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4Q20: Positive operating CF

4Q20 trading update saw De.mem (ASX:DEM) delivered its first
positive quarterly operating cashflow of ¢.50.5M. Cash receipts
from customers rose by an impressive +36% YoY to $16M for
CY20. Growth is enhanced by a full year of consolidation and
integration of two acquisitions completed in 2H19. Backing out
the acquisitive growth component, we derive DEM’ underlying
organic cash receipts still grew at an impressive 12%, which
underscores the steady continued performance in DEM’s BOO
and O&M recurring revenue segments driven by strong orders
from both existing and new customers.

Growth momentum continuing into CY21

We are encouraged by the recent contract wins such as the
$2.6M seawater desalination project (signed in 4Q20) and the
$0.8M BOO project (sighed in 3Q20) and believe these wins will
not only cement DEM’s market leading position in the water
treatment industry but also increase awareness of its unique
membrane technology and its strong branding amongst both
existing and potential customers across the globe. As such, we
believe the growth momentum in customer wins will continue
to build into CY21 and over the medium term.

Valuation revised to $0.64 per share

We have arrived at a revised valuation range of $0.64 — $0.74
per share (previous: $0.62 — $0.72), which is equally weighted
between EV/Sales and DCF of future cashflows. This marginal
increase is a function of us raising our revenue forecasts for the
Pumptech business due to a higher than expected cash receipts
in CY20. Key risks we see include: (1) competitors bringing
superior products; (2) ability to the business scale profitably
and (3) execution in product innovation and implementation.

Year to Dec (AUD) 2019A 2020F 2021F 2022F 2023F
Revenue (m) 10.1 16.2 26.3 32.2 37.7
EBITDA (m) (32)  (1.3) 1.2 3.3 5.2
Net Profit (m) (3.5) (1.7) 0.7 2.7 4.5

(2.6)  (1.0) 0.4 1.6 2.5
EBITDA Margin (%) NM NM 46% 10.3% 13.7%

NM NM 4.8% 152% 19.7%

AYEEIES 2.8x 3.4x 2.1x 1.7x 1.4x
EV/EBITDA NM NM 46.6x 16.6x 10.1x
NM NM 78.7x 21.1x 13.0x

Source: Company, Pitt Street Research
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Valuation metrics

Blended valuation range (AS) 0.64-0.74
11.2%
Assumed terminal growth rate 2%

Source: Pitt Street Research
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Profit & Loss (ASM)
Sales Revenue
Operating expenses
EBITDA

Depn & Amort

EBIT

Net Interest

Profit before tax
Tax expense

NPAT

Cash Flow (ASM)

Profit after tax
Depreciation

Changein trade and other receivables
Changein trade payables
Other operating activities
Operating cashflow
Capex

Other investing activities
Investing cashflow
Dividends

Equity raised

Debt drawdown (repaid)
Other financing activities
Financing cashflow

Net change in cash

Cash at End Period

Net Debt (Cash)

Balance Sheet (ASM)
Cash

Total Assets

Total Debt

Total Liabilities
Shareholders' Funds

2017a
2.9
(9.2)
(6.3)
(0.1)
(6.4)
(0.0)
(6.4)
0.0

(6.3)

2017a
(6.3)
0.1
0.2
(0.4)
4.1
(2.4)
0.1
(0.8)
(0.6)
6.3
(0.2)

6.1

3.1

33
(2.8)

2017a
33
6.3
0.5
31
3.2

2018a
10.5
(12.3)
(1.7)
(0.2)
(1.9)
(0.0)
(1.9)

(1.9)

2018a
(1.9)
0.2
(0.4)
0.2
0.4
(1.5)
(0.5)
(0.2)
(0.7)
0.6
0.1

0.7
(1.5)

1.8
(1.2)

2018a
1.7
53
0.5
3.4
1.9

2019a
10.1
(13.4)
(3.3)
(0.3)
(3.6)
(0.1)
(3.5)
(0.0)
(3.5)

2019a
(3.5)
03
0.4
15
(0.4)
(1.7)
(0.2)
(2.0)
(2.2)
10.2
(0.0)
(0.2)
10.0
6.1
7.9
(6.3)

2019a
7.8
14.6
14
5.1
9.5

2020e
16.2
(17.5)
(1.3)
(0.2)
(1.6)
(0.1)
(1.7)

(1.7)

2020e
(1.7)
0.2
(1.0)
0.5
0.4
(1.5)
(0.8)
(0.6)
(1.4)

(0.2)
(0.2)
(3.1)
5.0

(3.9)

2020e
5.0
135
1.2
5.5
8.0

2021e
26.3
(25.1)
1.2
(0.4)
0.8
(0.1)
0.7

0.7

2021e
0.7
0.4
(1.6)
0.8
0.0
0.4
(0.8)
(0.1)
(0.9)

(0.5)
4.5
(3.3)

2021e
4.5
15.2
1.2
6.4
8.9

2022e
32.2
(28.9)
33
(0.5)
2.8
(0.1)
2.7

2.7

2022e
2.7
05
(0.8)
(0.1)
0.2
2.6
(1.0)
(0.1)
(1.1)

1.6
6.1
(4.9)

2022e
6.1
18.1
1.2
6.3
11.8

2023e
37.7
(32.5)
5.2
(0.6)
4.5
(0.1)
4.5

45

2023e
4.5
0.6
(0.7)
(0.1)
0.2
4.6
(1.1)
(0.1)
(1.2)

33
9.4
(8.2)

2023e
9.4
22.7
1.2
6.2
16.5

2024e
432
(36.3)
6.9
(0.8)
6.1
(0.1)
6.0
(1.0)
5.0

2024e
5.0
08
(0.7)
(0.0)
03
53
(1.3)
(0.1)
(1.4)

3.9
13.4
(12.2)

2024e
134
28.0
1.2
6.2
218

Net Debt/Equity (%)
Return on Equity (%)

2017a
-87.3%

nm

2018a
-63.0%
nm

2019a
-66.3%
nm

2020e
-48.5%
nm

2021e
-37.6%
8.3%

2022e
-41.4%
23.2%

2023e
-49.8%
27.0%

2024e
-55.8%
23.0%

Readers should be aware that Pitt Street Research Pty Ltd has been engaged and paid by the company covered in this report for ongoing
research coverage. Please refer to the final page of this report for the General Advice Warning, disclaimer and full disclosures.
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DEM achieved its first positive
guarterly operating cashflows in
4Q20

Recent customer wins are
encouraging and reflect DEM’s
market leading position in the
water treatment industry

4Q20: Positive operating cashflow achieved

For the 12 months ending December 2020, DEM has delivered on its guidance
and impressively grown its cash receipts from customers by +36% YoY to
$16M. This was achieved through a combination of organic and acquisitive
growth. With the CY19 acquired revenues available, we can dissect the full
year revenue into organic and acquisitive components (Figure 1). Using CY19
revenue as a proxy for the same year’s cash receipts from customers, we can
derive an increase of 12% YoY in organic growth for CY20, underscoring the
steady continued performance in DEM’s BOO and O&M recurring revenue
segments driven by strong orders from both existing and new customers.

Inside the acquisitive growth are strong turnovers generated by the two cash
generative businesses, Pumptech (Tasmania) and Geutec (Germany), both of
which DEM acquired in 2H19. Accordingly, DEM’s CY20 acquired cashflows of
$6.6M included a full year of cash receipts from both Pumptech and Geutec.
Moreover, the successful integration of both businesses into DEM’s group has
provided synergies to the merged group, as reflected in the +67% YoY growth
in cash receipts delivered by Pumptech for CY20, which was in part driven by
the cross and up-selling of DEM’s product offerings to Pumptech’s customers.

As a result of disciplined management execution, DEM consistently improved
its quarterly operating cashflows throughout CY20 and at 4Q20 achieved its
first positive operating cashflow of ¢.50.5M. As at CY20 year end, DEM had
$5M in cash, with debt sitting at ¢.50.7M based on our forecast.

Figure 1: DEM’s revenues and cash receipts split YoY
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Source: Pitt Street Research, Company Reports

Growth momentum continuing for CY21

We believe the recent new contract wins by DEM such as the $2.6M seawater
desalination project (signed in 4Q20) as well as the S0.8M BOO project (signed
in 3Q20) will not only cement its market leading position in industrial water
treatment but also increase awareness of its unigue membrane technology
and its strong branding amongst both existing and potential customers across
the globe. As such, we believe the growth momentum in customer wins will
continue to build into CY21 and over the medium term.

Readers should be aware that Pitt Street Research Pty Ltd has been engaged and paid by the company covered in this report for ongoing
research coverage. Please refer to the final page of this report for the General Advice Warning, disclaimer and full disclosures.



\'(IPITT STREET
) 4 De.mem Ltd

Continuing structural shift to recurring revenues

Figure 2 shows the breakdown of our group revenue forecasts from CY21F to
CY23F. The recurring revenue segment, which we view as pivotal to DEM,
should continue to grow strongly on the back of its robust sales pipeline and
on the assumption that existing customers will continue their renewals upon
contract expiry. Given the structural shift from low margin one-off equipment
sales to high margin BOO and O&M services, we expect group gross margins
to progressively increase from 32% in CY20F to 37% in CY23F.

Figure 2: DEM's revenue forecasts
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Source: Pitt Street Research, Company Reports

Our base case modelling expects DEM to achieve FCF breakeven around 1H22,
driven by continued sales growth and operating leverage (Figure 3). Ona CY23
FCF yield of 5.9% with relatively high earnings certainty due to the structural
shift to recurring revenues, DEM looks attractive in our view.

Figure 3: DEM's FCF and FCF yield forecasts
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Source: Pitt Street Research, Company Reports

Readers should be aware that Pitt Street Research Pty Ltd has been engaged and paid by the company covered in this report for ongoing
research coverage. Please refer to the final page of this report for the General Advice Warning, disclaimer and full disclosures.
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Valuation

Forecast changes

With 4Q20 cashflow results, we have updated and re-worked our cashflow
model to better reflect DEM’s current financial position. Our adjustments are:

- On Pumptech, its CY20 full year cash receipts of $4M have exceeded our
expectations by $0.7M, which we think was due to our underestimation
of the synergies that have been realised post-acquisition. Based on this
revised higher cash receipts and the same growth assumptions we had
earlier, we have therefore marginally increased our forward revenues for
Pumptech over our forecast horizon.

- Net borrowings for CY20 resulted in cash outflow of $0.2M. Given DEM
had $0.9M debt at CY19 year end, we update debt level to $0.7M as at
CY20 year end.

Valuation revised to $0.64 per share

We have arrived at a revised valuation range of $0.64 — $0.74 per share
(previous: $0.62 — $0.72), which is equally weighted between CY21 EV/Sales
peer multiple and DCF of future cashflows (Figure 4). This marginal increase
is a function of us raising our revenue forecasts for the Pumptech business
due to a higher than expected cash receipts in CY20 as described above.

On our forecasts, DEM is currently trading on EV/Revenue of 3.4x, falling to
2.1x and 1.7x for CY21 and CY22 respectively.

We see the catalysts for a re-rating of the stock include new customer wins,
existing customer renewals, accretive acquisitions and continued expansion
in recurring revenue base.

Figure 4: Blended valuation summary

Base Case Weights (%) Share price (AUD) Bull Case Weights (%) Share price (AUD)
DCF 50.0% 0.59 DCF 50.0% 0.72
Relative valuation 50.0% 0.69 Relative valuation 50.0% 0.76
Composite Value (AUD) 0.64 Composite Value (AUD) 0.74
Current Price (AUD) 0.33 Current Price (AUD) 0.33

Upside/Downside (%) 94.1% Upside/Downside (%) 124.0%

Source: Pitt Street Research

Please refer to www.pittstreetresearch.com for our initiating coverage report
on DEM.

Readers should be aware that Pitt Street Research Pty Ltd has been engaged and paid by the company covered in this report for ongoing
research coverage. Please refer to the final page of this report for the General Advice Warning, disclaimer and full disclosures.
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Appendix — Analyst Qualifications

Cheng Ge is an equities research analyst at Pitt Street Research.

Cheng obtained a B.Comin Finance and LL.B from University of New South
Wales, in 2013, and has passed all three levels of the CFA Program.

Before joining Pitt Street Research, he has worked for several financial
services firms in Sydney, where his focus was on financial advice.

He joined Pitt Street Research in January 2020.

Marc Kennis has been covering a range of sectors as an analyst since 1997.

Marc obtained an MScin Economics from Tilburg University, Netherlands,
in 1996 and a post graduate degree in investment analysis in 2001.

Since 1996, he has worked for a variety of brokers and banks in the
Netherlands, including ING and Rabobank, where his main focus has been
on the Technology and Industrials sectors, including the Semiconductor
sector.

After moving to Sydney in 2014, he worked for several Sydney-based
brokers before setting up TMT Analytics Pty Ltd, an issuer-sponsored
equities research firm.

In July 2016, with Stuart Roberts, Marc co-founded Pitt Street Research
Pty Ltd, which provides issuer-sponsored research on ASX-listed
companies across the entire market, including Technology companies.

In 2020 Pitt Street Research launched Stocks Down Under, a subscription-
based investment publication.

Readers should be aware that Pitt Street Research Pty Ltd has been engaged and paid by the company covered in this report for ongoing
research coverage. Please refer to the final page of this report for the General Advice Warning, disclaimer and full disclosures.
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The information contained herein (“Content”) has been prepared and issued by Pitt Street Research Pty Ltd ACN
626365615 (“Pitt Street Research”), an Authorised Representative (no: 1265112) of BR Securities Australia Pty Ltd.
ABN 92 168 734 530, AFSL 456663. All intellectual property relating to the Content vests with Pitt Street Research
unless otherwise noted.

Disclaimer

Pitt Street Research provides this financial advice as an honest and reasonable opinion held at a point in time about
an investment’s risk profile and merit and the information is provided by the Pitt Street Research in good faith. The
views of the adviser(s) do not necessarily reflect the views of the AFS Licensee. Pitt Street Research has no obligation
to update the opinion unless Pitt Street Research is currently contracted to provide such an updated opinion. Pitt
Street Research does not warrant the accuracy of any information it sources from others. All statements as to future
matters are not guaranteed to be accurate and any statements as to past performance do not represent future
performance.

Assessment of risk can be subjective. Portfolios of equity investments need to be well diversified and the risk
appropriate for the investor. Equity investments in a listed or unlisted company yet to achieve a profit or with an equity
value less than $50 million should collectively be a small component of an individual investor’s equity portfolio, with
smaller individual investment sizes than otherwise. Investors are responsible for their own investment decisions,
unless a contract stipulates otherwise.

Pitt Street Research does not stand behind the capital value or performance of any investment. Subject to any terms
implied by law and which cannot be excluded, Pitt Street Research shall not be liable for any errors, omissions, defects
or misrepresentations in the information (including by reasons of negligence, negligent misstatement or otherwise) or
for any loss or damage (whether direct or indirect) suffered by persons who use or rely on the information. If any law
prohibits the exclusion of such liability, Pitt Street Research limits its liability to the re-supply of the Information,
provided that such limitation is permitted by law and is fair and reasonable.

General advice warning

The Content has been prepared for general information purposes only and is not (and cannot be construed or relied
upon as) personal advice nor as an offer to buy/sell/subscribe to any of the financial products mentioned herein. No
investment objectives, financial circumstances or needs of any individual have been taken into consideration in the
preparation of the Content.

Financial products are complex, entail risk of loss, may rise and fall, and are impacted by a range of market and
economic factors, and you should always obtain professional advice to ensure trading or investing in such products is
suitable for your circumstances, and ensure you obtain, read and understand any applicable offer document.

Disclosures

Pitt Street Research has been commissioned to prepare the Content. From time to time, Pitt Street Research
representatives or associates may hold interests, transact or hold directorships in, or perform paid services for,
companies mentioned herein. Pitt Street Research and its associates, officers, directors and employees, may, from
time to time hold securities in the companies referred to herein and may trade in those securities as principal, and in
a manner which may be contrary to recommendations mentioned in this document.

Pitt Street Research receives fees from the company referred to in this document, for research services and other
financial services or advice we may provide to that company. The analyst has received assistance from the company
in preparing this document. The company has provided the analyst with communication with senior management and
information on the company and industry. As part of due diligence, the analyst has independently and critically
reviewed the assistance and information provided by the company to form the opinions expressed in the report.
Diligent care has been taken by the analyst to maintain an honest and fair objectivity in writing this report and making
the recommendation. Where Pitt Street Research has been commissioned to prepare Content and receives fees for its
preparation, please note that NO part of the fee, compensation or employee remuneration paid will either directly or
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