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•
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•
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•
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Kidoz generated 2019 revenue of $4.52 million – exceeding our
expectations by 16%. The beat was primarily due to greater than expected
ad revenue. (our forecast of $3.37 million versus actual of $3.83 million).
Operating costs (excluding stock-based compensation) were $2.83 million – a
YoY increase of 29%. We had expected operating costs to be 5% lower.
EBITDA in 2019 was -$1.11 million (2018: -$2.68 million). Our calculation of
EBITDA differs from Kidoz’s reported EBITDA due to our inclusion of stockbased compensation and the inclusion/exclusion of other small line items. We
forecasted EBITDA in 2019 to be -$1 million. Net losses in 2019 were $14.65
million (EPS: -$0.12) compared to $2.59 million (EPS: -$0.04) in 2018. We
forecasted net losses in 2019 to be $1.02 million (EPS: -$0.01). The large
discrepancy of our 2019 net loss forecast to actual results was primarily due
to management’s decision to report a goodwill impairment of $13.88 million
on the Kidoz Ltd. acquisition (due to COVID-19).
According to the 2019 Common Sense Census, which explores how kids in
the United States (“U.S.”) use media, they report a large drop in the amount
of time that tweens (8- to 12-year-olds) spend watching TV – the
percentage of tweens who have said that they enjoy watching TV “a lot” have
dropped from 61% (in 2015) to 50% (in 2019).
Smartphone ownership has increased from 2015 to 2019 across age groups
8 to 18. One in five 8-year-olds (19%) had their own smartphone in 2019
versus 11% in 2015.
In the short-term, we believe that COVID-19 will adversely impact Kidoz’s
revenue. According to Influencer Marketing Hub, 69% of brands expect that
they will decrease ad spend in 2020. eMarketer recently lowered its growth
projections of global media ad spending by nearly 3% for 2020. Both Facebook
(NASDAQ: FB) and Alphabet (NASDAQ: GOOGL) reported a significant
reduction in ad revenue in March 2020 due to COVID-19. With that said,
fundamentals of Kidoz remain intact and our mid/long-term outlook is positive.

Key Financial Data (FYE – DEC 31)
(in US$)
Cash
Working Capital
Total Assets
LT Debt to Capital
Revenue
Net Income
EPS

2016
60,190
13,896
129,093
928.0%
278,921
(3,156,302)
-0.05

2017
478,397
345,184
557,853
125.9%
93,475
(1,741,951)
-0.03

2018
641,536
662,573
769,633
0.0%
106,978
(2,592,831)
-0.04
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KIDZ Price and Volume (1-year)

Return
TSXV

YTD
18%
-20%

12M
-43%
-23%

Company Data (as of 29 April 2020)

2019
967,212
2,192,505
9,786,640
0.0%
4,517,379
(14,654,232)
-0.12

52-Week Range
Shares O/S
Market Cap.
Current Yield
P/E (forward)

C$0.20 - C$0.58
131,124,989
C$43.27 million
N/A
N/A

P/B

5.15x

2020E

2021E

693,658
1,571,164
7,919,837
0.0%
5,297,750
(1,264,276)
-0.01

1,662,065
2,554,788
8,675,839
0.0%
12,351,721
379,430
0.00

*See last page for important disclosures, rating and risk definitions. All figures in US$ unless otherwise specified.
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Revenue Exceeding Expectations
2019 revenue
improved 4,123%
YoY and 67% QoQ

Kidoz reported revenue of $4.52 million in 2019 – a YoY improvement of 4,123%.
Revenue in Q4-2019 was $2.12 million – a QoQ improvement of 67%. 85% of the
revenue in 2019 came from ad revenue, with the remaining 15% coming from
content revenue (such as subscriptions of Rooplay, in-app purchases on social
bingo sites and Rooplay Originals). The following shows revenue by quarter.
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-
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Source: Company, FRC
Driver of revenue
was the recent
acquisition of Kidoz
Ltd. and strong
demand for kid-safe
digital advertising

The significant YoY improvement in revenue was attributed to (1) the
acquisition of Kidoz Ltd. in Q1-2019 and (2) strong demand for kid-safe digital
advertising. The following chart shows the amount of money spent worldwide on
advertising to kids through digital and non-digital formats.
Worldwide Spending on Advertising to Kids from 2012 – 2021
Billions of US$
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Note: Non-digital includes television, magazines, newspaper, radio and telemarketing

Source: PwC, FRC
Worldwide kids
digital advertising
spending to grow at
a CAGR of 22%

To reiterate from our previous update report, worldwide kids digital advertising
spending amounted to US$0.9 billion in 2018 and is expected to grow at a
compound annual growth rate (“CAGR”) of 22% to 2021. We believe a key
contributing factor to this strong CAGR is the fact that more kids are shifting time
in front of a television (“TV”) to digital devices such as tablets and smart phones.

©2020 Fundamental Research Corp.

“17+ Years of Bringing Undiscovered Investment Opportunities to the Forefront”

www.researchfrc.com

Equity Research – Update Report
Page 3 of 14

A large drop in the
number of tweens
that enjoy watching
TV

According to the 2019 Common Sense Census, which explores how kids in the
United States (“U.S.”) use media, there was a large drop in the amount of time that
tweens (8- to 12-year-olds) spend watching TV – the percentage of tweens who
have said that they enjoy watching TV “a lot” has dropped from 61% (in 2015)
to 50% (in 2019).
Percentage of Tweens that Enjoy Watching TV (2015 versus 2019)
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Source: Common Sense Media, FRC
Watching online
videos is the most
popular form of
media enjoyment for
tweens

Watching online videos and playing mobile games are currently among the top
forms of media enjoyment by tweens. Tweens that enjoy watching online videos
“a lot” has increased from 46% (in 2015) to 67% (in 2019), and is the most
popular form of media enjoyment.
Tweens who enjoy … “a lot”
Watching online videos
Listening to music
Playing mobile games
Playing video games on a console
Watching TV
Reading for pleasure
Playing computer games
Writing for pleasure
Creating digital art
Using social media
Using virtual reality
Coding
Creating digital music
Modifying video games

2015
46%
54%
51%
52%
61%
41%
39%
13%
11%
13%
-%
4%
4%
5%

2019
67%
55%
55%
52%
50%
38%
37%
11%
10%
8%
6%
4%
4%
4%

Delta
21%
1%
4%
0%
-11%
-3%
-2%
-2%
-1%
-5%
6%
0%
0%
-1%

Source: Common Sense Media, FRC
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Smartphone
ownership has
increased
dramatically

Corresponding with the increased media enjoyment from online videos, music and
mobile games, smartphone ownership has increased from 2015 to 2019, across
age groups 8 to 18. One in five 8-year-ols (19%) has their own smartphone in
2019 versus 11% in 2015.
Smartphone Ownership Percentage by Age (2015 versus 2019)
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Source: Common Sense Media, FRC
Half of screen time
is devoted to TV or
videos

The primary use of screen time for tweens is watching TV/videos and playing
games. Among tweens, approximately half (53%) of all screen time is devoted to
TV or videos and 31% to gaming.
Proportion of Screen Time Devoted to Various Media Activities (2019)

Source: Common Sense Media
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Given that the KIDOZ content discovery network consists of over 3,800 kids’
gaming / learning apps and videos that are COPPA and GDPR-K compliant, we
The Kidoz network see the network as being able to appeal to a substantial number of kid users. In
has MAU exceeding fact, in a company statement dated September 2019, the network reported over
100 million 100 million Monthly Active Users (“MAU”). The following shows the growth in
MAU in accordance with company press releases and third-party sources.
Growth in MAU on the KIDOZ network

Source: Company, VentureBeat, FRC

In conjunction with the extreme growth in MAU, management has indicated that
there has been a strong increase in the number of brands that are advertising on
Kidoz has appointed the KIDOZ network (exact brand growth figures undisclosed). Over the past
numerous ad sales months, Kidoz has appointed numerous ad sales agents (Hub of Hype, PML
agents and YDigital Media) to increase their brand outreach capabilities.
Example of Brands that Advertise on the KIDOZ Network

Source: Company

©2020 Fundamental Research Corp.

“17+ Years of Bringing Undiscovered Investment Opportunities to the Forefront”

www.researchfrc.com

Equity Research – Update Report
Page 6 of 14

Robust growth in the
kids digital
advertising industry
expected

2019 revenue beat
our expectations by
16%

We have a positive long-term outlook (a discussion on the impact that COVID-19
will have on our short-term outlook is provided later) on the industry that Kidoz is
operating in and are pleased with the company’s growth trajectory. Due to COPPA
and GDPR-K being strictly enforced by regulators in many countries, we believe
that kids digital advertising is currently not extremely competitive – according to the
Google Play Store, Kidoz is among only 12 approved advertising networks for
apps targeting kids. Furthermore, robust growth in the industry is expected to
allow for players, in the short and medium-term, to expand with the market instead
of having to fiercely compete with each other.
As mentioned earlier, Kidoz generated 2019 revenue of $4.52 million. This
exceeded our expectations by 16%. The beat was primarily due to greater than
expected ad revenue (our forecast of $3.37 million vs. actual of $3.83 million). Our
revenue projections for Kidoz are presented later in this report.

Continuing our discussion on Kidoz’s 2019 financials, gross margins were 38% in
2019; they had not reported cost of goods sold (“COGS”) in the same period last
2019 gross margin
of 38% year. Operating costs (excluding stock-based compensation) were $2.83 million –
a YoY increase of 29%. We had expected operating costs to be 5% lower.
Margins
Gross
EBITDA
EBIT
Net (normalized)*
Expenses / Sales
Selling & Marketing
Development
Stock Based Compensation (“SBC”)
Compensation & Consultation
G&A
Total

2018
100.00%
-2508.70%
-2513.95%
-2423.70%
2018
329.8%
886.5%
556.7%
582.2%
253.6%
2608.7%

2019
38.48%
-24.58%
-36.67%
-17.20%
2019
8.2%
22.4%
0.4%
16.2%
15.9%
63.1%

* excludes impairment of goodwill

Source: Company, FRC

EBITDA in 2019 was -$1.11 million (2018: -$2.68 million). Our calculation of
EBITDA differs from Kidoz’s reported 2019 and 2018 EBITDA of -$0.78 million and
-$2.01 million, respectively, due to our inclusion of SBC and the inclusion/exclusion
of other small line items. We forecasted EBITDA in 2019 to be -$1 million. Net
2019 Net loss of
losses in 2019 were $14.65 million (EPS: -$0.12) compared to $2.59 million (EPS:
$14.65 million
-$0.04) in 2018. We forecasted net losses in 2019 of $1.02 million (EPS: -$0.01).
2019 EBITDA of
-$1.11 million

$13.88 million
impairment charge
on Kidoz Ltd.

The large discrepancy between our 2019 net loss forecast to actual results was
primarily due to a goodwill impairment of $13.88 million on the Kidoz Ltd.
acquisition. This write-down was not expected; management indicated that they
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decided to write-down this asset due to COVID-19. Accordingly, we have noticed
that a number of other companies have written down their assets during this period.
EBITDA
Net loss (normalized)*
EPS (normalized)*

2018
-$2.68 mn
-$2.59 mn
-$0.04

2019
-$1.11 mn
-$0.78 mn
-$0.01

2019 (FRC Estimate)
-$1.00 mn
-$1.02 mn
-$0.01

* excludes impairment of goodwill

Source: Company, FRC
Improvement in FCF
for 2019 compared
to 2018

As a result of the improvement in operating cash flows, free cash flows (“FCF”)
were -$1.08 million in 2019, versus -$2.12 million over the comparable period last
year.
Summary of Cash Flows
Cash Flows from Operations
Cash Flows from Investing
Cash Flows from Financing
Net Change
Free Cash Flows

2018
(2,108,797)
(12,149)
2,284,085
163,139
(2,120,946)

2019
(1,210,357)
130,611
1,405,422
325,676
(1,079,746)

Source: Company, FRC

Cash position of
$0.97 million and
$2.19 million in
working capital

At the end of 2019, the company reported a cash position of $0.97 million, $2.19
million in working capital, and nil debt.
Liquidity Analysis
Cash
Working Capital
Current Ratio
Debt / Capital
LT Debt / Capital
EBIT Interest Coverage Ratio

2018
$641,536
$662,573
8.30
0.0%
0.0%
n/a

2019
$967,212
$2,192,505
2.72
0.0%
0.0%
n/a

Source: Company, FRC

Stock Options and Warrants: We estimate that the company has 3.20 million
options (weighted average exercise price of $0.45) and nil warrants outstanding.
None of the options are in the money.
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FRC Projections and Valuation
Adjusting 2020
revenue forecast to
$5.30 million and
introducing our 2021
revenue forecast of
$12.35 million

Despite revenue in 2019 beating our expectations, we are revising our revenue
forecast for 2020 downwards to $5.30 million (previously $6.15 million). Although
annualizing Q4-2019 revenue (assuming no seasonality) would result in an annual
revenue forecast of $8.49 million, we believe that COVID-19 will adversely affect
ad revenue for Kidoz in 2020, which we discuss further below. We are also
introducing our 2021 revenue forecast of $12.35 million.
We are adjusting our 2020 earnings estimate from -$0.23 million (EPS: -$0.00) to
-$1.26 million (EPS: -$0.01) and introducing our 2021 earnings estimate of $0.38
million (EPS: $0.00).

Impact of COVID-19 on Global Media Ad Spend
69% of brands
expect that they will
decrease ad spend
in 2020 due to
COVID-19

According to Influencer Marketing Hub, 69% of brands expect that they will
decrease ad spend in 2020 due to COVID-19. Additionally, eMarketer recently
lowered its growth projections of global media ad spending by nearly 3% for 2020.

eMarketer lowered
its growth
projections of global
media ad spending

Ad spending forecasts by eMarketer assumes that COVID-19 will be contained in
the coming months and there will be a rebound in H2-2020. There is further
downside on global ad spending should COVID-19 persist into the summer.
Alphabet Inc., on April 28, 2020, reported financial results for the quarter ended
March 31, 2020. In their report, it was stated that “performance was strong
during the first two months of the quarter, but then in March we experienced
a significant slowdown in ad revenues.” With that said, Alphabet has stated that
they are currently seeing signs of stabilization in April.
Alphabet and
Facebook
experienced a
significant slowdown
in ad revenues in
March 2020

Facebook Inc., on April 29, 2019, reported financial results for the quarter ended
March 31, 2020. In their report, it was stated that they “experienced significant
reduction in the demand for advertising … over the last three weeks of the
first quarter of 2020.” Similar to Alphabet, Facebook has stated that they are
currently seeing signs of stabilization in April.
Although both Facebook and Alphabet alluded to ad revenue stabilization in April,
they have expressed that the outlook remains very uncertain.
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Impact of COVID-19 on Kidoz
In our discussions with management, it was indicated that a number of brands have
Engagement on the
KIDOZ network has held back on ad spending due to COVID-19. Although engagement on the KIDOZ
increased network has increased dramatically (see chart below) due to kids being stuck at
home, we believe brands are reluctant to commit to ad spending due to potential
supply chain shocks from COVID-19.
Although digital
media consumption
has increased,
advertisers are
reluctant to spend

According to eMarketer, who looked into ad spending in China, “despite the
increase in digital media consumption in China as consumers try to keep
themselves entertained and informed at home, advertisers are reluctant to spend
what could be lost dollars if supply chain shocks prevent them from getting their
products to market.”
Daily Unique Users on the KIDOZ Network

Source: Kidoz
COVID-19 is a black
swan event

We acknowledge that COVID-19 is a black swan event and expect revenue of
Kidoz over the medium term and onwards to rebound.
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Valuation
Although COVID-19 has resulted in us revising our 2020 revenue forecast lower,
our medium/long-term forecasts remain largely similar. Our long-term forecasts for
the KIDOZ network continue to be based on (1) achieving 1 billion MAUs by 2025
and (2) increase in revenue per user per year (“RPUPY”) of $0.04-$0.05 (our
estimate) to $0.10 RPUPY by 2025.

Source: FRC

Our updated DCF valuation on Kidoz is $1.00 per share versus our previous
estimate of $0.95 per share. The improvement is primarily attributed to changes
in the USD-CAD exchange rate, which was partially offset by lower 2020 estimates.
Had we used the exchange rate at the time of our last update report (November
Maintaining our BUY
rating 2019), our valuation would be $0.94 per share. We believe that the fundamentals
of Kidoz have not changed and are maintaining our BUY rating.
DCF Valuation of
$1.00 per share

Risks
The following risks, though not exhaustive, may cause our estimates to differ from
actual results:
•
•
•
•
•
Maintaining our risk
rating of 4

Any unfavorable changes in regulations in the future may impact the
company’s business.
Ability to attract publishers and brands will be key to long-term growth.
COVID-19 has an impact on the company’s top-line revenue that is not
easily quantifiable.
The company is operating in a highly competitive space.
The average daily trading volume is relatively low as shares are thinly
traded.

We are maintaining our risk rating of 4 (Speculative).
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Appendix

©2020 Fundamental Research Corp.

“17+ Years of Bringing Undiscovered Investment Opportunities to the Forefront”

www.researchfrc.com

Equity Research – Update Report
Page 12 of 14

©2020 Fundamental Research Corp.

“17+ Years of Bringing Undiscovered Investment Opportunities to the Forefront”

www.researchfrc.com

Equity Research – Update Report
Page 13 of 14

©2020 Fundamental Research Corp.

“17+ Years of Bringing Undiscovered Investment Opportunities to the Forefront”

www.researchfrc.com

Equity Research – Update Report
Page 14 of 14
Fundamental Research Corp. Equity Rating Scale:
Buy – Annual expected rate of return exceeds 12% or the expected return is commensurate with risk
Hold – Annual expected rate of return is between 5% and 12%
Sell – Annual expected rate of return is below 5% or the expected return is not commensurate with risk
Suspended or Rating N/A— Coverage and ratings suspended until more information can be obtained from the company regarding recent events.
Fundamental Research Corp. Risk Rating Scale:
1 (Low Risk) - The company operates in an industry where it has a strong position (for example a monopoly, high market share etc.) or operates in a
regulated industry. The future outlook is stable or positive for the industry. The company generates positive free cash flow and has a history of profitability.
The capital structure is conservative with little or no debt.
2 (Below Average Risk) - The company operates in an industry where the fundamentals and outlook are positive. The industry and company are relatively
less sensitive to systematic risk than companies with a Risk Rating of 3. The company has a history of profitability and has demonstrated its ability to
generate positive free cash flows (though current free cash flow may be negative due to capital investment). The company’s capital structure is conservative
with little to modest use of debt.
3 (Average Risk) - The company operates in an industry that has average sensitivity to systematic risk. The industry may be cyclical. Profits and cash
flow are sensitive to economic factors although the company has demonstrated its ability to generate positive earnings and cash flow. Debt use is in line
with industry averages, and coverage ratios are sufficient.
4 (Speculative) - The company has little or no history of generating earnings or cash flow. Debt use is higher. These companies may be in start-up mode
or in a turnaround situation. These companies should be considered speculative.
5 (Highly Speculative) - The company has no history of generating earnings or cash flow. They may operate in a new industry with new, and unproven
products. Products may be at the development stage, testing, or seeking regulatory approval. These companies may run into liquidity issues and may rely
on external funding. These stocks are considered highly speculative.
Disclaimers and Disclosure
The opinions expressed in this report are the true opinions of the analyst about this company and industry. Any “forward looking statements” are our best
estimates and opinions based upon information that is publicly available and that we believe to be correct, but we have not independently verified with
respect to truth or correctness. There is no guarantee that our forecasts will materialize. Actual results will likely vary. The analyst and Fundamental
Research Corp. “FRC” does not own any shares of the subject company, does not make a market or offer shares for sale of the subject company, and
does not have any investment banking business with the subject company. Fees were paid by KIDZ to FRC. The purpose of the fee is to subsidize the
high costs of research and monitoring. FRC takes steps to ensure independence including setting fees in advance and utilizing analysts who must abide
by CFA Institute Code of Ethics and Standards of Professional Conduct. Additionally, analysts may not trade in any security under coverage. Our full
editorial control of all research, timing of release of the reports, and release of liability for negative reports are protected contractually. To further ensure
independence, KIDZ has agreed to a minimum coverage term including an initial report and three updates. Coverage cannot be unilaterally terminated.
Distribution procedure: our reports are distributed first to our web-based subscribers on the date shown on this report then made available to delayed
access users through various other channels for a limited time.
The distribution of FRC’s ratings are as follows: BUY (67%), HOLD (8%), SELL / SUSPEND (25%).
To subscribe for real-time access to research, visit https://www.researchfrc.com/website/subscribe/ for subscription options.
This report contains "forward looking" statements. Forward-looking statements regarding the Company and/or stock’s performance inherently involve risks
and uncertainties that could cause actual results to differ from such forward-looking statements. Factors that would cause or contribute to such differences
include, but are not limited to, continued acceptance of the Company's products/services in the marketplace; acceptance in the marketplace of the
Company's new product lines/services; competitive factors; new product/service introductions by others; technological changes; dependence on suppliers;
systematic market risks and other risks discussed in the Company's periodic report filings, including interim reports, annual reports, and annual information
forms filed with the various securities regulators. By making these forward-looking statements, Fundamental Research Corp. and the analyst/author of
this report undertakes no obligation to update these statements for revisions or changes after the date of this report. A report initiating coverage will most
often be updated quarterly while a report issuing a rating may have no further or less frequent updates because the subject company is likely to be in earlier
stages where nothing material may occur quarter to quarter.
Fundamental Research Corp DOES NOT MAKE ANY WARRANTIES, EXPRESSED OR IMPLIED, AS TO RESULTS TO BE OBTAINED FROM USING
THIS INFORMATION AND MAKES NO EXPRESS OR IMPLIED WARRANTIES OR FITNESS FOR A PARTICULAR USE. ANYONE USING THIS
REPORT ASSUMES FULL RESPONSIBILITY FOR WHATEVER RESULTS THEY OBTAIN FROM WHATEVER USE THE INFORMATION WAS PUT TO.
ALWAYS TALK TO YOUR FINANCIAL ADVISOR BEFORE YOU INVEST. WHETHER A STOCK SHOULD BE INCLUDED IN A PORTFOLIO DEPENDS
ON ONE’S RISK TOLERANCE, OBJECTIVES, SITUATION, RETURN ON OTHER ASSETS, ETC. ONLY YOUR INVESTMENT ADVISOR WHO KNOWS
YOUR UNIQUE CIRCUMSTANCES CAN MAKE A PROPER RECOMMENDATION AS TO THE MERIT OF ANY PARTICULAR SECURITY FOR
INCLUSION IN YOUR PORTFOLIO. This REPORT is solely for informative purposes and is not a solicitation or an offer to buy or sell any security. It is
not intended as being a complete description of the company, industry, securities or developments referred to in the material. Any forecasts contained in
this report were independently prepared unless otherwise stated and HAVE NOT BEEN endorsed by the Management of the company which is the subject
of this report. Additional information is available upon request. THIS REPORT IS COPYRIGHT. YOU MAY NOT REDISTRIBUTE THIS REPORT
WITHOUT OUR PERMISSION. Please give proper credit, including citing Fundamental Research Corp and/or the analyst, when quoting information from
this report.
The information contained in this report is intended to be viewed only in jurisdictions where it may be legally viewed and is not intended for use by any
person or entity in any jurisdiction where such use would be contrary to local regulations or which would require any registration requirement within such
jurisdiction.
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