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Strong sales momentum continues
(was Reduce)

Reduce

EUR 4.30

(was EUR 3.80)

EUR 4.30

Recommendation

Share price:

Guidance (Unchanged)

Tecnotree expects revenue to grow by low to mid-single digit 
percentage in constant currency terms. The EBIT margin is expected to 
improve further by at least 2 percentage points. Tecnotree expects free 
cash flow to be over 4 MEUR. Tecnotree expects a capex/revenue ratio 
of 10-12%.

Tecnotree announced on Monday that it had entered into an 
agreement with a global mobile virtual network operator to deploy 
Tecnotree's BSS platform in the United Kingdom and other 
European markets. The five-year contract is valued at 
approximately 19.6 MUSD, which is a significant deal on 
Tecnotree's scale. We made clear upward revisions to our 
estimates, and we also foresee the possibility of increased 
guidance this year. The company currently has strong sales 
momentum, but we believe that the improving cash flow is already 
priced into the stock, given the rise in the share price. We raise our 
target price to EUR 4.3 (was EUR 3.8) and reiterate our Reduce 
recommendation. 

Agreement covers deliveries to several countries

The agreement covers software licenses, implementation and 
maintenance services in the UK and other European countries. Of 
these, maintenance services will provide the company with longer-
term recurring revenue. We understand that the agreement will 
initially cover projects in four countries, with revenue generated 
per country based on the projects carried out. Once the first four 
countries have completed the delivery phase and transitioned to 
continuous services, deliveries will proceed to other countries. 
Tecnotree expects to recognize the first revenue from the project 
in H2’25, and thus the deal will begin to moderately support the 
growth outlook already this year. However, we expect the clearer 
impact on revenue to be felt next year.

Support for growth outlook in coming years

The agreement is of significant size for Tecnotree, and given the 
other deals announced in the Netherlands and South Africa during 
Q2, the company has been able to fill its order book considerably 
recently. This latest deal is particularly positive for the company as 
it is located in the UK and the rest of Europe, which means that the 
currency risks are moderate (contract is in USD), and repatriating 
the cash flow is expected to be relatively straightforward provided 

the company meets the agreed-upon milestones within the 
specified timeframe. In any case, Tecnotree's sales momentum is 
currently strong, and the company's growth outlook has received a 
clear boost. If the deals are profitable, they should naturally be 
reflected in cash flow, but as is typical of Tecnotree's business 
model, we expect the deals to tie up working capital initially. 
However, this is mitigated by the advance payments included in 
the contracts, we believe. In the release, Tecnotree said it will 
assess the impact of recent new contracts on its guidance as 
delivery plans are finalized. In our view, the company's revenue 
guidance in particular (low-to-medium growth rate) seems cautious 
at the moment, and we believe our increased forecast indicates an 
upward revision of the guidance. Cash flow guidance may also 
prove cautious if the company receives large advance payments. 

Although a rise in the share price is justified, the stock already 
reflects a significant improvement in cash flow

Tecnotree’s share price has rightly risen sharply following the 
recent agreements. We have increased the cash flow estimates in 
our DCF model and further lowered our required return to 14.5% 
(was 15.2%). Our model now indicates a value of EUR 4.3 per 
share, although it does not take into account the dilution caused 
by the company's convertible bonds and the employee stock 
option plan in the coming years (combined effect of around 40% at 
the current share price if the remaining convertible bonds are 
subscribed). Around the lower end of this year's cash flow 
guidance, the cash flow yield would be in the single digits, which 
we find unattractive given Tecnotree's risk level. In our view, 
continued improvement in cash flow in the coming years is the 
main driver of the stock and if the cash flow profile were to 
improve permanently, the stock would still have potential. 
However, we believe that the improving cash flow outlook, at the 
current valuation after the price rise, is already significantly priced 
into the stock, and thus we will continue to monitor the 
development of the cash flow profile from the sidelines. 2

Target price:

Business risk

Valuation risk

https://www.inderes.se/releases/inside-information-tecnotree-signs-digital-bss-agreement-with-tier-1-global-mvno-for-uk-and-europe
https://www.inderes.se/en/analyst-comments/tecnotrees-new-customer-in-europe-won-at-the-end-of-april-is-tata-communications
https://www.inderes.se/en/research/tecnotree-growth-outlook-brightened


o Clear and sustainable improvement in cash flow

o Value-creating M&A

o Industry's organic drivers are strong and longer-term 
growth outlook is good

o Increase in recurring revenue

o Technologically competent product portfolio 

o Shortcomings in investor communications and corporate 
governance

o Quality of trade receivables and intangible assets

o Risks related to cash collections

o Failure in M&A

o Customer portfolio structure concentrated at top level

o Failure in product development work and reading the 
industry

o Some cyclicality in operators’ investments

o Political and legislative threats in emerging countries
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Estimate revisions
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The market cap and enterprise value in the table consider the expected change in the number of shares and net debt for the forecast years.

Valuation table
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Peer group valuation
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Full-year earnings per share are calculated using the number of shares at year-end.

Income statement
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Balance sheet
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DCF-calculation
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42%

26%

33%
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Cash flow distribution
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Source: Inderes. Note that the weight of the terminal value (%) is shown on an inverse scale for clarity.

DCF sensitivity calculations and key assumptions in graphs
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The market cap and enterprise value in the table consider the expected change in the number of shares and net debt for the forecast years. Per-share figures are calculated using the number of shares at year-end.

Summary
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Disclaimer and recommendation history
The information presented in Inderes reports is obtained from several different 
public sources that Inderes considers to be reliable. Inderes aims to use reliable 
and comprehensive information, but Inderes does not guarantee the accuracy of 
the presented information.  Any opinions, estimates and forecasts represent the 
views of the authors. Inderes is not responsible for the content or accuracy of the 
presented information. Inderes and its employees are also not responsible for the 
financial outcomes of investment decisions made based on the reports or any 
direct or indirect damage caused by the use of the information.  The information 
used in producing the reports may change quickly. Inderes makes no 
commitment to announcing any potential changes to the presented information 
and opinions.  

The reports produced by Inderes are intended for informational use only. The 
reports should not be construed as offers or advice to buy, sell or subscribe 
investment products. Customers should also understand that past performance is 
not a guarantee of future results. When making investment decisions, customers 
must base their decisions on their own research and their estimates of the factors 
that influence the value of the investment and take into account their objectives 
and financial position and use advisors as necessary. Customers are responsible 
for their investment decisions and their financial outcomes.  

Reports produced by Inderes may not be edited, copied or made available to 
others in their entirety, or in part, without Inderes’ written consent. No part of this 
report, or the report as a whole, shall be transferred or shared in any form to the 
United States, Canada or Japan or the citizens of the aforementioned countries. 
The legislation of other countries may also lay down restrictions pertaining to the 
distribution of the information contained in this report. Any individuals who may 
be subject to such restrictions must take said restrictions into account.

Inderes issues target prices for the shares it follows.  The recommendation 
methodology used by Inderes is based on the share’s 12-month expected total 
shareholder return (including the share price and dividends) and takes into 
account Inderes’ view of the risk associated with the expected returns.   The 
recommendation policy consists of four tiers: Sell, Reduce, Accumulate and Buy.  
As a rule, Inderes’ investment recommendations and target prices are reviewed at 
least 2–4 times per year in connection with the companies’ interim reports, but 
the recommendations and target prices may also be changed at other times 
depending on the market conditions. The issued recommendations and target 
prices do not guarantee that the share price will develop in line with the estimate. 
Inderes primarily uses the following valuation methods in determining target 
prices and recommendations: Cash flow analysis (DCF), valuation multiples, peer 
group analysis and sum of parts analysis. The valuation methods and target price 
criteria used are always company-specific and they may vary significantly 
depending on the company and (or) industry.

Inderes’ recommendation policy is based on the following distribution relative to 
the 12-month risk-adjusted expected total shareholder return. 

Buy The 12-month risk-adjusted expected shareholder return of 
the share is very attractive

Accumulate The 12-month risk-adjusted expected shareholder return of 
the share is attractive

Reduce The 12-month risk-adjusted expected shareholder return of 
the share is weak

Sell The 12-month risk-adjusted expected shareholder return of 
the share is very weak

The assessment of the 12-month risk-adjusted expected total shareholder return 
based on the above-mentioned definitions is company-specific and subjective. 
Consequently, similar 12-month expected total shareholder returns between 
different shares may result in different recommendations, and the 
recommendations and 12-month expected total shareholder returns between 
different shares should not be compared with each other. The counterpart of the 
expected total shareholder return is Inderes’ view of the risk taken by the 
investor, which varies considerably between companies and scenarios. Thus, a 
high expected total shareholder return does not necessarily lead to positive 
performance when the risks are exceptionally high and, correspondingly, a low 
expected total shareholder return does not necessarily lead to a negative 
recommendation if Inderes considers the risks to be moderate. 

The analysts who produce Inderes’ research and Inderes employees cannot have 
1) shareholdings that exceed the threshold of significant financial gain or 2) 
shareholdings exceeding 1% in any company subject to Inderes’ research 
activities. Inderes Oyj can only own shares in the target companies it follows to 
the extent shown in the company’s model portfolio investing real funds. All of 
Inderes Oyj’s shareholdings are presented in itemised form in the model portfolio. 
Inderes Oyj does not have other shareholdings in the target companies analysed.  
The remuneration of the analysts who produce the analysis are not directly or 
indirectly linked to the issued recommendation or views. Inderes Oyj does not 
have investment bank operations.

Inderes or its partners whose customer relationships may have a financial impact 
on Inderes may, in their business operations, seek assignments with various 
issuers with respect to services provided by Inderes or its partners. Thus, Inderes 
may be in a direct or indirect contractual relationship with an issuer that is the 
subject of research activities. Inderes and its partners may provide investor 
relations services to issuers. The aim of such services is to improve 
communication between the company and the capital markets. These services 
include the organisation of investor events, advisory services related to investor 
relations and the production of investor research reports. 

More information about research disclaimers can be found at 
www.inderes.fi/research-disclaimer.

Inderes has made an agreement with the issuer and target of this report, 
which entails compiling a research report.
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