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DGLY: Proposed TicketSmarter
Separation Expected to Unlock
Shareholder Value
On December 8, DGLY approved a plan to pursue a separation of its TicketSmarter
business from the legacy camera and medical billing roll-up business segments. The
split will allow the two independent companies to optimize capital allocation and
focus on growth. We see this as a positive event that will help to unlock shareholder
value.

Details of Separation

• Expected to occur through a tax-free distribution of Kustom Entertainment, Inc.
to Digital Ally shareholders.

• Expected to be completed during the first half of 2023, subject to final approval by
the board of directors. Shareholder approval is not required.

• Additional details are expected to be announced in the coming months.

Takeaways. Each standalone entity is expected to generate between $16M-$18M
in revenues. While similar in size, an overlay of the company's different business
models added a layer of complexity to the optimization of shareholder value.
Additionally, differing business models attract different customers and a different
shareholder base.

Kustom Entertainment (SpinCo), is firmly in growth mode and focused on driving
users to its TicketSmarter platform, building out a primary ticketing agency (in
addition to its existing secondary marketplace), and generating partnerships with
additional venues. The newly formed events and production business, Kustom 44,
will enhance TicketSmarter's offering as a primary ticketing platform.

Digital Ally (RemainCo) will be led by Brody Green, who will serve as President
effective January 1, 2023, and CEO effective at the date of the spin-off. The legacy
video camera business demands capital for R&D and new product development,
as well as an optimization of the business model for increased profitability (new
subscription model). The medical billing segment is a roll-up strategy in which
new accretive acquisitions are expected to continue.

We believe that there are differing capital needs for each business segment. As a
combined entity, these models compete for capital, creating opportunity costs and
conflicting strategic initiatives. This dynamic has masked the broader opportunity
and created a lack of transparency around the company's ability to monetize
its different assets. We believe that the proposed transaction is a strong step by
management toward unlocking shareholder value. There could be further upside
should the RemainCo (DGLY) ultimately scale the medical billing segment and
pursue a similar strategic direction. Regardless, having dedicated resources and
focused capital allocation should be a net benefit for each business segment.
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ESTIMATES
  2020A 2021A 2022E 2023E
EPS  (0.12) 0.51 (0.30) (0.35)
P/E (2.6)x 0.6x (1.0)x (0.9)x
EBITDA  (7.4) (13.9) (25.1) (14.8)
EV/EBITDA (1.6) (0.8) (0.5) (0.8)
Revenue
($M)

 10.5 21.4 40.1 50.0

EV/Sales 1.1x 0.5x 0.3x 0.2x
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Valuation. We are maintaining our PT of $2.50 and believe this transaction is a
catalyst to help shareholders realize this value. Our valuation is based on a sum-
of-the-parts method. We have applied multiples of 3x, 2x, and 2x to our estimate
of FY23 revenues for the three separate business segments, TicketSmarter, video/
camera, and medical billing, respectively. The result is an implied enterprise value
of $109M. The company has approximately $6M in cash and nearly $2M in debt per
the latest filings.

Note that in late August, SeatGeek raised $238M in a private market transaction.
This capital raise implied a $1.2B valuation for the company and a 6.5x revenue
multiple of its 2021 sales of $186M (5x estimated forward revenues). While we
don't' believe that TicketSmarter deserves the same multiple as SeatGeek at this
point, for context, a 5x sales multiple would value the TicketSmarter asset at
$140M. We believe that as a standalone entity, the market will have more visibility
to value the TicketSmarter business and apply a fair value multiple.

Risks. Risks include additional public company costs from splitting into two
entities, the separation may not be approved by the board, competition, new
product adoption, inflationary pressures leading to increased costs (insurance,
marketing, etc.), and integration risk from acquisitions. The company currently
generates negative cash flow and may need to access the capital markets in the
future, diluting shareholders or adding debt. Share price remains below $1.00 and
does not meet NASDAQ listing requirements. In addition, we strongly encourage
investors to review regulatory filings for additional risk factors.
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about the subject security(ies) and subject company(ies). I also certify that no part of my compensation was, is, or will be, directly
or indirectly, related to the specific recommendations or views expressed in this research report.

Company-Specific Disclosures
General Disclosures
This report has been produced by EF Hutton, division of Benchmark Investments, LLC and is for informational purposes only.
It does not constitute solicitation of the sale or purchase of securities or other investments. The information contained herein is
derived from sources that are believed to be reliable. Prices, numbers, and similar data contained herein include past results,
estimates, and forecasts, all of which may differ from actual data. These prices, numbers, and similar data may also change
without prior notification. This research report does not guarantee future performance, and the information contained herein
should be used solely at the discretion and responsibility of the client. Neither EF Hutton nor its affiliates accept any liability
or responsibility for any results in connection with the use of such information. This research report does not consider specific
financial situations, needs, or investment objectives of any client, and it is not intended to provide tax, legal, or investment
advice. Clients are responsible for making final investment decisions and should do so after a careful examination of all
documentation delivered prior to execution, explanatory documents pertaining to listed securities, etc., prospectuses, and other
relevant documents. EF Hutton and its affiliates may make investment decisions based on this research report. In addition, EF
Hutton and its affiliates, as well as employees, may trade in the securities mentioned in this research report, their derivatives, or
other securities issued by the same issuing companies in this research report. This research report is distributed by EF Hutton
and/or its affiliates. The information contained herein is for client use only.

EF Hutton holds the copyright on this research report. Any unauthorized use or transmission of any part of this research report
for any reason, whether by digital, mechanical, or any other means, is prohibited. If you have any questions, please contact your
sales representative. Additional information is available upon request.

Certain company names, product and/or service names that appear in this research report are trademarks or registered
trademarks of EF Hutton or other companies mentioned in the report.

Copyright 2022 EF HUTTON, division of Benchmark Investments, LLC.

EF Hutton rating definitions are expressed as the total return relative to the expected performance of S&P 500 over a 12-month
period.

BUY (B) - Total return expected to exceed S&P 500 by at least 10%

HOLD (H) - Total return expected to be in-line with S&P 500

SELL (S) - Total return expected to underperform S&P 500 by at least 10%

Distribution of Ratings/IB Services
EF Hutton
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Rating Count Percent  Count Percent
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HOLD 1 0.98  0 0.00
SELL 0 0.00  0 0.00
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Digital Ally, Inc. Rating History as of 12/07/2022
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