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Oblong, Inc. (NASDAQ: OBLG)
Buy: Capital Raise for Product and Market Development
We reiterate our Buy recommendation on Oblong, Inc. and have adjusted our price
target to $13 from $15 to reflect the greater share count after the company’s recent
capital raise. Oblong raised gross proceeds of $12.4 million with the sale of 4 million
shares at $3.10 per share. Two tranches of warrants, totaling 4 million potential
shares were also issued. The weighted average strike price for these warrants is
$4.30 per share and would generate an additional $17.2 million if fully exercised for
cash. We remain bullish on the company’s position in the video conferencing and
collaboration market and expect Oblong’s unique technology platform, Mezzanine,
will make remote work collaboration more productive and more efficient. We
forecast the success of Mezzanine will drive sales and margins substantially higher.
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Investment
Highlights

As the vaccinations increase, and work and travel restrictions decrease, more workers
will return to offices. We expect businesses globally, when they can, to adopt a hybrid
work environment, allowing workers to work from the traditional office or from
home. We believe this will necessitate greater team interaction over
videoconferencing. Oblong’s Mezzanine is a unique technology platform that makes
remote work collaboration more productive and more efficient and will benefit
greatly from the changes to work that are underway.
The company continues to build its sales pipeline, primarily in conjunction with
Cisco Systems. The qualified pipeline of leads at the end of Q1 was $25 million,
double the year-ago level. The median deal size is also increasing and was $40,000
at the end of Q1 also double the year-ago level. These metrics support our optimistic
long-term outlook.
In the short term, we expect modest revenue growth as many customers continue to
evaluate the disposition of their workforces, how often workers will telecommute and
what resources are needed to maintain and improve productivity. We expect this
evaluation to continue through Labor Day and orders to pick up afterwards.
We expect Oblong to use the proceeds of the capital raise to fund a more aggressive
development and deployment of its cloud strategy. We believe this could shorten the
sales cycle by reducing the capital required by customers to implement a hybrid work
environment. If successful, this should result in meaningful installations in the second
half of this year.
Valuation: We use a multiple of 15x on the $100 million revenue we expect Oblong to achieve in 5 to 7 years. This puts our projected
valuation at $1.5 billion. Discounting this amount with a 25% discount rate results in an 18-month price target range of approximately
$12 to $17 per share. Our $13 price target is based on the lower end of this range, partly to reflect the risks to our projections.
Risks: The digital workplace collaboration market could see a reduction in demand as workers return to the workplace, and this could
impact our revenue estimates. We expect Oblong to generate well over 50% of its sales through Cisco for at least the next 18 months.
Our revenue estimates are at risk if Cisco’s Webex is unable to compete effectively against Zoom, Microsoft Teams and other
videoconferencing services. Oblong’s technology is patent protected, but success would likely attract competition, which could affect
our estimates.
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While the short-term outlook is more challenging, we believe the long-term outlook has improved. Major companies, such as
Google, plan on implementing hybrid work environments. Migration from urban areas (see “Did the COVID-19 Pandemic Cause
an Urban Exodus?”) will disperse the work force, and, we expect, will result in greater demand for videoconferencing tools.
Oblong’s patented multi-stream collaboration technologies enable digital workplace collaborations, such as videoconferencing, to
simultaneously share content among all the participants in a session regardless of the user’s location or platform. This is a unique
technology, and as digital collaboration becomes more common and more integral to companies’ workflows, we expect multistream collaboration technologies to become critical for all videoconferencing applications.
Oblong is transitioning from a hardware-only solution to a cloud-based SaaS (software-as-a-service) model with positive
implications for margins, cash-flow generation, consistency of results and the stock’s EV/Sales multiple, in our view. The transition
to a SaaS model will likely take a number of years, during which margins should improve and revenues accelerate as the user-base
builds. Mature SaaS-based companies generate gross margins of 80% and sport EV/Sales multiples of 20x or more (see table
below). We believe these margins and multiples are within reach for Oblong over the next 5 to 7 years.
Oblong’s flagship product family, Mezzanine, integrates rooms with multiple screens with remote terminals including laptops and
mobile devices. The power of Mezzanine is its ability to enable sharing of content from any device connected in the session with
all the other devices connected. We believe this is the next step in remote group collaboration and expect it to become ubiquitous
over time since it improves meeting productivity and is particularly well-suited to the current environment where COVID has
disrupted the traditional work environment.
Outlook
We expect modest sequential sales growth for the next two quarters to reflect an elongated sales cycle and assume revenue
accelerates in the second half and into next year as workers return to the office and companies adopt a hybrid work environment
that enables portions of its work force to work from home more often. We forecast an increase in operating expenses will be devoted
to accelerating the development of the cloud platform. More revenue from cloud services should drive an improvement in gross
margin. We forecast gross margin will improve from 49% in 2021 to 69% in 2023. We believe gross margin can go higher still as
more of the business is generated by cloud-based SaaS revenue.
Valuation and Price Target
Our valuation is based on the assumption Oblong will be successful transitioning to a SaaS provider. This should drive margins
higher, and higher margins should drive an EV/Sales multiple expansion. If there are delays in developing the SaaS platform, or
the company is less successful than we model in becoming a pure-play SaaS provider, our margin and multiple assumptions will
be at risk.
The table below presents a comp group of enterprise software, SaaS providers and collaboration software companies. The median
EV/sales multiple for the group is 16x, but SaaS providers have EV/Sales multiples of approximately 15x to 30x.

Source: FactSet, Dawson James Securities estimates
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We believe the accommodative Fed policy has resulted in an increase in overall equity multiples, and we also believe SaaS and
enterprise productivity software has, on a relative basis, benefitted from the changes in business wrought by the pandemic. This,
too, has resulted in a multiple increase for the group. Since the end of 2019, the comp group average EV/Sales has increased from
10.8x FTM sales to 17x FTM sales early this year, before falling back recently to 16x FTM sales.

Source: FactSet, Dawson James Securities estimates.
We believe multiples for the group can remain at high levels due to changes resulting from the pandemic in business practices and
the Fed’s stated policy of keeping monetary policy accommodative for an extended period of time. If the Fed changes its policy,
our EV/Sales target multiple could be at risk.
We believe Oblong can achieve $100 million in revenue over the next 5 to 7 years. Shares of high-growth SaaS companies, with
scale, have traded as high as 30x FTM sales, and shares of a comp group, with a mix of low- and high-growth companies, trade, on
average, at 16x FTM sales. We use a multiple of 15x on the $100 million revenue we expect Oblong to achieve in 5 to 7 years. This
puts our projected valuation at $1.5 billion. Discounting this amount with a 25% discount rate results in an 18-month price target
range of approximately $12 to $17 per share. Our $13 price target is based on the lower end of this range, partly to reflect the risks
to our projections. Relative to our prior price target of $15, our current price target reflects the increase in the share count and
additional shares from the potential exercise of warrants.
Risk Analysis
The company faces considerable risks. The digital workplace collaboration market has experienced dramatic growth since COVID
disrupted the global economy. As vaccines are deployed, there could be a sharp reduction in demand as workers return to the
workplace, and this could impact our revenue estimates. We expect Oblong to generate well over 50% of its sales through Cisco
for at least the next 18 months. Our revenue estimates are at risk if Cisco’s Webex is unable to compete effectively against Zoom,
Microsoft Teams and other videoconferencing services. Oblong’s technology is patent protected, but success will likely attract
competition. Oblong will need to integrate with other collaboration technology products and services, which could be timeconsuming and expensive. Offering a product that is part of a larger service presents opportunities, but also risks since Oblong may
not exert price control or have direct contact with the customer. This could put the company’s revenue stream at risk.
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Exhibit 1. Income Statement

Source: Oblong, Inc. and Dawson James Securities estimates
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Exhibit 2. Balance Sheet and Cash Flow Statement

Source: Oblong, Inc. and Dawson James Securities estimates
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Important Disclosures:
Price Chart:

Price target and ratings changes over the past three years:
Initiated – Buy – April 27, 2021 – Price Target $15.00
Update – Buy – May 14, 2021 – Price Target $15.00
Price Target Change – Buy – July 6, 2021 – Price Target changed from $15.00 to $13.00
Dawson James Securities, Inc. (the "Firm") is a member of the Financial Industry Regulatory Authority ("FINRA") and the Securities
Investor Protection Corporation ("SIPC").
The Firm does not make a market in the securities of the subject company(s). The Firm has engaged in investment banking relationships
with the subject company in the prior twelve months, as a manager or co-manager of a public offering and has received compensation
resulting from those relationships. The Firm may seek compensation for investment banking services in the future from the subject
company(s). The Firm has not received any other compensation from the subject company(s) in the last 12 months for services unrelated
to managing or co-managing of a public offering.
Neither the research analyst(s) whose name appears on this report nor any member of his (their) household is an officer, director, or
advisory board member of these companies. The Firm and/or its directors and employees may own securities of the company(s) in this
report and may increase or decrease holdings in the future. As of June 30, 2021, the Firm as a whole did not beneficially own 1% or
more of any class of common equity securities of the subject company(s) of this report. The Firm, its officers, directors, analysts, or
employees may affect transactions in and have long or short positions in the securities (or options or warrants related to those securities)
of the company(s) subject to this report. The Firm may affect transactions as principal or agent in those securities.
Analysts receive no direct compensation in connection with the Firm's investment banking business. All Firm employees, including the
analyst(s) responsible for preparing this report, may be eligible to receive non-product or service-specific monetary bonus compensation
that is based upon various factors, including total revenues of the Firm and its affiliates as well as a portion of the proceeds from a broad
pool of investment vehicles consisting of components of the compensation generated by investment banking activities, including but
not limited to shares of stock and/or warrants, which may or may not include the securities referenced in this report.
Although the statements in this report have been obtained from and are based upon recognized statistical services, issuer reports or
communications, or other sources that the Firm believes to be reliable, we cannot guarantee their accuracy. All opinions and estimates
included in this report constitute the analyst's judgment as of the date of this report and are subject to change without notice.
Information about valuation methods and risks can be found in the "Valuation" and "Risk Analysis" sections of this report.
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The securities of the company discussed in this report may be unsuitable for investors depending on their specific investment objectives
and financial position. This report is offered for informational purposes only and does not constitute an offer or solicitation to buy or
sell any securities discussed herein in any jurisdiction where such would be prohibited. Additional information is available upon request.

Ratings Definitions:
1)
2)
3)

Buy: The analyst believes the price of the stock will appreciate and produce a total return
of at least 20% over the next 12-18 months.
Neutral: The analyst believes the price of the stock is fairly valued for the next 12-18
months.
Sell: The analyst believes the price of the stock will decline by at least 20% over the next
12-18 months and should be sold.

The following chart reflects the range of current research report ratings for all companies, followed by the analysts of the Firm. The
chart also reflects the research report ratings relating to those companies for which the Firm has performed investment banking
services.

As of: 30-Jun-21
Company Coverage
Investment Banking
Ratings Distribution
# of Companies % of Total # of Companies % of Totals
Market Outperform (Buy)
24
71%
4
17%
Market Perform (Neutral)
10
29%
0
0%
Market Underperform (Sell)
0
0%
0
0%
Total
34
100%
4
12%
Analyst Certification:
The analyst(s) whose name appears on this research report certifies that 1) all of the views expressed in this report accurately reflect his
(their) personal views about any and all of the subject securities or issuers discussed; and 2) no part of the research analyst's compensation
was, is, or will be directly or indirectly related to the specific recommendations or views expressed by the research analyst in this
research report; and 3) all Dawson James employees, including the analyst(s) responsible for preparing this research report, may be
eligible to receive non-product or service-specific monetary bonus compensation that is based upon various factors, including total
revenues of Dawson James and its affiliates as well as a portion of the proceeds from a broad pool of investment vehicles consisting of
components of the compensation generated by investment banking activities, including but not limited to shares of stock and/or warrants,
which may or may not include the securities referenced in this report.
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