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We believe that Tern’s results announced this morning both vindicate and
validate the group’s investment thesis and recent activities. We are
impressed at the ability of the group to deliver value to its investee portfolio
during these challenging times, and we believe that the current COVID-19
pandemic will see a number of the investees demonstrate their true
potential in the respective end markets.
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▪ Portfolio company performance The overall growth in portfolio
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companies’ revenue during 2019 was some 27%, in line with the trading
update published in late January. This growth would have been higher, but
was impacted by a number of orders which had been expected to sign
during Q4 2019, where completion was delayed until this year. Some of
these deals have now been completed in early 2020, providing a strong
start to this calendar year. The value of the group’s investment holdings
rose by some 20%, from £14.9m to £17.9m, and we describe individual
newsflow for each investee company in the following pages.

▪ Tern group financial position The group ended 2019 with net cash of £1m,

KEY DATA
Net (Debt)/Cash

£1.0m (as at 31/12/19)

Enterprise value

£38.0m

Index/market

AIM

Next news

Interim results

Shares in Issue (m)

283.4

Chairman

Ian Ritchie

Chief Executive

Albert E Sisto

Finance Director

Sarah Payne

COMPANY DESCRIPTION
Tern predominantly invests in software
companies, with proven technology, based in
the UK but with global ambition.
www.ternplc.com
TERN PLC IS A RESEARCH CLIENT OF PROGRESSIVE

ANALYSTS
Gareth Evans

down from £1.9m at the end of the prior year. This delta reflects both
operational costs (offset by interest income) and a number of fundraisings
and additional investments in portfolio companies.

▪ COVID-19 update Tern has worked effectively during the COVID-19
pandemic to ensure the well-being of its teams, and to provide additional
value to investee companies. The group has implemented regular calls
between executive teams at the investees, and is providing support for
these businesses as they navigate their own routes through the pandemic.
We believe that a number of the investee companies will demonstrate
real value in the end markets during these challenging times.

▪ Outlook for 2020 The group remains well positioned both to invest
additional amounts within the existing portfolio, and to make new
investments. The small recent additional fundraising helps reduce near
term risk and allows additional follow-on funding to the investee base.
Overall, we see today's results as reassuring evidence of the group's
position. Tern is providing value to its investees, and the IoT space in which
it invests seems well set to continue its growth over the short, medium and
long term. We look forward to additional news flow, both from the group
and from its investees, during 2020 and beyond.
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Tern – group performance and position
Key metrics
The key metric, in our view, relates to the performance of the investee companies. Tern
does not disclose performance of the individual operating businesses, but does detail the
overall revenue growth of the portfolio as a while – this was some 27% for 2019, down
from 58% in the prior year (and impacted by a number of delayed deal closures late in the
year as described above), but still representing a good level of overall expansion in
structural growth markets. Tern also discloses the change in employee numbers within the
portfolio (a reasonable barometer of the investee companies’ future plans) - this figure was
up by some 31% year on year, suggesting good levels of confidence within the portfolio,
and we note that the growth in employee numbers accelerated strongly from just 9% at H1
2019 to the 31% figure by the year end.

Reported financial performance
The group as a whole reported 2019 income (fees from investees) of £0.1m, increase in fair
value of investments of £0.3m and financial income of £0.1m, all partly offsetting
administrative and other expenses of £1.3m. These figures were largely in line with the
prior year. The exception is the increase in fair values, which had grown by £0.8m during
2018 (buoyed by £0.4m exchange rate gains), whereas the 2019 figure of £0.3m increase
was net of £0.6m in exchange rate losses – an overall negative swing between the two
years of £1.0m due to exchange rate changes. The constant-currency fair value gain for
2019 would have been £0.9m uplift. The overall value of the Tern holdings in the investees
rose from £14.9m to £17.9m across the year – a combination of the cash invested (as
described below), and the increase in fair value and exchange rate differences.

Fundraisings and cash position
Tern raised £3.25m during 2019, of which it invested some £2.5m within the four main
portfolio businesses. This, in combination with the financial performance as described
above, led to a net cash position of £1.0m as at 31 December 2019. A further £0.8m was
raised in early 2020, just prior to the onset of the COVID-19 pandemic.

COVID-19 response
The business has reacted swiftly to the crisis, implementing a weekly call for executives
within the investee group to allow them to share best practices and liaise with Tern in terms
of assistance that the group can offer. The group Board of directors have taken a
temporary 20% reduction in pay, and Tern is working with its investees to help ensure that
they are making the best use of all available government and other resources.

Outlook for 2020 and beyond
Clearly the near term is dominated by the coronavirus pandemic, but the group appears to
be well positioned for the structural growth opportunity represented by the Internet of
Things, and as the investments already made within the group portfolio begin to mature.
We expect to see follow-on investments within existing investees as the near-term priority,
although the group may use the current environment to make one or two new investments
if strategic opportunities arise. Overall, Tern has delivered a solid 2019, with its
investments performing well and the group itself in a robust financial position despite the
COVID-19 pressures. We continue to see significant potential for 2020 and beyond.
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Disclaimers and Disclosures
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trade securities. Our publications should not, therefore, be considered an inducement under MiFID II regulations. PERL provides professional
equity research services, and the companies researched pay a fee in order for this research to be made available. This report has been
commissioned by the subject company and prepared and issued by PERL for publication in the United Kingdom only. All information used in
the publication of this report has been compiled from publicly available sources that are believed to be reliable; however, PERL does not
guarantee the accuracy or completeness of this report. Opinions contained in this report represent those of the research department of
PERL at the time of publication, and any estimates are those of PERL and not of the companies concerned unless specifically sourced
otherwise. PERL is authorised and regulated by the Financial Conduct Authority (FCA) of the United Kingdom (registration number 697355).
This document is provided for information purposes only, and is not a solicitation or inducement to buy, sell, subscribe, or underwrite
securities or units. Investors should seek advice from an Independent Financial Adviser or regulated stockbroker before making any
investment decisions. PERL does not make investment recommendations. Any valuation given in a research note is the theoretical result of
a study of a range of possible outcomes, and not a forecast of a likely share price. PERL does not undertake to provide updates to any
opinions or views expressed in this document.
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subject to any prohibition on dealing ahead of the dissemination of investment research.
PERL does not hold any positions in the securities mentioned in this report. However, PERL’s directors, officers, employees and contractors
may have a position in any or related securities mentioned in this report. PERL or its affiliates may perform services or solicit business from
any of the companies mentioned in this report.
The value of securities mentioned in this report can fall as well as rise and may be subject to large and sudden swings. In addition, the level
of marketability of the shares mentioned in this report may result in significant trading spreads and sometimes may lead to difficulties in
opening and/or closing positions. It may be difficult to obtain accurate information about the value of securities mentioned in this report.
Past performance is not necessarily a guide to future performance.
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