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Sensys Gatso Group
Sensys Gatso – Sales up 80%

80% growth

Sales in Q3 were SEK 132m (73) and EBITDA was SEK 23m (-3). The EBITDA margin was most impressive
during the quarter. Sensys achieved a 17 % margin on sales of SEK 132m, which bodes well for the doubled
sales we expect within 5 years. With a high proportion of .xed costs, higher sales should result in a
signi.cantly larger EBITDA margin. We believe that the 80% increase in sales in Q3 is only the beginning
of a very strong period.

Temporary decline in growth rate for TRaaS

The important recurring revenues increased by 19%, which is lower than the growth rate we expect in the
future. The reason is that Sensys did not receive revenue from speed monitoring at schools since these have
been closed due to Covid. The reopening of schools means that we expect increased TRaaS growth in Q4,
and we remain optimistic about the trend for recurring revenues.

40% upside to fair value

The share stands at SEK 1.59, and we see a fair value of SEK 2.2-2.3. We believe that the gap against our fair
value will continue to narrow as the market realises that Sensys Gatso is a much better company today than
a few years ago. For a more in-depth review of Sensys Gatso, please read our re-initiation of coverage from
September 15 at: https://links.penser.se/f/a/sens_20200915.pdf

 
Estimate Changes (SEK)

  
Now Before

 
EPS, adj 20e 0.05 0.05 0.0%

EPS, adj 21e 0.16 0.14 15.8%

EPS, adj 22e 0.07 0.06 9.3%

Key Figures (mkr)
 
Number of Shares 913.6m

Market cap 1,453

Net Debt (5)

EV 1,448

Free Float 81.00%

Avg. No. of Daily Traded Sh. 3,320.0(k)

 
Estimates (SEK)

 
19e 20e 21e 22e

 
Sales,m 406 502 894 717

Sales Growth 6.8% 23.5% 78.1% (19.8)%

EBITDA, m 29 96 213 124

EBIT, m (24.4) 48.7 174.7 83.2

EPS, adj (0.02) 0.05 0.16 0.07

EPS Growth -% (2.5)% 2.5% (0.6)%

Equity/Share 0.5 0.5 0.6 0.7

Dividend 0.00 0.00 0.00 0.00

EBIT Marginal (6.0)% 6.0% 23.0% 16.0%

ROE (%) (3.0)% 4.5% 20.5% 11.0%

ROCE (5.3)% 6.4% 24.1% 15.7%

EV/Sales 3.56x 2.88x 1.62x 2.02x

EV/EBITDA 50.7x 15.2x 6.8x 11.7x

EV/EBIT (59.4)x 29.7x 8.3x 17.4x

P/E, adj (102.2)x 35.1x 10.0x 22.4x

P/Equity 3.2x 3.2x 2.6x 2.3x

Dividend yield 0.0% 0.0% 0.0% 0.0%

FCF yield (3.9)% 3.0% 11.2% 5.6%

Net Debt/EBITDA 1.1g (0.1)g (0.7)g (1.7)g

 
Risk and Potential

 
Motivated value 2.20 - 2.30
  
Current price SEK1.59

Risk level Low
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Investment case

The future looks brighter
Sensys Gatso originates from a merger in 2015 between Swedish Sensys and Dutch Gatso. The merger was initially
less successful, and the years 2016-2019 were loss-making with a volatile share price. In 2017, the company changed
its management and we are now seeing positive transformation. The sales processes are extensive, and it is only
now that the results of the change of leadership are beginning to be seen. Sales increased by 80% in the most recent
quarter, and EBITDA went from SEK -3m to SEK 23m.

Strong order intake and increased recurring revenue
Sensys Gatso’s order intake from May to August was higher than the entire 2019 sales. Furthermore, the company is
investing in an increased share of recurring revenues from traGc enforcement as a service (TRaaS), with a target for
these to make up over 60% of sales in 2025. We estimate that the company’s goals will be met and that the growth
rate will be over 20% over the next 5 years.

Undervalued against historical average
The historical 10-year average for EV/sales is 4.4, compared to our estimate for 2021 of only 1.5. Furthermore, our
forecast for 2021 means approximately PE 8. Although we expect that 2021 will be an exceptionally good year,
the valuation is in our opinion low for a cyclically insensitive ESG case with high growth and an increased share
of recurring revenues. According to our DCF valuation, the company is worth SEK 2.2 per share, which means an
upside of approximately 40% from the current price of SEK 1.6.
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Q3 2020

The margin in Q3 was what impressed us the most. Sensys Gatso’s long-term target for its EBITDA margin is over
15%, while we count on 19%. The company actually achieved 17% this quarter. Although sales increased by 80%, the
company reduced its costs excluding the “cost of goods sold”. This demonstrates the good scalability of the business.

As a calculation example, the company would have a 27% EBITDA margin assuming that Sensys Gatso:
• Has sales in line with its target in 2025
• Has Q3’s gross margin of 37%
• Retains costs excluding “cost of goods sold” as in Q3

We expect .xed costs to increase slightly in the future, but we also estimate that the gross margin will increase to
40%. We see the strong margin for the quarter as an indication that our 19% long-term EBITDA margin may be too
conservative. If it becomes apparent that scalability can be maintained in the coming quarters as well, it is likely
that we will upwardly adjust our margins and thus also earnings.

Costa Rica project postponed 3 months

Due to Covid-19, Costa Rica has decided to postpone its investment from Sensys Gatso until 2021. Sensys Gatso
estimates that the project will begin in Q1 next year. The deal is important as it will generate SEK 192m in revenue.
Due to the postponement of the project, we are reducing our estimates for 2020 and instead upping 2021 by the
corresponding amount.

We estimate that the risk of the project being cancelled is minimal. In such a scenario, Costa Rica would still have to
pay Sensys Gatso for its costs and part of the pro.t due to the way the contract is designed. Being forced to pay for
the project, without generating revenue from future .nes and reduced traGc injuries, makes us believe a breach of
contract as very unlikely. Furthermore, a breach of contract could damage Costa Rica's credibility as a partner and,
in addition, the news about vaccines means that there is an end in sight for Covid.

Revenues from TRaaS when schools return

After the end of the quarter, Sensys Gatso signed an agreement with the city of East Providence in Rhode Island
worth SEK 34m over 5 years. We see the agreement as positive and in line with the company's core strategy going
forward. TraGc surveillance meets some resistance from the public, especially in the United States where government
interference is often not appreciated. At the same time, the majority of residents want safety for their children,
and speed monitoring at schools therefore oNers a foothold in many states. Sensys Gatso’s hope is that a successful
implementation will lead to more agreements being signed in the state, and this is exactly what happened in this
case since there was already an agreement with another city in Rhode Island for similar surveillance.

The hope is that more states will follow the same path as Ohio, Illinois and Iowa, where the company has over 5
active TRaaS projects. We believe this will happen as the .nes from speed monitoring provide a welcome addition
to the state coNers and reduce the number of deaths.

Monitoring school areas accounts for about 20% of Sensys Gatso’s order value within TRaaS, and generated about
SEK 10m in the quarter (if we include the latest order from Rhode Island starting in 2021). These contracts only
generate revenue when the schools are open. Covid has therefore paused these revenues because schools in the US
have been providing remote learning this year. Since September, however, most schools have opened up.
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School TRaaS projects, Sensys Gatso

Currently, it is only the District of Columbia that continues to oNer exclusively remote learning, and Sensys Gatso
has no school projects there. We expect that TRaaS will generate more revenue in Q4 due to the reopening of schools.
This is clearly positive for Sensys since the cameras generate revenue per .ne at a good margin.

Although schools have been closed, TRaaS has grown well this year. The growth so far this year has been 25%, and
managed services (such as speed monitoring at schools) which is a segment that Sensys Gatso is heavily focusing
on, has growth of 33%. This growth rate means a good prospect of Sensys achieving its target or TRaaS revenues
in excess of SEK 600m in 2025.

TRaaS growth

In conclusion, we can see below the results of the work the new management started 3 years ago. The order intake
rolling 12 months has almost doubled in the past year, and for 2021 we estimate that this will show up in the income
statement. We see the stock as undervalued, with a 40% upside from today’s levels. We believe that the quarter’s
sales increase of 80% is just the beginning of a bright future for Sensys Gatso.

Order intake rolling 12 months
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This publication (“the Publication”) has been compiled by Erik Penser Bank (“the Bank”) exclusively for clients of the Bank. The contents are based
on information from publicly available sources which have been deemed reliable. No guarantee is extended as to the accuracy and completeness
of the contents of the document or the forecasts and recommendations provided therein. The Bank may permit employees of another department
or analysed company (“the company”) to read facts or series of facts in order to verify the same. The Bank does not disclose conclusions or
assessments included in the Publication in advance. Opinions stated in the Publication are those of the analyst at the time the Publication was
prepared and such opinions are subject to change. No assurance is provided that future events will be in accordance with opinions stated in
the Publication.
The information in the Publication must not be understood as encouragement or recommendation to enter into transactions. The information
does not take into account an individual recipient’s investment knowledge and experience, .nancial situation, or investment goals. The
information thus does not constitute a personal recommendation or investment advice.
The Bank disclaims all liability for direct or indirect loss that may be based upon the Publication. Investments in .nancial instruments are
associated with .nancial risk. The investment may go up or down in value or become entirely worthless. Past favourable performance of an
investment is not a guarantee of future performance.

Fair value and risk

The fair value reOects a value for the share on the day the analysis is published in a range corresponding to approximately 5-10%. The Bank uses
several diNerent valuation models to value .nancial instruments, such as cash Oow models, valuation of multiples and breakup value analysis.

The valuation method and the approach for determining the fair value should be apparent in the analysis and may vary from company to company.
Signi.cant assumptions used in valuations are based on currently available market data and a scenario for the company’s future development
that we consider reasonable. As regards risk, the share is classi.ed on a High-Medium-Low scale based on a number of known parameters relevant
to the company. A general guideline for being classi.ed as low risk is that the company has positive cash Oow and that no individual factor aNects
net sales by more than 20%. The corresponding general description of high risk is that the company has not achieved positive cash Oow or that
an individual factor aNects net sales by more than 50%.

The research presented in the Publication was performed in accordance with the terms and conditions of the “Penser Access” service that the
Bank performs on behalf of analysed companies. The analysed company remunerates the Bank for the aforementioned service. The fair value
and risk classi.cations are continuously updated. Click here https://www.penser.se/historiska-analysrekommendationer/ to view the history of
investment recommendations issued by the Bank.

General

The Bank’s consent is required to copy or disseminate the Publication in whole or in part. The Publication must not be disseminated or made
available to any natural or legal person in the United States of America (other than as provided under Rule 15a–16, Securities Exchange Act of
1934), Canada, or any other country that imposes statutory restrictions on the dissemination and availability of the contents of the material.
The Bank has prepared an Ethics Policy and a ConOicts of Interest Policy. The aim of these policies is to protect against and prevent conOicts
between the interests of clients and departments within the Bank. The approach used by the Bank to prevent conOicts of interest includes
restrictions on communications (Chinese Walls). The Research Department is physically separated from the Corporate Finance department, which
occupies separate premises. The Corporate Finance department is not permitted to participate in the production of a Publication or to express
opinions on a Publication. However, there may from time to time exist a client relationship or advisory situation between a company covered in
a Publication and a department of the Bank other than the Research Department. The Bank has drawn up internal restrictions concerning when
employees are permitted to conduct trades in a .nancial instrument that is the subject of an Investment Recommendation.
From time to time, the Bank performs assignments for a company that is mentioned in a Publication. The Bank may, for example, be acting as an
advisor or issuer agent to the company or as the liquidity guarantor for one of the company’s securities. If such is the case, this has been stated
in the Publication. The Bank, its owners, directors, or employees may own shares in companies mentioned in the Publication. All employees of
the Bank must report their holdings in securities and must report all transactions. The Bank and its employees comply with guidelines issued by
the Swedish Securities Dealers Association concerning employee transactions. The analyst who has prepared Investment Research as referred to
in Chapter 11, section 8 of the Swedish Financial Supervisory Authority’s Regulations regarding securities (FFFS 2007:16) and others involved in
this work are not permitted to trade on their own account in the covered Financial Instrument or related Financial Instruments in contravention
of the applicable recommendation. The Bank’s Compliance Department monitors all employee transactions.
The Bank pays salaries to analysts, which may also consist of a share of the Bank’s pro.ts but which is never linked to the .nancial performance of
another department. Neither the Bank nor the individuals who compiled the Publication have holdings (long or short) in the .nancial instruments
issued by the analysed company that exceed 0.5% of the analysed company’s share capital.
For the company in question, the Bank also conducts research in accordance with the terms of the “Penser Access” paid-for service. Click here
https://epaccess.penser.se/ for more information about this service.
Erik Penser Bank is authorised to conduct securities operations and is under the supervision of the Swedish Financial Supervisory Authority
(Finansinspektionen)
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