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Zoom's Thrust into Contact Center is a Watershed Event: /\j
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to entry. With each of these companies possessing the ability to operate successfully for decades in the premise
UC/CC world, it is not surprising any newcomers attempting to deliver the same unified stack (over a common

signaling core) in the cloud have faced substantial difficulty. Key Takeaways

»  Cloud communication market
hits maturity

»  Zoom's strategy gives credence
to integrated full-service
collaboration platform (UCaaS
/ CCaaS / Meetings / Chat)

» A major shakeup in the space;
whiplash of competitive
responses likely to follow

Acquisitions are the only way to build CC market presence. The contact center
products are sticky, mission critical for businesses, and carry inordinately high
switching costs. They also carry a much higher complexity than a PBX, supporting
agent, supervisor, and various inbound and outbound customer interactions and
routing algorithms. It takes a long time to become relevant in this market—across
all customer segments within an enterprise market. It took Interactive Intelligence
nearly 20 years to break into 10,000-seat contact centers. Same goes for Genesys
and Noble Systems. Buying one’s way into this market exhibits a strong risk /
reward equation, unless you're Amazon, which likes to stick to its “not invented
here” moto closely. Overarching trends, such as digital transformation, work-from-home/remote work, and round-
the-sun customer support—which require flexible agent hours and improving agent satisfaction— have certainly
accelerated demand for these products.

The maturity of CCaaS market makes this move very timely. Prior to the pandemic, Forrester forecasted a 20%
CAGR of cloud contact center seats with penetration rate reaching 34% by 2023. This year, the same reports imply

that the cloud penetration is expected to accelerate to 50%+ and exhibit a revenue CAGR of 27% through 2023. What

is more, the CCaaS vendors report that ~60-75% of new cloud contact center seats include cloud voice functionality.
cloud communications vendors like 8x8 and RingCentral have seen much greater success from the combined

contact center offering, particularly in the enterprise market, reporting an even higher percentage (70-80%) of their

top 10 deals requiring a combined solution. Growing market acceptance for UCaaS / CCaaS bundles under 50 agents
(SMBs) versus best-of-breed solutions in the upper end of the contact center market has been a theme for several

years now. UCaas$, as any other SaaS application, all started with SMB market, gradually expanding into enterprise
segment. Zoom sees the value of shifting up-market and the UCaaS/CCaaS combination. -1-
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1. Implications for Zoom and Competitors:

1.

Zoom owns the entire cloud communications value chain. With this acquisition, Zoom fills a major hole

in its enterprise cloud communication strategy. In one of the most well-orchestrated moves in recent time,
Zoom will aim to own the entire “born in the cloud” communications stack, and value chain with all its
adjacencies (i.e., VCaa$S, UCaaS, CPaaS, CCaaS) and emerging artificial intelligence / intelligent voice assistant
(Al / IVA) workflow capabilities. Combined, this combination lands Zoom into a $100B+ video-enabled
Collaboration and Customer Engagement market—a number that touches all enterprise knowledge
workers—including marketing, sales, professional services, and other enterprise groups. This play goes well
beyond the traditional set of telephony, meetings, and contact center users, truly creating a power-player of
the consolidated cloud comms market. Zoom puts that TAM at $86 billion, but who's counting? The combined
opportunity is incredibly large.

Zoom Phone adds mid-market / enterprise distribution channel. With the launching of a UCaaS product
just 3 years ago, Zoom Phone has enjoyed major inroads into cloud telephony market. Surpassing 1.5 million
Zoom Phone seats globally in June, Zoom has positioned itself a stone throw away from its largest pure-play
competitor, RingCentral which claims roughly 3.5-4 million seats. Focused on the self-serve SMB market
initially and logical cross-sell selling motion for its Meetings customer base, Zoom acquired Five9 with the full
intention of graduating into the enterprise segment of the market by adding a few components:

a. Omnichannel contact center software components (which has reach beyond a typical Call Center
deployment and into line of business workflows).

b. Well-established enterprise channels and go-to-market partnerships (among which are Salesforce,
Oracle, Microsoft, Zendesk, ServiceNow, Pega, Freshworks, Zoho, and others) to influence digital
transformation to cloud within mid-market and large enterprise.

c. International expansion and cross-selling opportunities post-merger appear to be significant.

On the offensive, Cisco and RingCentral are likely most vulnerable. The move to acquire Five9
represents a strategic onslaught in Zoom's growing rift with Ring Central, in our view. By pulling a queen'’s
gambit, it takes away some obvious combinations on the CCaaS chess board, forcing a hand of its former
partner and now most intense competitor. Zoom sends an unequivocal message to Cisco as well (both Zoom
and Five9's CEOs hail from Cisco bringing over a deep bench of former Cisco executives and technical talent)
that the disruption and share shifts it has usurped against Webex/HCS/CUCM/Broadsoft in the
meetings/collaboration and UCaaS markets will now likely shift to CCaaS. In our view, it is a brilliantly
architected strategy. We address the defensive options for Zoom's competitors later in this piece.

Bidding war unlikely. At a $14.7B purchase price and record multiples, there is little doubt, in our view,
competition would find it attractive to get into some sort of a bidding war, unless its RingCentral and Cisco,
which likely wouldn't like for Five9 to wind up in the hands of Zoom. The price, culture differences, as well as
potential rift in on-going partnerships (e.g., RingCentral with NICE inContact), would make it difficult for both
to step in front of this merger. We question Cisco’s focus in the space (to date) and ability to move fast. The
all-stock deal effectively aligns Five9's management team to take ownership of the most powerful cloud
communications combo with an eye toward a “cloud-native” world. Over time, Zoom can merge the two
technology stacks, standardizing on a single signaling core and cloud-native microservices.
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5. Purchase price is nothing to sneeze at—30x multiple prices Five9 as most expensive public exit ever.
What is all the fuss about 13% premium to PP? It isn't the exit, given an all-stock deal. Taking a close look at
the multiples and comparable transactions, also keeping in mind acquisition rumors which were likely priced
into the stock. This deal registered as most expensive in SaaS and cloud communications history. On EV /
Revenue multiple basis, it equates to 30x LTM, 27x on 2021E and 23x on 2022E Revenue estimates,
respectively. Only Slack, which closed its deal with Salesforce on July 21, registered a multiple in the similar
zip code at 31x LTM sales, and the market balked at Salesforce for overpaying. The Nuance acquisition by
Microsoft, a highly strategic customer data and Al technology signature, registered 12.9x EV/CY22 Revenue
(41.5x CY22 EBITDA multiple), while Twilio paid ~20x trailing revenue for Segment (CDP).

(US$ in Millions Operating Metrics TEV Multiple
Date Buyer Target Implied TEV | Revenue | EBITDA | Revenue |EBITDA

Announced Qualtrics Clarabridge $1,125.0 NA NA NA NA
Announced Zoom Video Communications Five9, Inc. $14,557.0 $477.3 $17.5 30.5x NA
Announced Kaleyra, Inc. mGage (a Vivial Company) $215.0 $139.3 $30.5 1.5x 7.1x
Announced Microsoft Nuance $19,384.0 $1,404.6 $409.0 13.8x 47.4x
Announced Link Mobility SOPRANO Design Pty Ltd. $402.5 $80.4 $19.5 5.0x 20.6x
Announced Sinch AB MessageMedia $1,305.0 $151.0 $51.0 8.6x 25.5x
Announced Sinch AB Inteliquent $1,140.0 $533.0 $135.0 2.1x 8.4x
Announced Facebook Kustomer $1,000.0 NA NA 12.0x NA
Announced LeadDesk Oy Loxysoft AB $21.0 $7.5 NA 2.8x NA
07/21/2021 salesforce.com, inc. Slack Technologies, Inc. $27,770.0 $883.9 ($195.7) 28.1x NM
04/19/2021 Thoma Bravo Calabrio $1,000.0 $150.0 NA 6.7x NA
03/01/2021 Alianza, Inc. CounterPath Corporation $26.2 $13.9 $1.6 1.9x 16.8x
02/19/2021 Cisco Systems, Inc. IMImobile $747.5 $226.5 $29.2 3.3x 25.6x
02/01/2021 Sinch AB WAVY Global $113.9 NA NA NA NA
01/08/2021 ServiceNow, Inc. Element Al $228.0 NA NA NA NA
12/21/2020 MessageBird B.V. SparkPost $600.0 NA NA NA NA
12/16/2020 MessageBird B.V. Pusher Ltd $35.0 NA NA NA NA
12/16/2020 SOPRANO Design Pty Ltd. Silverstreet International Pte Ltd NA NA NA NA NA
12/01/2020 American Virtual Cloud Technologies, Inc.  Kandy Communications LLC NA NA NA 4.0x NA
11/19/2020 Five9, Inc. Inference Solutions Inc. $172.0 $12.0 NA 14.3x NA
11/16/2020 Link Mobility WebSMS $0.0 NA $0.0 NA 10.5x
11/10/2020 Graphite Capital Babble Cloud $119.6 $39.9 $10.6 3.0x 11.3x
11/02/2020 Twilio Inc. Segment.io, Inc. $2,916.2 $150.0 NA 19.4x NA
11/02/2020 Bandwidth Inc. Voxbone SA/NV $526.8 $85.0 NA 6.2x NA
10/01/2020 Cisco Systems, Inc BabbleLabs NA NA NA NA NA
09/01/2020 Sinch AB ACL Mobile Limited $0.0 $65.0 NA 0.0x NA
09/01/2020 Dialpad, Inc. Highfive Technologies, Inc. NA $10.0 NA 2.5x NA
08/31/2020 Francisco Partners, Evergreen Coast Capital LogMeln, Inc. $4,557.8 $1,247.9 $363.8 3.7x 12.5x
07/14/2020 Microsoft Metaswitch Networks $450.0 $200.0 NA 2.3x NA
07/20/2020 CM.com N.V. CX Company $17.0 $6.6 NA 2.6x NA
07/01/2020 ServiceNow, Inc. Sweagle $28.1 NA NA NA NA
05/15/2020 Verizon Blue Jeans Network, Inc. $400.0 $100.0 NA 4.0x NA
11/18/2019 Serenova ProScheduler WFM NA NA NA NA NA
01/14/2019 RingCentral, Inc. Connect First $40.5 $12.0 NA 3.4x NA
10/22/2018 RingCentral, Inc. Dimelo $40.0 $6.0 NA 6.7x NA
10/31/2018 Vonage Holdings Corp. NewVoiceMedia Limited $350.0 $92.0 NA 3.8x NA
08/20/2018 NICE Systems Inc. Mattersight Corporation $110.2 $49.3 ($3.9) 2.2x NA
05/16/2018 Dialpad, Inc. TalklQ, Inc. $50.0 NA NA NA NA

Sources: Capital 1Q, SEC filings, press releases, and Q Advisors LLC estimates Mean 7.2x 18.6x

* Confidential and/or proprietary information Median 3.8x 14.7x
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6. Could CRM-like applications come next? Five9 has long avoided merging with a UCaaS company, but Zoom
is different. Favoring UCaas in a traditional sense and “cloud-native” platform play, Zoom started with video-
enabled meetings/collaboration (VCaa$S), and moved to chat/messaging, telephony (UCaaS), apps ecosystem
OnZoom (marketplace/CPaaS) and contact center. Now a $100B+ market cap company growing revenue and
EBITDA (in current FY22) over 50% and 55%, respectively, and a customer base of a whopping half a million
(relative to Five9's 2,000+), Zoom’s unique approach has proven lucrative. Under CEO Rowan Trollope, Five9
has made some solid moves within the contact center agent desktop space, acquiring Inference Solutions for
Al/IVA, Whendu for workflow integration, and Virtual Observer (WFO/call recording). This would put the
combo up against Zendesk, Freshdesk, Salesforce, and ServiceNow. Greater workflow automation and
analytics (e.g., RPA) and Customer Data Platform (CDP) tools are natural extensions of a customer
engagement platform, pushing squarely into the CRM market. We would expect Zoom to take advantage of
the disruptive platform it created, leveraging its open apps marketplace (OnZoom) to its benefit. Zoom can
learn from Zendesk’s evolution. Starting as a Cloud IT helpdesk provider (and a close integration partner of
Five9), Zendesk’s entrance into the CRM and customer experience space is a prime example of why Zoom'’s
acquisition could set the stage for other UCaaS/CCaaS companies to capitalize on a transition into the CRM
space as a natural extension of their existing platform approach. Now, the question is: will the CRM vendors
turn their head the opposite way (i.e., in the direction of UCaaS/CCaaS)?

7. Aview of Contact Center agent’'s desktop could offer a view into tuck-ins. The agent’s desktop has many
interdependencies, all of which are going through disruptive transformation. Zoom/Five9 could aim to
complete the full circle in a single pain of glass, tying together digital/omni-channel, authentication, customer
journey, conversational Al (Five9 currently relies heavily on Google CCAI), sentiment analysis and analytics,
behavioral pairing, and knowledge management.
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Broader customer experience could be a long-term play. Longer term, Zoom/Five9 could expand into
customer experience management (CEM), a $24 billion market by 2026 (growing at a 5-year CAGR of 18%).
CEM is about gaining an in-depth knowledge about customers’ expectations. CEM software spans across
customer channels, such as contact centers, internet, self-service, and mobile devices, customer touchpoints
(i.e., phone, chat, email, and web services, ordering, billing support, quality of service, etc.) The only cloud-
native company that spans all three customer experience buckets—engagement, management, and
service—is Salesforce. Zoom'’s Five9 acquisition has all the elements of broader customer experience play,
albeit, likely to fall under CEO Eric Yuan's long-term plan.

Il. The next-generation business communications and collaboration platform
We see the following taking shape in the space:
»  Enterprises transitioning to the cloud now demand full spectrum, integrated solutions.

»  Standalone voice-centric communications technologies are no longer enough to entice customers. Voice,
chat, and video are no longer differentiators rather viewed as standard components of an integrated suite.

» The increasing importance of cloud-based contact center solutions (CCaaS) displacing the installed base of
legacy contact center deployments.

» Integrated enterprise-grade communications platforms driving stronger customer adoption include CCaas,
customer engagement, Al (analytics, automation/RPA) and workforce optimization

»  The shift away from CTI and proprietary, professional services-driven integration into low-code/no-code and
agile development processes.

»  Bridging of the gap between voice-centric communications and productivity-focused tools.

The next-generation business communications and collaboration platform is table stakes. A full cloud
communications and collaboration stack is a significant competitive advantage, in our view. Q Advisors has
promoted this view, in various QSights and presentations, for several years now. As Five9 CEO put it simply: “the
pendulum is swinging back to single provider, fully integrated solutions”.
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lll. Additional musings and potential moves that can shake up the industry:

Competitive whiplash is inevitable. Few competitors of Zoom/Five9 can make a similar “full-service, integrated
communications provider” claim—not Amazon, NICE inContact, Microsoft, Google, Salesforce, ServiceNow, Twilio,
Oracle, or Talkdesk— which, evidently, portends many strategic configurations on a chess board. Further ahead are
providers such as Cisco, Avaya, Genesys, Alvaria, Vonage, 8x8, Intermedia, Fuze, Mitel, RingCentral and Sangoma,
albeit, with mixed success of transitioning to become the next-generation, cloud-native service provider. Oracle,
Microsoft, ServiceNow, and Salesforce may be forced to respond by acquiring a CCaaS pure-play vendor. Logical
acquisition targets in CCaaS more likely include: BrightPattern, Sharpen, UJET, Lifesize/Serenova, and LiveVox.

Zoom-Five9 merger presents the biggest challenge to Cisco and RingCentral; here is what it means for others.

»  Cisco, which has doubled down on Webex Meetings and Calling (from BroadSoft acquisition) as a
competitive response to Zoom, may need a better CCaaS solution. Cisco has a large premise-based Contact
Center business, but its cloud-native CCaaS offer is still young and trails Genesys, NICE and Five9. A
combination with Genesys or NICE (former WFO/WFM partner) seems logical to us.

» RingCentral could lean more on Avaya by expanding its partnership beyond the current UCaaS offer (Avaya
Cloud Office) into CCaas, collaboration and CPaaS. It already owns nearly 10% of Avaya stock. The
combination with a premise vendor like Avaya, nonetheless, would disrupt RingCentral’s pure-play status,
which appears implausible. It would also need to walk a fine line given its on-going partnership with NICE
inContact in CCaaS. At $16.5B EV, NICE appears palatable to the big CRM vendors and would likely represent
a "bet the company” move for RingCentral. An effort lead with an internally developed CCaaS platform (based
on acquisitions of Connect First and Dimelo) are yet to show meaningful commercial progress.

» Talkdesk could pose an interesting acquisition option, yet it is rumored to have raised a Series D round at
$10B valuation (at ~45-50x revenue multiple), which sends a clear signal it is no longer for sale, although it
still certainly would be for the likes of Google, Microsoft, Salesforce, ServiceNow, Oracle, and Amazon.

»  LiveVox could find itself in play, as it is trading at a reasonably cheap multiple of 5x EV/2021 Revenue. The
business is growing at ~20% (excluding a couple of small acquisitions).

» Dialpad remains one of the few, if not the only pure-play cloud native stack in UCaa$ land. It's unified
business communications platform includes video meetings/chat and Al insights (acquisition of TalklQ), along
with a recent launch of an omnichannel cloud contact center via internally developed efforts.

»  Fuze has built a strong brand in mid-market/enterprise UCaaS. It has a strong collaboration/video meetings
and messaging solution and it just launched its own CCaaS in addition to the NICE inContact partnership.

» Genesys, likely readying for a public debut soon, is unlikely to add a UCaaS offer on a standalone basis, in
our view, (although there some basic capabilities exist as part of Genesys Cloud solution that came with the
purchase of Interactive Intelligence). Genesys could wind up in hands of Microsoft, given a long-standing
partnership, or even Cisco. Genesys has been a key Contact Center partner of Microsoft, working on native
integrations into Microsoft Teams. It's current partnership with Zoom will likely dissolve over time.

» Salesforce has chosen Amazon Connect as its preferred contact center technology reselling it as part of its
Service Cloud Voice offering. It also has a basic outbound contact center sitting on top of Service Cloud called
Lighting Voice, although Amazon Connect is now the preferred solution. The offering integrates with CRM
and offers omni-channel visibility and customer service, including chat and email. Video remains a hole.
However, last year's acquisition of Slack for $27.7 billion could serve as a steppingstone to video-enabled
customer engagement (Slack purchased Screenhero in 2015, which included screen sharing and voice chat).

» Sangoma/Star2Star has all the elements of a cloud native UCaaS/CCaaS stack, along with the underlying
infrastructure. Broader marketing push and international expansion is needed to gain greater relevancy. -7-
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Will Microsoft make a run on CCaaS? Microsoft is real wild card. Avaya could fit the bill giving it ~6M contact center
users with a No. 1 share in terms of users (38%). Although not (yet) having native MS Teams integration could place it
at a disadvantage versus someone like Anywhere365, which is a CCaaS pure-play and Microsoft Teams partner with
a native integration (more CCaaS partners natively integrating with Teams are shown in a table below). Similarly,
Talkdesk presents a good cloud-native alternative, although its recent valuation (~50x revenue) could just make
Microsoft yawn. Genesys has long been rumored as the most logical choice for Microsoft given its large enterprise
focus, long-standing relationship with Microsoft and native Skype for Business and Teams integrations, albeit still
carrying a fair amount of premise license software overhead. 8x8 seems like a strong fit, in our view, with its all-in-
one platform, a very solid contact center offering, proprietary UCaaS stack, and CPaaS. It's WebRTC video stack (Jitsi)
likely will not be of much substance to Microsoft, but its elevated messaging around MS Teams UCaaS Direct Routing
service, which is witnessing strong traction in the market, could play a difference.

Will Google go external with UCaaS/CCaaS/CPaas strategy? For Google, the evolving enterprise strategy under
the new boss, Thomas Kurian, who is now heading Google Cloud should culminate in a market response (from the
Zoom-Five9 merger), in our view, carrying the Google's organic or inorganic stamp. Google has it all, including a
cloud- native CCaasS service it uses for inter-business unit employee engagement/support. Although still very much
consumer-focused, Google Voice brings global reach and scale to the UCaaS platform, as well as voice/SMS
termination services to PSTN. Google has partnered with Dialpad and RingCentral for UCaaS in the past, but the
market response has been muffled. Google Meet, built using an internally developed video codecg, is staging a
response to Zoom and MS Teams and the only question left is- will it double down on a fully integrated business
communications and collaboration platform or continue to operate as a consumer-focused suite of services. The
massive ecosystem of developers innovating on Google APIs (GCP/App Engine, Android, etc.) can thrustitinto a
$100B cloud communications collaboration market as a crowd favorite in no time.
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