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Expert System

H1 results

Building the foundations for growth

The focus on integrating the TEMIS acquisition slowed the pace of
customer wins in H116, resulting in a dip in revenues and EBITDA. With
this integration largely complete, we expect a better rate of new business
wins in H216. We have reduced our forecasts to reflect H1 performance
and incorporated the recent fund-raising. The company continues to focus
on evolving the product, developing indirect sales channels and building
the business in the US.

Revenue EBITDA EPS* DPS  EVI/EBITDA Yield
Year end (€m) (€m) (c) (c) (x) (%)
12114 13.0 2.3 0.1 0.0 289 N/A
12115 18.9 1.2 (3.3) 0.0 56.7 N/A
12/16e 25.7 0.1 (8.2) 0.0 N/A N/A
12117e 304 34 (0.5) 0.0 20.1 N/A

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

Contract wins delayed by integration efforts

Expert reported H116 revenues of €8.57m, reflecting the first full six-month
contribution from TEMIS. This was lower than the €10.89m reported in H215 as
integration work in H1 reduced the focus on new business wins. Lower revenues
resulted in an EBITDA loss of €1.95m and the company finished H116 with a net
debt position of €15.85m. In September, the company raised €4.7m from the issue
of 2.6m new shares at €1.80/share.

Company confident that outlook remains positive

With integration processes substantially complete, management expects stronger
pipeline conversion in H216. According to management, interest in its cognitive
computing solutions remains strong. The sales pipeline at the end of August was
240% higher than a year ago and with the combined sales force now primed to sell
the group’s portfolio of solutions, we expect a higher rate of contract wins in H216.
Expert continues to develop vertical expertise for its solutions and is focused on
growing the business in the US while supporting its existing strong position in
Europe. We have revised our forecasts to reflect the delay in new contract wins and
the recent fundraising. We reduce our revenue forecasts by 7.7% in FY16 and
6.6% in FY17 and reduce our EBITDA forecasts accordingly.

Valuation: Reflects growth potential

Expert System trades on a 2017e EV/EBITDA of 20.1x. This places it at a premium
to traditional linguistic services companies, but in line with more tech-focused
enterprise search businesses. Our DCF valuation of Expert System suggests a
value of €2.60/share (down from our previous €2.78) reflecting the short-term delay
to the revenue ramp up. Expert’s ability to convert customer interest in the fast-
growing data mining and analytics market into commercial contracts will be key to
share price upside from this point.
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Review of H116 results

Exhibit 1: Half-yearly results summary

€m H115 H215 H116 y-0-y h-o-h
Revenue 5.50 10.89 8.57 55.8% -21.3%
Grants and other income 0.81 1.65 1.25 53.5% -24.4%
Total revenue 6.32 12.54 9.82 55.5% 21.7%
Capitalised development costs 1.63 1.99 2.94 80.1% 48.2%
Changes in WIP -0.66 0.84 0.39 -159.5% -53.0%
Total production value 7.29 15.36 13.15 80.5% -14.3%
Staff costs 4.46 6.84 9.10 103.9% 33.0%
Other costs 4.31 5.85 6.01 39.6% 2.7%
EBITDA -1.48 2.67 -1.95 32.0% -173.2%
Depreciation & amortisation - in-house 1.04 1.18 1.45 39.1% 22.1%
Normalised EBIT -2.52 1.49 -3.40 34.9% -328.8%
Depreciation & amortisation - acquired 0.00 3.00 1.50

Exceptional costs/(income) 0.09 -0.35 -0.05

EBIT -2.61 -1.16 -4.84 85.6% 316.0%
Net income -2.07 -1.21 -5.05 144.0% 316.3%
Net debt 3.98 12.43 15.85 297.9% 27.6%

Source: Expert System

Expert System reported H116 revenues of €8.6m, of which €2.7m was contributed by TEMIS. This
implies the original Expert business grew 6% y-o0-y. We note that revenues totalled €10.9m in H215,
of which €2.9m was generated from TEMIS from the date on which it was acquired (23 September),
implying €7.9m of revenues were generated by the original Expert business in that half. This implies
that both parts of the business saw lower sales in H116 compared to H215. The company was
focused on integrating TEMIS into the Expert Group through the course of H116. This included
training the salesforce to enable them to sell the combined portfolio of solutions and we believe that
this distraction delayed new business.

At the production value level, €4.8m was contributed by TEMIS (which implies €2.0m of grants,
other income, and capitalised development costs were attributable to TEMIS).

Costs excluding depreciation and amortisation increased to €15.1m in H116 from €12.7m in H215.
The majority of the increase is accounted for by a full six-month inclusion of TEMIS versus three
months in H215. In addition, Expert has increased investment in headcount to accelerate R&D and
grow the US business. The drop in revenues resulted in an EBITDA loss of €1.95m for H116.

The company ended H116 with a net debt position of €15.9m.

Recent fundraising supports growth plans

In September, the company completed a fundraising issuing 2,609,552 shares at €1.80 per share
for gross proceeds of €4.7m. Shareholders who subscribed also received one warrant per share.
Warrants are convertible at a rate of four warrants per ordinary share. There are two exercise
periods: 1-31 October 2017 at an exercise price €2.40 per share and 1-31 October 2018 at a price
of €2.70 per share. Total warrants issued totalled 2,497,552, which could convert into a maximum of
624,388 shares.
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Business update

Here we assess the progress the company has made with its strategy year-to-date:

Product development

The company released a new solution, Cogito Studio, during H116. This solution should help
companies optimise the launch of new projects by automatically learning new knowledge, such as
that for a specific domain, by applying Cogito’s semantic technology to read and understand words
in context. The automatic learning process no longer requires constant supervision from humans or
the manual acquisition of large volumes of data.

The company has enhanced the functionality of its finance and insurance sector solution with
additional insurance claims management functionality.

Build the indirect sales channel

To complement the company’s direct sales effort, Expert is partnering with companies in target
markets and is aiming to grow the reseller channel. Expert announced a partnership with Quantic
Research (QR), a subsidiary of Nivi Group SpA. QR develops innovative security sector solutions
and will work with Expert to target the defence and intelligence sector. Expert has also partnered
with Onix, a US-based IT services provider, which will integrate Cogito into its commercial and
federal market solutions. Most recently, Expert has partnered with NominoDataLLC, a US provider
of risk management and compliance solutions. Expert’s platform will be combined with data
provided by NominoData to enable customers to reduce operational risk by reviewing open source
intelligence information. The company continues to discuss partnerships with a number of large
consulting firms.

Develop sales in the US

As we have previously written, Expert has two separate divisions in the US: one focused on the
public sector (originally Expert’s US business) and one focused on enterprise customers (originally
the TEMIS US business). In addition, in April the company opened new R&D centres in Washington
DC and Silicon Valley to get access to expertise and to be closer to potential customers.
Management continues to talk to US customers in both markets; however, this is taking longer than
expected (partly due to pre-election inertia) and is likely to push the timing of new contracts by out
by at least six months.

New business wins

Contracts signed in the year to date show the range of applications that Expert’s technology
supports:
Corriere della Sera: signed up to use Cogito to automatically classify data in its digital archives
so that readers can easily access its extensive library of articles that extend back to 1876.

FinecoBank: the multi-channel bank of UniCredit is using Cogito to optimise its customer self-
service solutions.

Inserm: the French National Institute of Health and Medical Research signed a licence for the
Luxid Navigator biomedical information portal. Inserm is using Luxid to automate the process of
identifying subject matter experts to review prospective new hires. Luxid Navigator provides
detailed information such as publication metrics and collaboration networks to help Inserm
identify both established opinion leaders and rising stars.
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L’Argus de la Presse: the French economic intelligence supplier to marketing and
communication professionals has integrated the Luxid Annotation Server into LuQi, its 360’
media intelligence suite. This should enable users of the LuQi suite to transform brand-oriented
media mentions and conversations into actionable structured information.

Mondadori Magazines France: the French subsidiary is using the Luxid Annotation Server to
enhance the use of its editorial conten to drive the creation of new data-oriented digital
products and services.

Outlook and changes to forecasts

We have revised our forecasts to reflect the lower than expected revenues in H116 — see Exhibit 2.
We now forecast a step up in revenues to €15m in H216, resulting in FY16e revenues of €23.6m
(down from our previous forecast of €25.5m). This is dependent on the company closing a number
of deals in its current pipeline. We have also revised down our FY17 revenue forecast from €30.0m
to €28.3m.

We have increased our operating cost assumptions for FY16 but have assumed that staff costs will
only show a minimal increase in FY17. This results in a reduction in FY16 EBITDA from €2.5m to
€0.1m, and in FY17 a 36% reduction in EBITDA to achieve a margin of 11.1%.

We have factored in the H216 fundraising — this reduces the net debt position at the end of FY16
and FY17.

Exhibit 2: Changes to forecasts
16eold 16e new Change y-0-y 17eold 17enew Change y-0-y

Revenues 255 236 -1.4% 43.8% 30.0 28.3 -5.8% 20.0%
Other income & grants 24 22 -107%  -12.3% 2.5 21 -16.0% -2.8%
Total revenues 279 25.7 -1.7% 36.5% 325 304 -6.6% 18.1%
EBITDA 25 01 -97.3% -94.4% 49 34 -31.3% 4969.8%
EBITDA margin 8.8% 0.3% -8.6% -6.1% 15.1% 11.1% 10.8%
D&A (2.3) (2.3) -1.4% (2.6) (2.6) 0.0%
Normalised operating profit 0.2 (2.3) -1551.5% -119.3% 2.3 08 -66.7% -134%
Normalised operating margin 0.6% -8.8% -9.4% -3.3% 7.1% 2.5% 11.3%
Exceptionals 0.0 0.0 0.0 0.0

Amortisation of acquired intangibles (3.0 (3.0) (3.0 (3.0

Reported operating profit (2.8) (5.3) 852%  -39.5% 0.7) (22)  219.5% 57.6%
Normalised EPS (c) (1.8) (8.2) 357.5% 3.6 (0.5 -114.9%

Net debt 17.8 141 -20.4% 13.8% 20.6 184  -10.9% 29.9%

Source: Edison Investment Research
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Exhibit 3: Financial summary

€'000s
31-December
PROFIT & LOSS
Revenue
EBITDA
Operating Profit (before amort. and except.)
Intangible Amortisation
Exceptionals
Other
Operating Profit
Net Interest
Profit Before Tax (norm)
Profit Before Tax (reported)
Tax
Profit After Tax (norm)
Profit After Tax (reported)

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

EPS - normalised and fully diluted (c)

EPS - (IFRS) (c)

Dividend per share (p)

Gross Margin (%)
EBITDA Margin (%)

Adj Operating Margin (%)
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

Capex
Acquisitions/disposals
Financing

Dividends

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

Closing net debt/(cash)

Source: Expert System, Edison Investment Research
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11,593
2,624
1,765

(319)

6,691
1,111
635
4,945
12,767
722
5,488
2,065
4,492
8,871)
6,538)
2,332)
4,642)
4,642)

5,94

8,077
(298)
(452)

(3,095)

o

4,232
6,352

(2,788)
4,909

9,905
2,462
606
6,836
15,491
476
5,820
2,967
6,228
(10,333)
(7,350)
2,984)
5,172)
5,172)

9,89

2,891
(376)
(359)

(2,384)

(180)
(408)
4,909

128
5,189

2015
IT GAAP

18,853
1,189
(1,033)
(3,000)
258

0
(3,775)
215
(818)
(3,560)
277
(754)
(3,282)
28
(3.3)
(3.3)
(14.4)
0.0

100.0
6.3

20,718

2,738
(324)
(1,576)
(20,045)
3,045
6,573

0
(9,588)
2,839

0

0
12,426

(1,718)
12,426
0
2
14,142

18,366
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