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Sensys Gatso Group
Thoughts on 2021

Sensys Gatso today

This update covers Sensys Gatso as it stands today, and our assumptions for 2021. Recently, the Costa
Rica project and the investigation from 2014 have weighed on the share price. Although these factors may
contribute to continued volatility for the share in the near term, we expect that 2021 will be a record year
fundamentally for the company, and a strong year for the share.

Costa Rica

The Costa Rica project, with its order value of SEK 192 million, has still not been initiated despite the planned
start in 2020. Sensys Gatso has a favourable contract with Costa Rica, which stipulates compensation for
all costs and a signi)cant part of the pro)t if the project does not materialise. Despite this, our uncertainty
about the project has increased. Covid-19 is putting a strain on Costa Rica’s already stretched )nances.

Sector acquisition

In our opinion, Red-ex is the competitor most similar to Sensys Gatso, and the company recently received
a bid with a 130% premium to its share price at that time. We consider Sensys Gatso to be undervalued,
but we do not believe that Red-ex’s large bid premium should raise Sensys Gatso’s share price signi)cantly.
Red-ex’s valuation was very low at the time of the bid and the premium was justi)ed.

 
Estimate Changes (SEK)

  
Now Before

 
EPS, adj 20e 0.05 0.05 0.0%

EPS, adj 21e 0.16 0.16 0.0%

EPS, adj 22e 0.07 0.07 0.0%

EPS, adj 23e 0.1 0.1 0.0%

Key Figures (mkr)
 
Number of Shares 913.6m

Market cap 1,288

Net Debt (5)

EV 1,283

Free Float 81.00%

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

 
Estimates (SEK)

 
19e 20e 21e 22e 23e

 
Sales,m 406 502 893 715 817

Sales Growth 6.8% 23.5% 77.8% (19.9)% 0.1%

EBITDA, m 29 96 212 124 180

EBIT, m (24.4) 48.7 174.2 82.6 113.6

EPS, adj (0.02) 0.05 0.16 0.07 0.10

EPS Growth -% (2.5)% 2.5% (0.6)% 0.4%

Equity/Share 0.5 0.5 0.7 0.8 0.9

Dividend 0.00 0.00 0.00 0.00 100.00

EBIT Marginal (6.0)% 6.0% 23.0% 16.0% 0.1%

ROE (%) (3.0)% 4.5% 20.5% 11.0% 0.0%

ROCE (5.3)% 6.4% 24.1% 15.7% 0.0%

EV/Sales 3.16x 2.56x 1.44x 1.79x 1.57x

EV/EBITDA 44.9x 13.4x 6.1x 10.4x 7.1x

EV/EBIT (52.6)x 26.3x 7.4x 15.5x 11.3x

P/E, adj (90.6)x 31.2x 8.9x 20.0x 14.5x

P/Equity 2.9x 2.8x 2.1x 1.9x 1.6x

Dividend yield 0.0% 0.0% 0.0% 0.0% 0.1%

FCF yield (3.9)% 3.1% 11.5% 5.8% 7.5%

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

 
Risk and Potential

 
Motivated value 2.20 - 2.30
  
Current price SEK1.41

Risk level Medium
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Investment case

New management, better company

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 a 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 have increased in the past year by
more than 30%, and EBITDA has increased from SEK 18 million to SEK 63 million for R12 months. We estimate that
the positive development will continue since Sensys Gatso’s order intake from May to August 2020 was higher than
the entire 2019 sales.

Growing recurring revenue

Sensys Gatso is focusing on an increased share of recurring revenues from traDc enforcement as a service (TRaaS),
which will mean greater revenue stability. The company’s target is for TRaaS to make up over 60% of sales in 2025.
We estimate that the goals will be met and that the annual rate of growth for repeat revenue will be in excess of
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 50% from the current price of SEK 1.4.

Sensys Gatso Group – 11 February 2021 2 Erik Penser Bank



Costa Rica and the investigation

Our impression is that Sensys Gatso’s management has a strong belief that the Costa Rica contract will be ful)lled.
There are also several reasons in our opinion to suggest that the project will go ahead. The contract Sensys Gatso
signed in Costa Rica means that if the project is cancelled, the company is still entitled to compensation for both
its costs and part of the pro)t. Furthermore, Costa Rica has many agreements with the United States and a breach
of contract by the government would probably damage the con)dence of external investors. Finally, Costa Rica is a
relatively well-developed country with higher per capita GDP than Argentina, Mexico and Brazil.

Despite this, our uncertainty about the project has increased. Sensys Gatso communicated that it thought the matter
would be resolved in December, but this was not the case. Although Costa Rica’s per capita GDP is high, the country
has long been plagued by economic problems and these have been exacerbated by the pandemic.

We are retaining the Costa Rica project in our estimates for the time being. In the event that the project does not get
oH the ground, our valuation of the company is not greatly impacted. The order book for 2021 is a record breaker,
and including the Costa Rica project we estimate an EV/EBITDA multiple for Sensys Gatso of just over 6 for 2021. If
the project is lost, the multiple will still be a low 10. It is also worth noting that on completing a scenario analysis
in our DCF model, our valuation for the share is still slightly over SEK 2 if the project is cancelled.

We have not succeeded in bringing clarity to what the investigation from 2014 entails. What we do know is that
when Sensys Gatso became aware of the investigation it immediately sent out a press release to provide transparency
to the market, even though this was not required under the MAR rules. It is also worth noting that at present there
is no prosecution or similar against Sensys Gatso, just an investigation. With that said, there are few things that the
stock market dislikes more than uncertainty, and this has been re-ected in the recent share price.
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Acquisition of competitor Red3ex

Red-ex has been acquired by Verra Mobility with a bid premium of 130% against the then share price. This acquisition
is relevant since, in our opinion, Red-ex is the competitor that most closely resembles Sensys Gatso. Although the
large bid premium could indicate that Sensys Gatso might also be undervalued, we do not see the bid itself as a
reason for upping the valuation of Sensys Gatso.

In our opinion, the Red-ex share price was very depressed before the bid. We believe this was due to low sales
growth over a number of years as well as a lack of research coverage for the share. In contrast, Sensys Gatso’s sales
growth has steadily increased in recent years.

Turnover Red3ex and Sensys Gatso

But a closer study of order intake reveals that Red-ex’s fundamental development has turned. Order growth has
taken a real step up in the past year, and the company’s order book is now well stocked.

Order intake Red3ex and Sensys Gatso

As shown below, Red-ex’s weak share price development in the year before the bid did not at all re-ect the strong
growth in its order backlog.
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Stock price Red3ex and Sensys Gatso 3 years

Winning orders in the road safety sector can often take years, and then it takes additional time before the large-
scale revenues from projects are received. An investor’s main focus should therefore, in our opinion, be placed on
a company’s order book rather than its income statement.

Order books show what the work of recent years has actually resulted in. The income statement for individual
quarters often re-ects what the company did two to three years ago in order to win the orders, rather than activities
during the most recent quarter.

We do not have our own )nancial estimates for Red-ex, and to our knowledge there are no such estimates from other
professional providers. However, considering the company’s large order backlog we estimate that it is still valued
somewhat lower on EV/S than Sensys Gatso in the next few years, despite the upward revaluation by 130 % following
the bid. That said, we think that Sensys Gatso is a higher quality company, which justi)es a premium to Red-ex.

Looking ahead

We estimate that the Q4 2020 report for Sensys Gatso will be strong, with sales of SEK 210 (158) million and EBITDA
of SEK 60 (27) million. However, individual quarters are not that important for Sensys Gatso and the report will
hinge on how much of the order from Saudi Arabia is recognised as pro)t during Q4.

We still expect 2021 to be a successful year. Although information about the investigation in the Netherlands and
the Costa Rica project could potentially dampen what we expect to be an upbeat Q4 report, we believe that a strong
2021 will oHer an upside in the share price over the next 12 months.
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Prognos resultaträkning Sensys Gatso

Prognos kassa3ödesanalys Sensys Gatso

Prognos balansräkning Sensys Gatso
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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 re-ects a value for the share on the day the analysis is published in a range corresponding to approximately 5-10%. The Bank uses
several diHerent valuation models to value )nancial instruments, such as cash -ow 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 -ow and that no individual factor aHects
net sales by more than 20%. The corresponding general description of high risk is that the company has not achieved positive cash -ow or that
an individual factor aHects 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 Con-icts of Interest Policy. The aim of these policies is to protect against and prevent con-icts
between the interests of clients and departments within the Bank. The approach used by the Bank to prevent con-icts 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)

Erik Penser Bank (publ.)

Apelbergsgatan 27 Box 7405 103 91 STOCKHOLM

tel: +46 8 463 80 00 fax: +46 8 678 80 33 www.penser.se
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