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CYANCONNODE

Major new contracts in India and Africa

CyanConnode has this week announced two major new orders, one in India, for
152,000 smart meter modules, and the other in Africa for 100,000 modules. Both
are plus associated gateways, software licences and maintenance for full Advanced
Metering Infrastructure (AMI). In India, the customer is a new one for CyanConnode,
while the prime contractor is Schneider Electric (Schneider), one of the largest global
manufacturers of infrastructure platforms. The details of the African contract remain
confidential. 80%-90% of revenue for both contracts is expected to be recognised
in the first two years, leading to upgrades to our FY'22 estimates.

>

Major AMI deployments: Delivery of the modules for each contract will commence
in 3Q'21. While the contract values are not disclosed, AMI encompasses a large
element of software across the head-end system (HES) and analytics software, both
of which are high-margin elements and recognisable on delivery.

India: The end-customer utility is in Northern India, a new region for CyanConnode,
whose strong relationships with the state-sponsored entities (EESL and Intellismart)
and the main prime contractors bode well. We estimate that more than 80% of the
planned rollout of 250m meters has yet to be placed under contract.

Schneider Electric: Schneider entered the Indian market segment through the
acquisition of Larsen & Toubro's electrical and automation business, which was
completed in August 2020. Schneider should be comfortable selling large AMI
platform deals, and the contract appears to be an example of this.

Africa: The details of the contract and customer are undisclosed for reasons of
commercial confidentiality. The power distribution networks in many African
countries are in desperate need of efficiency improvements and reduced leakage.
CyanConnode’s highly resilient technologies are well suited to the region.

Investment summary: Our updated revenue estimate for FY’22 (to end-March)
of £9.3mis based largely on existing contracts, including these latest major wins.
CyanConnode remains in discussions for new contracts in several existing and
new markets, and we anticipate additional new contracts that will contribute to
FY'22 financials and beyond. Our DCF-implied equity fair value is £83.0m,
compared with the current market capitalisation of £26.4m.

Financial summary and valuation

Year-end Mar (Em) Dec’18 Mar'20* 2021E 2022E 2023E
Revenue 4.47 2.45 6.20 9.28 18.83
Reported EBITDA -5.85 -5.46 -1.92 -0.65 3.07
EBITDA margin -131% -223% -31% -7% 16%
Adjusted EBIT -5.28 -5.69 -2.28 -0.93 2.82
Adjusted pre-tax profit -5.27 -5.70 -2.49 -0.84 2.92
Net income -4.34 =5.13 -1.89 -0.22 3.55
EPS (p) -3.71 -2.96 -1.09 -0.10 1.62
EV/revenue (x) 54 9.9 3.9 2.6 1.3
EV/EBITDA (x) -4.2 -4.5 -12.6 -37.1 7.9
P/E (x) -3.2 -4.0 -11.0 -118.3 7.4

*15 months to Mar'20 (due to year-end change); Source: Hardman & Co Research

Disclaimer: This research has been paid for by the company. Please read the important disclaimers at the end of this document.
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Advanced Meter Infrastructure (AMI)

Within its portfolio, CyanConnode has full capabilities for RF mesh technology and
cellular 2G to 5G, including narrowband loT, and powerline communications. All of
these communications technologies can be connected to the same HES, which is
also provided by CyanConnode. The HES is where the data are collected and then
sent on to a data management system, which will be managed by the utility.

AMI is an integrated system of smart meters, communications networks and data
management systems that enables two-way communication between utilities and
customers. With AMI, not only can meters be read automatically, but instructions
can be sent to the meter from a central point - which might be to disconnect (for
example, if a bill has not been paid) or to update time-based pricing data to manage
consumption. The information collected from smart meters can be processed in real
time, and signals can be sent to manage demand. These systems are widely
acknowledged to offer substantial potential benefits, many of which are central to
the highly positive returns on investment associated with smart meter
implementations.

CyanConnode offers a comprehensive platform that covers the AMI from the meter
endpoint through to the Meter Data Management System (MDMS), which is
procured and managed by the utility, and stores the huge quantities of data
generated by the smart meter network.

CyanConnode’s AMI and Omnimesh loT networks
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Smart meters in Africa

As in many developing regions, the power infrastructure in Africa generally is
creaking. Even in South Africa, the main utility is in relative disarray, leaving the
country vulnerable to power shortages and repeated periods of downtime. From an
economic development and foreign investment perspective, this situation is
untenable across the continent, and governments are responding by starting to put
in the place the building blocks for more modernised power generation and
distribution infrastructures. Smart meters are widely acknowledged to be a key part
of these initiatives given the successful case studies that have emerged around the
world demonstrating reduced revenue losses and power theft, improved efficiency
and more usage predictability.
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CyanConnode: revenue model

As might be expected, there is limited coordination across countries and,
consequently, there are few standards or legal frameworks specific to smart meters.
However, these are starting to emerge - sophisticated and experienced technology
providers able to showcase successful implementations are likely to find favour with
decision-makers. In this respect, CyanConnode is well positioned with a technology
portfolio ideally suited to handle both urban and rural environments with its
combination of expertise in RH mesh and cellular networks.

CyanConnode has formed a number of partnerships to address various regions in
the EMEA market and we expect more news flow on this front over the next 12 to
18 months. CyanConnode is also engaging directly with some end customers, as the
latter seek to understand how to achieve large-scale rollouts. In our view, the
contract win, just announced in Africa, is likely to be the first of many. To put matters
into context, the total population of Africa is around 1.38bn people, similar to the
total population of India. There are of course structural differences starting with the
fact that the African population is across 54 different countries. However, the
addressable market in Africa, in principle, should be similar, at 250m smart meters,
if not more. Funding mechanisms will be a key consideration in Africa. We have
written in the past about smart meters-as-a-service, where the upfront capex is
funded by infrastructure funds and essentially rented to the end customer.

Revenue model

The table below sets out our revenue estimates for FY’22 and FY'23. Our revised
revenue estimate for FY’22 of £9.3m represents a 6% uplift versus our previous
estimate of £8.8m, resulting from the new contract announcements in India and
Africa. We are not adjusting our FY'23 revenue estimate at this stage, but we are
already anticipating a doubling of revenue in FY'23E, based on a sharp uptick in the
number of modules shipped. The recent announcements from the company are
consistent with our expectation of a growing pipeline over the next 12 months.

Year-end Mar (£000) 1H'21 2H'21E 2021E 1H'22E 2H'22E 2022E 1H'23E 2H'23E 2023E
Modules shipped 92,000 320,500 412,500 210,000 390,000 600,000 540,000 780,000 1,320,000
Contract val. per endpoint ($) 28.40 27.60 28.00 28.00 28.00 28.00 26.00 26.00 26.00
£/$ exchange rate 1.35 1.43 1.44 1.39 1.39 1.39 1.40 1.40 1.40
Contract val. per endpoint (£) 20.9749 19.2563 19.0000 20.1439 20.143%9 18.0000 185714 185714 185714
Total shipped contract value 1,930 6,172 8,101 4,230 7,856 12,086 10,029 14,486 24,514
Hardware proportion 60% 60% 60% 60% 60% 60% 60% 60% 60%
Hardware revenue recognised 1,158 3,703 4,861 2,538 4,714 7,252 6,017 8,691 14,709
Software proportion 11% 11% 11% 11% 11% 11% 11% 11% 11%
Total software revenue 212 679 891 465 864 1,329 1,103 1,593 2,697
Services and maintenance 29% 29% 29% 29% 29% 29% 29% 29% 29%
revenue proportion

- recognised in the period 23% 18% 20% 20% 20% 20% 20% 20% 20%
Services revenue recognised 129 322 451 245 456 701 582 840 1,422
Total revenue for the period 1,499 4,704 6,203 3,249 6,033 9,282 7,702 11,125 18,827

Source: Hardman & Co Research
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Our approach to understanding the potential valuation of CyanConnode centres on
a DCF analysis. Our assumptions are set out in their entirety in the table below, and
are relatively conservative, particularly the WACC of 10.9% and the medium-term
revenue profile, given the international pipeline of opportunities.

The analysis produces an implied fair enterprise value of £80.9m and an implied fair
equity value of £83.0m (equating to £0.38 per share). These valuation outcomes are
materially higher than the current enterprise value of £24.3m and market
capitalisation of £26.4m.

CyanConnode - Hardman & Co DCF analysis

Key inputs

Terminal FCF growth rate 3.0%

Long-term sustainable EBIT margin 28.0%

Long-term tax rate on EBIT 20.0%

WACC 10.9%

Y/end March, £m 2021E 2022E 2023E 2024E 2025E 2026E 2027E 2028E 2029E Terminal value
Revenues 6.2 9.3 18.8 24.5 31.1 38.9 46.6 52.2 54.8

yoy growth 2.7% 49.6% 102.8% 30.0% 27.0% 25.0% 20.0% 12.0% 5.0%

EBIT margin -36.8% -10.0% 15.0% 22.0% 23.5% 25.0% 26.0% 27.0% 28.0%

EBIT -2.3 -0.9 2.8 5.4 7.3 9.7 12.1 14.1 15.4

Depreciation & amortisation 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.7 0.7

Adj. EBITDA -1.7 -0.4 34 6.0 7.9 10.3 12.8 14.8 16.0

Tax rate 0.0% 0.0% 5.0% 10.0% 15.0% 20.0% 20.0% 20.0% 20.0%

Tax on EBIT 0.0 0.0 -0.1 -0.5 -1.1 -1.9 -2.4 -2.8 -3.1

Change in net working capital -0.5 -0.5 -0.5 -0.5 -0.5 -0.5 -0.5 -0.5 -0.5

Cashflow from operations -2.2 -0.9 2.7 4.9 6.3 7.9 9.8 114 12.5

Capex -0.2 -0.2 -0.3 -0.3 -0.4 -0.5 -0.6 -0.7 -0.9

Unlevered free cashflow -2.4 -1.1 2.5 4.6 5.9 7.4 9.2 10.7 11.6 146.9
Year 1 2 3 4 5 6 7 8 9 10
Discount factor 1.11 1.23 1.36 1.51 1.68 1.86 2.06 2.29 2.54 2.54
Present value -2.1 -0.9 1.8 3.0 3.5 4.0 4.5 4.7 4.6 57.9

Note: based on medium-term assumptions from 2024E

Implied valuation metrics £m

Sum of 9-year cashflow 23.1
Terminal value 57.9
Value of the firm 80.9
Net funds 2.1

Total equity value 83.0
No.of shares in issue (m) 220.0
Fair value share price (£) 0.38

Source: Hardman & Co Research estimates
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Profit and loss

CyanConnode P&L

12m Dec 12m Dec 6m Jun  15m Mar

Year-end Mar (£000) 2017 2018 2019 2020 1H'21 2021E 2022E 2023E
Revenue 1,171 4,465 1,014 2,451 1,499 6,203 9,282 18,827
Cost of sales -674 -1,724 -537 -1,081 -668 -3,194 -5,105 -10,731
Gross profit 497 2,741 477 1,370 831 3,008 4177 8,096
Gross margin 42% 61% 47% 56% 55% 49% 45% 43%
Operating expenses -11,161 -8,589 -3,386 -6,827 -2,148 -4,930 -4,831 -5025
EBITDA -10,664 -5,848 -2,909 -5,457 -1,317 -1,922 -654 3,071
Share-based payments -689 -445 -107 -267 -130 -200 -300 -320
Stock impairment -55 -578 0 -4 0 0 0 0
Foreign exchange losses -52 -16 -115 -267 -71 -71 0 0
Adjusted EBITDA -9,868 -4,809 -2,687 -4,919 -1,116 -1,651 -354 3,391
EBITDA margin -9211% -131% -287% -223% -88% -31% -7% 16%
Depreciation & amortisation -489 -472 -235 -772 -305 -630 -576 -570
EBIT -11,153 -6,320 -3,144 -6,229 -1,622 -2,552 -1,230 2,501
Adjusted EBIT -10,357 -5,281 -2,922 -5,691 -1,421 -2,281 -930 2,821
Adjusted EBIT margin -884% -118% -288% -232% -95% -37% -10% 15%
Investment income 16 13 10 17 1 2 2 2
Net finance income -6 -2 =2 -30 -102 -210 84 92
Adjusted PBT -10,347 -5,270 -2,914 -5,704 -1,522 -2,489 -844 2,915
Taxation/tax credit 1,402 927 300 576 377 603 621 640
Effective tax rate -14% -18% -10% -10% -25% -24% -74% 22%
Net income -8,945 -4,343 -2,614 -5,128 -1,145 -1,885 -223 3,555
EPS (basic, p) -10.18 -3.71 -1.51 -2.96 -0.66 -1.09 -0.10 1.62
EPS (diluted, p) -10.18 -3.71 -1.51 -2.96 -0.66 -1.09 -0.10 1.62

Average shares in issue (basic, m) 95740 116.976 172931 173.048 173.548 173.548 219.984 219.984
Average shares in issue (dil., m) 95.740 116.976 172931 173.048 173.548 173.548 219.984 219.984
Source: Hardman & Co Research
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Balance sheet

CyanConnode balance sheet

@31 Mar (£000) 12m Dec 2018 15m Mar 2020 1H'21 2021E 2022E 2023E
Non-current assets

Intangible assets 5,048 4,558 4,365 4,170 3,736 3,255
Goodwill 1,930 1,930 1,930 1,930 1,930 1,930
Fixed asset investments 44 93 91 91 91 91
Property, plant and equipment 73 43 41 30 21 15
Right of use asset 0 274 196 94 0 0
Total non-current assets 7,095 6,898 6,623 6,315 5778 5,290
Current assets

Inventories 319 308 304 930 1,207 1,883
Trade and other receivables 4,827 3,676 3,863 1,799 1,856 2,824
Cash and cash equivalents 4563 1,172 952 1,508 3,882 6,247
Total current assets 9,710 5156 5119 4,237 6,945 10,954
Total assets 16,805 12,054 11,742 10,552 12,723 16,244
Current liabilities

Short-term borrowing -1,994 -560 -785 -/785 0 0
Trade and other payables 0 -1,491 -2,157 -1,489 -1,856 -1,883
Lease liability 0 -121 -131 -90 -50 -14
Total current liabilities -1,994 -2,172 -3,073 -2,364 -1,906 -1,897
Net current assets 7716 2,984 2,046 1,874 5,038 9,057
Non-current liabilities

Lease liability 0 -153 -65 -65 -25 -1
Deferred tax liability -690 -912 -853 -853 -853 -853
Total non-current liabilities -690 -1,065 -918 -918 -878 -854
Total liabilities -2,684 -3,237 -3,991 -3,282 -2,784 -2,751
Net assets 14,121 8,817 7,751 7271 9,939 13,494
Equity

Share capital 3,648 3,656 3,666 3,666 3,666 3,666
Share premium account 69,515 69,547 69,556 69,556 72,506 72,506
Own shares held -3,253 -3,253 -3,253 -3,253 -3,253 -3,253
Share option reserve 1,761 2,028 2,158 2,158 2,158 2,158
Translation reserve -76 -20 111 111 111 111
Retained losses -57,474 -63,141 -64,487 -65,026 -65,250 -61,695
Total equity attributable to owners 14,121 8,817 7,751 7271 9,938 13,493

Source: Hardman & Co Research
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Cashflow

CyanConnode cashflow

Year-end Mar (£000) 12m Dec 2018  15m Mar 2020 1H'21 2021E 2022E 2023E
Operating loss for the period -6,320 -6,229 -1,622 -2,552 -1,230 2,501
Depreciation of property, plant and equipment 51 247 95 200 103 50
Amortisation of Intangible assets 421 526 210 430 473 520
Foreign exchange 55 59 71 71 0 0
Share-option payment expense 445 267 130 275 91 64
Op. cashflows pre-movements in work. cap. -5,348 -5,131 -1,116 -1,576 -563 3,135
Decrease/(increase) in inventories 809 11 4 -622 -276 -676
Decrease/(increase) in receivables -2,377 1,124 -79 1,877 -58 -968
Increase/(decrease) in payables -2583 -503 666 -2 368 26
Cash reduction from operating activities -7,169 -4.499 -525 -323 -530 1,517
Income taxes or tax credit received 1,326 822 150 603 621 640
Net cash outflow from op. activities -5,843 -3,677 -375 280 92 2157
Investing activities

Interest received 13 17 1 2 2 2
Purchases of property, plant and equipment -41 -20 -11 -24 -49 -56
Capitalisation of software development 0 -36 -20 -42 -40 -39
(Purchase)/disposal of investments 4 -49 0 0 0 0
Net cash used in investing activities -24 -88 -30 -64 -87 -93
Financing activities

Interest paid -2 -4 -24 -210 84 92
Capital repayments of lease liabilities 0 560 -33 -119 -80 -60
Cash inflow from borrowings 0 -197 225 225 0 0
Interest paid on lease liabilities 0 -26 -3 -6 -4 -1
Proceeds on issue of shares 5467 40 20 20 2,950 0
Share issue costs -428 0 0 0 0 0
Net cash from financing activities 5,037 373 185 120 2,866 -61
Net change in cash and cash equivalents -830 -3,392 -220 336 2,871 2,003
Cash and cash equivalents at beg. of period 5,394 4,564 1,172 1,172 1,508 4,379
Cash and cash equivalents at end of period 4,564 1,172 952 1,508 4,379 6,382

Source: Hardman & Co Research
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Disclaimer

Hardman & Co provides professional independent research services and all information used in the publication of this report has been compiled from publicly
available sources that are believed to be reliable. However, no guarantee, warranty or representation, express or implied, can be given by Hardman & Co as to the
accuracy, adequacy or completeness of the information contained in this research and they are not responsible for any errors or omissions or results obtained
from use of such information. Neither Hardman & Co, nor any dffiliates, officers, directors or employees accept any liability or responsibility in respect of the
information which is subject to change without notice and may only be correct at the stated date of their issue, except in the case of gross negligence, fraud or
wilful misconduct. In no event will Hardman & Co, its affiliates or any such parties be liable to you for any direct, special, indirect, consequential, incidental damages
or any other damages of any kind even if Hardman & Co has been advised of the possibility thereof.

This research has been prepared purely for information purposes, and nothing in this report should be construed as an offer, or the solicitation of an offer, to buy
or sell any security, product, service or investment. The research reflects the objective views of the analyst(s) named on the front page and does not constitute
investment advice. However, the companies or legal entities covered in this research may pay us a fixed fee in order for this research to be made available. A full
list of companies or legal entities that have paid us for coverage within the past 12 months can be viewed at http://www.hardmanandco.com/legals/research-
disclosures. Hardman may provide other investment banking services to the companies or legal entities mentioned in this report.

Hardman & Co has a personal dealing policy which restricts staff and consultants’ dealing in shares, bonds or other related instruments of companies or legal entities
which pay Hardman & Co for any services, including research. No Hardman & Co staff, consultants or officers are employed or engaged by the companies or legal
entities covered by this document in any capacity other than through Hardman & Co.

Hardman & Co does not buy or sell shares, either for their own account or for other parties and neither do they undertake investment business. We may provide
investment banking services to corporate clients. Hardman & Co does not make recommendations. Accordingly, they do not publish records of their past
recommendations. Where a Fair Value price is given in a research note, such as a DCF or peer comparison, this is the theoretical result of a study of a range of
possible outcomes, and not a forecast of a likely share price. Hardman & Co may publish further notes on these securities, companies and legal entities but has no
scheduled commitment and may cease to follow these securities, companies and legal entities without notice.

The information provided in this document is not intended for distribution to, or use by, any person or entity in any jurisdiction or country where such distribution or
use would be contrary to law or regulation or which would subject Hardman & Co or its dffiliates to any registration requirement within such jurisdiction or country.

Some or all alternative investments may not be suitable for certain investors. Investments in small and mid-cap corporations and foreign entities are speculative
and involve a high degree of risk. An investor could lose all or a substantial amount of his or her investment. Investments may be leveraged and performance may
be volatile; they may have high fees and expenses that reduce returns. Securities or legal entities mentioned in this document may not be suitable or appropriate
for all investors. Where this document refers to a particular tax treatment, the tax treatment will depend on each investor’s particular circumstances and may be
subject to future change. Each investor’s particular needs, investment objectives and financial situation were not taken into account in the preparation of this
document and the material contained herein. Each investor must make his or her own independent decisions and obtain their own independent advice regarding
any information, projects, securities, tax treatment or financial instruments mentioned herein. The fact that Hardman & Co has made available through this
document various information constitutes neither a recommendation to enter into a particular transaction nor a representation that any financial instrument is
suitable or appropriate for you. Each investor should consider whether an investment strategy of the purchase or sale of any product or security is appropriate for
them in the light of their investment needs, objectives and financial circumstances.

This document constitutes a ‘financial promotion’ for the purposes of section 21 Financial Services and Markets Act 2000 (United Kingdom) (‘FSMA’) and
accordingly has been approved by Capital Markets Strategy Ltd which is authorised and regulated by the Financial Conduct Authority (FCA).

No part of this document may be reproduced, stored in a retrieval system or transmitted in any form or by any means, mechanical, photocopying, recording or
otherwise, without prior permission from Hardman & Co. By accepting this document, the recipient agrees to be bound by the limitations set out in this notice.
This notice shall be governed and construed in accordance with English law. Hardman Research Ltd, trading as Hardman & Co, is an appointed representative of
Capital Markets Strategy Ltd and is authorised and regulated by the FCA under registration number 60084 3. Hardman Research Ltd is registered at Companies
House with number 8256259.

(Disclaimer Version 8 - Effective from August 2018)

Some professional investors, who are subject to the new MiFID Il rules from 3rd January 2018, may be unclear about the status of Hardman & Co research and,
specifically, whether it can be accepted without a commercial arrangement. Hardman & Co’s research is paid for by the companies, legal entities and issuers about
which we write and, as such, falls within the scope of ‘minor non-monetary benefits’, as defined in the Markets in Financial Instruments Directive Il.

In particular, Article 12(3) of the Directive states: ‘The following benefits shall qualify as acceptable minor non-monetary benefits only if they are: (b) ‘written
material from a third party that is commissioned and paid for by a corporate issuer or potential issuer to promote a new issuance by the company, or where the
third party firm is contractually engaged and paid by the issuer to produce such material on an ongoing basis, provided that the relationship is clearly disclosed in
the material and that the material is made available at the same time to any investment firms wishing to receive it or to the general public...’

The fact that Hardman & Co is commissioned to write the research is disclosed in the disclaimer, and the research is widely available.

The full detail is on page 26 of the full directive, which can be accessed here: https://ec.europa.eu/transparency/regdoc/rep/3/2016/EN/3-2016-2031-EN-
F1-1.PDF.

In addition, it should be noted that MIFID II's main aim is to ensure transparency in the relationship between fund managers and brokers/suppliers, and eliminate
what is termed ‘inducement’, whereby free research is provided to fund managers to encourage them to deal with the broker. Hardman & Co is not inducing the
reader of our research to trade through us, since we do not deal in any security or legal entity.
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