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Smart Eye

Sweden | Eye tracking| MCAP 1 590,5 MSEK

An eye-catching risk/reward play on the
next generation of seat belts

Smart Eye is a Swedish eye tracking company and an industry
leader within its niche, the automotive industry. Due to safety
legislation and initiatives from the automotive industry, a DMS
(Driver Monitoring System) will be mandated by law just like a seat
belt, causing the number of cars produced annually with a DMS to
reach 40,0 million by 2025. Smart Eye has acquired 2/3 of the
market until 2025 and is a clear market leader with its 81 design
wins.I The company is estimated to reach a market share of 40,8%,
equaling 16,3 million cars by 2025 based on already received
orders and likely additional orders from current customers. With an
extraordinary revenue CAGR of 56,3% between 2019-2025,
revenue and EBIT is estimated to reach 1 176,7 MSEK and
517,6 MSEK respectively in 2025. A DCF with a WACC of 12,8% in
2020, gradually decreasing to 9,4% in terminal gives a fair value of
211,4 SEK per share, equaling an upside of 100,1%.

With 81 design wins out of 119 possible, the playing field for the
foreseeable future is set. Smart Eye’s software will dominate the
market until 2025, capping the downside risk at -57,2% in a
worst case scenario.

The value of Smart Eye’s already existing design wins is estimated
at 2 000 MSEK over the product life cycle. With potential add-on
orders linked to the same car platforms estimated at 3 300 MSEK,
the total potential value of Smart Eye’s current orders reach
5 300 MSEK. Applied to a DCF with a WACC of 10,1%, a price per
share of 45,0 SEK is deduced, taking in to account no future
design wins or revenue at all for Smart Eye. This gives the
company an attractive risk/reward ratio of 1:1,8 and a capped
downside risk of -57,2% from today.

New legislation and safety initiatives will grow the number of
vehicles produced with DMS by 70,0% CAGR between 2021 and
2025, reaching 30 to 50 million vehicles produced annually.

By 2025, the number of vehicles produced annually with a DMS is
estimated to between 30 to 50 million. From 2025 and onwards,
Euro NCAP requires DMS in all new vehicles? and the European
Union has legislated that all new cars produced within Europe
need to have DMS from 2024. The European market alone is
estimated to reach 20,6 million cars produced by 2024, why the
figure of 30-50 million cars produced globally with a DMS by 2025
is considered reasonable. Taking into account Smart Eye’s already
announced and potential design wins, Smart Eye is estimated to
reach a market share of 40,8% in 2025, equaling 16,3 million cars
using Smart Eye’s DMS.
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Market Data

Listing Venue

Price (SEK)

No. of outstanding shares (m)
Market Cap (m)

Cash & Cash Equivalents (m)
Debt (m)

Net Debt (m)

Enterprise Value (m)

Key Financials (SEK) 19A

First North Stockholm

20E

105,2
151
1590,5
110,6
1,7
-108,9
14816

21E  22E

Sales (m)

Sales Growth y/y
EBITDA (m)
EBITDA Margin
EBIT (m)

EBIT Margin

Net Income
Profit Margin (%)

-87,0
neg
-105,6
neg
-106,3
neg

Key Ratios (SEK) 19A

-73,5
neg
-96,2
neg
-96,2
neg

20E

80,7 102,1 243,0 359,1
13,5% 26,6% 138,0% 47,8%

-18,4
neg
-48,4
neg
-48,4
neg

-1,0
neg
-40,2
neg
-40,2
neg

21 22E

EV/EBITDA
EV/EBIT
P/E

EPS

P/S

EV/S

neg
neg
neg
neg
22,3
20,5

SEK
150

125

100

75

50

25

neg
neg
neg
neg
15,6
14,5

Price (SEK)

neg
neg
neg
neg

neg
neg
neg
neg

6,1 4,1

2019-01-08
2019-04-02
2019-07-03

2018-07-17
2018-10-09

Major shareholders

2019-09-25

2019-12-18

2020-03-19
2020-06-17

Mats Krantz (with relatives)
Swedbank Robur fonder
Forsta AP-fonden

Anders Jofelt

Linda Jofelt

7,7%
7,4%
6,6%
5,7%
5,3%

Total

32,7%

1. Design win = When an OEM
selects a supplier for a functional
component in a vehicle.

2. Euro NCAP 2025 Roadmap
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Investment thesis

The scalability achieved by selling software along with being a market leader
until 2025 bodes for a competitive product offering.

The vast majority of Smart Eye’s future revenue will be derived from the
business area Automotive Solutions. In this business area, Smart Eye sells
eye tracking software to be integrated with a tier-1 suppliers hardware in
different car models made by an OEM (Original Equipment Manufacturer).
Revenue from this business area comes in the form of a license fee usually
averaging between 5-10€, where Smart Eye gets paid per car produced.
Due to the scalability inherent to selling software, the main costs for the
company is attributable to the development of the algorithms upon which
the software is based. With more design wins (81) than all other
competitors combined (38) meaning more revenue than any other
competitor, Smart Eye has a competitive advantage. Being able to spend
more on R&D to develop the next generation of DMS, the company is
securing the lead and maintaining the advantage of having the best DMS
available on the market.

Smart Eye is estimated to reach a mature market share of 23,3% beyond
2030 when DMS is expected to be found in all cars.

Since the playing field until 2025 is already set, the gaze is aimed at what
share of the market Smart Eye could be holding in a mature market beyond
2030. With Smart Eye’s main competitors FotoNation and Seeing Machines
holding 20 and 15 design wins respectively, these two are expected to
battle with Smart Eye for the market beyond 2030. As these three
companies together holds 116 out of 119 design wins they will have the
capacity to further invest in their respective DMS to create the best system
on the market. Future competition having less time in the market and
lower R&D spending is expected to target the low-class segment. Smart
Eye is therefore estimated to be capable of holding a long term market
share of one third of the premium and middle class segment due to its
competitive product offering and its 20-year long relationship with the
automotive industry. As a consequence, the company’s share of the
market will reach 23,3% beyond 2030.
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Fully autonomous vehicles on the way to the market, but probably not that
fast, and is not that big of a risk for the DMS industry.

There is a certain risk that if and when fully autonomous vehicles (L5 cars)
enters the market, suppliers of DMS will not be needed. However, reports
suggests that the technology for fully autonomous vehicles are more than 3. Autonomous vehicles
ten years away?. Even though driver monitoring may not be needed in the worldwide, Statista, 2020
same way, eye tracking is still to consider an essential tool in tomorrows
vehicles due to other well needed functions as HMI interaction or driver
identification. Therefore, a DMS should be considered a well needed tool
beyond 2030.
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Valuation

Market actors does not seem to fully price in the potential additional orders
valued at 3 300 MSEK, giving the investment a potential upside of 106,0%
and a target price per share of 211,4 SEK based on a DCF.

Smart Eye has already received orders valued at 2 000 MSEK based on
volume forecasts made by the OEM:s, and have potential additional orders
of 3 300 MSEK not yet recognized. Based on today’s valuation, it seems like
market actors does not fully price in these potential additional orders.
However, the probability to receive these additional orders is high due to
the automakers willingness to use the same DMS on an entire car platform
as it saves the OEM:s both time and money. A DCF with a WACC of 12,8%
in 2020 gradually decreasing to 9,4% terminal yields a potential price per
share of 211,4 SEK, an upside of 100,1%. The DCF assumes the already
received and high probability orders to be recognized and that Smart Eye
remains a strong actor on the market due to a highly competitive product
offering.

The number of vehicles produced each year with a DMS is expected to reach
30-50 million in 2025. Based on already won and potential additional design
wins, the number of vehicles with a DMS from Smart Eye will reach 16,3
million in the same year, yielding an EBIT of 526,4 MSEK.

With an estimated total addressable market (TAM) in the middle of the
interval, Smart Eye’s share of the TAM is an estimated 16,3 million cars,
equaling a 40,8% market share. With an average license fee of 62,6 SEK per
car produced, Smart Eye will generate an EBIT of 526,4 MSEK in 2025,
equivalent to a robust EBIT margin of 44,8%.

TP SEK 211,4
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50,0

40,0
40,0
30,0 s
20,0 s 16,3
71 : 9,6
10,0 40 g 33 . >6
00 - [

2021 2022 2023 2024

2025

Worst case scenario yields an attractive risk/reward ratio of 1:1,8

A DCF with a WACC of 10,1 % based solely on revenue from already
received orders and the potential additional orders, taking into account
the amount of personnel needed to handle those sales volumes yields a
price per share of 45,0 SEK, capping the downside risk to —=57,2% giving the
investment an attractive risk/reward ratio of 1:1,8 in a worst case scenario.

A long term market share of 23,3% applied to a DCF with a WACC of 12,8%
in 2020 gradually decreasing to 9,4% terminal implies a price per share of
211,4 SEK and a potential upside of 100,1%.

Smart Eye is the clear market leader within its niche towards the
automotive industry. 81 design wins out of 119 in total speaks for itself,
and the market for the foreseeable future is already set. It is a Driver
Monitoring System from Smart Eye that will be used in most cars. When
comparing the DCF with a mature market share of 23,3% to the one based
solely on already received orders and potential additional orders, an
attractive risk/reward of 1:1,8 is derived, and a potential price per share of
211,4 SEK, equalling an upside of 100,1%.
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Appendix
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TP SEK 211,4

Smart Eye (MS: 2015 2016 2 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2020 2030 2031 2032 2033 2034 2035 203 2037 _ 2038 2039Te
478 55, 606 711 0, 102,1 30 3591 5243 7794 11767 15591 17756 16063 15918 15806 15744 16701 18226 19905 21745 23020 24028 25083 2618

Growth % 17.8% 162% 5.1% 17,3% 135 266%  1380% a7,8% 46,0% 48,6% 510% 325% 1B9%  95% 0% 07% 0% 61% 9%  92%  92%  S59% 4% 44% 4

B 26 112 415 560 -105; 952 484 -402 439 2190 5176 8633 9743 838 7973 7603 7198 7670 M3 9076 9855 10254 10478 10677 1086

bit% 54% 20,1% 68,4% 87% 1310 94,2% 199% 11.2% 95% 281% 44,0% 55.8% 549%  520%  SOA%  481%  463%  459%  458%  4S6%  453%  A4S%  436%  426%  ALS

ax rate () 0,00% 0,00% 0,00% 0,01% 0,09 00% 00% 00% 00% 00% 0,0% 0,0% 101%  206%  206%  206%  206% 206% 206% 206% 206% 206% 206% 208 208
popaT 26 112 415 560 -105¢ 92 484 -402 499 2190 5178 8699 £760 5635 6330 6036 5793 6090 6629 7206 7825 841 8320 8477 8624

iopat % 5% 20% -68% 9% 131 94.2% 19,9% 11,2% 95% 281% 48,0% 558% 493%  413%  398%  3B2%  368%  365%  364%  362%  360%  354%  46% 338 329

& (1) 58 72 110 137 18, 27 300 392 514 66,1 802 983 182 1351 1493 1625 1726 1815 1925 2054 2200 2377 2555 2774 301

5% of sales 121% 13.0% 18,1% 193% 22 2% 123% 109% 98% 85% 68% 63% 67% 84% 94%  103%  110% 109% 106% 103% 101% 103%  106% 1105 115
fapex () 31 170 07 298 50, 442 685 54 142 1363 1658 1760 2028 1868 1880 1896 1955 2147 2423 2735 3088 330 3647 3935 424

5% of sales 66% 306% 506% a19% 627 33% 282% 26,6% 218% 17,6% 141% 113% 1L4%  1L6%  IL8%  120%  124%  129%  133%  137%  142%  147%  152% 157 162

et working capital () 33 174 116 15 8 282 256 278 98 619 %9 934 525 427 43 35 24 233 33 41 450 31 245 256 26

5% of sales T0%  312% 19.2% 21% 107 27,6% 105% 77% 7% 7.9% 82% 60% 30% 2% 02% 0% 1A% 20%  21%  21%  13%  10% 10 16

73467
CFF 34 36 728 706 -128¢ -u59 125 E -527 863 3351 6987 7383 6546 596 5800 5587 555 5759 6114 6487 6827  G9A 8 7124 9819,
132% 32% 176% 126% 122 1UE%  2324%  3091%  1058% 39,4% 647% 803% B43%  OBE%  o46%  061%  O06d% 007% B69%  sasw  myox  B3o% s3on s3]  mye:

Piscount factor 1 2 3 4 B © 7 B B 10 11 12 13 1 15 16 17 18 19 B 2
) Beta 15 15 14 14 14 14 13 13 13 13 12 12 12 12 11 11 11 11 10 10

jalue. 1293 887 87, 333 489 714 334 3103 2502 2089 1852 1638 1450 1433 1408 1385 1354 1280 1217 118 1488,
elta NOPAT 86 303 145 496 94 a78 82 901 1691 2985 3523 61 2124 306 294 283 296 539 577 619 36 178 157

Reinvestments 60 76 13 146 23 a7 641 840 1026 1327 1825 1712 1372 . 34 236 06 65 870 1092 1338 1314 1337 1420

oNIC 1132% 96.8% see%  2133% 19.0% 74.6% 98% B78%  1274%  1636%  2058% 4% 23708%  8E%  1245%  LI83%  S25%  620%  529%  462%  241%  133%  111%  OSEWAR

20208

2025E

2027E

2028E

Estimate:
2029E

s
2030E

2035E

2036E

Automoltive solutions 166 224 212 389 1607 2550 4045 6417 10181 13035 15874 14198 13959 13724 13493 14297 15618 17061 18638 19687 20482 21310 22171
Research nstruments. 242 208 205 320 32 387 426 468 515 551 590 631 662 696 730 745 760 775 791 806 823 839 856
Applied Al Systems 00 00 00 04 06 09 14 20 30 a6 68 103 154 231 320 333 32 39 375 300 406 422 439
Other 148 174 03 209 a6 645 9 888 1041 1060 1224 11 1143 1156 1200 1326 1506 1710 1941 2136 231, 1
Revenue a8 555 60.6 711 1021 2430 3591 5243 7794 11767 15591 17756 16063 15918 15806 15744 16701 18226 19905 21745 23020 24028 25083 26188
coes. 82 92 102 115 129 147 165 188 219 258 312 375 386 395 409 423 436 449 463 478
OPEX
Personnel costs 271 363 503 64,9 857 855 1289 1788 2103 2460 2883 2035 3392 3135 3165 3202 3243 3491 3861 4275 4735 5086 5389 5709 6048
Other external costs 175 232 08 484 820 818 1234 1711 2012 2354 2759 2809 3245 3000 3029 3064 3104 3340 3695 4001 4531 4867 5156 5463 5788
EBITDA 32 39 305 423 870 735 184 10 1013 2851 5078 9682 10931 9709 9466 9227 9022 9484 10274 11130 12056 12630 13034 13448 13874
Depreciation 02 03 09 14 20 23 32 36 55 80 123 176 233 276 308 325 325 321 330 346 369 308 428 455 480
EBITA 30 42 314 437 890 758 217 46 959 2771 5855 9506 10698 0433 9157 8903 8697 9163 9944 10784 11686 12232 12606 12993 13393
mortization 67 99 122 167 04 6, 6 459 1 619 07 949 10 1184 1300 1401 1494 1506 1708 1831 1078 2128 2316 3,
EBIT 25 109 414 559 1056 962 484 402 499 2190 5176 8699 9749 8358 7973 7603 7296 7670 8349 9076 9855 10254 10478 10677 10861
Interest Income. 00 00 00 00 01 00 00 00 00 00 00 00 00 00 00 00 00 00 00 00 00 00 00 00 00
Interest Expenses 13 12 04 04 o7 00 00 00 00 00 00 00 00 00 00 00 00 00 00 00 00 00 00 00 00
38 122 418 562 1062 962  -484 402 499 2190 5176 8699 9749 8358 7973 7603 7296 7670 8349 9076 9855 10254 10478 10677 10861
Tax Expense 00 00 00 01 01 00 00 00 00 00 00 00 989 1722 1642 1565 1503 1580 1720 1870 2030 2112 2159 2199 2237
Net Income 38 122 418 563 1063 962 484 402 499 2190 5176 8699 8760 6636 6330 6036 5793 6090 6620 7206 7825 8141 8320 8477 8624
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Disclaimer

Disclaimer

These analyses, documents and any other information originating from LINC Research & Analysis
(Henceforth “LINC R&A”) are created for information purposes only, for general dissipation and are not
intended to be advisory. The information in the analysis is based on sources, data and persons which
LINC R&A believes to be reliable. LINC R&A can never guarantee the accuracy of the information. The
forward-looking information found in this analysis are based on assumptions about the future, and are
therefore uncertain by nature and using information found in the analysis should therefore be done with
care. Furthermore, LINC R&A can never guarantee that the projections and forward-looking statements
will be fulfilled to any extent. This means that any investment decisions based on information from LINC
R&A, any employee or person related to LINC R&A are to be regarded to be made independently by the
investor. These analyses, documents and any other information derived from LINC R&A is intended to be
one of several tools involved in investment decisions regarding all forms of investments regardless of the
type of investment involved. Investors are urged to supplement with additional relevant data and
information, as well as consulting a financial adviser prior to any investment decision. LINC R&A
disclaims all liability for any loss or damage of any kind that may be based on the use of analyzes,
documents and any other information derived from LINC R&A.

Conflicts of interest and impartiality

To ensure LINC R&A’s independence, LINC R&A has established compliance rules for analysts. In
addition, all analysts have signed an agreement in which they are required to report any and all conflicts
of interest. These terms have been designed to ensure that COMMISSION DELEGATED REGULATION (EU)
2016/958 of 9 March 2016, supplementing Regulation (EU) No 596/2014 of the European Parliament and
of the Council with regard to regulatory technical standards for the technical arrangements for objective
presentation of investment recommendations or other information recommending or suggesting an
investment strategy and for disclosure of particular interests or indications of conflicts of interest.
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