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MTI Wireless Edge: Tapping into
5G climate change technologies
This is a tantalising play on telecoms and the robust
global demand for automated water irrigation systems
Simon Thompson’s view:
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TI Wireless Edge is a rare breed among technology
companies, paying a healthy, progressive and wellcovered dividend that provides investors with a 2020
prospective dividend yield of almost 5 per cent. The shares are
also lowly rated on a cash-adjusted price/earnings (PE) ratio of 11
for the 2020 financial year, even though the directors are guiding
investors to expect 25 per cent profit growth. Prospects for 2021
are just as rosy, buoyed by ongoing structural growth in MTI’s
markets. Trading on half the average rating for the UK small-cap
technology sector, MTI is a hidden gem.
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n Capitalising on structural trends in 5G technology, climate
change, and defence spending.
n Diversified international revenue base and operations trading
as normal.
n Covid-19 driving record demand for bandwidth in telecoms
industry.
n China growth opportunity in wireless water management
systems.
n Profit margin progression.
n Strong order book.
n Well covered dividend.
n Strong cash-rich balance sheet and cash generative.
n Complementary acquisitions augmenting organic growth.
n Significant director shareholdings.
n Share purchase and sale programme enhancing market liquidity.

Bear points
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Source: FactSet

2020

n Below average free float.
n Covid-19 uncertainty.
n 5G sales opportunity at early stage.
n Potential disruption to supply chains.
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There are not many technology companies forecasting 25 per
cent profit growth this year but rated on a miserly 11 times
cash-adjusted prospective earnings, yet that’s exactly what
the directors of Israeli-based MTI Wireless Edge (MWE) have
guided investors to expect at the recent half-year results.
Moreover, with cash generation strong, net cash has
increased by 50 per cent to US$7.6m (6.6p a share) year on
year, even after the board paid out a 33 per cent higher annual
dividend per share of 2¢ (1.52p) in April. House broker Allenby
Capital is predicting a further 25 per cent hike in the 2020
payout to 2.5 cents (1.92p share), implying the shares offer a
forward dividend yield of almost 5 per cent. The solid income
stream and modest earnings multiple make MTI a stand-out
pick in the small-cap technology sector.

MTI Wireless Edge (MWE)
Ord Price: 39p
Touch: 38-40p
Dividend Yield: 5.5%
Net Asset Value: 25¢*

Market Value: £34.3m
12-Month High: 43p Low: 22.5p
PE Ratio: 11
Net Cash: US$7.6m

*Includes intangible assets of US$1m, or 1.2¢ a share

Year to
31 Dec

2015
2016
2017
2018
2019
2020^
2021^
% change 2020-21

Revenue
(US$m)

Pre-tax
profit (US$m)

Fully diluted earnings
per share (c)

Dividend
per share (c)

19.6
23.3
26.4
35.5
40.0
43.5
45.9
6%

1.37
1.21
1.63
2.65
3.40
4.27
4.88
14%

2.35
1.78
2.34
2.70
3.27
3.92
4.48
14%

1.10
1.00
2.00
1.50
2.00
2.50
2.80
12%

^Allenby Capital forecasts
£1:US$1.31
Source: MTI Wireless Edge annual report, London Stock Exchange

MTI Wireless Edge operating
profit segmentation
48%
Mottech machine-to-machine
technology
14%
Antenna

Importantly, the directors’ optimism is well placed.
That’s because all three of MTI’s technology businesses
have robust trading prospects driven by ongoing structural growth in their respective end markets: demand
for next generation 5G networks; global warming and
climate change; and increased defence budget spending.
It’s translating into strong profit growth as MTI has just
delivered a 28 per cent increase in first half pre-tax profit
to US$1.83m, and on higher margins, maintaining the
double-digit growth it delivered in 2019.

MTI Wireless Edge operating profit segmentation
38%

Distribution & Consultancy
services

Source: MTI Wireless Edge annual report 2019.
Profit contribution stated net of adjustments
and eliminations

Business activity
Mottech (machine-to-machine technology)
Antenna
Distribution and consultancy services

Percentage
48%
14%
38%

Source: MTI Wireless Edge annual report 2019. Profit contribution stated net of adjustments and eliminations
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MTI wired into 5G network roll-out
The company’s antenna division is a world leader in the
design, development and production of high quality,
state-of-the-art, and cost-effective antenna solutions for
both military and commercial markets in the 100 KHz to
90 GHz spectrum. MTI supplies directional and omni-directional antennas for outdoor and indoor deployments,
including smart antennas for WiMAX (a family of broadband communications standards), broadband access,
public safety, radio frequency identification (RFID), base
stations and terminals for the utility market.

MTI Wireless Edge
revenue segmentation
41%
30%

Mottech machine-to-machine
technology
Antenna

MTI Wireless Edge revenue segmentation
Business activity
Mottech (machine-to-machine technology)
Antenna
Distribution and consultancy services

Percentage
41%
30%
29%

Source: MTI Wireless Edge annual report 2019

29%

Distribution &
consultancy services

Source: MTI Wireless Edge annual report 2019

MTI Wireless Edge revenue
by geographic region
56%
21%

Israel
Europe, Middle East, Africa

Military applications include a wide range of broadband, tactical and specialised communication antennas,
and direction finding (DF) arrays that are installed on
airborne, ground and naval platforms worldwide. Sales
in the military antenna market increased by 13 per cent
in 2019, buoyed by growth in MTI’s offset facility in India
which enables customers to conform to India’s Defence
Offset Guidelines which stipulates that 30 per cent of any
defence contract awarded must be completed in India.
MTI continues to target a large pipleine of opportunities
for both military antennas and in India.

MTI Wireless Edge revenue by geographic region
Region Percentage
Israel
56%
Europe, Middle East, Africa (EMEA)
Americas
14%
Asia Pacific 9%

21%

Source: MTI Wireless Edge annual report 2019

14%
9%

Americas
Asia Pacific

Source: MTI Wireless Edge annual report 2019

What makes MTI’s antenna division even more
interesting right now, is the explosion in home broadband
use due to the Covid-19 pandemic and the impact this
is likely to have on both the roll-out and accelerated
adoption of 5G technology as working practises change
forever. That’s because MTI sells 5G backhaul antennas to support mobile phone operators roll-out their 5G
networks, effectively helping to transfer the data from the
mobile user to the operator’s network.
According to the latest Ericsson’s Global Mobility
Report, mobile traffic has increased dramatically due to
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COVID-19 lockdowns. Around 85 per cent of consumers
now use video conferencing and demand for mobile data
surged by 56 per cent in the 12 months to end March 2020.
These structural changes have led to significant upward
revisions on the speed for the global adoption of 5G.

Global mobile network data traffic
year-on-year growth (EB per month)

Source: Ericsson’s Global Mobility Report

Global mobile data traffic (EB per month)

Source: Ericsson’s Global Mobility Report

Ericsson projects total global mobile data traffic will
grow almost fivefold to 164 EB per month by 2025. This
figure represents the mobile data that will be consumed
by over 6bn people using smartphones, laptops and a
multitude of new devices at that time. Smartphones
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continue to be at the epicentre of this secular development as these devices generate 95 per cent of mobile data
traffic, a share that is projected to increase throughout
the 2020 to 2025 forecast period. Furthermore, 45 per cent
of all mobile data traffic is predicted to be carried by 5G
networks by 2025.

Mobile data traffic per smartphone (GB per month)

Source: Ericsson’s Global Mobility Report

That’s incredibly good news for demand for MTI’s
antenna backhaul solutions. The segment accounted for
a tenth of MTI’s antenna division’s revenue of US$12m
in 2019, but given that MTI has sales arrangements with
four of the seven manufacturers of mobile infrastructure
networks, then demand for its backhaul solution products
are likely to surge in 2021, and for many years after that.
This suggests that the antenna division, which accounted
for almost 14 per cent of MTI’s 2019 operating profit of
US$3.5m, is well positioned to ramp up both sales and
profits buoyed by demand for 5G backhaul antennas, fixed
broadband access and sales to the military market. The 5G
backhaul market could be worth upwards of US$500m, an
attractive market opportunity for a small player like MTI.
It’s not the only part of the business offering bright
prospects.
A smart play on climate change
Global water usage continues to outpace the growth in
the world’s population, at the same time as the impact
of climate change is making fresh water supply even less
predictable and reliable. As a result, demand for
water management systems is rapidly increasing. Indeed,
research consultancy MarketsandMarkets estimates that
www.investorschronicle.co.uk
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the global irrigation automation market will grow at a
compound annual growth rate (CAGR) of 18.5 per cent over
the next five years, increasing in value from US$2.87bn to
US$6.71bn in 2025.

Attractive opportunities in the irrigation automation market

Source: Marketsandmarkets

It’s easy to understand why given that one fifth of the
population suffers from some level of water scarcity. The
situation is set to get even worse with 2.8 billion people
across 48 countries expected to face water shortages by
2025. Moreover, two-thirds of the world’s population –
over four billion people – live with severe water shortages
for at least one month each year, an eye-watering number.
Scarcity of water is not helped by the fact that around 25
to 30 per cent of freshwater is wasted, according to World
Bank estimates. Agriculture, including the wine industry,
holds the key to coping with water scarcity as it is responsible for 70 per cent of all freshwater usage.

Irrigation automation market, by region (US$bn)
$6.71bn

$2.87bn

Source: Marketsandmarkets
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Mottech’s technology delivers dramatic cost savings

In light of water scarcity issues, water management
solutions have become critical for many countries. MTI’s
Mottech wireless water control and management system
addresses this issue by providing high-end remote control
solutions for water and irrigation applications based on
Motorola’s IRRInet state-of-the-art communication
technologies. MTI acquired the business in 2015 and it
has proved a smart investment.
Operating under the Mottech brand and utilising
hardware technology designed by Motorola, which is
integrated with the company’s own proprietary
management software, Mottech’s water management
system reduces water and power usage, provides more
accurate and cost-effective irrigation, and ultimately leads
to better quality crops and plants being grown. The
system has shown to produce a 30 per cent increase in
crop yields while reducing costs by around 30 per cent
from efficient use of water, fertilizer, energy and labour.
As Motorola’s global prime-distributor, Mottech serves
its customers through international subsidiaries and a
global network of local distributors. It has more than 25
years’ experience in providing customers with irrigation
remote control and management solutions to ensure they
have constant, reliable and accurate water usage, while
reducing operational and maintenance costs. Mottech’s
activities are focused in the following key market segments: agriculture, water distribution, municipal and
commercial landscape as well as wastewater and stormwater reuse.
Robust demand for Mottech’s irrigation systems was the
driver behind the 28 per cent rise in MTI’s operating profit
to US$1.9m in the first six months of 2020. In fact, the
water segment accounted for almost half of MTI’s operating profit, delivering 53 per cent growth in the six-month
period. New contracts signed include a two-year renewal
service agreement, worth US$0.9m, with one of the five
largest municipalities in Israel, and one of Mottech’s
largest service customers. The irrigation system manages
over 1,000 acres of city landscapes for the municipality
and has cut water wastage by half. There is an option to
extend the contract to five years, implying a potential total
award value of US$2.3m. The contract award highlights
the huge opportunity for MTI to target in the non-agricultural segment of the irrigation automation market. Applications for Mottech’s technology include sports grounds,
landscaping, golf courses, municipal gardens and residential land. Prospects for growth are well underpinned
in agriculture, too.
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New technology driving demand
for water irrigation systems
Mottech has over 20 years of experience in providing remote control solutions for vineyard irrigation management
all over the world, including Australia, Italy, South Africa,
South America and Israel. It may seem odd that France has
been absent from that list, but until recently irrigation of
vineyards was forbidden or strictly controlled in the country.
Climate change has made this unsustainable and
prompted the French authorities to allow vineyards in
southern France to be irrigated. The issue being that
irrigation water is supplied by local water associations
through a network of pressurised pipelines designed in
the 1960s. The farmer then manually connects to the system as required, an incredibly outdated process and one
that was ripe for Mottech’s technology to tap into.
So, the company developed a new wireless irrigation
solution, Tethys, specifically for the French wine market.
In a nut shell, it automates the process of switching water
on via an app on the farmer’s phone and, importantly,
does so through allocation of a specific time slot when the
water will be available. This is a critical and unique feature as the water associations would otherwise be unable
to meet the demand of thousands of vineyards trying to
access water simultaneously. This way the water associations can manage demand efficiently, and the vineyards
can digitally order the water they need at a certain time
and only pay for what they use.
Since launch in March this year, Mottech and its local
partner, AQUADOC, have provided the system to four
water associations in France who together provide
irrigation water for thousands of vineyards (of which 200
have already become customers of MTI). Mottech’s system
currently services 4,000 hectares (40 square kilometres) of
French vineyards, but there is still a large untapped
market covering 200,000 hectares for Mottech to target in
the short to medium term. Mottech’s Tethys system for
rural water distribution management is now being
promoted in other markets, too.

Mottech’s irrigation systems are proving popular
with vineyards around the world

Tapping into China’s growth
Mottech is also successfully tapping into demand for
wireless irrigation control solutions in Asia Pacific and
China, in particular. It makes sense to do so given that
research consultancy MarketsandMarkets predicts that
the Asia Pacific region accounts for 70 per cent of the
world’s 277 million hectares of irrigated land, and its
US$1.47bn share of the automated irrigation market in
2019 is projected to grow at a CAGR of 20.2 per cent, to
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Mottech is winning complex landscape water irrigation
projects in China

reach US$4.42bn in 2025.
China dominates, controlling a market share of
US$1.04bn in 2019, a figure projected to treble in value to
US$3.12 billion by 2025. Although China encompasses almost 20 per cent of the world’s population, it only has six
per cent of the world’s freshwater, leaving it with much
less water available per capita than most countries. A
growing population with a more water-intensive lifestyle,
expanding agricultural production, and increasing
industrial output have exacerbated the scarcity of China’s
available water resources and created demand for
automated water irrigation systems, according to analysis
from MarketsandMarkets.
For instance, China has around 300 golf courses and
maintaining them requires a high investment in automated
irrigation systems that can manage the entire irrigation
process. In addition, the greenhouse agriculture
technologies that are increasing in China also demand
precise irrigation to ensure a healthy crop yield in areas of
water scarcity. This is borne out by a recent study from The
Organisation of Economic Co-operation and Development
(OECD) which places Asia’s irrigation-dependent crop areas
in Northwest India and North China as two of the world’s
top three hotspots in terms of water-related risks for food
production. Mottech is tapping into the demand.
Three years ago, MTI established a joint venture in
China with Omega Technologies, which was an existing
third-party sales representative. Having won multiple
contracts across the agriculture and landscape sectors
since the JV, MTI bought out its partner earlier this year in
order to exploit its strengthening presence in what is now
Mottech’s fastest growing market. Specifically, Mottech
has been focusing on supplying its automated water
irrigation solutions to Chinese municipalities and large
scale agricultural organisations.
This highlights the international nature of Mottech’s
revenue streams which also encompass a 50 per cent
stake in an Australian value-added reseller of its
automated irrigation water. Australia has been shifting
towards robotic irrigation systems, which increase
productivity with minimum use of water, energy and
labour. Last year’s acquisition of the Australian business
helped drive revenue from MTI’s wireless controller
segment up by 16 per cent in 2019.
As climate change drives demand for better water
management solutions, Mottech looks incredibly well
placed to tap into the high growth forecast by industry
experts over the next five years. This helps explain why
analysts at house broker Allenby Capital are forecasting
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14 per cent growth in MTI’s pre-tax profits in 2021, even
after a bumper harvest in 2020.
Mottech’s high-tech water saving irrigation methods

Mottech’s technology enables irrigation systems to be
installed on sites with no communication network

Motorola control systems offer customers intelligent, cost-efficient
solutions by using innovative water leakage detection methods
as well as advanced technology for calculating and automatically
changing water irrigation quantities as required, thus dramatically reducing consumption, energy, manpower and resources. For
instance, the system enables customers to monitor the irrigation
system in real-time and turn off water in response to leakages,
high flow rates and other irrigation problems.
Another key advantage of Motorola’s systems is their ability to
use advanced communication networks to achieve effective data
transfer over various communication infrastructures and from
the same control system. This enables Mottech to build a stable
and reliable communications network that allows monitoring
and control even in the most remote sites which have no cellular
or internet infrastructure.
Distribution and consultation services
Operating under the MTI Summit Electronics brand, MTI’s
final division exclusively represents around 40 international suppliers of radio frequency/microwave components and sells these products to Israeli and Russian
customers. Expert knowledge of both the international
suppliers and customers enables MTI to act as both
consultant to all parties and assist them with devising
complete radio frequency/microwave solutions.
The business was founded in 1970 to support defence and
commercial Israeli RF & Microwave industries through its
components suppliers, but evolved after MTI acquired
Summit Electronics, a business that promotes a selected group
of international suppliers of RF/Microwave, SATCOM and optic
fibre components and systems. The acquisition enabled MTI’s
highly skilled professionals and management team (including
experts who have worked in the upper echelons of the Israeli
electronics industry) to provide its customers with a complete
solution package. Their intimate knowledge of the workings
of Israel’s top electronics concerns is a great asset to electronics companies wishing to compete in the Israeli market. MTI’s
customers include several large Israeli companies (Israel
Aircraft Industries, Rafael, Elbit and Ceragon) and
international conglomerates such as Intel and Motorola.
Having reported an operating profit of US$1.2m on 33 per
cent higher revenue of US$11.5m in the 2019 financial year,
representing 38 per cent of MTI’s total operating profit
net of adjustments and eliminations, the division lifted
operating profits by a further 18 per cent to US$789,000 in
the first half of 2020. Customer adoption of the backlog of
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proposals and design solutions developed by the business
led to a strong flow of product sales. Russia has been a key
area of growth through MTI Summit’s St Petersburg office
which was established in 2015.
Importantly, MTI’s management guidance highlights
a good flow of requests for further design solutions and
proposals which bodes well for future income. There are
some big orders, too, as one award placed through the St
Petersburg office this year is worth US$1.5m in revenue
alone, a chunky sum in relation to the consultancy and
services division’s annual revenue of US$11.5m in 2019.
A sound business strategy
1. Profitable sales growth
MTI only concentrates on growing markets where the
company has advantages over rivals and can develop
products and services ahead of the market in order to
strengthen its position and grow revenue and profits.
2. Introducing new products
The company focuses on securing blue chip customers seeking technology solutions through MTI’s “first to develop”
approach, using MTI’s intellectual property and licensed
technology from leading partners. As such, MTI invests in
research and development and works closely with customers and vendors to bring new products to the market. Some
of this investment is done in collaboration with customers,
as part of a project from which the technology can then be
applied in other areas and to drive revenue in future years.
For instance, MTI introduced a dual band technology in
2017, which led to new product launches in 2018. These dual
band products are expected to be key growth areas for MTI’s
antenna division over the coming years as part of the
expanding 5G cellular market. In the machine-to-machine
segment, Mottech works closely with Motorola to develop new
hardware, while also developing software in parallel. This
enables the company to bring new solutions and applications
to the market more frequently than hardware to meet market
demand and maintain a competitive edge over rivals. In
addition, MTI also develops some ‘add on’ hardware solutions
to increase its product offering to customers.
3. Supporting existing brands
MTI’s aim is to support its existing brands and strengthen
relationships with key participants and customers in its
end markets. Some of these markets can support a brand
for decades, such as the automated water irrigation
market, which means that MTI has the capability of
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developing new, more advanced solutions while supporting legacy solutions on the same platform.
4. Enhancing operational capabilities
As a global provider of various technology solutions,
MTI works on improving operational capabilities, by
outsourcing most production, whilst performing final
assembly and testing in house to assure the quality of the
product. Assembly is performed in several continents,
which improves profitability and provides better support
to customers.
This area is a key focus as the directors believe that
profits earned on marginal sales have scope to increase,
thus driving up overall profits faster than revenues. Technological improvements or merging similar processes and
activities over the different segments of the business are
areas that are considered to drive margins higher. That
said, MTI’s gross margin of 32 per cent in the 2019 financial year is already a decent return on sales. The fact that
the directors believe that they can drive operating profit
margin higher still also highlights the operational
leverage of the business model.
5. Strategic acquisitions
Surplus cash flow has enabled the board to increase the
dividend sharply, invest in existing operations and make
complementary strategic acquisitions that can deliver
synergies. In the past six years, MTI has completed three
successful acquisitions to strengthen its market position.
Continued on next page
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Meet the management
n Chairman of the board, 81-year old Zvi Borovitz

founded MTI in the early 1970s with his late wife
Aya. He has more the 40 years of experience in the
development and management of high tech companies
and holds a M.Sc. degree in Electrical Engineering from
the Polytechnic Institute of Brooklyn.
n Chief executive Moshe (Moni) Borovitz is the 49-year

old son of Zvi Borovitz. He is a certified public
accountant and was previously a consultant with Ernst
& Young’s Israeli affiliate Kost Forer & Gabbay, a leading
Israeli certified public accountancy firm. He holds a B.A.
degree in Computer Science from Tel Aviv University,
and an MBA from Ben Gurion University.
The Borovitz family control 34.5 per cent of the shares
in issue and other directors and senior management
own a combined 6.8 per cent. The hefty director and
management interests are not only highly supportive
of the dividend policy, but it’s reassuring that the
board’s total remuneration of US$1.15m in the 2019
financial year was significantly less than the US$1.75m
cash cost of the 2 cents a share dividend. This means
that gains on their shareholdings and dividend income
are the key financial drivers for the insiders, thus
aligning their interests with those of outside shareholders. It’s also reassuring that the other five board
directors, including four non-executive directors, all
bring a wealth of relevant experience in their respective
industries.

Computer Engineering from Ben Gurion University.
n Non-executive director Lihi Elimelech Bechor is a

senior legal professional specialising in intellectual
property (IP) including copyrights, patents, designs and
trademarks, and managing the IP portfolio of various
companies. She currently serves as an external director
of Malibu Investments Inc., a real estate company listed
on the Tel Aviv Stock Exchange.
n Non-executive director Amnon Sofrin served in the

Israel Defence Forces (IDF) from 1973 to 2003. Brigadier
General Sofrin’s last assignment with the IDF was as
Chief of the Combat Intelligence Corps, which he
established in 2000 and commanded for over three
years. After retiring from the IDF, he was assigned to a
senior position within Israel’s security apparatus as
Head of the Intelligence Directorate of Israel’s Secret
Service until 2008. He has a B.A. degree in Political
Science from Tel Aviv University and a M.A. in Political
Science & Security Studies from Haifa University (1993).
n Non-executive director David Yariv started his career

with the Israeli Naval Academy in 2000 and was a Naval
officer from 2002 to 2006. In 2009 he began his
engineering career at Elbit Systems and currently serves
as Chief System Engineer at Israel Aircraft Industries, one
of MTI’s major customers. He holds a B.Sc in Electrical
Engineering from the Tel-Aviv University, specializing in
computers, microwaves and optics, and holds a MBA from
Bar-Ilan University, specialising in finance.

n Executive director Dov Feiner is General Manager of

MTI’s antenna division. Mr Feiner was the company’s
chief executive when MTI listed its shares on Aim in
March 2006 and has planned and implemented the
company’s entry into the commercial antenna market.
Prior to joining MTI, Mr Feiner served for 12 years in
the research and development division of the Israeli
Defence Force. He holds a B.Sc. degree in Electrical and

n MTI’s final non-executive director is Richard Bennett.

He started his career with General Electric in Asia in
1990. In 1994, he was a founding shareholder of J2/JFAX
Inc which became a leading internet unified messaging
service. He has served as a director and founder of PZERO,
a renewable energy technology consultancy, whose UK
customers were sold to The Carbon Advisory.
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Major shareholders
MTI’s shares are tightly held. The top five shareholders
control 64 per cent of the shares in issue and 52.5 per cent
are not in public hands. For instance, when the company
released interim results on Monday, 17 August 2020, around
1.2m of the 87.9m shares in issue traded that day across 90
bargains with orders of 20,000 to 50,000 shares regularly
traded. Several bargains of 50,000 shares went through the
market last week, too.
Sensibly, MTI’s board commenced an ongoing share
buyback programme at the start of 2019 to assist with
improving trading liquidity, holding purchased shares in
treasury and then selling blocks of shares to institutional
shareholders, subject to demand and price. Cash generated
from resales of purchased shares are reused to fund further
share purchases. The programme has been successful,
with average daily share trading in 2019 tripling over 2018
and the board has just extended the programme to January
2021. No shares are currently held in treasury.
Of course, one downside with companies which have
lower than average free floats is that share price moves
can be accentuated in both directions. The hope is that a
positive news flow will mitigate the liquidity risk. On the
basis the directors have just guided shareholders to expect
a 25 per cent rise in profits this year, and the trading
outlook for 2021 is well underpinned by structural growth
in the water irrigation market, 5G backhaul networks
and the consultancy division’s order backlog, there are
grounds for optimism.
It’s notable, too, that both Miton UK Microcap Trust
(7 per cent stake) and Herald Investment Management
(4.5 per cent stake) appear on the share register, so MTI is
being backed by some shrewd fund managers.

Shareholding in the company as of 15 May 2020
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MTI Wireless Edge significant shareholders
Name
Borovitz family
Beer family
Miton UK Microcap Trust
Directors and PDMRs
Herald Investment Management
Total

Percentage of issued share capital
34.5%
11.2%
7.0%
6.8%
4.5%
64.0%

Source: MTI Wireless annual report and accounts, and London Stock Exchange RNS since annual results
filed on 2 March 2020

Improving cash conversion rates
MTI boasts stable gross margins of around 33 per cent,
so with a relatively fixed cost base, the company has
delivered increasing Ebitda (earnings, before interest,
taxation and depreciation) margin in the past three years,
as a higher proportion of gross margin earned on
incremental sales is converted into profit. Expect this
trend to continue.

MTI Wiresless’ impressive Ebitda margins

MTI Wireless Edge impressive profit margins

%

14
12

Revenue
Gross profit
Margin
Ebitda profit
Ebitda margin

10
8
6

2016
$23.3m
$8.5m
36.7%
$2.1m
9.1%

2017
$34.6m
$11.2m
32.4%
$3.1m
8.8%

2018
$35.5m
$12.1m
33.9%
$3.5m
9.9%

2019
$40.0m
$12.8m
32.0%
$4.4m
11.1%

2020E
$43.5m
$14.6m
33.4%
$5.2m
11.9%

2021E
$45.9m
$15.4m
33.5%
$5.7m
12.5%

Source: MTI Wireless Edge annual report, Allenby Capital forecasts 2020 and 2021
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2
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2015 2016 2017 2018 2019 2020E 2021E

Source: MTI Wireless annual report, Allenby Capital
forecasts 2020 & 2021

EPS adj

MTI Wireless Edge improving
cash flow generation
6

2015
$19.6m
$7.7m
39.3%
$2.4m
12.0%

Cash generated from operations ($m)

Operating profit ($m)

Furthermore, net cash generated from operating
activities has been increasing in each of the past three
years. In fact, even if you ignore the US$2m positive
working capital inflow in the 2019 financial year, MTI still
converted 100 per cent of its US$3.5m reported operating
profit into cash. High cash conversion rates should
support investing activities as well as the forecast 25 per
cent hike in the dividend, to 2.5¢ (1.92p) a share at a cash
cost of $2.2m, without denting the current $7.6m net cash
pile. Indeed, cash generation from operating
activities in the first six months of 2020 was well above
100 per cent of operating profit.

5

MTI Wireless Edge improving cash flow generation

4
3

Financial year
to 31 Dec
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Source: MTI Wireless Edge annual report

2015
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Source: MTI Wireless Edge annual report
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Cash generated
from operations

Operating
profit

$0.2m
$1.2m
$2.3m
$2.3m
$5.6m

$1.8m
$1.5m
$2.4m
$2.9m
$3.5m

Peer group comparisons
There are few directly comparable companies to MTI,
but the closest is Solid State (SOLI), a company that
services the industrial and military markets with
ruggedised/durable components, assemblies and
manufactured units for use in harsh environments.
On all counts MTI is underrated, trading on a forward
enterprise valuation to Ebitda multiple of 7.1 times for
the 2020 financial year which compares favourably with
a multiple of 8.5 times for Solid State for the 12 months to
31 March 2020. However, Solid State’s revenue in the first
four months since its 2019/20 financial year is down 4 per
cent, and there is no guidance in the market from management due to Covid-19 uncertainty. By contrast, MTI’s
first half revenue increased by 3 per cent and operating
profits surged 28 per cent to US$1.9m as its operating margin improved sharply to 10 per cent. That’s well ahead of
the 7.2 per cent operating margin Solid State earned in the
2019/20 financial year.
MTI offers better income prospects, too. The forecast
2.5 cents payout this year implies a prospective dividend
yield of almost 5 per cent whereas even if Solid State holds
its payout then its dividend yield is only 2 per cent. Solid
State is also rated on a price-to-book value ratio of
2.5 times, a 25 per cent premium to the rating of MTI
Wireless.
It’s not a case that Solid State is over rated, but that MTI
is materially under valued. To put the sale of the undervaluation into perspective, the UK small-cap technology
sector trades on a 2021 multiple of 13.5 times Ebitda to
enterprise valuation. On the same basis, MTI is rated on a
multiple of 6.5 times even though analysts are predicting
double digit earnings growth next year. MTI’s share price
would have to almost double to 75p to bring it in line with
the sector average.
Target price
Taking the risk assessment below into consideration, and
based on MTI’s pre-tax profits rising by 43 per cent from
US$3.4m to US$4.9m over the 2020 and 2021 financial
years to drive up EPS to around 3.4p, I feel that a target
price around 70p is reasonable.
If the 70p fair value target is achieved it would value
MTI’s equity at £61.5m and give the company an enterprise valuation of £55m after taking into account end 2021
forecast net cash of £6.5m. Based on Ebitda estimates of
US$5.7m (£4.4m) for the 2021 financial year, my target
implies an enterprise valuation to Ebitda multiple of 12.5
times, one point below the UK small-cap technology
www.investorschronicle.co.uk
email: icalpha.editorial@ft.com
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sector average. Add to that a 2021 target prospective
dividend yield of 3 per cent, and potential for a chart
break-out on a share price close above February’s preCovid-19 high of 43p, and MTI’s shares rate a strong buy
on a bid-offer spread of 38p to 40p. Strong buy.

MTI Wireless Edge valuation multiples at target price
Financial year
Target price
Shares in issue
Market capitalisation
Deduct net cash estimate
Enterprise valuation (EV)

EBITDA estimate
EV/EBITDA
Earnings per share estimate
PE ratio
PE ratio cash-adjusted
Dividend per share estimate
Dividend yield

2020
MTI Wireless’ impressive
87.9m
£61.5m
£5.8m
£55.7m

2021
70p
87.9m
£61.5m
£6.5m
£55m

£4.0m
13.9
2.97p
23.5
21.3
1.91p
2.7%

£4.4m
12.5
3.39p
20.6
18.4
2.14p
3.0%

Source: MTI Wireless Edge annual report. Allenby Capital EBITDA, EPS and DPS forecasts for 2020 and 2021 converted into
sterling at £1:US$1.31.

Risk assessment
Of course, there are several risks to take into consideration before making an investment.
n Covid-19. The pandemic did slow MTI’s activity levels

in the first half of 2020, and added to supply chain costs
including freight costs. However, the impact was offset by
cost savings across the business and all of MTI’s divisions
still recorded growth on a year on year basis. This
highlights the benefit of diversification across three
divisions and having sales exposure to multiple countries.
Moreover, MTI has now resumed working in most of its
facilities (whilst adhering to the new health requirements
and regulations), although working from home is still the
preferred suggestion in Israel. Importantly, most of MTI’s
markets are recovering, so adding further weight to management’s guidance of achieving 25 per cent pre-tax profit
growth this year.

n Currency risk. MTI’s revenues are in US dollars or

linked to that currency, and inputs are mainly linked due
to the importation of raw materials into the US dollar.
However, wages and salaries are in the New Israeli Shekel
(NIS). Therefore, there is an exposure to changes in the
exchange rate of the NIS against the US dollar.
Management mitigates currency risk by holding some
cash and cash equivalents and deposit accounts in NIS.
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The company also makes forward currency purchases to
hedge part of salary costs.
n Credit risk. MTI evaluates trade receivables on a day to

day basis and adjusts the allowance for doubtful accounts
accordingly. Since January 2019, it has entered into an
agreement with a credit insurance company to further
mitigate customer risk. At the time of MTI’s last accounts,
only US$226,000 of US$11.6m of receivables were more
than 30 days past their payment due date. That’s a tiny
sum in relation to MTI’s annual turnover of US$40m in the
2019 financial year.
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