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Windar Photonics
Supply chain issues dampen FY18 growth

Windar’s revenues from product sales grew by 80% year-on-year during
FY18, enabling it to reduce EBITDA losses from €1.2m to €0.4m. Growth
was slower than expected because of supply chain issues. Although these
issues have now been resolved, they have a knock-on effect on follow-on
orders for FY19, so we reduce our estimates for both forecast years.

Revenue EBITDA PBT* EPS* DPS EVisales
Year end (€m) (€m) (€m) (c) (c) (x)
12/16 1.2 (2.4) (3.0) (7.6) 0.0 271
12117 2.2 (1.2) (2.1) (5.0 0.0 14.8
12/18e 35 (0.4) (0.8) (1.5) 0.0 9.3
12119 6.0 0.6 0.2 04 0.0 54

Note: *PBT and EPS are normalised, excluding amortisation of acquired intangibles,
exceptional items and share-based payments.

FY18 growth dampened by supply chain issues

FY18 revenues increased by 59% year-on-year to €3.5m, as Windar shipped a
substantial proportion of the 300 units required for the Chinese order announced in
December 2017. Supply chain issues, which have been resolved, meant that not
only was Windar unable to complete all of the deliveries under this contract by the
year-end, but follow-on orders from the customer were delayed. Nevertheless, the
improvement in revenues enabled Windar to get substantially closer to its goal of
reaching break-even, despite incurring additional operational costs relating to the
Shanghai sales and service office, investment in wind analytics software and
support for OEM turbine integration. In July and August Windar raised £2.2m
(gross) through a subscription at 82.5p/share. Net cash (excluding restricted cash
and Growth Fund Loan) increased by €0.6m during the year to €1.7m at end FY18.

Vestas agreement underpins FY19 growth

Management is confident that the global distribution agreement with Vestas
announced in June 2018 will help deliver further revenue growth in FY19. Vestas is
the largest maintenance provider in the industry with, we estimate, around 31
thousand turbines under service. Management also expects continued demand
from its Asian partners for retrofit applications. Windar continues to work on turbine
integration projects with OEMs, some of which are in the final verification stages.
Noting delays in achieving OEM certification, we remove any volume deliveries
from our FY19 estimates, so certification during the year could generate upside.

Valuation: Long-term value from OEM volumes

Management'’s stated target is to retrofit 2% of the installed base each year and
equip one third of all new turbines with its LIDAR within three years. Our scenario
analysis shows this generating c €100m revenues and c €35m PAT at the top end
of estimates (see page 2 for details).
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Revisions to estimates

We revise our FY18 and FY19 estimates to reflect:

Lower retrofit sales in FY18 caused by delays in completing deliveries for the major Chinese
contract received in FY17 because of supply chain issues, which management notes have now
been resolved.

Lower retrofit sales in FY19 reflecting the knock-on impact on follow-up orders from the major
Chinese customer, as well as it taking longer than originally expected for Vestas to close
contracts with IPPs. We note from discussions with management that equipping two of the sites
in North America where discussions are currently ongoing represents total unit sales of around
double the number shipped during the whole of FY18.

Lower OEM sales in both FY18 and FY19. We had previously assumed that one OEM would
start integrating Windar’s LiDAR into one of its commercial models by the end of FY18,
followed by a volume ramp-up during FY19 as other turbine manufacturers followed suit. Since
it is difficult to predict when one or more of the OEMs currently evaluating Windar’s LiDAR will
move to integration of units in commercial turbines, we now model volume ramp-up as starting
after the end of the forecast period, though there remains scope for this to commence later in
FY19. This represents upside to our FY19 forecasts.

Exhibit 1: Changes to estimates

FY17 FY18e FY19e
€m Actual New Old % change New Old % change
Revenue 22 35 45 -21.3% 6.0 18.6 67.7
EBITDA (1.2) (0.4) 0.1 N/A 0.6 76 921
PBT (2.1) (0.8) (0.3) 130.7% 0.2 72 97.2
EPS (c) (5.0) (1.5) (0.6) 130.7% 04 126 97.2
Net cash* 1.1 1.7 1.8 5.7% 1.0 4.6 -17.6

Source: Edison Investment Research, Windar Photonics accounts. Note: *Excluding restricted cash and
Growth Fund Loan.

Valuation

Since there remains considerable uncertainty on when volume sales to OEMS are likely to begin,
and these could be at least as large as retrofit sales, we are dropping the use of a DCF valuation.
Instead, we present a scenario analysis showing what revenues and profits could look like at
different levels of market penetration, without being specific as to the year in which the company
will reach that level. We note however, that management’s stated targets for penetration of the
retrofit and OEM segments three years from now are 2% and 33% respectively. We adopt these
levels as the higher bound of our analysis (Exhibit 2). For the lower bound of our analysis, we adopt
the level of market penetration, ASP, gross margin and operating costs used in our FY19 estimates,
while excluding £150k interest as we have no visibility of what this could be in future years.

Windar is the only established company able to offer systems at a cost-point where it is possible to
mount LiDAR on individual turbines to give real-time monitoring of the speed and direction of
incoming wind, it is already in trials with the majority of wind turbine OEMs and has access to 14%
of global installed wind capacity through its distribution agreement with Vestas Wind Systems.
Consequently it is extremely well placed to benefit from potential industry-wide adoption of “one
turbine per LIDAR” methodology. As discussed above however, there is no certainty of when
widespread deployment will commence. The order for 300 units received in December 2017
indicated that the industry was beginning to adopt the methodology, but since supply chain issues
have meant that not all of these 300 units have been shipped yet, there have been no follow-on
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orders to confirm that the transition to volume deployment will be sustained. In September 2018
management was confident that the first OEM would begin commercial integration by the year end,
resulting in OEM sales being at least as big as retrofit sales in FY19. While this certification process

is taking longer to complete than management had expected, it remains confident that multiple
turbine OEMs will adopt the technology; the uncertainty is whether this will happen in FY19 or

FY20.

At present, the company is trading on prospective multiples that are in keeping with one on the

cusp of profitability, with FY19 EV/sales of 5.4x and P/E of 170x. Once the company starts to gain
market penetration and generate meaningful profits as shown in Exhibit 2, applying even a modest

10x P/E would justify a share price substantially higher than the current level.

Exhibit 2: Scenario analysis

Retrofit segment

Wind turbine installed base end 2017 (GW) 540*
Estimated number of turbines under service 216,000
% turbines under service retrofitted with LIDAR in one year 0.2%
Number of turbines under service retrofitted with LIDAR in one year 478
Revenues (€m) 5.5
Gross profit per unit (€k) 5.6
Gross profit (€m) 2.7
Share of operating costs (€m) 24
Tax rate 0%
Profit after tax (Em) 0.3
OEM segment

New wind turbine installations 2017 (GW) 53*
Estimated number of turbines 21,200
% new turbines shipped with LIDAR in one year 0.20%
Number of new turbines shipped with LIDAR in one year 43
ASP (€k) 1.5
Revenues (€m) 0.5
Gross profit per unit (€k) 5.6
Gross profit (€m) 0.2
Share of operating costs (€m) -0.3
Tax rate 0%
Profit after tax (Em) 0.0

Source: Edison Investment Research. Note: *Global Wind Energy Council data.
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Exhibit 3: Financial summary

€000s 2016 2017 2018e 2019e
Year-end 31 December IFRS IFRS IFRS IFRS
PROFIT & LOSS
Revenue 1,196 2,214 3,500 6,000
Cost of Sales (627) (1,301) (1,787) (3,063)
Gross Profit 569 913 1,713 2,937
EBITDA (2,422) (1,219) (357) 605
Operating Profit (before goodwill amortisation and exceptionals) (2,850) (1,770) (607) 355
Intangible Amortisation 0 0 0 0
Exceptionals 0 0 0 0
Warrants (317) (235) (100) (100)
Operating Profit (3,167) (2,006) (707) 255
Net Interest (107) (286) (200) (150)
Profit Before Tax (norm) (2,957) (2,057) (807) 205
Profit Before Tax (FRS 3) (3,274) (2,292) (907) 105
Tax 128 66 0 0
Profit After Tax (norm) (2,957) (2,057) (629) 160
Profit After Tax (FRS 3) (3,146) (2,226) (907) 105
Average Number of Shares Outstanding (m) 39.0 411 429 445
EPS - normalised (c) (7.6) (5.0) (1.5) 0.4
EPS - normalised fully diluted (c) (7.6) (5.0) (1.5) 04
EPS - (IFRS) (c) (8.1) (5.4) (2.1) 0.2
Dividend per share (c) 0.0 0.0 0.0 0.0
Gross Margin (%) 47.6 41.2 49.0 49.0
EBITDA Margin (%) N/A N/A -10.2% 10.1%
Operating Margin (before GW and except.) (%) N/A N/A -17.3% 5.9%
BALANCE SHEET
Fixed Assets 1,357 1,014 964 1,714
Intangible Assets 1,184 869 819 819
Tangible Assets 19 107 107 857
Investments 54 39 39 39
Current Assets 2,705 2,767 3,432 3,303
Stocks 994 740 749 953
Debtors 898 676 767 1,068
Cash 783 1,117 1,682 1,046
Other 31 235 235 235
Current Liabilities (1,276) (1,504) (676) (991)
Creditors (1,271) (1,499) (671) (986)
Short-term borrowings (5) (5) (5) (5)
Long-Term Liabilities (961) (1,096) (1,346) (1,596)
Long-term borrowings (21) (16) (16) (16)
Other long-term liabilities (including loan from Growth Fund) (940) (1,080) (1,330) (1,580)
Net Assets 1,825 1,182 2,375 2,430
CASH FLOW
Operating Cash Flow (1,549) (271) (1,284) 414
Net Interest (10) (36) (50) (50)
Tax (22) 0 0 0
Investment in intangible & tangible assets (462) (225) (200) (1,000)
Acquisitions/disposals 0 0 0 0
Financing 1,995 1,334 2,250 0
Dividends 0 0 0 0
Net Cash Flow (48) 801 716 (636)
Opening net debt/(cash) (564) (758) (1,095) (1,661)
HP finance leases initiated 0 0 0 0
Other 242 (464) (150) 0
Closing net debt/(cash)* (758) (1,095) (1,661) (1,025)

Source: Windar Photonics accounts, Edison Investment Research. Note: *Excludes restricted cash and Growth Loan Fund.
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This report has been commissioned by Windar Photonics and prepared and issued by Edison, in consideration of a fee payable by Windar Photonics. Edison Investment Research standard fees are £49,500 pa for the
production and broad dissemination of a detailed note (Outlook) following by regular (typically quarterly) update notes. Fees are paid upfront in cash without recourse. Edison may seek additional fees for the provision of
roadshows and related IR services for the client but does not get remunerated for any investment banking services. We never take payment in stock, options or warrants for any of our services.

Accuracy of content: All information used in the publication of this report has been compiled from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of
this report and have not sought for this information to be independently verified. Opinions contained in this report represent those of the Edison analyst at the time of publication. Forward-looking information or statements

in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable, and therefore involve known and unknown risks, uncertainties and other factors which
may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations.

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

No personalised advice: The information that we provide should not be construed in any manner whatsoever as, personalised advice. Also, the information provided by us should not be construed by any subscriber or
prospective subscriber as Edison’s solicitation to effect, or attempt to effect, any transaction in a security. The securities described in the report may not be eligible for sale in all jurisdictions or to certain categories of
investors.

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

Copyright: Copyright 2019 Edison Investment Research Limited (Edison). All rights reserved FTSE International Limited (“FTSE”) © FTSE 2019. “FTSE®” is a trade mark of the London Stock Exchange Group companies
and is used by FTSE International Limited under license. All rights in the FTSE indices and/or FTSE ratings vest in FTSE and/or its licensors. Neither FTSE nor its licensors accept any liability for any errors or omissions in
the FTSE indices and/or FTSE ratings or underlying data. No further distribution of FTSE Data is permitted without FTSE's express written consent.

Edison Investment Research Pty Ltd (Edison AU) is the Australian subsidiary of Edison. Edison AU is a Corporate Authorised Re presentative (1252501) of Myonlineadvisers Pty Ltd who holds an Australian Financial
Services Licence (Number: 427484). This research is issued in Australia by Edison AU and any access to it, is intended only for "wholesale clients" within the meaning of the Corporations Act 2001 of Australia. Any advice
given by Edison AU is general advice only and does not take into account your personal circumstances, needs or objectives. You should, before acting on this advice, consider the appropriateness of the advice, having
regard to your objectives, financial situation and needs. If our advice relates to the acquisition, or possible acquisition, of a particular financial product you should read any relevant Product Disclosure Statement or like
instrument.

The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and habitual investors who are “wholesale clients” for the
purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell, subscribe, or underwrite any securities mentioned or in the
topic of this document. For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in
relation to acquiring or disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a “personalised service” and, to the extent that it contains any financial advice, is
intended only as a “class service” provided by Edison within the meaning of the FAA (i.e. without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making
an investment decision.

Neither this document and associated email (together, the "Communication”) constitutes or form part of any offer for sale or subscription of, or solicitation of any offer to buy or subscribe for, any securities, nor shall it or any
part of it form the basis of, or be relied on in connection with, any contract or commitment whatsoever. Any decision to purchase shares in the Company in the proposed placing should be made solely on the basis of the
information to be contained in the admission document to be published in connection therewith.

This Communication is being distributed in the United Kingdom and is directed only at (i) persons having professional experience in matters relating to investments, i.e. investment professionals within the meaning of Article
19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended (the "FPO") (ii) high net-worth companies, unincorporated associations or other bodies within the meaning of Article 49
of the FPO and (jii) persons to whom it is otherwise lawful to distribute it. The investment or investment activity to which this document relates is available only to such persons. It is not intended that this document be
distributed or passed on, directly or indirectly, to any other class of persons and in any event and under no circumstances should persons of any other description rely on or act upon the contents of this document (nor will
such persons be able to purchase shares in the placing).

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

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