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LabStyle Innovations Corp. 
(OTCQB: DRIO, Target Price: $7.24) 
We initiate coverage on LabStyle Innovations Corp (“LabStyle”) with a price 
target of $7.24 per fully diluted share. LabStyle develops and 
commercializes patent-pending technology providing consumers with 
laboratory-testing capabilities using smart mobile devices. LabStyle's 
flagship product is the Dario™ personalized smart meter (Dario™ Blood 
Glucose Monitoring System). Dario is a mobile, cloud-based, diabetes 
management solution which includes novel software applications combined 
with a convenient, ‘all-in-one’, pocket-sized, blood glucose monitoring 
device. LabStyle is applying this technology to address the estimated $12bn 
worldwide market for diabetic self-monitoring of blood glucose (“SMBG”) 
market. The combination of a next generation glucometer and revolutionary 
diabetes management system should enable LabStyle to capture a 
meaningful share of the diabetes treatment market place. However, the 
longer term value to LabStyle will come from the “library” of user data that 
company collects. This data will provide insights into diabetes management 
best practices, and ultimately, help drive significant healthcare cost savings 
associated with the disease.     
 

INVESTMENT HIGHLIGHTS 
Dario™ personalized smart meter is a next generation product  
 

Dario™ is a comprehensive, patent-pending system that combines a cutting 
edge software application and cloud-based data services with a novel, all-
in-one SMBG device consisting of a lancet (to obtain a blood sample), a 
device-specific disposable test strip cartridge and a smart mobile device-
driven glucose reader adaptor. Aside from improved user convenience over 
current glucometer technologies, Dario™ has the potential to be the first 
truly social diabetes management system, with communities of users 
learning about the numerous functionalities of the software, sharing their 
experiences and insights, motivating and helping each other, and ultimately 
deriving increased health benefits from improved disease management. 
LabStyle has commenced a soft launch in the U.K., Italy, Australia and New 
Zealand and we expect additional launches to follow throughout 2014.  
 

Data monetization will be material long-term opportunity 

The optionality in the LabStyle model comes with the library of user data the 
company will collect as it grows its user base. The collected patient 
information is encrypted on the user's phone and on LabStyle's server, 
meaning there is no potential HIPAA or confidential information sharing 
violation. There are numerous potential avenues that LabStyle can take to 
pursue monetizing this database. Hospitals, large clinics, insurers, drug 
developers and other industry participants may all find the database 
information to be a highly attractive asset. 

Recent capital raise bolsters balance sheet, supports product launch 
On February 20th, LabStyle announced the successful closing of a 
previously announced private placement. Aggregate net proceeds of the 
financing, anticipated to be approximately $3.8mn, will be used primarily to 
continue the company's multi-market launch of Dario™. Management has 
stated that this capital should be sufficient to fund operations through 
October 2014.  

Initiate coverage with a price target of $7.24 
Our analysis indicates a fair value estimate of $7.24 per fully diluted share 
(detailed on page 10), implying an upside of 417% from the recent price of 
$1.40. We view LabStyle as a speculative investment in highly attractive 
and rapidly growing SMBG market. The Dario™ has the potential to be a 
revolutionary product in the space, increasing user satisfaction, compliance 
and ultimately producing improved health outcomes for users. 

Stock Details (04/22/2014) 

OTCQB: DRIO 

Sector / Industry Healthcare / Healthcare Technology 

Price target  $7.24  

Recent share price $1.40 

Shares o/s (mn) 22.7 

Market cap (in $mn) 31.8 

52-week high/low $3.10 / 0.26 

Source: Bloomberg, SeeThruEquity Research 

 

Key Financials ($mn unless specified) 

  FY12 FY13 FY14E 

Revenues 0.0  0.0  2.9  

EBITDA (4.0) (12.7) (14.9) 

EBIT (4.0) (13.6) (15.9) 

Net income (5.7) (13.9) (16.0) 

EPS ($) (0.46) (0.76) (0.58) 

Source: SeeThruEquity Research 

 

Key Ratios 

  FY12 FY13 FY14E 

Gross margin (%) NA NA 55.0 

Operating margin (%) NA NA (555.9) 

EBITDA margin (%) NA NA (521.0) 

Net margin (%) NA NA (559.4) 

P/Revenue (x) NA NA 11.1  

EV/EBITDA (x) (7.5) (2.3) (2.0) 

EV/Revenue (x) NA NA 10.3 

Source: SeeThruEquity Research 

 

 

Share Price Performance ($, LTM) 

 

Source: Bloomberg 
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SUMMARY TABLE 
Figure 1. Summary Table (As of April 22, 2014) 

Share data   B/S data (As of 4Q13) Key personnel:  
Recent price: $1.40  Total assets: 4.1mn Chief Executive Officer: Erez Raphael 

Price target: $7.24  Total debt: 0.0mn VP QA, Clincal & Reg: Shosh Friedman 

52-week range: 3.10 / 0.26 Equity: (0.1mn) Chief Financial Officer: Gadi Levin 

Average volume:* 72,222 W/C: 1.4mn GM NA & VP Operations: Shai Eisen 

Market cap: $31.8mn ROE '13: -532% Director, Product Strat: David Edelman 

Book value/share: ($0.00) ROA '13: -246% VP Software: Dror Bacher 

Cash/share $0.12  Current ratio: 1.9 Head of Sci. Advisory Bd Prof. Itamar Raz, MD 

Dividend yield: 0.00% Asset turnover: 0.0     

Risk profile: High / Speculative Debt/Cap: 0.0      

* three month average volume (number of shares)  

  Estimates   Valuation  
FY December Rev ($mn) EBITDA ($mn) EPS ($) P/Rev (x) EV/Rev (x) P/E (x) 
2012A 0.0  0.0  N/A N/A N/A N/A 

2013A 0.0  (4.0) (0.46) N/A N/A N/A 

1Q14E 0.0  (12.7) (0.76) N/A N/A N/A 

2Q14E 0.0  (4.1) (0.16) N/A N/A N/A 

3Q14E 0.1  (4.0) (0.16) 55.4x 51.5x N/A 

4Q14E 0.6  (3.8) (0.15) 13.9x 12.9x N/A 

2014E 2.1  (2.0) (0.08) 14.8x 3.4x N/A 

2015E 15.9  (14.9) (0.58) 11.1x 10.3x N/A 

Source: SeeThruEquity Research 

INVESTMENT THESIS 

LabStyle Innovations Corp. (“LabStyle”) was incorporated in Delaware and commenced operations on 
August 11, 2011.  LabStyle has a wholly owned subsidiary, LabStyle Innovation Ltd., incorporated and 
located in Israel, which commenced operations on September 14, 2011. Its principal business activity is to 
hold LabStyle’s intellectual property and to perform research and development, manufacturing, marketing 
and other business activities .LabStyle develops and commercializes patent-pending technology providing 
consumers with laboratory-testing capabilities using smart mobile devices. LabStyle's flagship product is the 
Dario™ personalized smart meter (Dario™ Blood Glucose Monitoring System). Dario™ is a mobile, cloud-
based, diabetes management solution which includes novel software applications combined with a 
convenient, ‘all-in-one’, pocket-sized, blood glucose monitoring device. LabStyle is applying this technology 
to address the estimated $12bn worldwide market for diabetic self-monitoring of blood glucose (“SMBG”) 
market. 
 
Dario™ is a comprehensive, patent-pending system that combines a cutting edge software application and 
cloud-based data services with a novel, all-in-one SMBG device consisting of a lancet (to obtain a blood 
sample), a device-specific disposable test strip cartridge and a smart mobile device-driven glucose reader 
adaptor. Aside from improved user convenience over current glucometer technologies, Dario™ has the 
potential to be the first truly social diabetes management system, with communities of users learning about 
the numerous functionalities of the software, sharing their experiences and insights, motivating and helping 
each other, and ultimately deriving increased health benefits from improved disease management. 
 
As a stand-alone device and software application, we view the Dario™ as a product that should capture a 
meaningful share of the global diabetes treatment market and provide LabStyle with a substantial revenue 
opportunity. Longer term, the monetization of the growing library of user data that LabStyle collects should 
have a similarly significant revenue benefit, if not greater, to the company. 
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Diabetes management presents significant end market opportunity 
 

According to research from the Juvenile Diabetes Research Foundation (“JDRF”), the National Institute of 
Health (“NIH”) and the International Diabetes Federation (“IDF”), there are roughly 382 million people 
worldwide with diabetes. This number is expected to grow to almost 600 million by 2035E. Roughly 8% of 
the global adult population has 
been diagnosed with diabetes, and 
many more remain undiagnosed. 
Annual global healthcare spending 
on the treatment of diabetes is in 
the $500bn range. Approximately 
10% of all diabetics have Type 1 
diabetes (“T1D”). In the U.S. alone, 
approximately three million people 
have T1D, and roughly 30,000 
more are diagnosed with it 
annually. T1D accounts for roughly 
$15bn in healthcare costs in the 
U.S. each year. T1D is an 
autoimmune disease in which a 
person’s pancreas stops producing 
insulin, a hormone that enables 
people to get energy from food. It 
occurs when the body’s immune 
system attacks and destroys the 
insulin-producing cells in the 
pancreas, called beta cells. Scientists believe that both genetic factors and environmental triggers are 
involved. Its onset has nothing to do with diet or lifestyle. There is nothing you can do to prevent T1D, and 
there are no current solutions to for an individiual diagnosed with T1D to get rid of it. It comes on suddenly, 
causes dependence on injected or pumped insulin for life, and carries the constant threat of devastating 
complications. Living with T1D is a constant challenge. People with the disease must carefully balance 
insulin doses (either by injections multiple times a day or continuous infusion through a pump) with eating 
and other activities throughout the day and night. They must also measure their blood-glucose level by 
pricking their fingers for blood six or more times a day. Despite this constant attention, people with T1D still 
run the risk of dangerous high or low blood-glucose levels, both of which can be life threatening. People with 
T1D must overcome these challenges on a daily basis.  
 
A central component of managing T1D is the self monitoring of blood glucose (“SMBG”). SMBG has been 
accepted as an important component of modern therapy that empowers people with diabetes to achieve and 
maintain therapeutic goals. SMBG has been recommended for people with diabetes and their health care 
professionals in order to achieve a specific level of glycemic control and to prevent hypoglycemia. As per the 
American Diabetes Association, “the goal of SMBG is to collect detailed information about blood glucose 
levels at many time points to enable maintenance of a more constant glucose level by more precise 
regimens. It can be used to aid in the adjustment of a therapeutic regimen in response to blood glucose 
values and to help individuals adjust their dietary intake, physical activity, and insulin doses to improve 
glycemic control on a day-to-day basis.” Randomized controlled trials have demonstrated that among 
patients with T1D, SMBG has been associated with improved health outcomes. SMBG works by having 
patients perform a number of glucose tests each day or each week. The test most commonly involves 
pricking a finger with a lancet device to obtain a small blood sample, applying a drop of blood onto a reagent 
strip, and determining the glucose concentration by inserting the strip into a reflectance photometer for an 
automated reading. Test results are then recorded in a logbook or stored in the glucose meter’s electronic 
memory. People with diabetes can be taught to use their SMBG results to correct any deviations out of a 
desired target range by changing their carbohydrate intake, exercising, or using more or less insulin. Most 
experts agree that insulin-treated patients should monitor blood glucose at least four times a day, and 
higher-end monitoring is in the eight to ten times a day range. The benefits tend to be most pronounced 
when the patient displays a willingness and commitment to test and has been given enough education on 
when to test blood glucose levels and interpreting the results to get the most out of the testing. Barriers to 
optimal use of SMBG include limited knowledge, both by clinicians and patients, as well as from perceived 
inconvenience or discomfort with the measurement. Motivational/behavioral issues, may also be a barrier. 

 

Source: Company filings and investor materials, www.jdrf.org, www.nih.gov, www.idf.org, SeeThruEquity Research 
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Dario™ personalized smart meter is a next generation product  
 

LabStyle’s Dario™ offers users a comprehensive solution by combining a cutting edge software application 
(or app) and cloud-based data services with a novel, all-in-one SMBG device. The Dario™ SMBG device is 
efficient and extremely user friendly. The device is slighly larger than a pack of gum and contains both a 
replaceable cartridge (loaded with 25 testing strips) and a reusable blood-sampling device equipped with a 
disposable lancet. The Dario™ connects to a smart mobile device via the device audio jack where the user 
uploads and reviews their data on the Dario™ mobile app. The Dario™ was designed to overcome the 
numerous hurdles standing in the way of greater SMBG adoption. 

As previously discussed, the inconvenience and discomfort of SMBG measurement process is noted as a 
barrier to optimal use. Current SMBG devices are often cumbersome and have a separate glucometer, 
lancing device and strip vile. This creates additional steps and frustrations for users, particularly those 
repeating this process 
multiple times throughout the 
day. Having all of these 
features contained in one 
pocket-sized device is a 
major technological and 
convenience advancement. 
The testing strips are easily 
dispensed from the cartridge 
and the lancet is housed in 
the device, making it 
incredibly easy to use. The 
second component of 
increasing effectiveness and 
use lies in helping to motivate 
and educate patients. This is 
where the Dario™ mobile 
app also has material 
advantages over existing 
diabetes management 
software. Dario™ uploads 
the data into the app in 
realtime, and allows users to easily record, analyze, transmit and store key data points such as glucose 
level, insulin and carbohydrate intake. Furthermore, LabStyle hopes to build a diabetes management social 
community, where users can help each other by sharing their own insights and knowledge about their 
condition and providing motivational support. users can also interact with caregivers and healthcare 
providers to share their data and receive assistance. Over time, the Dario™ system will provide users with 
customized knowledge to deliver better health outcomes. This includes information to assist in knowing how 
your sugars change, receiving personalized, actionable alerts based off of personal pattern recognition and 
receiving helpful diabetes management tips. The more data that users upload (details about food 
consumption, physical activity and medication usage), the more effective the tool becomes. LabStyle 
recently announced a partnership with the world's leading global nutrition data application, FatSecret. The 
FatSecret platform is being integrated with Dario's software application to deliver localized nutrition datasets 
of generic foods, branded products and restaurant items, to allow diabetics to more easily track and manage 
their food intake and resulting blood sugar and insulin levels. We envision that this is the first of many of 
these types of collaborations for LabStyle, and that the company will continually look to expand the amount, 
and increase the quality of, the information that users of the Dario™ app receive.  

Based on studies by Nokia and app maker Locket, the average smart phone user checks their phone 110-
150 times per day. Diabetes management is a 24 hour a day job, and can be incredibly tedious and 
deflating. The Dario™ app is a major step in bringing disease management into a medium which people 
actally enjoy using. Currently, the Dario™ app is available for iOS smartphones, and LabStyle management 
has reiterated that the company is on track for its Android release in early June. 

While this might sound like marketing “hype” that one would associate with a new product attempting to take 
market share, we highly encourage investors to watch LabStyle’s short Dario™ advertisement 
www.youtube.com/watch?v=ST-Gf5Es1EI.  

The device truly is a next generation product, and users agree. LabStyle conducted an ease of use study in 
Israel with 230 participants ranging in age from 8-80. Over 95% of the patients indicated that the Dario™ 
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was easy to use, understood training materials and easily used the iPhone application and 89% claimed that 
they would switch to the product overnight if it were available. 

Source: Company filings and investor materials, www.techland.com SeeThruEquity Research 

Strip quality and testing accuracy 
 

LabStyle will generate initial revenues from the sales of the Dario™ testing strips. The strips provide blood 
glucose readings in just a few seconds and only require a blood sample of 0.3µl. In the previously 
referenced user study, LabStyle reported that for tests with blood glucose level result above 75 mg/dL, 
96.2% of the patients met the minimum acceptable accuracy as described in the ISO 15197:2003. For the 
blood glucose levels results below 75 mg/dL, 100% of the patients met the minimum acceptable accuracy as 
described in the ISO 15197:2003. In both above and below 75 mg/dL glucose level, the system met and 
even exceeded the accuracy requirements of ISO 15197:2003. This will be critical as LabStyle seeks 
reimbursement for the strips. Additionally, while users may download and use the Dario™ app without the 
device, the strips are proprietary to the Dario™ SMBG device. In this way, LabStyle will follow the 
razor/razorblade model. It is estimated that a typical T1D patient, who is testing his or her blood sugar 4 to 
10 times a day, uses 120 to 300 strips each month. This creates the potential for a substantial and 
predictable low-cost, high-margin recurring revenue stream.   
 
Product rollout 
 

As reported in a press release published by Transparency Market Research, the blood glucose self-
monitoring market is currently 
estimated to be $12bn and is 
expected to grow to an estimated 
$27bn by 2022. The same source 
also notes that the total diabetes 
management market was $50.8bn 
in 2011 and is estimated to reach 
$98.4bn by 2018. The SMBG 
testing market, which barely existed 
in 1980, now accounts for 
approximately a quarter of the 
entire in vitro diagnostics industry. 
LabStyle’s initial marketing will be 
focused on the early adapter, 
insulin dependent diabetic patient 
population. While this population 
constitutes about 20-30% of the 
diabetic patient population, 
LabStyle estimates it to be 
responsible for over 60% of the 
revenue from blood glucose 
monitoring. 

LabStyle plans to primarily utilize distribution partners in connection with initial sales efforts for Dario™. 
Throughout 2013, LabStyle announced distribution partnerships with Farla Medical Limited (for U.K. and 
Belgium distribution), Harmonium Pharma (Italy) and InnoMed Ltd. (New Zealand). Just recently, LabStyle 
announced a partnership with uHealth Australia Pty Limited (Australia). Planned marketing campaigns are 
directed to diabetes centers, gatherings of medical professionals, the national healthcare systems in the 
countries of launch and social media outlets. LabStyle also plans to make Dario™ an Internet-driven 
product. Dario™ was “designed for the mobile age” and will be powered by the Internet as route of launching 
and marketing new consumer products. LabStyle plans to sell directly to consumers and also collaborate 
with distributors and online marketing firms in various jurisdictions. Additionally, LabStyle will also consider 
revenue sharing with affiliate networks and a variety of other pay-for-performance methods commonly used 
in online commerce. This dual “B2B” and “B2C” rollout is a novel approach in the medical device industry, 
which we believe will generate significant user awareness of the Dario™ device and app. As more users 
download the free Dario™ app, they will experience and then convey the benefits to other users through 
various social media platforms. Ultimately, LabStyle will generate revenues off of these users by converting 
a percentage of them to the Dario™ device and by monetizing the data generated by the entire user 
population.  
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LabStyle has commenced a soft commercial launch in the U.K., Italy, Australia and New Zealand in recent 
weeks and management spoke optimistically about the launch on an investor update call held on April 17th. 
Thousands of users are downloading the free Dario™ app and the numbers are growing. More launches are 
planned for 2014 in Europe and North America, and LabStyle hopes to have FDA approval for the device by 
4Q14.   

Source: Company filings and investor materials, www.transparencymarketresearch.com, SeeThruEquity Research 
 

Reimbursement and data monetization 

On the recent investor update call, LabStyle management said it anticipates reimbursement for the testing 
strips to be approved in Italy by the end of April, and the company is still working on additional 
reimbursement in other countries. Although they are not yet pursuing reimbursement for the Dario™ app, 
there is precedent for this to occur in the future. In June 2013, WellDoc launched Bluestar, which the 
company says is the first mobile health product to secure reimbursement as a diabetes therapy that will be 
adjudicated as a pharmacy benefit like other prescription products. This comes after previous reports in the 
NY Times that two unnamed insurance companies had already agreed, in mid-2012, to pay more than $100 
a month for patients who use WellDoc’s DiabetesManager. By showing in a clinical trial that 
DiabetesManager was able to significantly reduce blood sugar levels in diabetes patients, WellDoc was 
clearance to operate as a medical device. We believe that the Dario™ app holds similar potential, and there 
is a chance that LabStyle can negotiate similar reimbursement levels in the future. 

The optionality in the LabStyle model comes with the library of user data the company has begun collecting 
as it grows its user base. The collected patient information is encrypted on the user's phone and on 
LabStyle's server, meaning there is no potential HIPAA or confidential information sharing violation. There 
are numerous potential avenues that LabStyle can take to pursue monetizing this database. The data has 
uses in clinical studies, trial recruitment, drug development, developing best practices in diabetes 
management, etc. Hospitals, large clinics, insurers, drug developers and other industry participants may all 
find the database information to be a highly attractive asset. Admittedly, this is a longer-term opportunity for 
LabStyle. However, with each additional user the company acquirers, the database grows in value. We also 
note that all of LabStyle’s distribution agreements strictly cover sales of the testing strips, the company has 
exclusive rights to the data. 

 
Source: Company filings and investor materials, SeeThruEquity Research 

Strong IP portfolio 

LabStyle has a strong patent portfolio around the IP of the Dario™ app and device. Its original Patent 
Cooperation Treaty (“PCT”) was filed in May, 2011. The application covers the novel blood glucose 
measurement device, comprising the glucose meter; and an adaptor that connects the glucose meter to a 
smart-phone to receive power supply and data display, storage and analysis. A PCT search report and 
written opinion on patentability that LabStyle received from World Intellectual Property Organization (known 
as WIPO) was very positive, including only two “Y” citations, meaning no significant prior art was found with 
regards to novelty and inventiveness of the application. Corresponding national applications of our PCT 
were filed in November 2012 in the U.S., Europe, and other major territories. To create market distinction 
and branding for Dario™, three US Design Applications have been filed covering the glucose meter and the 
cartridge. These applications were granted and registered in the United States. In addition, three US Design 
Applications have been filed covering LabStyle’s smart mobile device display screens with graphical user 
interface. These design application were granted and registered in the United States. LabStyle has filed 
national applications for the cartridge and display screens in major territories. LabStyle is also presently 
pursuing patent applications in multiple jurisdictions covering the specific processes related to blood glucose 
level measurement as well as more general methods of rapid tests of body fluids using smart mobile devices 
and cloud-based services. LabStyle has also filed many other patent applications related to the Dario™ 
device and software. 

LabStyle notes that the patents and product capabilities are not limited to glucometers and diabetes 
management. The IP behind the device can be applied to other diseases which require blood sampling in 
the future.  

Source: Company filings and investor materials, SeeThruEquity Research 

 



	   	  

 
© 2011-2014 SeeThruEquity, LLC. Important disclosures appear at the back of this report. 7 | P a g e  

LabStyle Innovations Corp. 

Equity | Healthcare / Healthcare Technology  

April 24, 2014 

 

COMPETITIVE LANDSCAPE 
From a competition perspective, four companies currently dominate the SMBG business, controlling 
approximately 90% of the market: Roche Diagnostics (part of Hoffman-LaRoche), LifeScan (a Johnson & 
Johnson company), Bayer Healthcare Division, and Abbott Laboratories.  These “big four” offer a wide 
variety of SMBG products and have led the market since the late 1990s.  Numerous second-tier and third-
tier competitors, including several in Asia, hold the remaining 10% of the market.  LabStyle believes that the 
SMBG offerings by all vendors are comparable, with mild differentiation of the main feature sets of the 
devices. There are also players competing of the software application side of diabetes management. 
WellDoc’s Bluestar, mySugr, Glooko and iBGStar are the major players in the space.  
 
LabStyle has a truly differentiated product with the Dario™, and plans to compete as an “all-in-one” solution. 
The device and app will be free, and the testing strips will be competitively priced with currently available 
products. LabStyle’s initial marketing will be focused on the early adapter diabetics, and then the company 
will gradually broaden their marketing scope to the entire diabetic population. By initially focusing on insulin 
dependent diabetic patients, LabStyle is targeting a high-utilization subset of diabetics. While this population 
constitutes about 20-30% of the diabetic patient population, it is estimated to account for over 60% of the 
revenue from SMBG. 
 
In time, as LabStyle acquires more users and grows its library of user data, we feel it will have a very unique 
opportunity to monetize that data with insurers, large clinics and potentially drug developers. There are no 
current competitors in this sense, which provides LabStyle with a tremendous first user advantage as they 
roll out the Dario™ and gain market share.  
 
Compared to the majority of the peer group, LabStyle is smaller in market capitalization and it has yet to 
generate revenues. We note that Dario provides for a tough comparison, as it incorporates medical testing 
device product revenues with a software component. It is more nimble than medical device/medical testing 
peers but more capital intensive than healthcare software application peers. We feel that LabStyle can 
achieve EBIT and ROA results in the 30-35% as it reaches scale.  
 
Figure 2. ROA vs. EBIT– LabStyle Peers 
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Source: Company filings, SeeThruEquity Research 

 

FINANCIALS AND FUTURE OUTLOOK 
Revenue/Drivers 
LabStyle began launching the Dario™ iOS mobile application in 4Q13 in the U.K., Australia and New 
Zealand. LabStyle has commenced a soft product launch in the U.K., Italy, New Zealand and Australia in 
1H14E and expects a hard launch in Spain, Germany, Canada, France and the Netherlands in 2H14E. 
LabStyle hopes to launch the app and the device in the U.S. in 2H14E as well. LabStyle reports that 
thousands of users have already downloaded the free Dario™ mobile app, and we are estimating nearly 
100k downloads in 2014E. We are assuming that LabStyle can convert approximately 15% of these app 
users to Dario™ device users by the end of 2014E. We have modeled in $2.8mn in 2014E revenues, with 
$2mn coming from Europe and $833k coming from the rest of the world. We are not modeling in any 2014 
U.S. revenues. We are assuming approximately 15,000 average Dario™ users throughout 2014E 
(significantly weighted towards 4Q14E), testing an average of six strips per day at a price of $0.35 per strip. 
LabStyle may see anywhere from $0.25 - $0.45 per strip depending on whether or not the company sells 
through a distribution agreement or a direct sales model in a particular country.  
 
We have modeled in a 72.5% CAGR from 2015-2019E, and arrive at 2019E revenues of $227mn. This 
figure assumes an approximate U.S. and European market share of 3.25%, and rest of world share of 
0.04%. We are not assuming any Type 2 diabetes users in the model, and we have not factored in any 
device or app reimbursement or future monetization of the data LabStyle will collect as the user base grows. 
LabStyle currently has distribution agreements in place for all of its planned 2014 product launches and 
plans to supplement this with a direct to consumer online marketing plan. Therefore, our $0.35 per strip 
selling price might be slightly aggressive for the next 12-18 months and conservative for the out year 
periods. However, we note that LabStyle’s distribution agreements cover sales of the strips only, the 
company’s distribution partners have not negotiated any percentage of profits derived from the data.  
 
Sales of Dario™ will also be limited to smartphone users. According to Pew Research Center, 56% of U.S. 
adults owned a smartphone in 2013. comScore MobiLens reports similar numbers across the EU5 (Spain, 
Germany, Italy, France and the U.K.) as of the end of 2012. eMarketer.com predicts that 69% of the global 
population will have smartphones by 2017E. Based on these figures, our market share figures actually 
represent approximately 6% of U.S. and EU T1D patients by 2019E.    

Source: Company filings, www.comscoredatamine.com, www.cnet.com, SeeThruEquity Research 

Margins/Expenses 

We are assuming a cost per strip to LabStyle of roughly $0.10 per strip, and we are adding an additional 
$0.04 to the COGS to account for the company giving away the device for free. We have modeled in 55% 
gross margins for 2014E increasing to 62% by 2019E. If LabStyle achieves reimbursement for the device or 
the app, our estimates could prove conservative. There should also be upside to these figures as LabStyle 
achieves greater scale.   
 
LabStyle had a significant increase in R&D and SG&A spending in 2013 compared to 2012. R&D spending 
was $4.9mn and SG&A came in at a reported $8.6mn in 2013. We are assuming that R&D spending will be 
roughly flat in 2014E, at $5mn and then begin growing modestly as LabStyle launches Dario™ and looks 
towards improvements to the products and future products. We have modeled in SG&A spending of 
$12.5mn for 2014E, as LabStyle will have numerous initiatives to spend on as the app and device launch 
throughout the world. We think that over the long-term, LabStyle can get SG&A into the 12-15% of sales 
range.  
 
LabStyle had $1.4mn in CAPEX spending in 2013, mostly for the purchase of production equipment. We 
have modeled in $1mn in annual CAPEX spending for 2014- 2019E. However, we do not have any guidance 
from management as to specific capital intensive projects in the near future.  
 
LabStyle had an accumulated deficit of approximately $20mn as of December 31, 2013. We do not 
anticipate the company paying taxes in the next few years, and have modeled in taxes commencing in 
2019E at a 35% rate. 

Balance Sheet & Financial Liquidity 
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LabStyle had $2.3mn in cash and $1.1mn in PP&E among its $4.1mn in assets as of December 31, 2013. In 
February 2014, LabStyle priced and closed a $4.2mn common stock and warrant private placement 
financing, generating approximately $3.8mn in net proceeds for the company. The private placement 
consisted of an aggregate of (i) 2,226,956 shares of DRIO common stock and warrants to purchase an 
aggregate of 1,670,216 shares of common Stock, representing 75% warrant coverage. The price per unit 
issued in the offering is $1.88 and contains a one-time reset provision, which we expect to be executed 
given where the shares are currently trading. LabStyle forecasts that its current funding will be sufficient to 
continue its activities through October 2014. 
 
LabStyle had total liabilities of $4.2mn as of December 31, 2013. These liabilities included $1.5mn of trade 
payables and accounts payable and $2.7mn in warrant liabilities. As of December 31, 2013, LabStyle had 
8.2mn warrants outstanding and issued an additional 1.67mn in the private placement, for a total of 9.9mn. 
LabStyle had no debt outstanding as of December 31, 2013. 

LabStyle had 22.6mn shares outstanding as of March 31, 2014. In addition to the warrants (updated through 
March 31), LabStyle also had total 3.4mn stock options outstanding as of December 31, 2013. LabStyle has 
said that their cash position should fund operations through October 2014, at which point it will likely need to 
raise additional funds. Much of this depends on the timing of revenues from the sales of Dario™ testing 
strips. We have modeled in an additional capital raise of $7mn in 2014E.  
 
 

Figure 3. Key Performance Indicators of LabStyle, FY13E–18E 

  

Source: Company filings, SeeThruEquity Research, 2014E operating and net margins are not shown to scale – please refer to financial summary on pg. 15 of this report.  
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VALUATION 
We have valued LabStyle using a discounted cash flow (“DCF”). Our valuation yields a fair value of $7.24 
per fully diluted share, representing an upside of 417% from the recent price of $1.40 as of April 22, 2014. 
We feel a DCF has more value than a peer group comparison, given that we expect LabStyle’s 2016-2019E 
results to accelerate significantly as the company will have rolled out the product, handled reimbursement 
issues and developed strategies to monetize its data library.  

DCF 
We expect revenue growth for LabStyle commencing in 2014E as the Dario™ device is launched around the 
world. We project free cash flow to move from ($15.7mn) in 2014E to $69.8mn in 2019E. We discounted 
cash flows at a weighted average cost of capital of 17.5% and assumed a terminal growth rate of 4.5% at 
the end of 2019E to arrive at an enterprise value of $258.2mn. Adjusting for the cash balance of $2.3mn and 
no debt as of December 31, 2013, we arrived at a fair value of $7.24 per fully diluted share. 
  
Figure 4. Discounted Cash Flow Analysis 

$’ 000 FY14E FY15E FY16E FY17E FY18E FY19E 
EBIT (15,924) (13,444) (3,785) 14,199  54,701  107,281  
Less: Tax 0  0  0  0  0  37,513  
NOPLAT (15,924) (13,444) (3,785) 14,199  54,701  69,768  
Changes in working capital 184  (9) (71) (158) (281) (453) 
Depreciation & Amortization 1,000  1,100  1,200  1,300  1,400  1,500  
Capex (1,000) (1,000) (1,000) (1,000) (1,000) (1,000) 
FCFF (15,740) (13,353) (3,655) 14,340  54,819  69,815  
Discount factor 0.89  0.76  0.65  0.55  0.47  0.40  
PV of FCFE (14,073) (10,158) (2,366) 7,899  25,692  27,841  
Sum of PV of FCFE           34,834  
Terminal cash flow           560,127  
PV of terminal cash flow           223,370  
Enterprise value           258,204  
Less: Debt           0  
Add: Cash           2,263  
Equity value           260,467  
Fully diluted shares (mn)            36.0 
Fair value per share ($)           7.24 

 
 

Summary conclusions  Key assumptions  
DCF FV ($ per share) 7.24 Beta 1.8 
Recent price ($ per share) 1.40 Cost of equity 17.5% 

Upside (downside) 417.1% Cost of debt (post tax) 6.0% 

WACC 17.5% Terminal Growth Rate 4.5% 

Source: SeeThruEquity Research 

Figure 5. Sensitivity of Valuation – WACC vs. Terminal Growth Rate 
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7.24 16.5% 17.0% 17.5% 18.0% 18.5% 

3.50% 7.58 7.13 6.74 6.38 6.05 

4.00% 7.87 7.39 6.98 6.60 6.25 

4.50% 8.18 7.68 7.24 6.83 6.46 

5.00% 8.53 7.99 7.52 7.09 6.69 
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5.50% 8.90 8.32 7.82 7.36 6.94 

 6.00% 9.31 8.69 8.15 7.66 7.21 

Source: SeeThruEquity Research 

Peer Group Valuation 
For the sake of comparison, we have included a table with healthcare software provider and diagnostic 
peers The Advisory Board Company, Allscripts Healthcare Solutions, Inc. and HMS Holdings Corp., among 
others, with corresponding market multiples. 
 
LabStyle currently trades at a discount to the peer group on our 2015 estimates, yet it offers significantly 
higher top and bottom line growth. There are competitive offerings in both the SMBG device and diabetes 
management software spaces, but none offer the all-in-one solution of the Dario™ device. We feel that 
LabStyle will likely command a premium to the peer group within the next 12 months as its builds the user 
base and generates initial product revenues.   
 
 
Figure 6. Comparable Valuation (Data as of 04/22/14) 

Company Mkt cap  
($ mn) 

EV/Revenue(x) Price/Revenue(x) 
FY14E FY15E FY14E FY15E 

The Advisory Board Company  2,202  3.4x 3.0x 3.7x 3.2x 

BioTelemetry, Inc.  240  1.3x 1.2x 1.5x 1.3x 

Chembio Diagnostics, Inc.  29  1.1x 0.9x 1.1x 0.9x 

HMS Holdings Corp  1,417  3.5x 2.9x 3.1x 2.5x 

Allscripts Healthcare Solutions, Inc.  2,874  2.3x 2.2x 2.0x 1.9x 

Average   2.3x 2.0x 2.3x 2.0x 

Labstyle Innovations Corp. 32 10.3x 1.9x 9.4x 1.7x 

Premium (discount)   342.3% (8.0%) 315.2% (13.7%) 

Source: Bloomberg, SeeThruEquity Research 

 

Data Monetization  
LabStyle has not yet outlined specific plans for monetizing the user data that they have begun gathering. We 
would expect this data to have significant value for LabStyle as the company achieves greater scale. If we 
believe that LabStyle can get 100k+ users to download the app, and then convert 15-20% of the Dario™ 
app users to Dario™ device users, we still need to account for the value of the additional users. We look at 
the precedent set with WellDoc’s DiabetesManager app, which is reportedly reimbursed in the $100 per 
month range. If LabStyle were to receive $10 per user per month, that would essentially double our annual 
revenue estimates from 2015-2019E. To be conservative, we are assuming $2 per user per month, which 
would put an additional $1.45 per share value into our price target for LabStyle shares (20% of $7.24 DCF 
valuation). This is a much longer term value proposition for the LabStyle, and is clearly not as important of a 
near-term focus as growing the app and device user base. We await further details in the future from 
LabStyle as they formalize these plans.  
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RISK CONSIDERATIONS 
Financing and dilution 

LabStyle ended 2013 with $2.3n cash and recently raised an additional $3.8mn in a private placement. 
LabStyle has stated that this capital is sufficient to fund operations through October 2014. If LabStyle is 
required to raise additional capital at unsatisfactory terms, existing shareholders may face dilution of their 
holdings. In addition, LabStyle had roughly 12mn warrants and options outstanding as of March 31, 2014. If 
these securities are converted into common stock, existing shareholders would also face dilution.  

Competition 

There are numerous competitors in both the SMBG device and diabetes management software markets. 
These competitors, particularly on the device side, have significantly longer operating histories and are 
much better capitalized than LabStyle. LabStyle may be compelled to spend material marketing dollars to 
acquire customers and create product awareness, which would affect our estimates.   

Government regulation  

In the U.S., devices are subject to varying levels of regulatory control, the most comprehensive of which 
requires that a clinical evaluation be conducted before a device receives approval for commercial 
distribution. It is likely that Dario™ will be classified as a medical device and subject to regulation by 
numerous agencies and legislative bodies, including the FDA and its foreign counterparts.  Each medical 
device commercially distributed in the United States will require a 510(k) clearance, 510(k)+”de-novo” 
clearance, or a pre-market approval (or PMA) from the FDA. The FDA’s 510(k) clearance process usually 
takes from four to 12 months, but it can last longer. LabStyle filed its 510(k) with the U.S. FDA in January 
2014, and the company expects at least one additional editing and resubmission for the application based 
on the FDA's feedback. If this process were to be delayed, our estimates for 2015 U.S. revenue could be 
affected.  

Manufacturing 

LabStyle does not manufacture Dario™ devices, and must procure components such as strips and lancets, 
cartridges, connectors and other on a timely basis from a limited number of suppliers and manufactures. 
Managing a rapidly growing logistics and distribution network presents a significant challenge. LabStyle may 
find itself facing product shortages or, conversely, if orders for its products do not materialize, the company 
could incur significant costs related to the purchase of excess components which could become obsolete. 
These events could impact our revenue and/or margin estimates for LabStyle.  

Share liquidity  

LabStyle currently trades on the OTCBB. The stock has averaged approximately 72,222 shares traded a 
day over the past three months. At the recent price of $1.40, this comes out to roughly $101,111 in daily 
traded volume. Getting into or out of a position in LabStyle may be difficult depending on the market 
environment.  
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Management Team  

Erez Raphael - Chief Executive Officer & President 

Mr. Raphael, age 40, is a seasoned leader who brings more than 17 years of industry experience to his role 
at LabStyle including product delivery, technology and business development. Prior to joining LabStyle in 
2012, Mr. Raphael held a leadership position in portfolio business transformation at Nokia Siemens 
Networks, and prior to that held senior positions at Amdocs Limited (NYSE: DOX), ranging from leading 
large technology teams worldwide to a complex software development transformation that streamlined a 
change in the management and business operation of more than 1,500 employees worldwide. 

Shosh Friedman - VP QA, Clinical & Regulatory Affairs 

Ms. Friedman is a highly regarded executive who brings to her new position more than 20 years of 
experience in regulatory affairs, clinical trials and quality assurance for medical devices and biotechnology 
products. Since 2006 Ms. Friedman has served as President and CEO of Push-Med LLC, a provider of 
regulatory, quality assurance and clinical services to the medical device and biotechnology industries. In 
parallel, since March 2012, she serves as Corporate VP of QA, Regulatory and Clinical Affairs of novoGI, 
Inc. From 2002 to 2006 Ms. Friedman was Senior Vice President, Regulatory and Clinical Affairs and a 
member of the senior management team of Given Imaging (NASDAQ: GIVN). She has been a member of 
Given Imaging’s Advisory Board since June 1997, and as a company consultant she led the effort to secure 
marketing authorizations worldwide. From 1993 to 1996 she served as Regulatory, Clinical and Quality 
Assurance Director at InStent Ltd., an Israeli medical device company that was acquired by Medtronic Inc. in 
1996. Ms. Friedman holds a B.Sc. in mathematics and physics from Haifa University, a Business 
Administration Certificate (with Honors) from Hebrew University, a QA Lead Assessor certification from 
Bywater, Inc. and a Regulatory Affairs Certification (RAC) from the Regulatory Affairs Professionals Society 
(RAPS). 

Shai Eisen - General Manager, North America and VP Operations 

Shai Eisen has served as our General Manager of North America and Vice President of Operations since 
September 2013. Mr. Eisen has both technical and operations management as well as business and product 
development experience and a proven organization-building track record. From 1997 to 2007, he worked at 
Saifun Semiconductors Ltd, where he was one of the first employees and held key technical and operational 
leadership positions. More recently, from 2011 to 2013, Mr. Eisen served as Vice President – Operations at 
Q-Core Medical, Ltd., where he managed the company’s day-to-day business and led all production, supply-
chain, support, engineering and quality disciplines. Mr. Eisen holds a degree in Electrical Engineering from 
Northwestern University and an MBA from Columbia University. 

Gadi Levin – Chief Financial Officer 

Mr. Levin is a seasoned executive with significant experience in publicly listed companies, capital market 
financings, accounting and financial management. He has been responsible for multiple key management 
functions, including finance, treasury and accounting, investor relations, human resources, information 
technology and general management and he has managed multi-million Dollar budgets and played a key 
role in raising capital in both public and private offerings. His prior experience includes finance and 
accounting roles at two asset and investment firms. Mr. Levin began his career in public accounting at Arthur 
Anderson and Ernst & Young, where, among other clients, he worked with software and biomedical 
companies. He holds undergraduate degrees from the University of Cape Town and the University of South 
Africa and an MBA from Bar Ilan University.  
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David Edelman – Director, Product Strategy 

David Edelman is an entrepreneur and patient advocate who has dedicated his career to using technology 
to improve health and happiness. As Co-Founder and President of Diabetes Daily, a leading online 
community and educational platform, he developed an intuitive understanding of the issues facing people 
with diabetes, currently available support resources, and opportunities to develop more comprehensive 
solutions. Mr. Edelman graduated with a Bachelor of Arts in Education and Human Development from 
Brown University.  

Dror Bacher – Vice President, Software 

Mr. Bacher has more than 15 years of software business experience, including managing positions in 
product development at both mobile and semi-conductor companies. He brings profound software product 
strategy knowledge and a proven track record of transforming vision into operating products. Prior to joining 
LabStyle Innovations, Mr. Bacher served in a leadership role at Amdocs Limited (NYSE : DOX) managing 
enterprise development programs for a variety of software products associated with BSS ,OSS and service 
delivery. Prior to Amdocs, he served in a senior role at Tower Semiconductor (NASDAQ : TSEM), in the 
CMOS image sensor division where he was responsible for high end as well as commodity product 
development. 

Professor Itamar Raz, M.D– Head of the Scientific Advisory Board 

Professor Raz is a world-renowned diabetes specialist. He is a professor of Internal Medicine at Hadassah 
University Medical Center and the head of the Diabetes Unit and Research Center at Hadassah. He also 
serves as the head of the Israel National Council of Diabetes and as a member of several international 
editorial boards. Professor Raz has published extensively in the area of diabetes, with over 190 publications 
to his credit. As president of the Israel Diabetes Research Group, he collaborates with other diabetes 
specialists in Israel and worldwide, conducting clinical research aimed at improving the treatment of diabetic 
patients. He is also the president of D-Cure, a non-profit foundation involving diabetes research. Professor 
Raz is currently leading several international clinical studies involving prevention of Type 1 Diabetes and 
protection of kidneys and hearts of diabetics. 

 
Top Institutional and 13F Filer Ownership 

	  

Shareholder Number of Shares Percent of  

Major Holders & Key Insiders Owned 
Shares 

Outstanding 

David Weintraub 2,875,000  14.2% 

Oren Fuerst 1,972,500  9.3% 

Laurence Allen 1,730,076  8.3% 

Meir Plevinski 1,275,000  6.4% 

Steven Rosner 1,149,000  5.5% 

Adam Stern 1,110,462  5.4% 

Total  10,112,038  49.1% 

* Percentages are calculated based on 20,071,816 shares of common stock outstanding as of December 31, 2013 
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FINANCIAL SUMMARY 
Figure 7. Income Statement 

Figures in $mn unless specified  FY12A FY13A FY14E FY15E FY16E 

Revenue  0.0  0.0  2.9  15.9  37.0  
YoY growth  NA NA NM 456.0% 132.5% 

Cost of sales  0.0 0.0 1.3 6.4 14.8 

Gross Profit  0.0  0.0  1.6  9.6  22.2  
Margin  NA NA 55.0% 60.0% 60.0% 

Operating expenses  4.0 13.6 17.5 23.0 26.0 

EBIT  (4.0) (13.6) (15.9) (13.4) (3.8) 

Margin  NA NA (555.9%) (84.4%) (10.2%) 

EBITDA  (4.0) (12.7) (14.9) (12.3) (2.6) 
Margin  NA NA (521.0%) (77.5%) (7.0%) 

Other income/ (expense)  (1.7) (0.4) (0.1) (0.1) (0.1) 

Profit before tax  (5.7) (13.9) (16.0) (13.5) (3.9) 

Tax  0.0  0.0  0.0  0.0  0.0  

Net income  (5.7) (13.9) (16.0) (13.5) (3.9) 
Margin  NA NM (559.4%) (85.0%) (10.5%) 

EPS (per share)  (0.46) (0.76) (0.58) (0.47) (0.13) 

Source: SeeThruEquity Research 
 

Figure 8. Balance Sheet 

Figures in $mn, unless specified  FY12A FY13A FY14E FY15E FY16E 

Current assets  1.7 2.9 2.5 1.1 2.6 

Intangibles  0.0  0.0  0.0  0.0  0.0  

Other assets  0.6  1.1  1.1  1.0  0.8  

Total assets  2.3 4.1 3.7 2.2 3.5 
Current liabilities  0.6 1.5 1.9 2.1 2.3 

Other liabilities  2.8  2.7  2.7  2.7  2.7  

Shareholders’ equity  (1.1) (0.1) (0.8) (2.6) (1.5) 

Total liab and shareholder equity  2.3  4.1  3.7  2.2  3.5  

Source: SeeThruEquity Research 
	  

Figure 9. Cash Flow Statement 

Figures in $mn, unless specified  FY12A FY13A FY14E FY15E FY16E 

Cash from operating activities  (3.0) (7.6) (10.3) (7.7) 2.2  

Cash from investing activities  (0.6) (1.6) (1.0) (1.0) (1.0) 

Cash from financing activities  3.9  10.3  10.8  7.0  0.0  

Net inc/(dec) in cash  0.3  1.0  (0.5) (1.7) 1.2  
Cash at beginning of the year  0.9  1.2  2.3  1.7  0.0  

Cash at the end of the year  1.2  2.3  1.7  0.0  1.3  

Source: SeeThruEquity Research 
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About LabStyle Innovations Corp. 

LabStyle Innovations Corp. develops and commercializes patent-pending technology providing consumers 
with laboratory-testing capabilities using smart mobile devices.  LabStyle's flagship product is the Dario™ 
Diabetes Management Solution.  Dario™ received CE mark certification in September 2013 and began a 
world rollout in select countries in December 2013.  LabStyle filed a Premarket Notification Application, also 
known as a 510(k), with the US Food and Drug Administration (FDA) for the Dario™ smart meter (Dario™ 
Blood Glucose Monitoring System) in December 2013.  LabStyle is pursuing patent applications in multiple 
areas covering the specific processes related to blood glucose level measurement as well as more general 
methods of rapid tests of body fluids using mobile devices and cloud-based services.   

For more information: www.mydario.com and http://mydario.investorroom.com. 
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CONTACT: 

Ajay Tandon 
Director of Research 
SeeThruEquity, LLC 
www.seethruequity.com 
(646) 495-0939 
ajay@seethruequity.com 
 
Brandon Primack, CFA 
Senior Equity Research Analyst 
SeeThruEquity, LLC 
www.seethruequity.com 
(646) 495-0939 
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and should be read independently thereof. 
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