial imagery.*°
Eagleview successfully captured Verisk’s insurance clients, and its sales rose sharply.

Roof reports are only one element of an insurance company’s claims process. An assessor has
to visit a site or get video footage from the site. Eagleview has a drone service whose autopilot
was developed using machine learning. The video footage from the drone is integrated into its
roof reports and claims systems.” This creates an online work bench for the assessor that in-
creases the number of claims that can be assessed in a day without leaving the office. Nearmap
does not have this service, and this is a significant barrier when it tries to displace Eagleview
in the insurance sector.

37 The construction industry roof measurement market is about the same size as the insurance industry and
Eagleview has near 100% market share.

38 https://www.usace.army.mil/missions/emergency-operations/national-response-framework/temporary-roofing/

39 https://www.corelogic.com/downloadable-docs/pir10-29-18-reprint.pdf, Hugh West, VP Sales Eagleview, Court
transcript page 1511 and interviews.

40 https://www.eagleview.com/newsroom/2019/10/eagleview-xactware-verisk-litigation-timeline/ and https://www.
eagleview.com/newsroom/2019/10/eagleview-to-broaden-customer-base-after-court-orders-permanent-injunction-
against-xactware-verisk-for-willful-infringement-of-eagleview-patents/

41 https://www.eagleview.com/newsroom/2017/10/eagleview-patent-drone-property-inspection/
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i Market Share Was Nearmap now Eagleview
Value Chain Market Size $62min P g
$30-45/Report 10% ($2 min)
Aerial Photo Eagleview Nearmap
35% ($12.25) 90% ($22min) 10% ($2 min)

Roof Measurement Eagleview Symbility (Corelogic)
“Roof Report” 90% ($25min) 10% ($3 min)
45% ($15.75)

Roof Cost Estimate Xactignate (Verisk) . Symbility (Corelogic)
20% ($10.00) 90% ($11min) 10% ($1 min)

[
Was Geomini (Verisk) now Eagleview
10% ($3 min)

Source: J Capital

Users of Nearmap and Eagleview say that Pushpin technology is poor. It takes Nearmap/Push-
pin 24 hours to process roof measurements, leading many in the industry to suspect the com-
pany is using a manual process. Eagleview can process in two hours. Nearmap acknowledged
this when they acquired Pushpin:

“We also completed our first acquisition [Pushpin] in the first half of FY ‘20, which
provides the technology to semi-automatically generate roof geometry from our 3D
content.”™

Construction and Solar: Eagleview dominates
In Australia, Nearmap dominates the construction and solar segments. In the U.S., we estimate
it has less than 3%. We estimate the roofing market for construction companies at $80 mln per
year, with 97.5% owned by Eagleview. Eagleview offers roof reports for solar as a package with
aerial images. The images can then go directly into CAD software, which can file permits with
counties to help streamline the process for solar installers.

In September 2019, Eagleview rolled out Eagleview Inform, which can calculate the amount of
solar energy a roof can produce to help optimize the design. This patented product, a function
of Eagleview’s machine learning, uses Al to calculate the position of the sun throughout the
year. We estimate that Eagleview processes about 1,000 roof reports per day at around $30/re-

42 Nearmap earning call Feb, 18 2020
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port for the solar industry and earns around $11 mln per year from solar clients alone.** Near-
map earns around $1 mln from North American roofing solar customers.**

In FY2020, we think Nearmap lost share in solar: we calculate that Nearmap grew its solar
sector revenue in North America by 15%, which is lower than the industry growth rate of
around 25%."

Self-promotion vs insider sales
Nearmap has consistently promoted its North American strategy as a winner.

“North America represents the biggest opportunity for our company today, and we will
accelerate our presence in that market,” CEO Rob Newman said on the FY2019 call.

Meanwhile, the former chairman is selling shares. Although we sympathize with Ross Nor-
gard’s desire to monetize some gains after serving as a director of Nearmap since 1987 and
chairman of the board until 2016, his aggressive share sales bring into question the company’s
promise of fast growth. Norgard has sold half of his shareholding over the last 12 months, net-
ting more than $40 mln. His ownership in the company fell from 10.75% at the end of 2019 to
4.79% this month. We believe he lacks faith in the current strategy of the company.

43 https://www.greenlancer.com/post/solar-spotlight-with-tim-rochman-of-eagle-view

44 https://www.nearmap.com/content/dam/nearmap/investor-relations/asx-announcements/2020/16 NEA Investor
Presentation 14 October 2020.pdf and our analysis of the market.

45 https://www.solarpowerworldonline.com/2018/04/aurora-solar-users-now-have-access-to-nearmap-imagery/
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U.S. always promising, never delivering

“Expansion into the U.S. is tracking ahead of ex-
pectations, with 130 mln people already captured as
a part of the nationwide urban capture program.”
“[W]hat you're seeing here is
—ASX release December 19, 2014 that success that we have in Aus-
tralia is starting to be replicated in
the North American business.”
“Management estimate that the U.S.
market opportunity could be 10x Australia.” _IR release, November 11, 2020

—Annual Report, November 17,2016

“Focused on repeating our Australian success in the U.S.”

-IR release, November 30, 2015

Nearmap’s CEO likes to claim, baselessly, that it has a bigger image library than it really does.

“Having 90 million parcels globally, processed through our Al engine, is something
that nobody’s been able to achieve at scale like we have.”

“Nearmap's Software as a Service (SaaS) model offers the benefit to customers of
lower upfront costs, lower IT infrastructure requirements and greater scalability than a
traditional aerial imagery provider.”

This switch to describing the company came more than six years after Nearmap launched its
subscription service product. The product had not changed, but a new director with a SaaS
background joined the company in 2016.

As a former Nearmap salesperson put it

“SaaS is selling software, Nearmap was selling content.”
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Disclaimer

This publication is prepared by ) Capital Research USA LLC (“J Capital”), a US registered company. This publication
is distributed solely to authorized recipients and clients of J Capital for their general use in accordance with the
terms and conditions of a Services Agreement and the ) Capital Authorized User Content Agreement available here.
Unauthorized copying or distribution is prohibited. If you are reading this publication without having entered into a
Services Agreement with J Capital, or having received written authorization to do so, you hereby agree to be bound
by the J Capital Non-Authorized User Content Agreement that can be viewed here. ) Capital does not do business
with companies covered in its publications, and nothing in this publication should be construed as a solicitation to
buy or sell any security or product. In preparing this document, J Capital did not take into account the investment
objectives, financial situation and particular needs of the reader. This publication is intended by ) Capital only to

be used by investment professionals. Before making an investment decision, the reader needs to consider, with or
without the assistance of an adviser, whether the contents are appropriate in light of their particular investment
needs, objectives and financial circumstances. J Capital accepts no liability whatsoever for any direct, indirect,
consequential or other loss arising from any use of this publication and/or further communication in relation to this
document.
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