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artec technologies

Positioning for growth

artec recorded a strong 2018, with revenues doubling to €2.9m and the
group returning to a small profit. It received a number of important
reference orders over the year, which adds impetus to marketing and
boosts the potential for future growth. In addition, early this year a major
US competitor, Verizon Digital Media Services (VDMS), unexpectedly said it
was exiting the market. This provides additional possibilities for artec if
VDMS’s European customers (Volicon Observer product) are interested in
an alternative supplier. If management can sustain the momentum, we
believe there is significant upside in the shares.

FY18: Underlying EBIT margin was 10%

FY18 revenue doubled to €2.9m and artec returned to a small operating profit
(EBIT) of €33k from a €776k loss in FY17. Management says that excluding one-off
costs, the EBIT margin was ¢ 10%. Last year, artec undertook a 10% capital
increase, raising ¢ €0.9m to provide working capital to deliver on major contract
wins. The group ended the year with a modest cash position of €46k, it has no
financial liabilities and its equity ratio increased over the period from 86% to 93%.
New business momentum continues, with the group having attained five of the 14
German state media offices as customers and it has acquired an ex-Volicon
customer in France and expanded its offering with a customer in Qatar.

Evolving strategy

In FY18 management outlined a new strategy focused on targeting state agencies
and public authorities in the DACH (German-speaking) countries, while also
offering scalable cloud/SaasS offerings to the media and broadcast sector. artec
seeks to build its sales through a partnering approach. With regard to technology, it
offers a buy, build, partner approach — as well as developing some of its own IP, it
will partner other software vendors to take advantage of established solutions that
can be bolted on to its MULTIEYE and XENTAURIX platforms and will consider
acquiring small vendors with innovative solutions. Management is now deciding its
plans to target the Volicon customer base, which would involve a fresh round of
investment including expansion of headcount.

Valuation: An option on a massive opportunity

artec’s target markets are large and we see its modest €11.7m market capitalisation
as an option on management’s ability to leverage the company’s significant
success stories/case studies into a more scalable and profitable business model.

Historical financials

Year Revenue EBITDA EPS DPS PIE Yield
end (€m) (€m) (€) (€) (x) (%)
12115 35 1.0 0.22 0.0 204 N/A
12/16 25 0.1) (0.13) 0.0 N/A N/A
12117 15 (0.4) (0.34) 0.0 N/A N/A
12/18 29 0.4 0.01 0.0 N/A N/A

Source: artec
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Business description

artec technologies develops and produces software
and systems solutions for the transmission, recording
and analysis of video, audio and metadata in
networks or on the internet.

Bull

Strong customer list and some excellent case
studies.

Heavily invested in IP, through many years of
experience, supported by a German patent.

Shifting to a more scalable cloud/SaaS business
model.

Bear

Small scale and limited staff resources for
projects.

Small balance sheet position, with limited cash
resources.

Volatile trading record.
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Technology for video security and media analysis

artec technologies is a specialist in recording and storing audiovisual information. The company
operates in two market segments with two key products, which are based around the same core
technology — video security (MULTIEYE) and media analysis systems (XENTAURIX).
Approximately 60% of the business is in security with the balance in media and broadcast.
However, in our view the media and broadcast business has greater growth prospects and we
would expect these numbers to switch over the medium term.

artec integrates third-party technologies into its platforms and the functionality includes number-
plate recognition, facial recognition, sentiment analysis, ratings analysis and video fingerprinting.
The platform also incorporates artificial intelligence (Al) from Finnish Al specialist Valossa and
artec's XENTAURIX Al platform was demonstrated at the IBC trade show in Amsterdam. artec
constantly seeks to add new functionality and intends to have social media recording and analysis
on the platform shortly.

Revenues have traditionally been from customised projects and artec can deliver both onsite and
hosted (cloud) solutions. The company delivers its hosted cloud solutions from a large co-located
datacentre in Germany. Revenues are split roughly by half direct sales and half indirect through
partners including WTG Westfalische Telefon-Gesellschaft. Historically, video surveillance was the
predominant target market, although the focus has been shifting to media analysis systems. This is
due to the Chinese domination of video surveillance with commoditised products (although artec
has found a new niche in public sector security after recent terror attacks), along with artec’s recent
successes in the media analysis systems end market.

Competitors in media analysis include industry giant IBM Watson, Palantir, a private US company
co-founded by billionaire Peter Thiel and Veritone (Nasdag: VERI), a small Nasdag company that is
probably artec’s closest quoted peer. We note that European regulation, including the EU’s General
Data Protection Regulation (GDPR), makes it increasingly difficult for foreign peers to compete.
Additionally, within the public security segment, European authorities strongly prefer to deal with
European suppliers.

FY18 annual results

artec recorded a strong 2018, with revenues doubling to €2.9m and the group returning to a small
operating profit (EBIT) of €33k from a €776k loss in FY17. Management says that excluding one-off
costs relating to the capital increase and legal fees, the EBIT margin was ¢ 10%. The medium-term
goal is the lift the EBIT margin to ¢ 15%. An estimated 10% of revenues, or ¢ €300k, are recurring,
representing a combination of cloud revenues and support contracts and there remains a clear
focus on boosting scalable cloud revenues. Although management has not offered any guidance for
FY19, it is clearly buoyant on the outlook for the business.

Significantly, artec received a number of important reference orders during the year, which boosts
the potential for the future growth. In addition, a major US competitor, VDMS (a unit of the US
telecom giant, Verizon) unexpectedly declared end-of-sale and end-of-life for the Volicon Observer
product line. This provides addition possibilities for artec if Volicon’s European customers look to
the market for an alternative solution. Volicon Observer is a broadcast monitoring and compliance
product in the media space and is transitioning its customers to a competing solution called
SnapStream. artec’s management is deciding its plans to target the Volicon’s customer base in
Europe, which would likely involve a fresh round of investment including expansion of headcount.
We note that artec is not interested in targeting the US market.
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In February 2018, artec undertook a 10% capital increase, raising ¢ €0.9m to provide working
capital to deliver on major contract wins. The financing slightly outweighed the modest operating
cash outflow along with investing activities and the group ended the year with a small cash position
of €46k, up from zero a year earlier. artec has no financial liabilities and its equity ratio increased
over the period from 86% to a very strong 93%.

In early FY18, artec announced three major contracts, including XENTAURIX contracts with a major
German publishing house and a German state media office and a combined MULTIEYE/
XENTAURIX contract win with the German ministry of the interior. Other FY18 customer wins
included a Luxembourg security agency that has ordered an in-house cloud solution for active video
management and a local authority in Germany that ordered artec face recognition (MULTIEYE face)
for use as an offline face-recognition system to analyse video archives at speeds of up to 12 times
during searches. New business momentum continues, with the group having attained five of the 14
German state media offices as customers. It has acquired an ex-Volicon customer in France and
expanded its offering with a customer in Qatar.

Exhibit 1: Financial summary
FY11 FY12 FY13 FY14 FY15 FY16 FY17 FY18

Year ended 30 September HGB HGB HGB HGB HGB HGB HGB HGB
Income statement (€000's)

Revenue 1,750 2,220 1,832 2,436 3,469 2,475 1,462 2,936
Operating profit (loss) (203) 175 (424) 108 637 (415) (776) 33
Operating margin (11.6%) 79% (23.1%) 44%  184% (16.8%) (53.1%) 1.1%
Pre-tax profit (loss) (169) 205 (410) 108 636 (414) (782) 28
EPS 0.08 0.05 (0.11) 0.24 0.22 (0.13) (0.33) 0.01
DPS 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Balance Sheet (€000's)

Total non-current assets 1,206 1,610 1,537 1,797 1,461 1,959 2,196 2,433
Total current assets 918 729 1,159 566 1,827 1,905 1,312 1,713
Total assets 2,125 2,338 2,696 2,363 3,288 3,864 3,508 4,146
Total non-current liabilities 0 0 0 0 (57) (71) (83) (93)
Total current liabilities (104) (149) (408) (276) (202) (90) (523) (174)
Total liabilities (104) (149) (408) (276) (259) (161) (606) (267)
Net Assets 2,021 2,190 2,288 2,087 3,029 3,703 2,902 3,879
Cash flow

Net cash from operating activities 270 (116) 271 227 963 (290) 208 (136)
Net cash from investing activities (345) (156) (328) (331) (508) (706) (595) (617)
Net Cash from financing activities 1 64 51 104 (218) 989 154 798
Net Cash Flow (74) (208) (6) (1) 239 U (233) 45
Cash & cash equivalent end of year 215 8 2 1 240 233 0 46

Source: Company accounts

Evolving business model

artec is targeting two primary markets — security and media and broadcast — using its
complementary software platforms. artec’s USP is that it can offer similar technologies, such as
face recognition, to these two sectors and it does not see competitors offering in both sectors. artec
is targeting state agencies and public authorities in the DACH countries with a law enforcement
video surveillance management system and video intelligence applications. It is also offering
scalable cloud/SaaS offerings to the media and broadcast sector. The cloud solution is the
preference over project-based solutions, which require additional headcount.

Customers will typically sign long-term (three- to four-year) contracts when the software is installed
on-premise. artec now also offers a pay as you go (PAYG) model and it is evolving a hybrid
approach. Under the PAYG model, customers upload videos to the cloud-based platform for
analysis. artec anticipates monthly revenues in the range of €1k to €25k per customer. The PAYG
solution involves minimal investment from the customer while in-house solutions typically require a
tender. Consequently, management is confident it can grow the cloud revenue to €1.2m in the near
future. artec can also deliver on larger contracts, as exemplified by its customer in Qatar, which has
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increased the number of channels it takes from 400 to 520; artec can deliver on substantially more
channels.

With regard to technology, artec offers a buy, build, partner approach — as well as developing some
of its own IP, it will partner other software vendors to take advantage of established solutions that
can be bolted on to its MULTIEYE and XENTAURIX platforms and will consider acquiring small
vendors with innovative solutions.

Any Information, data, analysis and opinions contained in this report do not constitute investment advice by Deutsche Bérse AG or the Frankfurter Wertpapierborse. Any investment decision should be solely based on a
securities offering document or another document containing all information required to make such an investment decision, including risk factors. This report has been commissioned by Deutsche Bdrse AG and prepared and
issued by Edison for publication globally.

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 research department of Edison 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, unce rtainties 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.

This document is prepared and provided by Edison 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.

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 "FPQ") (i) high net-worth companies, unincorporated associations or other bodies within the meaning of Article 49 of
the FPO and (iii) 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.

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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