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1 Net sales totalled SEK 54.5 million (59.6), down 8.6 percent. '

1 Gross profit amounted to SEK 39.0 million (45.1), corresponding to a gross margin of 71.7 percent
(75.7).

1 Operating income (EBIT) amounted to SEK 3.0 million (6.0), corresponding to an operating margin of
5.5 percent (10.1).

1 Profit for the period amounted to SEK 3.3 million (4.0).

1 Cash flow from operating activities of SEK 13.0 million (neg: 14.1).

1 Earnings per share for the period before and after dilution SEK 0.1 per share (0.1).

JANUARNSEPTEMBER T

9 Net sales totalled SEK 152.9 million (168.5), down 9.3 percent.

9 Gross profit amounted to SEK 103.6 million (125.8), corresponding to a gross margin of 67.8 percent
(74.7).

9 Operating income (EBIT) amounted to negative SEK 23.7 million (pos: 6.1), corresponding to an
operating margin of negative 15.5 percent (pos: 3.6).

9 Loss for the period amounted to SEK 17.2 million (profit: 4.2).

9 Cash flow from operating activities of negative SEK 8.8 million (neg: 18.6).

1 Earnings per share for the period before and after dilution negative SEK 0.6 per share (pos: 0.1).

SIGNIFICANT EVENYS HE THIRD QUAR

9 Major order from Televisa in Latin America.
1 Edgeware launched container-based TV delivery platforms for installation in the cloud.

1 Large interest from broadcasters and OTT operators for Edgewares new products at the IBC
Conference in Amsterdam.
1 Edgeware registered its own subsidiary in Hong Kong.

SIGNIFICANT EVEMIFSERTHE THIRD QUAR

9 Important software deal with Com Hem was secured after the end of the quarter.

(SEK million unless otherwise indicated) 2018 2017 2018 2017 Q4 2017 2017

Q3 Q3 QXQ3 QXQ3 Q3 2018Fullyear
Net sales 54.5 59.6 152.9 168.5 221.3 236.8
Gross profit 39.0 45.1 103.6 125.8 154.1 176.3
Gross margin (%) 71.7% 75.7% 67.8% 74.7% 69.6% 74.4%
EBIT 3.0 6.0 -23.7 6.1 -17.9 11.8
EBIT margin (%) 5.5% 10.1% -15.5% 3.6% -8.1% 5.0%
Profit/Loss for the period 3.3 4.0 -17.2 4.2 -14.8 7.5
Cash flow from operating activities 13.0 -14.1 -8.8 -18.6 7.2 -2.7
No. of employees at the end of the 101 106 101 106 110 112

period*

Earnings per share before dilution 0.1 0.1 -0.6 0.1 -0.5 0.2
Earnings per share after dilution 0.1 0.1 -0.6 0.1 -0.5 0.2

*Included in the number of employees at 30 September 2018 are 16 (17) employees hired through Business Sweden and 5 (10) consultants
with employment-like agreements.
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COMMENTERY THE C

It is with great satisfaction that | can confirm we
have now delivered a third quarter with positive
earnings and cash flow & proof positive that our
action program has had an effect and was an
important step in the right direction. Net sales for
the third quarter of the year were SEK 55 million,
which is slightly lower than the strong third quarter
of 2017. Our gross margin ended up at 72 percent,
which is in the upper half of the 651 75 percent
interval we have historically delivered.

The biggest talking point of the quarter was our
strong growth in Latin America, where a major
network expansion at Televisa in Mexico provided a
large boost to sales in the region. We also received
orders from two new customers in Latin America
and Europe during the quarter. Sales in Asia were
low but we still see the region as highly intresting
and during the quarter we established an own entity
in Hong Kong. Allin all, it has been relatively stable
in regards of our major customers. The first three
quarters of the year they had roughly the same
levels of sales that they had during the
corresponding year-earlier period. During the
quarter we also continued our work on increasing
efficiency in our market activities and on
establishing collaboration with various partners to
thereby increase the influx of new opportunities.

At the IBC industry conference during the quarter,
we announced our first container-based software
solutions adapted for cloud architecture for OTT
operators, broadcasters and traditional operators.
To increase the clarity of our offering, we market
our products under such headlines as Amazing
viewing experience, Deploy at scale and Capitalise
your content, three factors we know are critical for
our customers. Thanks to our new software
solutions such as Origin and others, we could for
the first time also present solutions for customers
who do not own their own networks &

broadcasters, for example. Our demonstration of Ad
Enabler, which is included in Origin and offers
personalised advertisements, generated particularly
strong interest. This was due in part to our being the
first to offer support for Android clients in this critical
application. The major interest that broadcasters
and OTT operators showed in our new products

was for me a
clear
confirmation that
we have
expanded our
addressable
market entirely
in line with our
strategy. Going l
forward, we also

see new opportunities through offering our software
solutions as a service via public cloud service
providers, or
meet the demand we are seeing for Origin and
SaasS, we are now pursuing this as a project with
the target of offering Origin as a cloud service
during the first half of 2019. We see major
operational and commercial advantages such as
shorter sales cycles and repetitive incomes for a
cloud-based business model of this type.

During the quarter, a large number of projects in
which our software solutions were evaluated and
tested were started up among customers in all
regions. After the end of the quarter, we were also
asked to demonstrate our container-based cloud
solutions via Amazon Web Services at the Inter
BEE conference in Tokyo in November. Last, but
not | east, in connection
the great pleasure of announcing an important
software deal with the Swedish service provider
Com Hem.

We will continue to work on the actions necessary
to return to profitable growth. We are expanding our
business with new software-based products,
cultivating new types of customers, increasing our
activities outside of Europe and lowering our costs
in certain areas in order to enable expansion where
we see new business opportunities. | am still not
satisfied with our financial results, but | see clear
signs that our actions have yielded results and that
we are thus on the right path.

Karl Thedéen
CEO, Edgeware
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MARKET TRENDS THIRIARTER 20

Internet TV and video traffic continue to dominate following similar announcements earlier in the year

Internett r af fi c. This quarter 6s frGmh Eribsaoh ant @idceirimaa attempt to let the

Phenomena Report from Sandvine reported that new spun-out business compete as a more

video makes up 58 percent of the total volume of specialised video business.

downstream traffic on the Internet. Netflix alone

represents 15 percent of all Internet traffic globally. And this quarter has been a busy time for marketing

By contrast web browsing, the next largest in Edgeware, including an exhibition at IBC, the

category, is how only 17.8 percent, followed by largest European trade show for the broadcasting

gaming with 8 percent and social media with 5 industry, in Amsterdam. At the show we announced

percent. our newnatcil wead@ software archit e

has been optimized for private and public cloud
Edgewareds customers cont i n sesvicdseucheag Goagledlolm &#latiorm and

their features and their content. Telia Finland, for Amazon Web Services. A live demonstration of our
example, began delivering coverage this quarter of new origin software, providing personalised ad
SM-liiga, the Finnish Hockey League, over its insertion from the cloud, also drew a great deal of
internet TV service, which is delivered using attention. And we brought home this year és
Edgeware TV CDN technology. award for Best Content Protection Technology for
our forensic watermarking solution.
Nokia has become the | atest of Edgewareds

competitors to announce it is spinning out its video
business to concentrate on its core markets T
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Net sales

Third quarter

SEK
million

N \/\W\/

Net Sales by Sales Category and gross marqin%
80%

The Groupdbs net sales for t 80 s0u 2d
to SEK 54.5 million (59.6), corresponding to a year-
on-year decline of 8.6 percent. The decrease in 60
comparable currencies was 14.5 percent. Net sales 40%
decreased to SEK 24.0 million (47.8) in EMEA 40
Europe, the Middle East and Africa), increased to 20%
(Europ 50
SEK 27.4 million (5.6) in AMERICAS (North and
South America) and decreased to SEK 3.1 million 0 0%
(6.2) in APAC (Asia and the Pacific region). 010203040Q1020Q30Q4Q10Q2Q3Q40Q10Q2Q3
APAC had a slightly more subdued quarter in 2015 2016 2017 2018
relation to the year-earlier period, with a lower order Services Products Gross margin%
intake from our larger customers.
. . Nine months
The very strong tn_and in AMERchS for the third et sales in the first ning months totalled SEK 152.9
quarter is attributable to pﬁn ioff (168.5)Idowh 9.8 6erci:nac6rr9p§re°'d ith the
customker hﬁvwg .tl)legung mf;]qor upgrr]ade of gs d first nine months of 2017. The decrease in
network, which will provide them with expande :
functionality and stability. The entire revenue for comparable currencies was 12.7 percent.
hardware and software was recognised in third Net sales in EMEA amounted to SEK 90.0 million
quarter. (109.2), down 17.6 percent year-on-year. In APAC,
. . . sales declined to SEK 18.3 million (28.1) and in
EMEA devel oped in line wit hANﬁElQlEAs,ngléE h&dhsedt3 SEK 44.6 (31.2)
expectations after a very strong second quarter, compared with the first nine months of 2017.
though the extremely large orders that built the
cgrrestpondlng quarter of the preceding year were The decline in EMEA is mainly attributable to a lower
absent. |l evel of investment by the regio
. customers. At the same time, several of our ten
Thfe EMEF]A region accounted for 44.0 percelnt (80.2)I largest cu tomerii creased their investments
0 the Groupds tota sal es d, g i ! ;
eware hdad, a still'h S, a%ldl{"c[ls ofnér
AMER',[C'gi for 50.3 percent (10.4) and APAC for 5.7 concentration in all its regions. The investment level
percent (3.4). from a few major customers has historically
significantly impacted an individual quarter, and
SEK Net Sales by Region moving forward will continue to do so.
100 million
In APAC, interest from several potential customers
80 B remains great but the orders pla
60 B largest existing customers have not been as big as
|| in previous years.
o #F LE=E BN | | B p Y
20 B u | The increase in AMERICAS is primarily driven by the
0 regionds | argest customer, who c
010203040102 03 04 Q1 02 Q3 Q4 01 Q2 Q3 irpso_lq\e/rg:zterigit?;:work and to add new functionality in
2015 2016 2017 2018
EMEA mAPAC = AMERICAS Net sales from products amounted to SEK 113.4
million (130.1) and from services to SEK 39.5 million
OftheGr oupds total net sales @& Yngetying sepvicegpal %t%ggtﬁbrésiﬁ?o’n the

Products business stream (hardware, software and
licenses) accounted for 76.5 percent (80.7), while
the remaining 23.5 percent (19.3) was attributable to
Services (maintenance, support and other services).
Recurring support revenue from existing customers
amounted to SEK 11.8 million (10.9), corresponding
to 92.2 percent (94.8) of net sales from services.

support contracts amounted to
(32.5), corresponding to an increase of 8.0 percent
year-on-year. For details regarding allocation of net
sales per sales category, region and point in time for
revenue recognition, see the section under
alternative performance measures on page 22.




Results

Third quarter

Gross profit in the third quarter amounted to SEK
39.0 million (45.1), corresponding to a year-on-year
decline of SEK 6.1 million. The gross margin was
71.7 percent (75.7). Gross profit and gross margin
were negatively impacted by an anticipated bad debt
loss that impacted earnings by SEK 1.3 million.
Excluding this loss, the underlying gross margin
amounts to 74.1 percent for the third quarter 2018.

The proportion of capacity licenses in relation to total
product sales was lower than in the year-earlier
quarter, and total sales of products in relation to total
sales was also lower. At the same time, the margin
on the companyés s eecttevthane
the preceding year, which is an effect of fewer
employees in the service function. The amortization
of capitalized development expenses in 2018 also
increased from SEK 2.3 million to SEK 3.0 million. In
all, this resulted in a slightly lower total gross margin
than the year-earlier period.

Operating expenses amounted to SEK 36.1 million
(39.1), down SEK 3.0 million year-on-year.

The year-on-year cost decrease was primarily due to
fewer employees in the Group and a higher level of
capitalisation in R&D, since several product projects
went from research to development, as well as to
fewer customer-specific development projects 0
which cannot be capitalised 8 compared with the
year-earlier period.

Development expenses of SEK 5.7 million (3.6) were
capitalised in the third quarter, accounting for 38.2
percent (23.5) of the
At the same time, amortisation of previously
capitalised development expenses rose to SEK 3.0
million (2.3). This amortisation is a component of the

companybés cost of goods
Edgewareds gross profit.
On the whole, the net of

expenses after amortisation for the period had a
positive impact of SEK 2.7 million (1.3) on EBIT.

c omp aSesReriog. o t a |

Qt QL

Q3 Q3 Q3 Q3
R&D, MSEK 2018 2017 2018 2017
Total R&D expenses -150 -152 526 51,4
Capitalised development expense 5,7 3,6 11,7 10,4
Amortisation of capitalised
development expenses -3,0 2,3 -8,5 -6,2
R&D expenses according to incor
statement 93 -116 408 41,0

Operating income before depreciation and
amortisation (EBITDA) amounted to SEK 6.7 million
(9.0).

EBIT for the quarter amounted to SEK 3.0 million
(6.0), corresponding to a year-on-year decline of
SEK 3.0 million.

EBIT corresponds to an operating margin of

5.5 percent (10.1). Net financial items for the period
amounted to loss of SEK 0.2 million (loss: 0.2) and
mainly comprised FX effects on cash and cash
equivalents and a revaluation of inter-company
transactions.

Earnings for the period totalled SEK 3.3 million (4.0),
corresponding to a year-on-year decrease of SEK

0.7 million.
SEK Net sales by Sales Category per quarter and SEK
million rolling 12 month million
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Nine months

Gross profit for the first nine months amounted to
SEK 103.6 million (125.8), a year-on-year decline of
SEK 22.2 million. The gross margin was 67.8
percent (74.7).

The lower gross margin for the first three quarters is
attributable to an anticipated bad debt loss and a
lower proportion of capacity and memory licences in
the product mix. The service business also had a
somewhat lower margin compared with the year-

R&D expenses.

Operating expenses amounted to SEK 127.3 million
(119.8), up SEK 7.5 million year-on-year. The

s o | IRcrease ig operaing £xpengep dedvesdrom a

higher average number of employees in the Group

t raed re‘g,tgjqatq_rir@g @panseg fﬁaﬁﬂb’ _@ttﬁbwﬂb? é&dhe
sales and delivery organisation during the first two
quarters.

During the first nine months, development expenses
of SEK 11.7 million (10.4) were capitalised,

accountingfor22.3per cent (20.2) of the ¢
total R&D expenses. At the same time, amortisation

of previously capitalised development expenses rose

to SEK 8.5 million (6.2). This amortisation is a

component of the comddandy 6s cost
thus i mpacts Edgewareds gross pr
the net of the perioftebs capitaldi

amortisation for the period had a positive impact of
SEK 3.2 million (4.2) on EBIT.

EBIT for the first nine months amounted to negative
SEK 23.7 million (pos: 6.1), a year-on-year decline of
SEK 29.8 million. Adjusted for restructuring
expenses in the first and second quarters, EBIT was
negative SEK 19.0 million (pos: 6.0).

Net financial items amounted to income of SEK 1.2
million (expense: 0.4) and mainly comprised FX

edgeware!




effects on cash and cash equivalents and a
revaluation of inter-company transactions.

Loss for the period totalled SEK 17.2 million (profit:
4.2), corresponding to a year-on-year decrease of
SEK 21.4 million. Earnings for the period were
impacted by a higher tax expense of SEK 0.3 million
stemming from the restatement of the deferred tax
asset due to the adopted future amendment to the
corporate tax rate in Sweden. New loss
carryforwards were also capitalised during the
period.

Financial position

The comparison figures under financial position
pertain to December 2017. The equity/assets ratio
was 77.8 percent (78.5) on 30 September 2018 and
equity amounted to SEK 228.0 million (244.7).

Total assets on 30 September 2018 amounted to
SEK 291.9 million (311.7). At the end of the period,
inventories totalled SEK 17.5 million (12.9) and
capitalised development expenses amounted to SEK
23.1 million (19.9). The increase in inventories is
attributable to somewhat lower-than-expected
hardware deliveries in the third quarter of 2018.

The Groupébés cash and
SEK 76.6 million (97.7) at the end of the period.
Current investments are short-term interest fund
investments and amounted to SEK 75.2 million
(75.1). The fund is measured according to level 1 of
the fair value hierarchy.

Liquidity and cash flows

Cash flow from operating activities amounted to SEK
13.0 million (neg: 14.1). Even though cash flow from
EBIT decreased slightly year-on-year, working
capital also decreased significantly through
increased payments by customers and increased
current liabilities.

Cash flow from investing activities amounted to
negative SEK 6.1 million (neg: 5.4) during the third
quarter and was primarily attributable to salaries and
other direct costs for capitalised development work
as well as investments in tangible and intangible
non-current assets.

Cash flow for the nine-month period amounted to
negative SEK 21.6 million (neg: 108.3). The negative
cash flow is due to lower sales in combination with
lower gross margins, which created a loss at an
operating level and increased trade accounts
receivable, with the resulting higher tied-up working
capital. In 2017, the company invested SEK 75
million in a short-term interest fund, which further
explains the difference between the years.

Parent company

The parent company ddquaner t

amounted to SEK 53.9 million (58.6) and loss for the
period amounted to SEK 2.2 million (profit: 6.2). The

cash

parent company paid commissions to its subsidiary

in the US for business in Latin America. This is a

part of the commaseymandther ansf er
transaction will be eliminated in the Group.

The parent companyds net sales
months totalled SEK 151.3 million (166.4) and loss

for the period amounted to SEK 21.5 million (profit:

4.1).

Since the Gr oumétsalebaresi ness and
predominantly generated in the parent company,

reference is made to the Group for additional

comments in the interim report.

Employees

The number of employees in the Group at the end of
the period was 101 (106). Compared with the end of
the preceding quarter, the number of employees
decreased by 11. Included in the number of
employees at 30 September are 16 (17) employees
hired through Business Sweden and 5 (10)
consultants with employment-like agreements.
Added to this are two outsourced development
teams in Vietnam and other consultants, a total of
about 20 persons.
Risks and uncertainties

equl al ents amounted to
Edgewar eds op e rdaeasiltoares ,
affected by a number of internal and external risk
factors. The company has a continuous process to
identify and assess how each risk should be
managed. The main risks facing the company are
delivery, technical development and financial risks.

No material risks and uncertainties beyond those
described in the 2017 annual report arose in 2018.

sal es an



Edgewareds share

During the third quarter,
varied between SEK 13.0 and SEK 16.4. The closing
price on the last day of trading in September 2018
was SEK 13. 5. Edgewar eds
30 September 2018 was SEK 406 million. The

number of Edgeware shareholders on 30 September
2018 was 3,343. Foreign shareholders accounted for
some 37 percent of the voting rights. As per 30
September 2018, Edgewar eobs
amounted to SEK 1,502,150.40, represented by
30,043,008 shares, of which Class C shares

accounted for 100 percent. Refer also to Note 4.

Significant events during and after the
quarter

1  Major order from Televisa in Latin America.

1 Important software deal with Com Hem was
secured after the end of the quarter.

1 Edgeware launched container-based TV
delivery platforms for installation in the cloud.

1 Large interest from broadcasters and OTT
operators for Edgewares new products at the
IBC Conference in Amsterdam.

1 Edgeware registered its own subsidiary in Hong
Kong.

1 CFO Steeve Fuhr will leave the company in
January 2019.

Seasonal variations and outlook

Edgeware is powered by the underlying market to
transform traditional television distribution into
interactive television delivered over the Internet to a
large number of clients such as mobiles, iPads and
Smart TV. Therefore, there is still a great need for
investment and equipment that contributes to this
transformation and there is currently no indication
that this development is stalled. However, the
distribution of revenues over quarter and year is
mainly driven by the larger customers' purchasing
patterns that can vary considerably between the
periods.

m asrtrq(n%eg in the fourtq

ewairens "$§ g
venué ovet the quarters. Liké maDny othér

companies in our industry, revenue tend to be

uarter. In_agddition, operating
expenses aré gegsbnacll@/?ov'ver ur?ng'; tﬁet}hircf) n
quarter in connection with holiday withdrawal effects.
The policy not to leave any forecast remains.

Edgeware experiences same seasonally variations
Eo ar I, C
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Financial objectives

Edgeware has the following long-term financial

objectives:

1 To achieve long-term organic annual sales
growth of more than 10 percent.

1 To achieve a long-term EBIT margin exceeding
15 percent.

1 Edgewarebds capital
degree of financial flexibility and allow for
acquisitions. The objective is for net
indebtedness to amount to a maximum of two
times EBITDA for the most recent 12-month
period.

1T Since Edgewareds cash fI
should finance the continued development,
expansion and opportunities to acquire, no
dividend will be paid.

structure i

ow i n

For more information, please visit:
https://corporate.edgeware.tv/
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CONSOLIDATED INCGBMBETEME

2018 2017 2018 2017 Q4 20171 2017
(AMOUNTS IN SEK MILLION) Q3 Q3 Q1-Q3 Q1-Q3 Q32018 FULL-YEAR
Net sales 54.5 59.6 152.9 168.5 221.3 236.8
Cost of goods sold -15.5 -14.5 -49.3 -42.7 -67.2 -60.5
Gross profit 39.0 45.1 103.6 125.8 154.1 176.3
Selling expenses -16.8 -15.9 -52.2 -46.8 -69.9 -64.5
Administrative expenses 95 -10.9 324 -30.8 -45.9 -44.2
Research and development expenses 9.3 116 -40.8 -41.0 -55.8 -56.1
Other operating income/expenses 0.4 0.7 1.9 1.1 0.4 0.3
EBIT 3.0 6.0 -23.7 6.1 -17.9 11.8
Financial items
Financial income 0.5 0.4 27 0.8 3.4 1.5
Financial expenses -0.7 -0.6 -1.5 -1.2 23 1.9
Pre-tax profit 2.8 5.8 225 5.7 -16.8 11.4
Tax 0.5 -1.8 5.3 -15 2.9 -3.9
Profit/Loss for the period 29 4.0 17.2 4.2 -13.9 75
Attributable to:
Owners of the parent 33 4.0 -17.2 42 -13.9 7.5
Earnings per share before dilution, SEK Note 7 0.1 0.1 -0.6 0.1 -0.5 0.2
Earnings per share after dilution, SEK Note 7 0.1 0.1 -0.6 0.1 -0.5 0.2

CONSOLIDATED STATEMBF COMPREHENSNEOM

PROFIT/LOSS FOR THE PERIOD 3.3 4.0 17.2 4.2 -13.9 75

Other comprehensive income
Items that can be reversed to profit or loss:
Exchange-rate differences when translating foreign

operations 0.3 1.1 -0.6 -0.6 0.2 0.2
Other comprehensive income, net after tax 0.3 1.1 -0.6 -0.6 0.2 0.2
Comprehensive income for the period 3.6 5.1 -17.8 3.6 -13.7 7.7

Attributable to:

Owners of the parent 3.6 5.1 -17.8 3.6 -13.7 7.7




CONSOLIDATED BALANBEEEE

30 Sep 2018 30 Sep 2017 31 Dec 2017
(AMOUNTS IN SEK MILLION)
ASSETS
Non-current assets
Intangible assets
Capitalised expenditure on development work 23.1 19.0 19.9
Trademarks 0.8 0.8 0.8
Other intangible assets 0.7 - 0.2
Property, plant and equipment
Equipment 2.9 4.0 4.2
Financial non-current assets
Other non-current assets 5.2 4.8 5.0
Deferred tax assets 16.2 13.1 10.8
Total non-current assets 48.9 417 40.9
Current assets
Inventories 17.5 9.1 12.9
Trade accounts receivable 57.5 64.3 72.8
Other receivables 0.7 0.9 1.8
Prepaid expenses and accrued income 15.5 19.5 10.5
Current investments 75.2 75.2 75.1
Cash and cash equivalents 76.6 85.5 97.7
Total current assets 243.0 254.5 270.8
TOTAL ASSETS 291.9 296.2 311.7
EQUITY AND LIABILITIES
Equity
Share capital 15 15 15
Other paid-in capital 235.8 234.3 234.3
Translation reserve -3.1 -3.3 -2.5
Retained earnings including profit for the period -6.3 8.1 11.4
Equity attributable to owners of the parent 228.0 240.6 244.7
Total equity 228.0 240.6 244.7
Current liabilities
Trade accounts payable 15.5 15.3 18.9
Current tax liabilities 0.5 0.5 0.5
Other current liabilities 1.7 0.2 0.3
Accrued expenses and deferred income 45.9 39.3 47.0
Other provisions 0.3 0.3 0.3
Total current liabilities 63.9 55.6 67.0
TOTAL EQUITY AND LIABILITIES 291.9 296.2 311.7







