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Welcome boost from booming attention on
power grid stability

Johan Widmark | 2022-08-26 08:00

The rise of network stability and electricity security on the public agenda has finally started to
translate into a material rise in interest for Dlab’s services. While we note record sales in Q2°22,
several new orders and expansions with existing customers, a 45% increase in recurring
revenues in the quarter, as well as a new international customer in Dubai, the lower than
expected contribution from SLB motivates a slight revision of our forecast for 2022. All in all,
we find support for a fair value of SEK 5-7 (7-9) per share on a 12-24 month horizon, but also
note that a breakthrough in the international roll-out holds potential for business in the
hundreds of millions, which can change the valuation significantly.

Several new deals

The encouraging news flow seen in the report for Q1’22 accelerated in Q2’22 4 0/
with deals with E.ON and another three domestic network companies, a first 5 o
customer for the new analysis service dServices, as well as a customer in Dubai,

the Dubai Electricity and Water Authority. This was followed by an order of
advances status control for 500 network stations for Vattenfall and six new
orders from existing customers after the end of Q2. With deliveries of both the revenues in Q2'22

IT-platform and grid inspections expected in H2’22, along with an increased
focus on grid stability in Sweden as we approach winter, we expect the strong

business momentum to carry on well into 2023 and beyond. 1 4 0 O

Downwards forecast adjustment amidst positive momentum

Since the “decreasing telecom network inspections and resource allocation for Units connected
deferred new business (Corona measurement)” in H1°22 resulted in a lower by 2025
contribution from SLB than we had expected, we have made a downwards

adjustment of our revenue forecast for FY’22 to SEK 40m. Seeing also that the

international roll-out is somewhat slower to scale and with longer lead times
that expected, we have also lowered our growth assumptions for the IT- 40 O

increase in recurring

platform in Dlab, and now expect the group to pass the SEK 100m revenue mark

in 2025E rather than in 2023E. Cash amounted to SEK 20m at end of Q2’22,

which implies runway of another 4-5 quarters of current burn rate. Considering MSEK revenue
that the TO1 has a subscription price of SEK 11,1, we don’t expect that to bring forecast in 2022
in any new cash in September.

Strong underlying trend support high long term potential Dlaboratory AB

In September 2022, Erik Severin will step down as CEO to be replaced by Fair Value, SEK (12-24 m) 5.7
Rickard Jacobson, coming from the role as CEO of Comsys. We continue to see Current Price, SEK 3,68
a chance for 600 units connected in the domestic markets and 800 units Number of Shares (Millions) 16,9
connected outside the domestic markets by the end of 2025, which would Market Capitalisation (MSEK) 62
translate into recurring revenues of SEK 80 million per year. This is supported Net Debt (MSEK) -19
by a strong trend in network investments among Swedish power utilities, up I'\Eﬂgtrigrise Value (MSEK) First No:ﬁ

15% in 2021. However, Dlaboratory continues to be affected by the general low
risk appetite for tech development companies with profits far into the future.
All in all, we now find support for a fair value of SEK 5-7 (7-9) SEK on a 12-24-
month horizon, at a medium to high risk in Dlab, where the most significant
risks consist of long lead times and high thresholds for adaptation.
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See disclaimer at the end of this report.
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MSEK 2020 2021 2022E 2023E 2024E
Revenue 5 18 40 67 85
EBITDA -13 -14 -17 -4 5
EBIT -13 -16 -20 -7 3
EPS Adjusted -1,25 -0,96 -1,16 -0,40 0,17
Sales Growth, % -17% 280% 123% 67% 26%
EBITDA Margin, % -268% -80% -41% -6% 6%
EBIT Margin, % -283% -90% -49% -10% 3%
EV/Sales n.a. 2,46 1,08 0,65 0,51
EV/EBITDA - -3,1 -2,6 -11,5 9,0
EV/EBIT - 2,7 2,2 -6,4 15,4
P/E - -4,4 -3,2 -9,2 22,2

Source: Emergers

About Dlaboratory

Dlaboratory Sweden AB (publ) offers real-time monitoring and optimization
of electricity networks to operators and owners. Through the acquisition of
Svensk Linjebesiktning (SLB), they also offer inspection and control of
networks. With installations at more than 24 customers in Sweden, and at
reputable electricity network companies such as E.ON, Ellevio and
Kraftringen, the company has a strong platform for international expansion
with pilot projects in Finland and Indonesia, as well as initial discussions in a
number of additional countries.

Dlaboratory offers a platform for collecting, analyzing and presenting permit
information to operate and develop the electricity grid of the future that does
proactive maintenance work, improves capacity utilization and increased
delivery security with fewer interruptions. The service is based on a patented
algorithm that makes electricity network data useful for both operational and
strategic operations. The company has sprung from research at the technical
department at Lund University, was incorporated in 2010 and has conducted
commercial activities since 2015.

Forecast

Targets for 2025 translate to 1400 installations in our forecast
DLaboratory has communicated several targets by 2025, formulated in terms
of market penetration. These are

- 20% market share in Sweden

- 10% market share in the domestic markets outside Sweden, which are
Norway, Finland and Denmark.

- Entry into 10 countries globally

This should be done with an annual churn of less than 3%.

With the support of the established base of customers and pilot installations
in Sweden, the company's strong financial muscles and partner-driven
expansion strategy, we expect the company to reach 600 installations in
Sweden and 800 abroad by the end of 2025.

Revenue and costs

In addition to service revenue from SLB, Dlaboratory's revenue consists of
two main revenue streams, a start-up revenue in the form of the hardware
installed in the distribution network distribution stations, and recurring
license revenue for subscriptions to Dlaboratory's platform, which makes the
business very scalable.

Although the exact cost of the hardware varies, in our model we have
assumed an average income of SEK 165,000 per distribution station in
hardware where we have assumed a lower margin of 10%.
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For license revenues, we expect annual recurring revenue of SEK 75,000 per
installation. After some minor start-up costs, the company guides the license
revenue to provide a gross margin contribution of over 85%. We estimate that
this figure may be even higher as Dlaboratory comes up in scale on the deals.

In addition, we expect that the international expansion will largely be driven
by partners, where we expect that dLab will have to give up at least 15% of
the stores' gross revenue. All in all, this means that

a) that the company's gross margin will be squeezed by low-margin revenues
as long as the company grows with new installations.

b) the domestic market processed by the company will directly provide a
higher contribution per installation is the international activity that will be
charged by the partners' compensation. In total, we expect just over 45-50%
gross margin for the Swedish businesses 2021-2025E, and about 26-39% gross
margin for the international installations 2021-2025E after the partners’
compensation.

c) The potential for an increasing share of fully digital on-boarding, without
hardware sales, may significantly increase the gross margin in the business,
but it will depend on which markets the company enters and what the
technical maturity looks like for each individual customer.

Regarding operating costs, the outlook is difficult to estimate, but as the
company has strengthened its cash significantly precisely to finance
international expansion, we expect protracted investments in rollout in the
coming year and that the company will clearly show black figures at operating
level only in 2024E.

Valuation

The extended profile of the company's subscription revenues means that a
DCF valuation is particularly suitable for assessing the justified value of
dLab's share. As described earlier, all profits are expected to be reinvested in
expansion, which is why the company's profits are far in the future, largely
beyond our forecast horizon. With a stable high EBITDA margin beyond 2025,
low investment needs and a discount rate of 25%, we see a total DCF value of
SEK 6 per share.

As part of the recent unit issue, warrants of series TO1 were included. These
have a subscription period of 1-30 September 2022, where two options give
the right to subscribe for a new share at a subscription price of SEK 11.10 per
share, which would bring in SEK 36.4 million before costs.

As the company lacks relevant peers in Sweden, it is forced to go broader to
make a relative valuation. The highly defensive nature of the business and
the conditions for very long customer relationships provide support for high
valuation multiples. At the same time, the company is expected to continue
to show losses in the next few years, during the early expansion phase. A not
very aggressive multiple of 1.5x next year's sales and 9x EBITDA in 12-24
months provides support for a justified value corresponding to SEK 7 per
share on that horizon. With the support of a DCF and multiple valuations, we,
therefore, see support for a fair value for the share of SEK 5-7 (7-9) on a 12-
24 months horizon.

When calculating the long-term revenue potential for Dlaboratory, it is
difficult to arrive at anything other than that the deal has a high revenue
potential and thus potential value. Despite the stability in revenues and the
good reception from customers, there are risks and uncertainties associated
with the pace of rollout and the company's conditions to scale up, both at the

E
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partner level and in terms of inertia in decision paths etc. among the
company's customers. However, we see good conditions for the company to
succeed in overcoming these uncertainties and question marks in the coming
years, and to continue to make progress towards realizing its long-term
potential. Overall, we therefore see a medium to high risk.

Dlaboratory Sweden AB

Income Statement

MSEK 2019 2020 2021 2022E 2023E 2024E
Sales 58 4.8 18,1 40,3 67,2 84,9
Operating Costs -13,3 -17,5 -32,4 -57,0 -71,0 -80,1
EBITDA -7,5 -12,7 -14,4 -16,7 -3,8 48
Depreciation -0,5 -0,7 -1,8 -3,0 -3,0 -2,0
Amortisation of Goodwill 0,0 0,0 0,0 0,0 0,0 0,0
EBIT -8,1 -13,5 -16,2 -19,7 -6,8 28
Non-recurring ltems 0,0 0,0 0,0 0,0 0,0 0,0
Associated Companies 0,0 0,0 0,0 0,0 0,0 0,0
Net Financial ltems -0,1 0,0 0,0 0,0 0,0 0,0
Pre-tax Result -8,2 -13,5 -16,2 -19,7 -6,8 2,8
Tax 0,0 0,0 0,0 0,0 0,0 0,0
Minority Interest 0,0 0,0 0,0 0,0 0,0 0,0
Net Result -8,2 -13,5 -16,2 -19,7 -6,8 28

Capital Expenditure

2019 2020 2021 2022E 2023E 2024E
Capital Expenditure, Absolute 0,0 0,0 14,0 3,0 3,0 20
As a Pct of Sales 0,0 0,0 77,7 75 45 24
Depreciation Multiple 0,0 0,0 7,7 1,0 1,0 1,0
Key Ratios
Share Price: SEK 3,68

2019 2020 2021 2022E 2023E 2024E
Share Price at 31 Dec na. n.a. 4,19 3,68 3,68 3,68
Number of Shares (Millions) 10,75 10,75 16,94 16,94 16,94 16,94
Market Cap na. n.a. 70,9 62,4 62,4 62,4
Enterprise Value na. n.a. 443 374 43,2 394
EPS (Reported) -0,76 -1,25 -0,96 -1,16 -0,40 0,17
EPS (Adjusted) -0,76 -1,25 -0,96 -1,16 -0,40 0,17
CEPS -0,76 -1,25 -0,96 -1,16 -0,40 0,17
P/CEPS n.a. n.a. n.a. n.a. n.a. 22,2
Book Value/Share 0,5 0,6 22 1,0 0,6 0,8
P/BV na. na. 1,9 3,6 6,1 4.8
Dividend 0,00 0,00 0,00 0,00 0,00 0,00
Dividend Yield (%) na. n.a. 0,0 0,0 0,0 0,0
Dividend Payout Ratio (%) 0,0 0,0 0,0 0,0 0,0 0,0
EV/Sales n.a. na. 25 0,9 0,6 0,5
EV/EBITDA n.a. n.a. -3,1 -2,2 -11,4 82
EV/EBIT na. na. -2,7 -1,9 -6,4 13,9
P/E (Adjusted) na. na. -4,4 -32 -9,2 22,2
Sales Growth, Y/Y (%) na. -17,5 279,7 123,3 66,7 26,3
EBIT Growth, Y/Y (%) na. 67,0 20,2 21,6 -65,5 -141,6
EPS Growth (Adjusted), Y/Y (%) na. 65,1 -23,6 21,6 -65,4 -141,2
EBITDA Margin (%) -131,0 -267,9 -79,6 -41,4 -57 57
EBIT Margin (%) -140,0 -283,2 -89,7 -48,8 -10,1 33
Return on Equity (%) 0,0 -2232 -75,2 =731 -49,7 24,0
Tax Rate (%) 0,0 0,0 0,0 0,0 0,0 12,0
Financial Position

2019 2020 2021 2022E 2023E 2024E
Interest-Bearing Net Debt 0 -5 -27 -25 -19 -23
Net Debt/Equity -0,1 -0,7 -0,7 -1,5 -1,9 -1,8
Equity Ratio 0,5 0,6 0,8 0,3 0,2 0,3
Net Debt/EBITDA 0,0 0,1 0,1 0,1 0,5 -04

Source: Emergers, Company reports
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Disclaimer

General disclaimer and copyright

This material is not intended to be financial advice. This material has been commissioned by the Company in question and
prepared and issued by Emergers, in consideration of a fee payable by the Company. Emerger's standard fees are SEK
240 000 pay for the production and broad dissemination of a detailed note followed by regular update notes. Fees are paid
upfront in cash without recourse. Emergers may seek additional fees for the provision of roadshows and related IR services
for the client but do not get remunerated for any investment banking services. We never take payment in stock, options or
warrants for any of our services.

Accuracy of content: All information used in the publication of this report has been compiled from publicly available sources
that are believed to be reliable, however, we do not guarantee the accuracy or completeness of this report and have not
sought for this information to be independently verified. Opinions contained herein represent those of the research analyst at
Emergers at the time of publication. The company has been allowed to influence factual statements before publication, but
forecasts, conclusions and valuation reasoning are Emergers’ own. Forward-looking information or statements contain
information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable, and
therefore involve known and unknown risks, uncertainties and other factors which may cause the actual results,
performance or achievements of their subject matter to be materially different from current expectations.

Exclusion of Liability: To the fullest extent allowed by law, Emergers shall not be liable for any direct, indirect or
consequential losses, loss of profits, damages, costs or expenses incurred or suffered by you arising out or in connection
with the access to, use of or reliance on any information contained in this material.

No personalised advice: The information that we provide should not be construed in any manner whatsoever as,
personalised advice. Also, the information provided by us should not be construed by any subscriber or prospective
subscriber as Emergers’s solicitation to effect, or attempt to effect, any transaction in a security. The securities described in
this material may not be eligible for sale in all jurisdictions or to certain categories of investors. Investors are encouraged to
seek additional information as well as consult a financial advisor before any investment decision.

Investment in securities mentioned: Emergers has a restrictive policy relating to personal dealing and conflicts of interest.
Emergers does not conduct any investment business and, accordingly, does not itself hold any positions in the securities
mentioned in this report. However, the respective directors, officers, employees and contractors of Emergers may have a
position in any or related securities mentioned in this report, subject to Emergers' policies on personal dealing and conflicts
of interest.

Copyright: Copyright 2021 Incirrata AB (Emergers)

United Kingdom

This document is prepared and provided by Emergers for information purposes only and should not be construed as an offer
or solicitation for investment in any securities mentioned or in the topic of this document. A marketing communication under
FCA Rules, this document has not been prepared in accordance with the legal requirements designed to promote the
independence of investment research and is not subject to any prohibition on dealing ahead of the dissemination of
investment research.

This Communication is being distributed in the United Kingdom and is directed only at (i) persons having professional
experience in matters relating to investments, i.e. investment professionals within the meaning of Article 19(5) of the
Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended (the "FPQ") (ii) high net-worth
companies, unincorporated associations or other bodies within the meaning of Article 49 of the FPO and (iii) persons to
whom it is otherwise lawful to distribute it. The investment or investment activity to which this document relates is available
only to such persons. It is not intended that this document be distributed or passed on, directly or indirectly, to any other
class of persons and in any event and under no circumstances should persons of any other description rely on or act upon
the contents of this document.

This Communication is being supplied to you solely for your information and may not be reproduced by, further distributed to
or published in whole or in part by, any other person.

United States

Emergers relies upon the "publishers' exclusion" from the definition of investment adviser under Section 202(a)(11) of the
Investment Advisers Act of 1940 and corresponding state securities laws. This report is a bona fide publication of general
and regular circulation offering impersonal investment-related advice, not tailored to a specific investment portfolio or the
needs of current and/or prospective subscribers. As such, Emergers does not offer or provide personal advice and the
research provided is for informational purposes only. No mention of a particular security in this report constitutes a
recommendation to buy, sell or hold that or any security, or that any particular security, portfolio of securities, transaction or
investment strategy is suitable for any specific person.
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