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Irisity
In line with our expectations and con>rms commercialization plan

 
Estimate Changes (SEK)

  
Now Before

 
EPS, adj 21e 0.39 0.41 -3.8%

EPS, adj 22e 3.45 3.29 4.9%

EPS, adj 23e 8.33 7.95 4.7%

Calendar Events
 

Key Figures (mkr)
 
Number of Shares 25.8m

Market cap 1,473

Net Debt (62)

EV 1,411

Free Float 31.00%

Avg. No. of Daily Traded Sh. 180.4(k)

Reuters/Bloomberg IRIS B / IRIS SS

 
Estimates (SEK)

 
20 21e 22e 23e

 
Sales,m 37 102 334 648

Sales Growth 3.9% 178.3% 226.5% 94.0%

EBITDA, m (13.1) 25 132 296

EBIT, m (26.4) 13.1 112.4 271.8

EPS, adj (0.91) 0.39 3.45 8.33

EPS Growth NA% NA% 772.7% 141.6%

Equity/Share 4.6 4.9 8.4 9.9

Dividend 0.00 0.00 0.00 0.00

EBIT Marginal NA% 12.8% 33.6% 41.9%

ROE (%) (17.9)% 8.0% 41.2% 83.9%

ROCE (35.2)% 15.9% 124.8% 225.4%

EV/Sales 38.37x 13.79x 4.22x 2.18x

EV/EBITDA (107.6)x 55.5x 10.7x 4.8x

EV/EBIT (53.4)x 107.7x 12.6x 5.2x

P/E, adj (62.6)x 144.3x 16.5x 6.8x

P/Equity 12.5x 11.6x 6.8x 5.7x

Dividend yield 0.0% 0.0% 0.0% 0.0%

FCF yield NA% 1.8% 9.6% -%

Net Debt/EBITDA 4.8g (2.9)g (1.3)g (0.7)g

 
Risk and Potential

 
Motivated value 85.00 - 87.00
  
Current price SEK57.00

Risk level Medium

One Year Performance Chart
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Delivering on plan

TTotal revenues were SEK 15.3m, compared with our estimate of SEK 13.8m. The gross margin was 72.8%
vs our estimate of 65%, while EBITDA was SEK -0.5m vs the estimated SEK 1m. Other external charges and
personnel costs were higher than expected, which put pressure on pro>tability. The company is guiding for
volume growth during Q2 and H2. MRR amounted to SEK 1.9m, corresponding to an increase of 30% q/q.

Retaining our estimates

We are keeping our sales estimate for the full year as we have been clear in previous research that growth
will accelerate mainly in H2 2021. As the cost base was higher than our estimate, we are cutting the EPS
forecast slightly for this year. For the coming two years we are slightly adjusting EPS upwards to reBect a
higher gross margin. The news Bow in the coming half year may lead to adjustments in our estimates.

Fair value unchanged

Prior to the report and when the company signed its collaboration with Milestone, we increased our fair
value to SEK 85–87. This is unchanged because the company is performing on plan. If the recently concluded
pilots with GardaWorld result in a similar agreement to the current one with G4S, we mainly anticipate that
the required return will fall. Irisity is now trading at an implicit WACC of 22%, compared to 15% in our WACC.
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Investment Case

Irisity is a software company that develops algorithms for IP cameras. These algorithms have the ability to
independently raise an alarm if there is an intruder at a protected property. The reduced staGng requirement
from this enables cost savings of 50–70% for a security company. Irisity has recently signed a commercial
rollout agreement with G4S and is currently negotiating a commercial rollout with three other international
security companies. In addition to having global security companies as customers, Irisity has entered into
an agreement with Axis, the leading IP camera manufacturer in the western world. These two sales channels
mean that we see a fair value of SEK 85–87.

Company Pro1le

The security industry had sales of approximately USD 161bn in 2019 and has historically seen growth in line
with GDP. The industry has always been staI-intensive, with operating margins of around 5%. One of the
fastest growing niches is video surveillance, a market that according to IHS Markit is expected to turn over
USD 20bn in 2020 and to grow by about 10.5% per year (in value) in the coming years. Consulting company
Mordor Intelligence estimates that 60% of sales currently consist of hardware and 10–15% service. Software
thus accounts for about 15–20% of sales. The reason why video surveillance is growing faster than the
security industry as a whole is the great eGciency gains that surveillance companies can make by replacing
patrolling guards with cameras. American organization IPVM estimates that 2020 will be the year that video
surveillance as a service (VSaaS) will see a signi>cantly increased degree of commercialization. We also note
that industry analysts believe a majority of new sales in video surveillance will be cloud-based within 3 years.

Irisity has been training and developing its algorithms for detecting human activity for over 10 years.
The time and data that Irisity has amassed during the company’s lifetime is one of its main competitive
advantages since this volume of data processing is diGcult to replicate, making the algorithm strong. We
estimate that a security company could reduce its costs for monitoring a property by 40–60% by using
Irisity’s software, which would mean its operating margins for surveillance work could rise from 5% with fully
manual surveillance to 8–10% if fully replaced with video surveillance. We believe that security companies
will accelerate their investments in improved margins post Covid-19.

Irisity has signed an agreement with Axis, the leading manufacturer of IP cameras in the western world.
Under this agreement, Irisity’s software will be sold integrated into the new generation of Axis IP cameras.
These cameras have processors specially developed to handle AI software. We estimate that this agreement
could generate SEK ~500m in revenue for Irisity over the next 4 years as Axis will sell Irisity’s software
globally through its dealer network. During Q1, Irisity also began a collaboration with Mobotix, a German
manufacturer of IP cameras.

Valuation approach
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Irisity is currently in negotiations with a number of major security companies over a large-scale commercial
roll-out of its software. We estimate that these companies together have about 3.6 million cameras in use,
which if all were equipped with the software would correspond to a market of about SEK 5.2–5.5bn.

Target Price

At present, the company trades at an implicit WACC of about 22%. If we balance our DCF and multiple
valuations, we get a fair value in the range SEK 85–87.
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Commercialization assumptions

We have applied the following assumptions for our estimates of the G4S contract rollout in the coming years:
• In the >ve markets, there are about 8 million cameras. The markets where the agreement will initially be

rolled out are Greece, Belgium, Denmark, the United Kingdom and the Netherlands
• G4S has a market share of approximately 15% in these markets
• Each camera generates EUR 12.5/month/algorithm and on average one algorithm is installed per camera

We estimate that Irisity must reach approximately 15% of the relevant cameras in order for our estimates to be
achieved. These estimates and the >gures in the graph below do not take into account other security companies
that Irisity is negotiating with.

Revenues may be relatively volatile as Irisity installs its software centrally at G4S’s various Security Operations
Centres (SOCs). Irisity will then receive a license fee for all cameras connected to one of these centres once
installation is complete. In our assessment, it is these installations that are depressing the gross margin at present.

SaaS revenue (SEKm) and implicit number of
cameras (‘000)

Proportion of G4S’s installed cameras

We estimate that Irisity, in addition to the current G4S agreement, is negotiating with 4–5 other global players
for a similar agreement. It seems that a contract with Prosegur, a Spanish company that protects about 300,000
properties globally, is most likely to be next. Prosegur has a stated target to increase the degree of digitization in its
operations and install over 10,000 new cameras per year. The following are some brief assumptions for calculating
the total addressable market:

• The companies that Irisity is negotiating with have about 2.5 million protected properties
• Only 10% of these properties have cameras, with an average of 15
• This gives about 3.6 million cameras as a total market

We therefore estimate that Irisity is in procurements that correspond to approximately SEK 5bn annually in recurring
revenues. The number of IP cameras is increasing by about 10–12% annually, which means that the total addressable
market is increasing at a similar rate.
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Assumptions for Axis and Mobotix

We estimate that in 2024 approximately 100 million IP cameras will be sold globally. Of these, about 50% will be in
China, a market dominated by domestic providers. Axis is the leader in the western world and has a market share
of just under 10% globally. Below are our assumptions for calculating Irisity's sales from this collaboration.

• 2024: 100 million cameras

• Axis market share: ~10%

• The proportion of cameras sold by Axis that are compatible with Irisity’s software is 10–15% towards the
end of the forecast period

The cameras that Irisity’s software will be compatible with are classi>ed as premium models, which we estimate will
account for 10–15% of the cameras sold in the coming years. We forecast that this agreement could add SEK 300–
600m in sales over the next four years.

Number of IP-cameras (m) Cameras sold with IRIS software (m)
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Sales and EBIT (y/y) Sales and EBIT (Quarterly)

Quick facts
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income statement

Balance sheet
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Cash=ow

Quarterly data

Irisity – 10 May 2021 8 Erik Penser Bank



This publication (“the Publication”) has been compiled by Erik Penser Bank (“the Bank”) exclusively for clients of the Bank. The contents are based
on information from publicly available sources which have been deemed reliable. No guarantee is extended as to the accuracy and completeness
of the contents of the document or the forecasts and recommendations provided therein. The Bank may permit employees of another department
or analysed company (“the company”) to read facts or series of facts in order to verify the same. The Bank does not disclose conclusions or
assessments included in the Publication in advance. Opinions stated in the Publication are those of the analyst at the time the Publication was
prepared and such opinions are subject to change. No assurance is provided that future events will be in accordance with opinions stated in
the Publication.
The information in the Publication must not be understood as encouragement or recommendation to enter into transactions. The information
does not take into account an individual recipient’s investment knowledge and experience, >nancial situation, or investment goals. The
information thus does not constitute a personal recommendation or investment advice.
The Bank disclaims all liability for direct or indirect loss that may be based upon the Publication. Investments in >nancial instruments are
associated with >nancial risk. The investment may go up or down in value or become entirely worthless. Past favourable performance of an
investment is not a guarantee of future performance.

Fair value and risk

The fair value reBects a value for the share on the day the analysis is published in a range corresponding to approximately 5-10%. The Bank uses
several diIerent valuation models to value >nancial instruments, such as cash Bow models, valuation of multiples and breakup value analysis.

The valuation method and the approach for determining the fair value should be apparent in the analysis and may vary from company to company.
Signi>cant assumptions used in valuations are based on currently available market data and a scenario for the company’s future development
that we consider reasonable. As regards risk, the share is classi>ed on a High-Medium-Low scale based on a number of known parameters relevant
to the company. A general guideline for being classi>ed as low risk is that the company has positive cash Bow and that no individual factor aIects
net sales by more than 20%. The corresponding general description of high risk is that the company has not achieved positive cash Bow or that
an individual factor aIects net sales by more than 50%.

The research presented in the Publication was performed in accordance with the terms and conditions of the “Penser Access” service that the
Bank performs on behalf of analysed companies. The analysed company remunerates the Bank for the aforementioned service. The fair value
and risk classi>cations are continuously updated. Click here https://www.penser.se/historiska-analysrekommendationer/ to view the history of
investment recommendations issued by the Bank.

General

The Bank’s consent is required to copy or disseminate the Publication in whole or in part. The Publication must not be disseminated or made
available to any natural or legal person in the United States of America (other than as provided under Rule 15a–16, Securities Exchange Act of
1934), Canada, or any other country that imposes statutory restrictions on the dissemination and availability of the contents of the material.
The Bank has prepared an Ethics Policy and a ConBicts of Interest Policy. The aim of these policies is to protect against and prevent conBicts
between the interests of clients and departments within the Bank. The approach used by the Bank to prevent conBicts of interest includes
restrictions on communications (Chinese Walls). The Research Department is physically separated from the Corporate Finance department, which
occupies separate premises. The Corporate Finance department is not permitted to participate in the production of a Publication or to express
opinions on a Publication. However, there may from time to time exist a client relationship or advisory situation between a company covered in
a Publication and a department of the Bank other than the Research Department. The Bank has drawn up internal restrictions concerning when
employees are permitted to conduct trades in a >nancial instrument that is the subject of an Investment Recommendation.
From time to time, the Bank performs assignments for a company that is mentioned in a Publication. The Bank may, for example, be acting as an
advisor or issuer agent to the company or as the liquidity guarantor for one of the company’s securities. If such is the case, this has been stated
in the Publication. The Bank, its owners, directors, or employees may own shares in companies mentioned in the Publication. All employees of
the Bank must report their holdings in securities and must report all transactions. The Bank and its employees comply with guidelines issued by
the Swedish Securities Dealers Association concerning employee transactions. The analyst who has prepared Investment Research as referred to
in Chapter 11, section 8 of the Swedish Financial Supervisory Authority’s Regulations regarding securities (FFFS 2007:16) and others involved in
this work are not permitted to trade on their own account in the covered Financial Instrument or related Financial Instruments in contravention
of the applicable recommendation. The Bank’s Compliance Department monitors all employee transactions.
The Bank pays salaries to analysts, which may also consist of a share of the Bank’s pro>ts but which is never linked to the >nancial performance of
another department. Neither the Bank nor the individuals who compiled the Publication have holdings (long or short) in the >nancial instruments
issued by the analysed company that exceed 0.5% of the analysed company’s share capital.
For the company in question, the Bank also conducts research in accordance with the terms of the “Penser Access” paid-for service. Click here
https://epaccess.penser.se/ for more information about this service.
Erik Penser Bank is authorised to conduct securities operations and is under the supervision of the Swedish Financial Supervisory Authority
(Finansinspektionen)

Erik Penser Bank (publ.)

Apelbergsgatan 27 Box 7405 103 91 STOCKHOLM

tel: +46 8 463 80 00 fax: +46 8 678 80 33 www.penser.se
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