EDISON

Windar Photonics

Chinese contract win points to future growth

Windar’s FY15 results were in line with our forecasts, but lower than the
expectations at the time of the IPO in March 2015 because of issues with
the distributor in China, which is a key market. These issues appear to
have been resolved and we expect renewed activity in China to lead to a
ramp-up in sales, beginning in H216. The subscription and factoring
arrangement announced in May 2016 remove the funding gap identified in
our previous note.

Year end Revenue EBITDA PBT* EPS* DPS PIE

(€m) (€m) (€m) (€ ) (9
12114 10 (15) 2.0) (0.05) 0.0 N/A
12115 0.9 2.8) (3.3) (0.08) 0.0 N/A
12/16e 6.4 01 (0.5) (0.01) 0.0 N/A
12/17e 271 102 95 024 0.0 6.1

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

FY15 performance in line with revised estimates

FY15 revenues (€0.95m) were slightly below FY14 (€1.04m), but in line with our
estimates. FY15 sales were broadly evenly distributed between North America,
Europe and Asia, with a significant increase in activity in the European and North
American markets. The distributor in China failed to achieve the required sales
levels and has been given termination notice. Importantly, Windar received its first
volume order to retrofit a wind park. This order, worth ¢ US$0.9m, is from a US utility
and is scheduled for delivery in FY16. EBITDA losses widened, reflecting increased
sales and engineering activity and were in line with our estimates (€2.8m).

Chinese contract win points to FY16 sales ramp-up

In April 2016, Windar announced an order for 15 WindEYE LIDAR units for wind
turbines in China. This indicates that the decision to sell direct in China is working,
underpinning our estimates, which assume a ramp-up in sales from mid-2016
onwards. The Chinese contract award also illustrates how the group is expanding
its portfolio in response to OEM requirements, strengthening this route to market.
We make minor changes to our estimates to reflect the subscription and factoring
facility arrangement in May.

Valuation: Contract news to drive price upwards

Our valuation analysis is based on a DCF, reflecting a series of potential outcomes
related to market penetration and consequent volume benefits. The share price has
rallied from a low of 72.5p in early March, when the market cap (c £28m) was
substantially below the lower bound of our indicative value range. The
announcement of the subscription and factoring arrangement has eased investor
concerns about the funding gap, while the announcement of the Chinese order has
demonstrated that the new approach to winning sales in China is making progress.
Receipt of further volume orders, especially from China, should give confidence
that the ramp-up in sales modelled in our estimates is feasible, and act as a
catalyst towards our mid-case fair value of £58.5m (was £57m) or 150p/share.
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Market development

The primary reason why FY15 performance was substantially lower than anticipated by
management at the time of the IPO in March 2015 was the inability of the Chinese distributor to
convert interest from wind park operators and wind turbine manufacturers into sizeable orders.
Despite being the largest market by far (see our March 2016 for details), revenues from China
were only slightly higher than those from either Europe or North America and were substantially
lower than those generated from China in FY14. In January this year, management gave the
Chinese distributor termination notice. Windar now has four employees in China and intends to
gradually build up this number. The order for 15 WIindEYE LIDAR units announced in April indicates
that this direct approach to the market is succeeding.

Windar is also making good progress in North America and Europe. During FY15 it received its first
volume order. This was worth ¢ US$0.9m, for delivery during FY16, and is from a US utility to
retrofit a windpark. So far in FY16, Windar has received LIDAR orders from two large-scale utilities
in North America with an aggregate installed capacity of more than 3,500MW. Both orders are
already installed in North America.

Product development

An important effect of this increasing customer engagement is a greater understanding of customer
requirements. This has resulted in several new product introductions in recent months, as well as
some significant improvements to the original WindEYE system that make it easier to install and
less expensive and complex to manufacture. The product introductions include:

4-beam WindVision system that can measure wind shear. This improves pitch alignment, thus
reducing the wear on turbine components, increasing their potential life and reducing
maintenance costs.

Turbine control system for direct retrofit to certain turbine models. Compared to the previous
retrofit solution, WindTIMIZER, which only offered turbine yaw optimisation, the new system
also supports blade load optimisation.

Wake detection feature for load optimisation of wind turbine standing in the wake of other
turbines. This has been added to both standalone and retrofit products.

Financial performance

FY15 revenues were slightly lower than FY14, but in line with our estimates (€0.95m). EBITDA
losses widened, reflecting increased sales and engineering activity, and were in line with our
estimates (€2.8m). Administrative costs included warrant expenses of €365k, which we include with
the €223k costs associated with admission to AIM in exceptional items.

Net cash (excluding long-term deposits and the Growth Fund loan, which is not currently interest-
bearing) reduced from €5.5m at end FY14 to €0.6m at end FY15. Inventory grew by €0.5m and
trade receivables by €0.3m, while trade payables fell by €0.7m. Investment in intangible assets rose
by 87% year-on-year to €0.6m as a result of the higher levels of product development discussed
earlier. Investment in tangible assets was unusually high (€0.2m vs €0.02m FY14) because of the
investment in a larger facility in Copenhagen.

Our March 2016 note identified a €1.3m funding gap, which we modelled as financed by debt,
noting that this could be addressed by deploying factoring instead. The funding gap was resolved in
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May through the combination of a subscription for 885,502 shares at 110p/share raising €1.2m and
a factoring facility. The initial facility is for up to €0.4m, with an understanding to increase later in
FY16 up to €1.5m as sales ramp up.

The news in April 2016 of the Chinese contract award gives us confidence in our estimates, which
assume a substantial ramp-up in sales from mid-2016 onwards. Penetration of the Chinese market
is key to achieving this growth. We therefore leave our estimates broadly unchanged, making minor
modifications to reflect the possibility of factoring some of the sales. These affect the profitability
metrics shown in Exhibit 1, but do not affect the revenue estimates. While the details of the
factoring arrangement have not been disclosed, we assume fees are levied at an average rate of
4.5% of revenues factored. We also assume that the arrangement is only used in FY16 and FY17,
as our model shows that cash levels in FY18 are sufficient not to require factoring.

Exhibit 1: Changes to estimates

EPS* (€) PBT* (€m) EBITDA (€m)
old New % chg. Oold New % chg. Oold New % chg.
2015 (0.08) (0.08)** N/A (3.0 (3.3 -10.0 (2.8) (2.8) N/A
2016e (0.01) (0.02) N/A (0.4) (0.5) -25.0 0.1 0.1 N/A
2017e 0.25 0.24 -4.0 9.6 9.5 -1.0 104 10.2 -1.9
2018e 0.59 0.58 -1.7 29.1 29.1 N/A 30.0 30.0 N/A

Source: Edison Investment Research. Note: *PBT and EPS are normalised, excluding amortisation of acquired
intangibles, exceptional items and share-based payments. **Actual. EPS estimates have been adjusted to
reflect the shares issued as a result of the subscription in May 2016.

Valuation

We continue to use a DCF valuation out to 2025 based on a range of possible scenarios as our
preferred valuation methodology. The base/medium case assumes the revenue development
shown in our estimates. The low case models a more conservative level of sales based on small
market share gains. The high case models an accelerated market penetration. (See our March
2016 for more details.) We have updated our valuation to reflect the additional costs
associated with factoring and the cash raised from the subscription in May. This gives a minor uplift
to our indicative valuation: from £34.8m to £35.9m (92p/share) for the low case; from £56.5m to
£58.5m (150p/share) for the base/medium case; and from £107.0m to £109.0m (279p/share) for the
high case.

Exhibit 2: Edison DCF valuation (Em) using a range of forecast scenarios

Low case Base/medium case High case
Discount rate Discount rate Discount rate
30.0% 40.0% 50.0% 30.0% 40.0% 50.0% 30.0% 40.0% 50.0%
- 0.0% 35.7 35.7 35.7 0.0% 845 58.1 422 0.0% 1618 1084 76.9
% 1.0% 35.8 35.8 35.8 1.0% 84.9 58.3 423 1.0% 1624 108.7 710
= 2.0% 359 359 359 2.0% 85.3 58.5 424 2.0% 163.0 109.0 772
% 3.0% 36.1 36.1 36.1 3.0% 85.8 58.7 425 3.0% 1636 109.3 713
= 4.0% 36.2 36.2 36.2 4.0% 86.2 58.9 426 40% 1643 109.6 715

Source: Edison Investment Research

The share price has rallied from a low of 72.5p in early March, when the market cap (c £28m) was
substantially below the lower bound of our indicative value range. The announcement of the
subscription and factoring arrangement has eased investor concerns about the funding gap, while
the announcement of the Chinese order for 15 WiIindEYE units has demonstrated that the new
approach to winning sales in China is working. Receipt of further volume orders, especially from
China, should give confidence that the ramp-up in sales modelled in our estimates is feasible, and
act as a catalyst towards our mid-case fair value of £58.5m (150p/share).
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Exhibit 3: Financial summary

Year-end 31 December
PROFIT & LOSS
Revenue

Cost of Sales

Gross Profit

EBITDA

Operating Profit (before amort. and except.)
Intangible Amortisation
Exceptionals

Other

Operating Profit

Net Interest

Profit Before Tax (norm)
Profit Before Tax (FRS 3)
Tax

Profit After Tax (norm)
Profit After Tax (FRS 3)

Average Number of Shares Outstanding (m)
EPS - normalised (€)

EPS - normalised fully diluted (€)

EPS - (IFRS) (€)

Dividend per share (€)

Gross Margin (%)
EBITDA Margin (%)
Operating Margin (before GW and except.) (%)

BALANCE SHEET
Fixed Assets
Intangible Assets
Tangible Assets
Investments

Current Assets

Stocks

Debtors

Cash

Other

Current Liabilities
Creditors

Short-term borrowings
Long-Term Liabilities
Long-term borrowings
Other long-term liabilities
Net Assets

CASH FLOW

Operating Cash Flow

Net Interest

Tax

Investment in intangible & tangible assets
Acquisitions/disposals
Financing

Dividends

Net Cash Flow

Opening net debt/(cash)
HP finance leases initiated
Other

Closing net debt/(cash)

€000s

2013
IFRS

1,285
1,257
17

11

640
147
239
249

5
(320)
(320)
0
(1,436)
0
(1,436)
170

(1,095)

(1,064
(508
0
805
(249)

1,195
1,148
32

15
6,656
248
845
5,549
14
(1,034)
(1,034)
0

)
0
(717)
6,100

=

(71

(2,142)
(175)
118
(230)
0
7,071
0
4,643
(249)
0

657
(5,549)

2016e
IFRS

6,436
(3,325)
3,110
105
(385)

0
0
0

Source: Company accounts, Edison Investment Research. Note: *Based on number at admission to AIM.
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2017e
IFRS

27,110
(13,008)
14,102
10,202
9,562

0

0

0

9,562
(100)
9,462
9,462

2018e
IFRS

62,596
(27,459)
35,137
29,962
29,212
0

0

0
29,212
(110)
29,102
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Edison, the investment intelligence firm, is the future of investor interaction with corporates. Our team of over 100 analysts and investment professionals work with leading companies, fund managers and investment banks
worldwide to support their capital markets activity. We provide services to more than 400 retained corporate and investor clients from our offices in London, New York, Frankfurt, Sydney and Wellington. Edison is
authorised and regulated by the . Edison Investment Research (NZ) Limited (Edison NZ) is the New Zealand subsidiary of Edison. Edison NZ is registered on the New Zealand Financial Service
Providers Register (FSP number 247505) and is registered to provide wholesale and/or generic financial adviser services only. Edison Investment Research Inc (Edison US) is the US subsidiary of Edison and is regulated
by the Securities and Exchange Commission. Edison Investment Research Limited (Edison Aus) [46085869] is the Australian subsidiary of Edison and is not regulated by the Australian Securities and Investment
Commission. Edison Germany is a branch entity of Edison Investment Research Limited [4794244].

DISCLAIMER

Copyright 2016 Edison Investment Research Limited. All rights reserved. This report has been commissioned by Windar Photonics and prepared and issued by Edison for publication globally. 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. Opinions contained in this report
represent those of the research department of Edison at the time of publication. The securities described in the Investment Research may not be eligible for sale in all jurisdictions or to certain categories of investors. This
research is issued in Australia by Edison Aus and any access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act. The Investment Research is distributed in the United States
by Edison US to major US institutional investors only. Edison US is registered as an investment adviser with the Securities and Exchange Commission. Edison US 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. As such, Edison does not offer or provide personalised advice. We publish information about
companies in which we believe our readers may be interested and this information reflects our sincere opinions. The information that we provide or that is derived from our website is not intended to be, and should not be
construed in any manner whatsoever as, personalised advice. Also, our website and 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 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. This document is provided for information purposes only and should not be construed as an offer or solicitation for investment in any
securities mentioned or in the topic of this document. A marketing communication under FCA Rules, this document has not been prepared in accordance with the legal requirements designed to promote the independence
of investment research and is not subject to any prohibition on dealing ahead of the dissemination of investment research. Edison has a restrictive policy relating to personal dealing. 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. Edison or its affiliates may perform services or solicit business from any of the companies mentioned in this report. The value of securities mentioned in this report can fall as
well as rise and are subject to large and sudden swings. In addition it may be difficult or not possible to buy, sell or obtain accurate information about the value of securities mentioned in this report. Past performance is not
necessarily a guide to future performance. 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.
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 (ie 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. To
the maximum extent permitted by law, Edison, its affiliates and contractors, and their respective directors, officers and employees will not be liable for any loss or damage arising as a result of reliance being placed on any
of the information contained in this report and do not guarantee the returns on investments in the products discussed in this publication. FTSE International Limited (‘FTSE") © FTSE 2016. “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.
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