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FAIR VALUE RANGE

As one of very few listed companies genuinely active in artificial intelligence, Artificial
Solutions (AS) offers an attractive exposure to the conversational AI market’s strong
growth outlook. We initiate coverage with a positive stance and judge that current valuation
fails to reflect AS’s full potential.
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AS operates in one of the most favorable markets anywhere. The global intelligent virtual
assistants sector is set to grow by around 40% a year through 2023. A successful journey
through 2023 will entail an extensive runway for continued long-term growth.
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A leading vendor, AS offers a full-stack platform for developing conversational AI
applications like chatbots and virtual assistants. Its blue-chip customers such as AT&T,
Shell and Vodafone, and its partner network of leading system integrators (including
Accenture, Deloitte and KPMG), provide significant validation of its technology.

16-sep

15-dec

15-mar

13-jun

REDEYE RATING
7

6.5
4

Attractive business model

0
Financial
Strength

Profitability

Profit Outlook

Ownership

AS’s business model is based on three revenue streams: professional services, licenses
and usage fees. Its attractiveness reflects the company’s recurring revenues and long-term
scalability (zero marginal/transaction cost for licenses and usage-based revenues).
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Upside potential
Reflecting anticipated market growth and AS’s scalable business model, our DCF analysis
suggests a base case fair value of SEK 30 per share – 12% above current levels. This
factors in around SEK100m of new equity this year with ~13% dilution. Customer
acquisition and higher growth will be the share’s key catalysts over the coming year.
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Investment Case
As one of the leading vendors of conversational AI technology, Artificial Solutions is well
positioned for significant growth. Its underlying market is set to grow at around 40% a year
over the next several years, while the company should harness the benefits of its 2013
transformation into a software-based provider, its revised go-to-market strategy and the
scaling of its initial deployments in this period too.
Major customers/partners
AS’s blue-chip customers such as AT&T, Shell and Vodafone and its partner network of
leading system integrators (including Accenture, Deloitte and KPMG) validate its technology.
But now it must meet the key challenge of acquiring further customers from its
target group of large global enterprises, whose sales cycles are usually long and complex. We
view its crucial shift to a partner-led model as ensuring scalability and efficiency, and note
that partners’ share of revenue has already increased from 9% in 2016 to 32% in 2018.
Revenue scalability
Two of AS’s three revenue streams - licenses and usage fees - provide high gross margins
(~90%) and recurring revenues. The company’s high operating leverage should translate into
significant profitability if it succeeds in growing with its market while controlling customer
churn and acquisition costs.
Tough start
Since AS’s reverse takeover in March 2019, the share has fallen for no fundamental reason by
some 35% - though it has rebounded from its low of SEK 18. We see good scope for a
continued revaluation if the company performs as we forecast and gains more visibility with
investors.

Artificial Solutions: Stock history, March '19-June '18, SEK
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Source: Redeye Research, Nasdaq Stockholm, data as of June 18, 2019

New investors strengthens the case
AS just recently secured ~SEK66m through a directed share issue (subscription price of SEK
24 per share). The largest investors were AFA Försäkring (corresponding to an ownership of
5.9 % of the company) and C Worldwide Asset Management (corresponding to an ownership
of 2.8% of the company). The entrance of these institutions clearly strengthens the case.
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Valuation
Factoring in the market growth we anticipate and AS’s scalable business model, our DCF
valuation suggests a base case fair value of SEK 30 per share – 12% above current levels.
Our valuation assumes around SEK 100m in new equity this year – the number of shares in
our valuation amounts to 28.56 million. Customer acquisition and accelerated growth will be
the most important catalysts for the share over the next year. In a bullish scenario where AS
grows at an even higher pace with enhanced profitability, the share would offer significant
upside potential of more than 100% to our bull case fair value of SEK 59 per share.

Counter-Thesis
Strategic failure
The company’s revised, partner-led strategy may not deliver the growth it seeks. This would
jeopardize the growth story which is at the core of our investment case.
Technology risk
A key potential risk is that the company fails to keep up with accelerating industry
developments and customer needs, leading to an eroding competitive position.
Competition
It would weigh heavily on the conversational AI industry if the tech giants were to flex their
muscles and exploit their dominant market positions in cloud, data and AI. Even if they do not,
this area’s significant potential makes it likely that competition will increase further going
forward.
Customer concentration
In view of its concentrated customer base, any loss of customers could hurt AS’s revenue
significantly. One customer accounts for ~20% of AS’s sales and the top five customers
account for more than 50% of sales, highlighting the importance of a wider customer base
and revenue diversification to drive growth and reduce risk.
Financial risk
Even though AS secured SEK66m in a directed share issue (on the 20th of June) the funds will
only suffice for the short-term. We anticipate that the company will need to raise additional
capital this year for its ongoing operations. Any financial weakness would hinder the
company’s further development and erode its competitive position.
Scope
Scope invested in AS as far back as 2008 – a long holding period for a VC fund. Any sale of
its ~44% holding is likely to pressure the stock. Nonetheless, this could represent an
opportunity for a future long-term owner if it is understood to not reflect on the company’s
fundamental performance.
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Artificial Solutions – an introduction
Artificial Solutions (AS) was founded in Stockholm in 2001. The company provides a
conversational artificial intelligence (AI) platform for enterprises, which allows users to have a
conversation with an application via text, voice, gestures etc. In 2010, the current CEO,
Lawrence Flynn, began to transform AS from its consultancy origins (licences and usage fees
constituted 49% of revenue for FY 2018, up from 36% for FY 2016) into a scalable software
company. AS released its proprietary Teneo platform in 2013.

Source: Artificial Solutions. *) IP portfolio valued by Oxfirst Ltd January 2016

Since 2008, the company has invested about SEK 700 million in its development. Today, the
Teneo platform is used by major global enterprises, including Vodafone, AT&T, Shell, and
Volvo, to automate their interactions with customers. We see these global blue-chip
customers offering a strong validation of the technology. AS has been trading on Nasdaq
First North Stockholm since 12 March 2019, following the reverse takeover of Indentive AB.
Artifical Solutions: history
Year
Note
2001
2006

Artificial Solutions Holding is founded in Stockholm, Sweden, specializing in artificial intelligence and
natural language processing. The company gets its first large customer.
Artificial Solutions Holding acquires the German software company Kiwilogic.com AG, which creates a
business with a complete software offering.

2007

Artificial Solutions Holding focuses on international expansion. International sales grow to represent 80%
of the business and Artificial Solutions Holding now has customers in 21 countries

2008
2010

The private equity company Scope comes in as the first external financial partner.
The company shifts its focus from consulting to product-driven software business.

2014

Commercialization of the Teneo platform with new corporate customers in both Europe and the US.

2018

Artificial Solutions Holding completes an issue of preference shares of series D totalling EUR 13.7 million.
Also complete one issue of new bonds worth SEK 52 million.

2019
The reverse takeover of Indentive AB (current Artificial Solutions).
Source: Redeye Research, Artificial Solutions
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The Teneo platform
The Teneo platform consists of four integrated components, incorporating all the tools
needed to build and manage advanced conversational AI applications. Business users and
developers can collaborate to create a wide range of conversational AI applications, including
chatbots, virtual assistants, digital assistants and voice interfaces. In other words, AS does
not provide a ‘ready-to-use’ solution, but instead delivers a full-stack platform for developing
conversational AI applications

Source: Artificial Solutions

Team
Artificial Solutions has a highly experienced senior management team and holds a strong
position in terms of technological know-how and products. The challenges ahead relate to
good execution and management (go-to-market approach, customer acquisition, partner
strategy etc.). Our assessment is that the team is well-equipped to capitalize on these
opportunities. In addition to the CEO’s experience from companies undergoing expansion, the
majority of the team has been at AS for eight years or more. We consider the management
team and the developers to be fundamental to the company, which also represents a risk
(dependency on key personnel).
Artificial Solutions: Management team
Name
Position

Joined

Lawrence Flynn

CEO since 2019

2010

Chris Bushnell

CFO since 2019

2011

Andreas Wieweg

CTO since 2019

2008

Andy Peart

CMO since 2019

2010

Note
Former Managing Director of Mediasurface plc.
Board member of NLISIP.
Chartered Accountant, Institute of Chartered
Accountants in England and Wales. Board
member of NLISIP.
University studies in Computer Science and
Mathematics at Stockholm University.
Beng (hons), Technology, Production Engineering
& Management, Loughborough University. Board
member of NLISIP.

Peter Roost

COO since 2019

2011

Degree in Manufacturing & Industrial Management,
Institute of Industrial Management, Gloucester
College. Formerly President of Minerva Industrial
Holdings, Minerva International Limited and
Maxima Information Group Limited.

Darren Ford

VP Global Customer Services since 2019

2016

BSc (Hons), Business Information Management
Systems, University of Plymouth. Board member of
Key Scalability Ltd.Formerly Vice President,
Professional Services of SDL UK Ltd.

Gareth Walters

VP Innovation & Community since 2019

2011

BEng and Master of Science, University of Wales.

Dave Parsin

VP Strategic Sales since 2019

2013

BSc, Electrical Engineering, Stanford University.
Master of Business Administration, Harvard
University. Formerly Board member of Givezooks !,
Inc.

Source: Redeye Research
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The board adds relevant skills for AS’s continued journey, in our view. Fredrik Oweson is a cofounder and partner at Scope Capital, the private equity firm that invested in AS in 2008. We
also consider it positive that the co-founder of AS, Johan Gustavsson, is active on the board.
Artificial Solutions: Board of Directors
Position
Name

Joined

Åsa Hedin

Chairman of the Board

2019

Johan Ekesiöö

Board Member

2019

Fredrik Oweson

Board Member

2019

Note
Msc in Biophysics, University of Minnesota.
Chairman of the Board & CEO at ASH&Partners.
Member of the board at Tobii, Nolato and
Cellavision among others.
MBA, Stockholm School of Economics and Master
of Science, MIT Sloan. Chairman of the board at
Metaforce and T&V Holding. Member of the board
at Bilprovningen, WTS Positioning Solutions and
Zenterio among others.
Masters of Business Administration, Stockholm
School of Economics. Chairman of the board at
Artificial Solutions Holding, Mijesi Advisory.
Member of the board at Scope Capital, Zenterio
and Woffel. In Artificial Solutions since 2008.

Jan Uddenfeldt

Board Member

2019

Doctor of Technology, Royal Institute of
Technology. Member of the board at GLO. Senior
Advisor at Ericsson and Sony Corporation.
Advisory board member at Swift navigation,
Redshift Networks, Aginity Global and Sentons
USA. Within the Group since 2015.

Bodil Eriksson

Board Member

2019

University Studies at Uppsala University & Berghs.
Chairman of the board at Sunfleet. Member of the
board at Swedbank. CEO at Volvo Car Mobility.

Johan Gustavsson

Board Member (co-founder)

2019

MSc, Stockholm School of Economics. Chairman
of the board at Aros Property Development,
Vencom, Vencom Property Partners, Vencom
Residental & Hop Lun International among others.

Source: Redeye Research

Owners and shareholder base
Artificial Solutions has room for improvement in terms of insider ownership. Scope is its
largest shareholder, having invested in AS in 2008. Peter Lindell, the largest individual
shareholder, is a partner and the chairman at Rite Ventures. AFA Försäkring and C Worldwide
Asset Management joined the list following the directed share issue on the 20th of June.
Artificial Solutions: Shareholder base, top 10
Shareholer

# of shares

Capital (%)

Votes (%)

Scope

10 833 878

43.8%

43.8%

AFA Försäkring

1 460 000

5.9%

5.9%

SEB-Stiftelsen

1 048 892

4.2%

4.2%

C Worldwide Asset Management

700 000

2.8%

2.8%

Longshore

699 253

2.8%

2.8%

Peter Lindell

673 596

2.7%

2.7%

Acervo AB

604 509

2.4%

2.4%

Andrew Walton-Green

592 786

2.4%

2.4%

Johan Gustavsson

589 115

2.4%

2.4%

NLISIP

466 194

1.9%

1.9%

10 largest shareholders
Other shareholders
Total number of shares

17 668 223

71.5%

71.5%

7 042 442

28.5%

28.5%

24 710 665

100.0%

100.0%

Source: Redeye Research, data as of June 26, 2019
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We would like the board and management team to have more skin in the game, to confirm
their confidence in the company’s future and to align their interests with other shareholders’.
As of now, their combined holding amounts to ~4.9%.
Artificial Solutions: Holdings of management and board
Shareholder
Position
Management
Lawrence Flynn
CEO since 2019
Chris Bushnell
CFO since 2019
Andreas Wieweg
CTO since 2019
Andy Peart
CMO since 2019
Peter Roost
COO since 2019
Darren Ford
VP Global Customer Services since 2019
Gareth Walters
VP Innovation & Community since 2019
Dave Parsin
VP Strategic Sales since 2019
NLISIP other holding*
Total

Shares % of equity
8 399 held privately, 167 829 through NLISIP
1 837 held privately and 55 943 through NLISIP
48 440
1 837 held privately and 46 619 through NLISIP
55 943 through NLISIP
7 917
23 238 held privately and 4 662 through NLISIP
49 967
135 198
472 631

Board of directors
Åsa Hedin
Chairman of the Board
0
Johan Ekesiöö
Board Member
10 000
Fredrik Oweson
Board Member
0
Jan Uddenfeldt
Board Member
3 000
Bodil Eriksson
Board Member
0
Johan Gustavsson
Board Member (co-founder)
589 115
Total
602 115
Source: Redeye Research, data as of June 26, 2019,
*NLISIP is a shareholder in Artificial Solutions and has been formed to hold shares in favor of senior executives and other staff in Artificial Solutions.
CEO Lawrence Flynn, CFO Chris Bushnell, CMOAndy Peart and COO Peter Roost are board members of NLISIP.
NLISIP total holdings amounts to 466 194 shares.
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AI and the market in general
As AI has been at the forefront of most technological discussions of recent years, we won’t
repeat a detailed discussion of AI and the market in general here. On a granular level, AI
represents the third technological disruption of the past 70 years. Every technological
disruption lowers the cost of ‘something’; AI reduces the cost of predictions.

Source: Peltarion
The history of AI can be summarized by the picture below. Today deep learning remains in its
infancy; the majority of AI at present is still based on machine learning (ML).

Source: Peltarion
To offer up some figures, Tractica, an AI market intelligence firm, estimates that annual AI
software revenue globally will amount to USD 105.8bn in 2025, up from USD 8.1bn in 2018.
This represents an annual growth rate of 44%. It is important to note that AI in this context
describes a variety of technologies, including machine learning, computer vision, deep
learning, and natural language processing (NLP), among others. According to Tractica, the
largest proportion of revenues comes from AI for enterprise applications (more than 10% in
2016).
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Conversational AI
Conversational AI is a system of software agents that can engage in conversational
interactions with humans via different interfaces (voice, text, gestures etc) and devices.
Assistants such as Amazon’s Alexa, Apple’s Siri and Google Assistant have in recent years
seen rapid market uptake and become a focal point in many people’s life. Today, most people
associate conversational AI with precisely these products but AS is a pure B2B company and
is not active in this consumer market. The target buyer for its product is the CIO of a large
enterprise. The likes of Alexa and Siri have removed hurdles to user acceptance and
represent a big demand driver that should not be underestimated (wherever the consumer
market leads, business markets have to follow).
The current state-of-the-art systems are still a long way from having natural everyday
conversations with humans; even Amazon has acknowledged that it is only at the early
stages. There are several major challenges associated with building conversational agents:
conversational automatic speech recognition (ASR) for free-form speech, natural language
understanding (NLU) for multi-turn dialogues, common-sense reasoning, and natural
language generation (NLG) etc.
Today’s applications are focused on short, task-oriented dialogues (this could be called a
transaction, or perhaps an interaction), as opposed to the longer free-form conversations that
occur naturally between humans. Mainstream chatbots (for enterprise customer service)
specifically are not particularly “intelligent”, but instead provide a collection of preprogrammed answers and questions. However, more intelligent dialogue systems that can
learn to make dialogue in a more intelligent way are being developed, one of the most
advanced examples being Google Duplex.
According to our research, the killer application for natural language in the enterprise field is
yet to emerge. Current versions can only perform limited tasks and are largely good for
narrow, directed use. The industry and enterprises are still hard at work trying to replicate
speech-driven interactions between humans and machines. Even if conversational AI is still in
its infancy, access to large-scale data and real-world feedback will drive faster progress.
Achieving sustained, coherent and engaging dialogue is the next frontier for conversational
AI.

What is driving investments in conversational AI
Enterprises have four primary driving forces for investing in conversational AI, as shown
below.

Source: Artificial Solutions
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From a financial perspective, cost reduction is the main driver. Conversational AI applications
automate a wide variety of customer interactions. As more calls are automated, the contact
center can reduce the number of agent hours needed to efficiently run its business. This
leads to huge cost savings, as agent hours are by far the largest cost for contact centers.
Conversational AI thus enjoys the benefit of a relatively transparent and quantifiable ROI
proposition (a conclusion that is not so obvious for many products). Some industry players
suggest that a successful system pays for itself in less than a year (remember, however,
there are a lot of “underachievers” in this industry in terms of ROI proposition). Simply put, we
believe that the overall purpose of today’s applications is, first and foremost, to reduce costs
without sacrificing caller satisfaction. It is only when this task has been achieved successfully
(which is not always the case) that enterprises can refocus their agents on higher-value tasks
leaving the chatbots to handle simpler queries so as to improve customer relationships and
drive revenues.

Market opportunity
AS is active in a market that is exhibiting particularly rapid growth. The overall global
intelligent virtual assistants market is set to grow ~40% a year until 2023, according to
Tractica, making it clearly a favorable market to be part of.

Source: Gartner, Tractica, Markets & Markets
In our opinion, the most important thing for an early-stage company is the market, and AS is
clearly active in one of the most favorable arenas. Or as Marc Andreessen puts it, in a great
market – a market with lots of real potential customers – the market pulls product out of the
startup.
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Product/Technology
At the heart of AS’s product offering is the Teneo platform (full-stack platform).

Teneo – conversational AI for enterprises
Teneo is a conversational AI software platform for enterprises that allows non-specialists
(system integrators) to develop, deploy, and analyze artificially intelligent conversational
applications. Artificial Solutions is one of few companies providing a platform created from
the ground up to address the enterprise market. See the following link for a list of customer
case studies.
The figure to the right summarizes the
process flow on the Teneo platform in a
clear and simple manner. We believe the
collect-analyse-utilise steps of the
platform are worth highlighting though.
The platform is constantly collecting data
to generate insights, which are analyzed
using purpose-built tools embedded in
the platform, in order to optimize its
capabilities. This is the data that Teneo
utilizes to learn from and optimize its
algorithms so that the quality of
conversations is constantly improved.
The analysis tools is also important to
provide customers with business
benefits, such as personalization,
customer favorites etc.
The platform is sector-agnostic (competitors focus part of their efforts on specific sectors)
and applications built on the Teneo platform already span a wide range of uses (all linguistic
in nature), such as customer service chatbots to handle queries, virtual sales assistants to
provide information, and voice-enabled digital assistants to take orders. The potential
applications are wide-ranging, spanning smart cities, autonomous vehicles, and health
monitoring, among others. We would consider it positive if AS were to narrow its focus to
specific market niches to leverage its conversational data, for the following reasons:



Having huge datasets is, of course, key as more data means better machine learning
models. The primary success factor is not the quantity but the quality of the data though.
This means that smaller players are able to compete with specific data for niche uses. It
is possible, for example, to develop the best AI for detecting breast cancer but this
solution would not be particularly applicable in other areas. We see great potential for
small companies in tiny niches solving very specific "A to B" tasks (the use of general AI
still lies far in the future).



Despite the importance of data quality, the quality of customers' data is quite bad overall.
The need to clean up datasets and to structure data slows down the evolution of the AI
market. A focused approach on chosen market verticals reduces this barrier.

The product can be delivered via the cloud or on customers’ premises. The latter is important
as some verticals (banks, for example) care greatly about security, making it important for
them to install the system on their own computers and servers.
12
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Why do enterprises choose Teneo?
The diagram below highlights the uniqueness of the Teneo platform, according to the
company – an assessment we largely agree with.

Source: Artificial Solutions


Conversational: A conversation interface is a must-have today as customers expect it. In
running to catch up with customer expectations, businesses are embracing
conversational business.



Enterprise: As earlier mentioned, Teneo was built from the ground up for enterprises,
meaning built-in enterprise requirements such as security, version control, multi-use,
integrations with back-end systems etc.



Hybrid: Merges linguistics and machine learning; simply put, AS “finesses” the machine
learning model with linguistic understanding.

Data
Data ownership and integrity have been highly debated issues in the tech sector in recent
years. AS’s main approach is that it does not compete with customers on data and instead
offers an integrated data component that enterprises can fully control. This is a clear
differentiator and a competitive advantage versus the big tech giants (which hold on to data
to the greatest extent possible, raising concerns about data safety). Of course, it is important
that any machine-learning platform has access to the relevant data to improve its algorithms.
When customers need to protect data, Artificial Solutions is able to enter into data
agreements that allow anonymised sharing of data to drive improvements in the Teneo
platform.
Data challenges
In many instances (private/proprietary data, regulated data, practical blockers etc), data
cannot be gathered in a central location. This is an obstacle to machine learning. There are
ongoing efforts in the AI industry to tackle such data obstacles and speed up the
development of the overall industry. One example is federated machine learning, which is a
distributed machine learning approach that enables training using decentralized data.
Federated learning addresses the fundamental problems of centralized AI, such as privacy,
ownership, and locality of data. It enables:


Data security and privacy where data never moves.



Reduced communication complexity and costs.
13
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Powerful data network effects in industries where data cannot be transferred.

The IP assets
Since the market is moving so fast, we cannot see patenting IP as a durable
alternative – today's technology will be obsolete in just a few years’ time. We are not saying
that IP assets do not matter (they clearly mark great technologies), but we think patenting is
not robust enough a defense and should not be an area where founders invest time and
resources. If one assume that patents are durable, then you might underinvest in the other
areas that actually do increase the defensibility of your business in the long term (go-tomarket dominance, post-sales account control, the winning brand, etc).
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Customers
The current customer base is made up of companies across various industries and a wide
range of different geographies. This broad market presence has been made possible through
AS’s go-to-market strategy based on partnerships with global system integrators (SIs),
including Accenture, KPMG, Cognizant, and Teleperformance. AS’s customers are mainly
large blue-chip customers with sizeable customer bases – names such as AT&T, Skoda,
Volvo, Vodafone, and Shell – indicating that it offers a competitive solution.
Customer by geography, end of Jan 19
2% 4% 2%

Nordics

Customers by industry, end of Jan 19

6%

DACH
8%

4%

6%

Telecom
Banking

US

4%

Services

14%

25%

6%

Insurance

UK
17%

Asia

Energy & Utilitites

8%

Automobile

Italy

14%

Iberia

Leisure & Ent

France

Retail

Benelux

Travel

Latin America

14%

19%

Source: Artificial Solutions

The top five customers account for
more than 50% of AS’s sales,
highlighting the importance of a
wider customer base and revenue
diversification to drive growth and
reduce risk.

8%

Media & Other

15%

12%

12%

Source: Artificial Solutions

Customer concentration, 2018
Customer 1
20%

Customer 2
Customer 3

Customer 4

40%

9%

8%
As the long-term future of any tech
Customer 5
8%
7%
company must be predicated on
Other
winning new customers – not
Source: Artificial Solutions
simply leveraging them – new
customers represent one of the main metrics for investors to follow. We would highly
appreciate having this information so as to better evaluate the performance of the company.
From the numbers above, we can estimate that it has ~20 customers. We believe this
relatively low number stems mainly from an industry challenge that is not specifically related
to AS (discussed in the next section).

Customer acquisition
AS’s customer base strengthens our belief that it is, on the whole, large companies who are
ready to adopt and exploit AI in their businesses. Large companies also have a data
advantage that makes it easier for them to utilise AI. The future core of business will certainly
be data strategy, i.e. how to ensure classification of data in a stringent and scalable way to
allow for deep analytics, extraction of information, and the ability to add and improve the
services provided.
A data-enabled company has data at its core –encompassed by the people in the
organisation. However, a more traditional company usually puts people at its core, tries to
construct a layer of culture and values, and then builds tools around that, while data is more
distant in the thoughts of the organisation. The data-enabled businesses, the Googles and
Amazons of this world, should be able to utilise AI and machine learning (ML) quite easily, as
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data is at their core. For the majority – the more traditional types of companies – it quickly
becomes difficult to utilise data-driven processes, making it more challenging for them to
succeed in an emerging AI/ML environment.
An understanding of data quality is naturally important, but is usually quite misunderstood by
management teams, according to many industry players. Board-level management usually
think they have the industry’s best data. But very often the promised data quickly becomes of
lower quality, and then obsolete.
All in all, we believe that a large proportion of new customers will be large blue-chip
companies in the short term, limiting the number of new customers (fewer companies and
longer sales cycles). Customer knowledge about AI – and data management in particular – is
one of the main challenges that those providing AI solutions need to solve.
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Business model and strategy
AS’s business model is based on three types of revenue streams, while its go-to-market
strategy is now focused on enhanced utilisation of the partner channel.

Business model
The figure below summarizes AS’s revenue streams. There is inherent scalability in its
business model over the long term thanks to zero marginal and transaction cost for licenses
and usage-based revenues.

Source: Artificial Solutions
Professional services: The building, implementation, and integration of the application (i.e.
consultancy). AS either carries out this operation internally or with the help of partners. It
intends to increase its share of sales through partners to reach scale and to boost efficiency.
Lead time – from starting to build the application through to a finished system – is about 6
months.
Licenses: AS has term-based licenses, typically of 3 years, but never perpetual licenses. In
addition, there is an annual support and maintenance fee of 17% of the upfront license fee.
Usage fees: The important thing to note here is that this revenue stream is based on
successful outcomes (volume based price model). Increased usage of AS’s applications does
not per se result in higher revenues if the tasks have not been resolved according to plan. On
the other hand, the bigger the invoice, the more the customer has saved. We see this
alignment of incentives between AS and its customers as the central strength of the business
model. Growing usage fees correlate directly with the cost savings being generated through
end-user adoption of the application. We would like AS to report these three revenue streams
on a separate basis.
Over time, relationships with customers become increasingly profitable and should be very
sticky. From a business point of view, the low-hanging fruit seen at present comes in form of
easy to capture repetitive rule-based tasks. The chart below illustrates a typical project’s
revenue streams.
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Source: Artificial Solutions
AS’s focus on the partner channel should boost gross margins because increased sales
through partners will generate more high-margin revenues (i.e. licenses and usage fees) as
professional services (low-margin business) will be delivered by partners. As professional
services make up the majority of sales during the initial customer relationship (PoC and year
1), it will also mean lower revenues in absolute numbers. The differences diminish in the
longer term as usage fees and licenses constitute a larger share of revenues over time
(usage-based revenues should become the largest part of Artificial Solutions’ revenues if
customer usage increases).
The illustration above shows that AS expects a steady share of revenues from professional
services (PS), indicating that customers invest in a platform (i.e. for multiple use and
applications by each customer) and not in a single application (if so, PS would gradually
approach very low revenue numbers for a specific customer). If AS succeeds in delivering
incremental value to its customers, average annual revenues per customer should steadily
rise in the coming years. This is thus an important metric to follow (although this is
dependent on AS reporting its number of customers).
The business model boils down to the following financial targets set out by the company.

Source: Artificial Solutions
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Go-to-market
AS has historically sold primarily via a direct sales team, but implementing its current
strategy will shift the business to a partner-led model where partners (i.e. SIs) deliver
professional services (lower-margin business) to customers, leaving AS to concentrate on the
license and usage-based revenues (high-margin business). Of course, AS will have to share
part of its usage revenues for projects rolled out by partners. Even so, the global reach of
partners into the enterprise segment far outweighs this load on the top line if Artificial
Solutions can capture the market opportunity. In Q1’19, AS added new partnerships with
global companies including Capgemini and Deloitte.
The company has already started to implement this strategy and this has made a mark on its
figures (validating the strategy). During 2018, the company received its first two deals in
which it had no involvement in the sales cycle.

Source: Artificial Solutions
As stated earlier, this strategy represents a shift towards more profitable revenue types,
boosting gross margins. License and usage-based fees increased from 35% of revenues in
2016 to 49% in 2018, boosting gross margins from 45% to 53% over the same period. As well
as increasing the share of high-margin revenues, the main contribution of the partner channel
is a reduction in customer acquisition costs (i.e. increased scalability and efficiency).
Increased partner sales should be seen as an indication of partners investing more of their
own dollars to get their staff trained on Teneo, and this is ultimately driven by customer
demand.
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Growth
We expect revenue growth to be driven by three main factors:


Existing customers doing more business, i.e. higher ACV/ARPU.



New customer wins.



Geographical expansion (driven mainly by partners).

Existing customers should increase the volumes for existing deployments and also broaden
the use of conversational AI within the organization (i.e. more departments and more usage).
Today, AS’s revenue base primarily comprises initial deployments by customers in the form
of proof-of-concept engagements. In the long term, however, the opportunity to scale up
revenues is substantial.
We also believe that not only incremental use/applications but also the actual evolution of the
platform pricing over time is a large opportunity, from a monetization perspective. With more
and more value for customers from conversational AI in general (remember, there is still
room for plenty of progress and innovation) and from Teneo specifically, the more we
anticipate they will continue to pay for the value the platform is delivering.
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Competition
AS is selling into a hard-fought market that it believes can be split into three categories.


Players that focus on the enterprise market by providing a full-stack platform – which
includes IBM, Nuance, IPSoft, Artificial Solutions, and others.



Players offering platforms based on standalone chatbot technology – the tech giants
(Facebook, Microsoft, Amazon), among others.



Players that primarily focus on first generation, limited call-based virtual assistants,
usually in the customer service area – including companies such as Creative Virtual, CX
Company, and Inbenta, which operate in niche markets.

Overall, this is a fragmented market with a lot of players (from the world’s largest tech
companies to small start-ups with singular solutions). As noted, there are both suppliers
offering specific solutions in niche markets and technology suppliers providing complete
platforms to enable customer companies to fully utilize the benefits of conversational AI. The
platform providers’ technology and features are clearly superior to the other companies’.
When comparing AS with its most prominent competitors, however, it is hard to identify a
clear leader. We believe factors such as language support, intent models, machine learning,
integration, advanced language capabilities – such as natural language processing (NLP) and
natural language understanding (NLU) – UX support, and analytics are key differentiators for
leaders in this space and are crucial for successful customer stories. Compared with its
competitors, AS is superior in some respects, on par in some, and needs to improve in others.
It would be a challenge to try to distinguish which has the best overall product. One factor
that clearly distinguishes AS from the others, however, is its support for multiple languages
(35).
In addition to the technical complexity, the evaluation is further made difficult because it is
impossible for a layman to "test" the products. The basis for our assessment is our own
research, along with contact with the various companies and customers.
According to Gartner (and many others), the reliability of applications around standalone
chatbot technology and the limited call-based virtual assistants is the most limiting factor in
the market, representing a big opportunity for suppliers of full-stack platforms for
conversational AI. Even though the market is highly competitive, it is hard to imagine AS not
continuing to grow with the market (at the least) given its ~20 years’ experience in the sector
and its strong product offering.

A few other notes
Automatization
Most of today’s solutions currently require some degree of manual development and so we
see a big success factor for the future as the further simplification and automatization of
setting up, training, and optimizing conversational AI applications.
Not just the technology
As we noted earlier in this report, customer readiness also represents a major hurdle. It might
not be enough to have superior technology, as investments in go-to-market capabilities will
play a significant role. That means hiring technical specialists and sales staff, simplifying
pricing and contracts, expanding the partner program etc. This dynamic represents both an
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opportunity and a challenge. Actually understanding and accommodating customer use
cases, speaking the language of CIOs, and having someone to hold a customer’s hand
(metaphorically speaking) matters just as much as the product itself. With this in mind, we
consider AS’s revised go-to-market strategy, which will increase its use and breadth of
partners, an excellent and highly necessary tactic.
Big tech and open source…
In general, the recent years have seen something of an open source wave in big tech.
Facebook, for example, recently released Pythia as open source. This is a deep learning
framework for image and text. Facebook has previously released PyText, an NLP for
Conversational AI, as open source. The other software giants also release a lot of open
source code. These releases are worth following to think about how this could affect the
conversational AI industry.
…and a head start
Taken together, big tech is characterized by its head start of many years in collecting and
annotating data within image, text, and speech, as well as in building AI models for such data.
These companies will remain totally dominant within image, text, and speech in both
knowledge and data availability for a considerable time. If these giants really flex their
muscles in this arena and exploit their dominant market positions in cloud, data, and AI, it will
have far-reaching consequences for the industry.
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Financials
In this section, we present our financial estimates and the historical financials for AS. We
provide detailed balance sheet and cash flow estimates on page 31.

Sales
We expect that AS will grow sales at a high rate in the coming years, thanks mainly to the
following factors:


Overall growth of the NLP market at 40% (AS’s financial targets state medium- and longterm order intake growth exceeding that of the NLP market).



Scaling and execution with existing customers (proof-of-concept and early deployment).
The potential among the largest customers is substantial, because they currently only
use Teneo in individual divisions within each company.



Investments in its go-to-market capabilities (increasing the use and breadth of its partner
network, hiring more sales staff and technical specialists, etc). This should translate into
new customer acquisitions (an important metric for investors to follow).

AS should be seen as a growth case, and the coming years will be its time to prove this.
Growth will be our main focus metric going forward. We anticipate the company achieving
profitability driven by growth and not cost savings.
Historically, net sales have been sluggish, a development that raises concerns given AS’s
competitive offering and the market’s growth. According to management, this stems from
the shift to a partner-led model (as discussed earlier), which has two effects: i) revenue
streams from partners are delayed before they are recognised by AS; and ii) a dilutive effect
on the top line (remember, services accrue mainly to partners). We expect this shift to also
affect the 2019 numbers, where we estimate sales growth of 28%.

Artificial Solutions: Net sales, '14-22e, SEKm*
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Source: Redeye Research, Artificial Solutions
*) Artificial Solutions has historically reported in EUR. All historicals figures have been
converted to SEK based on the average conversion rate for EUR/SEK in each period.
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To get a full picture of the development, we need to take order intake and order backlog into
consideration, and these have shown a stronger development compared to revenues. This
supports the view of increased volumes that have not yet been recognised by AS and an
accelerated growth profile.
Artificial Solutions: Order intake, '16-'18, SEKm

Artificial Solutions: Order backlog, '16-'18, SEKm
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Order intake includes the value of contractually committed orders received from customers
during the period. Due to the reach of partners, AS expects the number of received
committed orders to grow. Current numbers show healthy uptake and validate the partner
strategy, even though this has occurred at the expense of ‘others’ (a conscious strategy that
burdens the short-term numbers).
Order backlog (delivered within 18 months, on average) includes the value of contractually
committed orders received from contractors that are not yet recognized as revenues. This
metric provides a projection for future revenues (the current numbers bode well for future
growth) and should be a preferred metric that reflects the future performance of the
business.
It is important to note that usage revenues are recognized as revenues directly (billed
monthly) and are not included in order intake/order backlog. Licenses and maintenance
revenues are recognised over contract periods, while services and implementation revenues
are recognised on delivery.
Sales composition
Looking at revenue composition (figure on the next page), one notes the decline in services, a
natural consequence as partners’ share of deals has increased (a trend that will continue).
Licenses show healthy uptake, while usage-based revenues declined from SEK 6.7 million in
2017 to SEK 5.4 million in 2018, suggesting that actual successful transactions on the
platform have decreased.
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Artificial Solutions: Sales composition, '16-'18, SEKm
18.1

17.8

16.7

16.7

14.8

10.3
6.7

5.4
3.3
2.1

2.1

3.3

3.2

1.7

3.2

1.4

0.5

0.3

2016

2017

Hosting

Licenses

Support

2018
Services

Usage

Other

Source: Redeye Research, Artificial Solutions
The big increase in usage fees between ‘16 and ‘17 indicates the addition of a large customer,
while that same customer reducing its use of the platform may possibly explain the decrease
in usage-based revenues between '17 and ’18. Although this is speculation on our part and
not confirmed by the company, the customer concentration is currently one of the big risks
that we identify. We expect usage revenues to almost catch up with licenses in 2021.

Artificial Solutions: Sales composition, '16-'22e, SEKm
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Source: Redeye Research, Artificial Solutions
Usage fees should, over time, become the largest part of Artificial Solutions’ revenues owing
to their scalable nature. Licenses and services, on the other hand, are likely to remain
relatively stable for a specific deployment. If this revenue shift does not appear, it will suggest
customer deployments that do not scale as projected (i.e. a defective product).
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Costs
AS’s losses have increased in recent years due to investments into the company’s continued
development. The big uptake in sales growth in conjunction with the revised go-to-market
strategy will allow AS to gain leverage and increase sales efficiency. The company is set to
reach positive EBITDA in 2022, according to our estimates. The numbers for 2018 and 2019
include one-offs costs of SEK ~8.3 million and SEK ~4.1 million respectively, related to the
reverse takeover.

Artificial Solutions: Net sales & EBITDA, '15-'22e, SEKm
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Source: Redeye Research, Artificial Solutions
Going forward, management does not expect the cost base to increase materially.
Headcount of 104 (110) at the end of Q1’19 will shift away from service capabilities to R&D
and Sales & Marketing (pre-sales, account managers, etc.) to support the growing partner
network. These areas are where we expect new personnel to be added.
D&A decreased to SEK 3.0 million in Q1’19, as goodwill in Artificial Solutions Holdings ASH AB
was written off as of December 31, 2018, with no subsequent cost for amortization of
goodwill (which explains the high historical figures). The FY 2019 D&A figures include SEK
22.1 million related to write-downs of goodwill (an effect of the reverse takeover).

Artificial Solutions: Cost base, '15-'22e, SEKm
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Headcount is unlikely to grow in line with revenues, resulting in relatively stable personnel
costs (the largest cost item) in the coming years and meaningful operating leverage. That
said, if opportunities present themselves, we believe it would be better for AS to ramp up
sales and marketing activities and to maximize customer acquisition, even if this means
postponing profitability. This obviously assumes that the unit economics of each customer
are attractive (which is impossible to evaluate at this stage). If the above scenario were to
occur (which we consider highly likely), we would be content to see significant customer
growth (the most important metric for assessing the product's competitiveness in the near
future), with the presumption that management knows the unit economics (which we also
find most likely given its experience). It is worth repeating: we believe this is a company set to
achieve profitability driven by growth rather than cost savings.
R&D
Management notes that the majority of R&D costs are now in AS’s past. Given the rapid
development in the industry, however, and its relatively early phase, we do not believe R&D
costs will be much lower in the future. A reduction in costs would boost figures in the short
term but would also jeopardize the company's long-term competitiveness. R&D costs are
expensed either during the year in which they arise or, if they relate to products with
significant future revenues, are capitalized and then written off over three years.

Detailed financial forecasts
The table below shows our detailed financial forecasts.

Artificial Solutions: Profit and loss, at base case, '18-'22e
SEKm
2018
2019e
2020e
Net sales
44.9
57.6
81.3
Capitalised costs
12.2
10.7
12.0
Other income
5.3
1.0
1.0
Total income
62.4
69.3
94.3

2021e
117.0
13.0
1.0
131.0

2022e
169.7
16.0
1.0
186.7

Other external costs
Personnel costs
Other operating costs
EBITDA
EBITDA, excl. cap. costs

-51.5
-105.9
-0.1
-95.1
-107.3

-47.7
-119.0
0.0
-97.4
-108.1

-49.0
-121.0
0.0
-75.7
-87.7

-51.5
-124.6
0.0
-45.0
-58.0

-54.0
-127.1
0.0
5.6
-10.4

D&A
EBIT

-23.7
-118.8

-34.1
-131.5

-13.0
-88.7

-13.9
-58.9

-15.0
-9.5

Net financials
EBT

-27.3
-146.1

-11.4
-142.9

-18.0
-106.7

-17.0
-75.9

-14.0
-23.5

Tax
Net Income
Source: Redeye Research

0.0
-146.1

0.0
-142.9

0.0
-106.7

0.0
-75.9

0.0
-23.5
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Financial position
AS balance sheet is strained with negative equity and considerable debt, as illustrated below.
For more detailed information see page 61-63 in the company description document.
Artificial Solutions: Total debt, post the reverse takeover, EURk

Source: Artificial Solutions

Even though AS secured SEK66m in a directed share issue the funds will only suffice for the
short-term. We anticipate that the company will need to raise additional capital this year for
its ongoing operations. Any financial weakness would hinder the company’s further
development and erode its competitive position.
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Valuation
Our valuation assumes around SEK 100m in new equity this year with ~13% dilution (precise numbers depending
on the share price at the time of the issue). The number of shares in our valuation amounts to 28.56 million. The
numbers presented in the ‘Financials’ chapter make up our estimates for the forecast period ‘19-‘22 in base case.
We derive our fair value from a fundamental DCF analysis applied across three scenarios - base case (most likely),
bear case (pessimistic) and bull case (optimistic). Our DCF analysis indicates a value range of SEK 4 – 59, with a
base case of SEK 30 per share.

Bear Case 4.0 SEK

Base Case 30.0 SEK

Bull Case 59.0 SEK

Key assumptions (’22-’28)


CAGR sales ’18-‘22: 37%



CAGR sales ’22-’28: 20%





Terminal growth rate: 2%



Sales ‘28e: SEK390m







CAGR sales ’18-‘22: 46%

CAGR sales: 33%



CAGR sales ’22-’28: 43%



Terminal growth rate: 2%



Terminal growth rate: 2%



Sales ‘28e: SEK860m



Sales ‘28e: SEK1 570m

Avg. EBIT margin*: 10%



Avg. EBIT margin*: 22%



Avg. EBIT margin*: 27%

Terminal EBIT margin: 14%



Terminal EBIT margin: 34%



Terminal EBIT margin: 37%

WACC: 12%



WACC: 12%



WACC: 12%

*) period ’22-‘28

*) period ’22-‘28

In our bear case scenario, we see
our bear points materialize. It mainly
boils down to competition and
technology risks, where we assume
that Teneo will not sustain its
competitiveness over the medium
and long-term.

As the market develops, AS is well
positioned to benefit from its
superior offering. As a result, our
base case sees it growing with the
market thanks to the competitive
product and its revised go-to-market
strategy.

As a result, the shift towards more
profitable revenue types do not
occur and the operating leverage is
not realized.

The company’s high operating
leverage will translate into
significant profitability as we
assume a low customer churn and
favorable customer acquisition
costs.

These factors will contribute to AS
lowering ambition and become a
company with limited growth
possibilities (i.e. a consultancy
company with minor software
sales). Lowered ambition will result
in minor investments, employments,
and marketing – leading to stable
margins.

In base case, we anticipate positive
cash flow from 2023, a pessimistic
view relative to AS own targets of
positive cash flow from 2020.

Our bull case factors in higher
growth, driven by more customer
wins and wider deployments at each
customer (i.e. higher ACV).
Greater success will let AS to
leverage its conversational data
even further with a healthy rate of
product innovation steaming from it
– which ensures its
competitiveness over a longer
period.
It’s operating leverage and lower
churn assumptions (driven by
greater stickiness from wider
deployments) allows for greater
margins, explaining our long-term
profitability assumptions.
In bull case, we anticipate positive
cash flow from 2022, still a
pessimistic view relative to AS own
targets of positive cash flow from
2020.
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Summary Redeye Rating
The rating consists of five valuation keys, each constituting an overall assessment of several factors that are rated
on a scale of 0 to 2 points. The maximum score for a valuation key is 10 points.

Rating changes in the report
First rating of Artificial Solutions.
Management: 7.0
Artificial Solutions has a highly experienced senior management team and holds a strong position in terms of
technological know-how and products. The challenges ahead relate to good execution and management (go-tomarket approach, customer acquisition, partner strategy etc.). Our assessment is that the team is well-equipped to
capitalize on these opportunities. In addition to the CEO’s experience from companies undergoing expansion, the
majority of the team has been at AS for eight years or more. We consider the management team and the developers
to be fundamental to the company, which also represents a risk (dependency on key personnel).
Ownership: 4.0
Artificial Solutions has room for improvement in terms of insider ownership. Scope is its largest shareholder
(43.8%), having invested in AS in 2008. Peter Lindell, the largest individual shareholder (2.7%), is a partner and the
chairman at Rite Ventures. We would like the board and management team to have more skin in the game, to
confirm their confidence in the company’s future and to align their interests with other shareholders’. As of now,
their combined holding amounts to ~4.9%.
Profit Outlook: 6.5
AS is active in a market that is exhibiting particularly rapid growth. The overall global intelligent virtual assistants
market is set to grow ~40% a year until 2023, according to Tractica, making it clearly a favorable market to be part
of. Two of AS’s three revenue streams - licenses and usage fees - provide high gross margins (~90%) and recurring
revenues. The company’s high operating leverage should translate into significant profitability if it succeeds in
growing with its market while controlling customer churn and acquisition costs.
Profitability: 0.0
Our retrospective profitability Redeye Rating can be no more than zero as AS has never before been able to reach
profitability. In our estimates (base case), AS will reach profitability during 2023, at that point, the rating would start
to gradually increase.
Financial Strength: 0.0
Even though AS secured SEK66m in a targeted share issue (on the 20th of June) the funds will only suffice for the
short-term. We anticipate that the company will need to raise additional capital this year for its ongoing operations.
Its balance sheet is strained with negative equity and considerable debt. See page 61-63 in the company description
document for more detailed information.
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INCOME
STATEMENT
2017
2018
2019E
2020Efactors……
2021E
Please
comment on
the changes
in Rating
Net sales
Total operating costs
EBITDA
Depreciation
Amortization
Impairment charges
EBIT
Share in profits
Net financial items
Exchange rate dif.
Pre-tax profit
Tax
Net earnings

48
-113
-65
-1
-24
0
-91
0
-14
0
-105
0
-105

45
-140
-95
-1
-23
0
-119
0
-27
0
-146
0
-146

58
-155
-97
-1
-34
22
-110
0
-11
0
-121
0
-121

81
-157
-76
-1
-13
0
-89
0
-18
0
-107
0
-107

117
-162
-45
-1
-13
0
-59
0
-17
0
-76
0
-76

2017

2018

2019E

2020E

2021E

4
4
0
10
18

47
6
0
17
70

132
7
0
17
157

44
10
0
17
71

6
13
0
17
36

Tangible assets
Associated comp.
Investments
Goodwill
Cap. exp. for dev.
O intangible rights
O non-current assets
Total fixed assets
Deferred tax assets
Total (assets)
Liabilities

2
0
5
7
0
30
0
45
0
63

2
0
6
0
0
29
0
37
0
107

2
0
6
0
0
29
0
36
0
193

2
0
6
0
0
28
0
35
0
106

2
0
6
0
0
28
0
35
0
71

Short-term debt
Accounts payable
O current liabilities
Current liabilities
Long-term debt
O long-term liabilities
Convertibles
Total Liabilities
Deferred tax liab
Provisions
Shareholders' equity
Minority interest (BS)
Minority & equity
Total liab & SE

75
36
0
112
24
0
0
136
0
0
-73
0
-73
63

94
47
0
141
52
0
0
193
0
0
-86
0
-86
107

124
49
0
174
69
0
0
243
0
0
-50
0
-50
193

136
52
0
188
76
0
0
263
0
0
-157
0
-157
106

151
54
8
214
84
0
0
298
0
0
-227
0
-227
71

2017

2018

2019E

2020E

2021E

BALANCE SHEET
Assets

Current assets
Cash in banks

Receivables

Inventories
Other current assets
Current assets

Fixed assets

Current liabilities

FREE CASH FLOW
Net sales
Total operating costs
Depreciations total
EBIT
Taxes on EBIT
NOPLAT
Depreciation
Gross cash flow
Change in WC
Gross CAPEX
Free cash flow

48
-91
0
-59
0
-59
0
-59
7
-9
-61

45
-156
0
-111
0
-111
0
-111
-12
-13
-136

58
-155
-34
-132
0
-132
34
-97
1
-11
-108

81
-157
-13
-89
0
-89
13
-76
0
-13
-88

2017

-115%
-137%
95
22
0.8

2018

-81%
-169%
99
13
0.4

2019E

2020E

2021E

GROWTH

2017

2018

2019E

2020E

2021E

Sales growth
EPS growth (adj)

39%
0%

-6%
-44%

-26%
-385%
62
11
0.3

28%
-56%

-148%
-135%
168
11
0.8

41%
-25%

WACC (%)

Assumptions 2017-2023 (%)
Average sales growth
EBIT margin

CASH FLOW, MSEK

12.0 %

41.0 %
-48.5 %

PROFITABILITY

NPV FCF (2018-2028)

100

NPV FCF (2028-)
Non-operating assets
Interest-bearing debt
Fair value estimate MSEK

828
132
-194
866

Fair value e. per share, SEK
Share price, SEK

30.0
26.8

ROE
ROCE
ROIC
EBITDA margin
EBIT margin
Net margin

0%
-679%
0%
-191%
-191%
-221%

2018

0%
-275%
-532%
-265%
-265%
-325%

2019E

2020E

2021E

DATA PER SHARE

2017

2018

2019E

2020E

2021E

VALUATION

2017

2018

2019E

2020E

2021E

EPS
EPS adj
Dividend
Net debt
Total shares

EV
P/E
P/E diluted
P/Sales
EV/Sales
EV/EBITDA
EV/EBIT
P/BV

SHARE PERFORMANCE
1 month
3 month
12 month
Since start of the year

SHAREHOLDER STRUCTURE %
Scope
AFA Försäkring
SEB-Stiftelsen
C Worldwide Asset Management
Longshore
Peter Lindell
Acervo AB
Andrew Walton-Green
Johan Gustavsson
NLISIP

SHARE INFORMATION

117
-162
-14
-59
0
-59
14
-45
7
-14
-51

CAPITAL STRUCTURE
Equity ratio
Debt/equity ratio
Net debt
Capital employed
Capital turnover rate

DCF VALUATION

Reuters code
List
Share price
Total shares, million
Market Cap, MSEK

MANAGEMENT & BOARD
CEO
CFO
IR
Chairman

2017

Neg.
Neg.
0.00
16.56
5.76

N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
3.7 %
-15.6 %
N/A
N/A

Neg.
Neg.
0.00
6.98
14.22

N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

0%
-141%
-1027%
-169%
-228%
-248%

Neg.
Neg.
0.00
2.16
28.56

607.6
Neg.
Neg.
11
11
Neg.
Neg.
N/M

GROWTH/YEAR
Net sales
Operating profit adj
EPS, just
Equity

CAPITAL

43.8%
5.9%
4.2%
2.8%
2.8%
2.7%
2.4%
2.4%
2.4%
1.9%

0%
-108%
-775%
-93%
-109%
-131%

Neg.
Neg.
0.00
5.87
28.56

607.6
Neg.
Neg.
7
7
Neg.
Neg.
Neg.

0%
-240%
-549%
-38%
-50%
-65%

Neg.
Neg.
0.00
8.05
28.56

607.6
Neg.
Neg.
5
5
Neg.
Neg.
Neg.

16/18

9.9 %
20.3 %
-50.6 %
-17.0 %

VOTES

43.8%
5.9%
4.2%
2.8%
2.8%
2.7%
2.4%
2.4%
2.4%
1.9%

ASAI.st
First North
26.8
24.7
662.2

Lawrence Flynn
Chris Bushnell
Chris Bushnell
Åsa Hedin

FINANCIAL INFORMATION

-320%
-104%
230
3
1.6

ANALYSTS

Havan Hanna
havan.hanna@redeye.se

44%
-29%

Viktor Westman
viktor.westman@redeye.se
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Redeye Rating and Background Definitions
The aim of a Redeye Rating is to help investors identify high-quality companies with attractive valuation.
Company Qualities
The aim of Company Qualities is to provide a well-structured and clear profile of a company’s qualities (or operating
risk) – its chances of surviving and its potential for achieving long-term stable profit growth.
We categorize a company’s qualities on a ten-point scale based on five valuation keys; 1 – Management, 2 –
Ownership, 3 – Profit Outlook, 4 – Profitability and 5 – Financial Strength.
Each valuation key is assessed based a number of quantitative and qualitative key factors that are weighted
differently according to how important they are deemed to be. Each key factor is allocated a number of points
based on its rating. The assessment of each valuation key is based on the total number of points for these
individual factors. The rating scale ranges from 0 to +10 points.
The overall rating for each valuation key is indicated by the size of the bar shown in the chart. The relative size of the
bars therefore reflects the rating distribution between the different valuation keys.
Management
Our Management rating represents an assessment of the ability of the board of directors and management to
manage the company in the best interests of the shareholders. A good board and management can make a
mediocre business concept profitable, while a poor board and management can even lead a strong company into
crisis. The factors used to assess a company’s management are: 1 – Execution, 2 – Capital allocation, 3 –
Communication, 4 – Experience, 5 – Leadership and 6 – Integrity.
Ownership
Our Ownership rating represents an assessment of the ownership exercised for longer-term value creation. Owner
commitment and expertise are key to a company’s stability and the board’s ability to take action. Companies with a
dispersed ownership structure without a clear controlling shareholder have historically performed worse than the
market index over time. The factors used to assess Ownership are: 1 – Ownership structure, 2 – Owner
commitment, 3 – Institutional ownership, 4 – Abuse of power, 5 – Reputation, and 6 – Financial sustainability.
Profit Outlook
Our Profit Outlook rating represents an assessment of a company’s potential to achieve long-term stable profit
growth. Over the long-term, the share price roughly mirrors the company’s earnings trend. A company that does not
grow may be a good short-term investment, but is usually unwise in the long term. The factors used to assess Profit
Outlook are: 1 – Business model, 2 – Sale potential, 3 – Market growth, 4 – Market position, and 5 –
Competitiveness.
Profitability
Our Profitability rating represents an assessment of how effective a company has historically utilised its capital to
generate profit. Companies cannot survive if they are not profitable. The assessment of how profitable a company
has been is based on a number of key ratios and criteria over a period of up to the past five years: 1 – Return on
total assets (ROA), 2 – Return on equity (ROE), 3 – Net profit margin, 4 – Free cash flow, and 5 – Operating profit
margin or EBIT.
Financial Strength
Our Financial Strength rating represents an assessment of a company’s ability to pay in the short and long term.
The core of a company’s financial strength is its balance sheet and cash flow. Even the greatest potential is of no
benefit unless the balance sheet can cope with funding growth. The assessment of a company’s financial strength
is based on a number of key ratios and criteria: 1 – Times-interest-coverage ratio, 2 – Debt-to-equity ratio, 3 – Quick
ratio, 4 – Current ratio, 5 – Sales turnover, 6 – Capital needs, 7 – Cyclicality, and 8 – Forthcoming binary events.
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Disclaimer
Important information
Redeye AB ("Redeye" or "the Company") is a specialist financial advisory boutique that focuses on small and mid-cap growth companies in the Nordic
region. We focus on the technology and life science sectors. We provide services within Corporate Broking, Corporate Finance, equity research and
investor relations. Our strengths are our award-winning research department, experienced advisers, a unique investor network, and the powerful
distribution channel redeye.se. Redeye was founded in 1999 and since 2007 has been subject to the supervision of the Swedish Financial
Supervisory Authority.
Redeye is licensed to; receive and transmit orders in financial instruments, provide investment advice to clients regarding financial instruments,
prepare and disseminate financial analyses/recommendations for trading in financial instruments, execute orders in financial instruments on behalf
of clients, place financial instruments without position taking, provide corporate advice and services within mergers and acquisition, provide services
in conjunction with the provision of guarantees regarding financial instruments and to operate as a Certified Advisory business (ancillary
authorization).
Limitation of liability
This document was prepared for information purposes for general distribution and is not intended to be advisory. The information contained in this
analysis is based on sources deemed reliable by Redeye. However, Redeye cannot guarantee the accuracy of the information. The forward-looking
information in the analysis is based on subjective assessments about the future, which constitutes a factor of uncertainty. Redeye cannot guarantee
that forecasts and forward-looking statements will materialize. Investors shall conduct all investment decisions independently. This analysis is
intended to be one of a number of tools that can be used in making an investment decision. All investors are therefore encouraged to supplement
this information with additional relevant data and to consult a financial advisor prior to an investment decision. Accordingly, Redeye accepts no
liability for any loss or damage resulting from the use of this analysis.
Potential conflict of interest
Redeye’s research department is regulated by operational and administrative rules established to avoid conflicts of interest and to ensure the
objectivity and independence of its analysts. The following applies:

For companies that are the subject of Redeye’s research analysis, the applicable rules include those established by the Swedish Financial
Supervisory Authority pertaining to investment recommendations and the handling of conflicts of interest. Furthermore, Redeye employees
are not allowed to trade in financial instruments of the company in question, effective from 30 days before its covered company comes with
financial reports, such as quarterly reports, year-end reports, or the like, to the date Redeye publishes its analysis plus two trading days after
this date.

An analyst may not engage in corporate finance transactions without the express approval of management, and may not receive any
remuneration directly linked to such transactions.

Redeye may carry out an analysis upon commission or in exchange for payment from the company that is the subject of the analysis, or
from an underwriting institution in conjunction with a merger and acquisition (M&A) deal, new share issue or a public listing. Readers of
these reports should assume that Redeye may have received or will receive remuneration from the company/companies cited in the report
for the performance of financial advisory services. Such remuneration is of a predetermined amount and is not dependent on the content of
the analysis.
Redeye’s research coverage
Redeye’s research analyses consist of case-based analyses, which imply that the frequency of the analytical reports may vary over time. Unless
otherwise expressly stated in the report, the analysis is updated when considered necessary by the research department, for example in the event of
significant changes in market conditions or events related to the issuer/the financial instrument.
Recommendation structure
Redeye does not issue any investment recommendations for fundamental analysis. However, Redeye has developed a proprietary analysis and rating
model, Redeye Rating, in which each company is analyzed and evaluated. This analysis aims to provide an independent assessment of the company
in question, its opportunities, risks, etc. The purpose is to provide an objective and professional set of data for owners and investors to use in their
decision-making.
Redeye Rating (2019-06-28)
Rating

Management

Ownership

Profit outlook

Profitability

7,5p - 10,0p

54

54

21

12

Financial
Strength
22

3,5p - 7,0p

92

85

126

43

60

0,0p - 3,0p

14

21

13

105

78

Company N

160

160

160

160

160

Duplication and distribution
This document may not be duplicated, reproduced or copied for purposes other than personal use. The document may not be distributed to physical
or legal entities that are citizens of or domiciled in any country in which such distribution is prohibited according to applicable laws or other
regulations.
Copyright Redeye AB.

Conflict of interests
Havan Hanna owns shares in the company: No
Viktor Westman owns shares in the company: No
Redeye performs/have performed services for the Company and receives/have received
compensation from the Company in connection with this.
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