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Follow the smart money on technology

Tek Capital’s global university network is enabling the company to access cutting-edge
technologies that have yet to come to market. The recent IPO of its first investee company at a
three times valuation multiple highlights the returns Tek is now making

Simon Thompson’s view:

It’s not often that you can buy shares in a company on a 40 per cent discount to book

value when it has reported 40 per cent net asset value over a three-year period. It’s even

rarer when the company is set to report a thumping gain on a recently listed investee

company. However, that’s exactly what’s on offer with Tek Capital, a company that has a

concentrated investment portfolio focused on high growth technologies in food

technology, autonomous vehicles, smart eyewear and respiratory medical devices.

Source: FactSet
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Bull points

1. Investee companies targeting rapidly growing end markets.

2. First IPO of portfolio company Belluscura at huge premium to carrying value.

3. Crowd fundings of two portfolio companies at premiums to book value.

4. Track record of delivering high return on invested capital.

5. Latest equity fundraising oversubscribed.

6. Service revenues cover 55 per cent of annual overheads.

7. Potential for valuation uplifts on all holdings driven by operational progress.

8. Cash and listed stake in Belluscura equate to more than half market capitalisation.

9. Deep 40 per cent discount to net asset value.

Bear points

1. Small-cap liquidity discount.

2. Execution risk for investee companies.

3. Venture Capital valuations can be volatile.

4. Portfolio concentration risk.

Key information

Tek Capital (TEK)

Ticker TEK

Current price 15p

Target price 25p

Market cap £19.6m

52 week high 22p

52 week low 8p

Pro forma net debt

US$3m

(31 April 2021 – adjusted for March placing)

Shares in issue 130.8m

Financial year end 30 November

Next event Interim results, August 2021

Website tekcapital.com
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Tek Capital (Aim:TEK) is a unique IP investment company that acquires and

commercialises cutting-edge technologies developed by a global network that spans

4,500 research institutions, including more than 250 universities. The company listed its

shares on the Alternative Investment Market (Aim) in 2014 with the aim of targeting new

innovations that, if successful, can improve the quality of life of customers. Specifically,

Tek is focused on commercialising university innovations which have a clear technological

advantage and are close to market, while being a creative partner for both its clients and

portfolio companies.

The company’s concentrated portfolio of investee companies were all started by Tek

Capital from a clean sheet of paper. Whilst few in number, they are diverse and span

multiple sectors, including food technology, autonomous vehicles, smart eyewear and

respiratory medical devices. All the portfolio companies have compelling intellectual

properties (IP), capable and inspired management and address fast growing multi-billion

dollar markets.

In addition to the $30.5m directly held portfolio, Tek helps both companies and research

institutions discover and evaluate the market potential of new university IP. This is done

through a range of convenient and powerful technology transfer services, which provide

Tek with service revenue that covers more than half of its annual operating costs.

Services include discovery reports to identify IP acquisition opportunities, analytic

reports to assess the market potential of any technology, recruitment services for

companies and universities seeking tech transfer professionals and the Tek Capital app to

help locate university IP across 160 countries.

At the time of the IPO in 2014, Tek raised £2m in fresh funds and was valued at £5.6m,

well below the radar for institutions and most private investors. However, it’s track

record in recent years is gathering interest in the investment community.

A series of equity fundraises since February 2020 has doubled Tek’s share capital. The

last raised $5.3m at 10p a share in March this year from both new and existing

shareholders. It’s not difficult to understand why the latest placing was heavily

oversubscribed. The following month Tek released annual results for the 12 months to 30

November 2020, which revealed a 45 per cent surge in net asset value (NAV) to a record

$32.7m, buoyed by a 50 per cent increase in the portfolio valuation to $30.5m. In the past

four financial years, the company has quadrupled NAV per share to 35¢ (25p), a storming

performance that is at odds with the 40 per cent share price discount.

There is real substance to Tek’s portfolio valuations, too. In fact, one of Tek’s smaller

portfolio companies, leading medical device developer Belluscura (BELL:52p), completed

its IPO on Aim in late May, raising gross proceeds of £17.5m at 45p a share. Tek holds

17.1m shares in the company that are worth £8.9m, having exercised warrants and
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options on 6.63m shares at an average price of 19.5p ahead of the IPO to add to 10.5m

shares it held, which were carried in the 2020 accounts at $2.1m (£1.5m), or 14p each.

Effectively, this means that Tek has more than trebled its money and will report a

thumping $8.7m unrealised gain on its shareholding in Belluscura when it reports interim

results in August for the six months to 31 May 2021. Importantly, operational and

investment prospects are positive for Belluscura and Tek’s unlisted holdings.

Tek Capital
(AIM:TEK)

Order price: 15p Market value: £ 19.6m

Touch: 14.5-15.5p 12-mth high/low: 22p 8p

Dividend yield: nil

Net Asset Value*: 25p Net cash** US$3m

Year to 30 Nov
Reported net asset

value ($m) Pre-tax profit ($m) Diluted eps (c) dps (p)

2016 3.1 -2.56 -6.3 nil

2017 10.7 4.15 10.8 nil

2018 16.1 4.55 10.3 nil

2019 22.5 7.72 9.5 nil

2020 32.7 9.88 9.4 nil

% change 2019-20 45% 28% - -

SETSqx Conversion rate: £1:$1.42

*Net asset value stated using conversion rate of £1:US$1.42 and factors in post 2020 year-end
adjustments.

**Proforma net cash estimate stated at 31 May 2021 after US$1.8m cost of conversion of Belluscura
options and warrants prior to May 2021 IPO, $US200,000 draw down of convertible loans for Miscosalt
and Guident, and operational expenses incurred post 30 November 2020 financial year-end.

Source: Tek Capital annual report, London Stock Exchange
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Belluscura

Ownership: 15.1 per cent

Holding value: $12.6m

Established in December 2015, respiratory medical device company Belluscura raised

$11.7m pre-IPO to develop and commercialise IP in the medical devices space.

Belluscura's first product, the X-PLO₂RTM, is a lightweight FDA cleared portable oxygen

concentrator (POC) that has been designed to replace larger, metal oxygen tanks and

heavier POC devices. Weighing less than 1.5kg, it is the world's first modular POC and

will generate more oxygen by weight than any other FDA cleared POC in its class. It can

deliver up to 95 per cent pure oxygen to patients 24 hours a day, seven days a week to

help improve the quality of life for millions of people worldwide who suffer from chronic

lung diseases such as Chronic Obstructive Pulmonary Disease (COPD) and respiratory

distress caused by Covid-19.

It’s cost effective, too. That’s because users can swap out the filter cartridges to enable

higher capacity oxygen flow without having to buy a new device; like upgrading memory

on a laptop. The result is significantly more affordable oxygen therapy for the life of the

patient. Belluscura's management team plan to spend £3m of the £17.5m proceeds raised

at the company’s recent IPO launching X-PLO₂R in July and £8m to progress additional

products within the range for launch later this year and in early 2022. They have a huge

end market to target.

X-PLO2R™ the world’s first modular portable oxygen concentrator
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Supplemental oxygen market

The World Health Organisation (WHO) estimates that 328m people globally have COPD,

of whom 65m have moderate or severe symptoms and 90 per cent are typically

middle-aged or older adults who smoke. Symptoms of COPD include breathlessness, a

persistent chesty cough, frequent chest infections and persistent wheezing. The

progression of the disease can be slowed by inhalers, tablets and pulmonary

rehabilitation, but as symptoms become more severe, oxygen enrichment products are

used to prevent the level of oxygen in the blood falling to a dangerously low level. COPD

is progressive and incurable, and by 2030 it is forecast to be the third leading cause of

death worldwide.

Although COPD is the primary disease for which oxygen enrichment products are used,

they are also used to alleviate the symptoms of Pulmonary Fibrosis, Cystic Fibrosis and

other respiratory disorders. Currently, it is estimated that 1.5m adults in the US and 3.5m

adults in Europe use supplemental oxygen for these respiratory disorders.

In addition, the use of oxygen concentrators is a cornerstone treatment for Covid-19. In

the UK, the NHS is recommending oxygen for Covid-19 patients that are breathless and

have blood oxygen saturations less than 94 per cent. Although most people recover from

Covid-19  after a short period, for some people the symptoms can last for considerably

longer and may require the use of oxygen concentration treatment.

Source: Global Market Insights

Within the $23.4bn global respiratory care devices market (that is forecast to grow to

$28.6bn by 2024), the supplemental oxygen market therapy devices market is forecast to

grow by two-thirds to $5.7bn within the next five years. The medical portable O2 market

alone could be worth $2.4bn within three years, up 44 per cent from $1.66bn in 2020.
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WHO intends to purchase 184,000 units at a cost of over $100m to distribute

worldwide. So far, it has distributed over 30,000 concentrators and 40,000 pulse

oximeters and patient monitors across 121 countries.

New product launches planned

Belluscura is tapping into this growth by launching other products. Through joint

development efforts with Pennsylvania-based Separation Design Group (SDG),

Belluscura now owns or exclusively licenses 26 patents and applications relating to

oxygen enrichment devices and treatments.

Belluscura financial forecasts 2021 to 2025

2021E 2022E 2023E 2024E 2025E

Units sold 150 2,000 12,000 22,000 50,000

Revenue $0.2m $3.0m $19.8m $47.9m

$109.9

m

Ebitda -$2.3m -$4.6m $1.1m $11.4m $33.5m

EPS na na 0.1p 6.5p 18.2p

PE na na na 8 3

Net cash $17.4m $9.8m $7.9m $17.3m $44.6m

Source: Dowgate Capital (2 June 2021)

The Belluscura and SDG relationship includes the development of additional products. If

all goes to plan, house broker Downgate Capital believes that by 2023 Belluscura will

reach profitability and be cash flow positive based on 12,000 units sales.

Source: Dowgate Capital (2 June 2021)
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Having hit that inflexion point, analysts are predicting the company could be selling

22,000 units (based on 5 per cent share of the POC market) the following year to

produce revenue of $47.9m, cash profit of $11.4m and earnings per share (EPS) of 6.5p.

With gross margin around 50 per cent, the operational gearing of the business is such

that profits and EPS would treble in 2025 based on 50,000 units sales.

I can’t disagree with Downgate’s 85p a share target price which equates to less than eight

times forecast net profits in 2024. Tek looks set to make further material gains on its

shareholding in Belluscura.

Guident

Ownership: 100 per cent

Holding value: $22m

Founded in 2018, Guident is developing remote monitoring and control software to

improve the safety of autonomous vehicles and land-based delivery robots. The

company’s software incorporates artificial intelligence (AI) and advanced network

technologies to minimize signal latency and improve reliability.

Vehicles of all types are rapidly becoming electric and autonomous. While autonomous

vehicles (AVs) are projected to be significantly safer than traditional vehicles, there will

still be mishaps and on many occasions there will be no vehicle operator present to help

resolve these problems. Guident’s management team believes remote human interaction

will be needed to address these mishaps and is seeking to build a remote monitoring and

control centre (RMCC) that will monitor vehicles. If necessary, it will provide additional

support such as calling first responders, taking over control of the vehicle to move it out

of harm's way and providing real-time communication with passengers or pedestrians.

Guident has already demonstrated its low-latency vehicle control software to power
RMCCs. The system is device-agnostic, works with any 5G public mobile or private LTE
network and has reduced signal latency compared with traditional telemetric video
monitoring and control systems.

Guident’s first RMCC for AVs, to be launched later this year in Boca Raton, Florida, will
monitor multiple vehicles from a remote secure monitoring centre, akin to air traffic
control. Also known as teleoperations, Guident’s remote-control robotics software
leverages a secure, low-latency connection.
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Guident’s remote monitoring and control centre will monitor vehicles and provide first responder support, and take
over control of a vehicle to move it out of harm’s way

Guident believes its technology will provide last mile delivery fleet operators with an
additional level of safety, whilst complying with Florida Law, which requires a RMCC for
AVs that do not have drivers or safety operators within the vehicles. It is covered by six
U.S. patents (several with foreign counterparts) and proprietary software designed to
enhance the safety of autonomous deliveries.

Market opportunity

According to Allied Market Research, the last mile AV delivery market  is expected to
grow from $11bn to $84.7bn by 2030, registering a compound annual growth rate
(CAGR) of 24.4 per cent.

By vehicle type, the ground delivery bots segment is expected to contribute the highest
revenue in 2021, accounting for $4.5bn, and is estimated to reach $34.9bn by 2030.
North America is anticipated to be the highest revenue contributor, accounting for
$4.8bn this year and rising eight-fold to $40bn by 2030.    

Analysts at Allied Market Research note that growing consumer preference for buying
products through an online source, coupled with the Covid-19 pandemic, is accentuating
the growth of the autonomous last mile delivery market. In addition, delivering a package
by drones or by autonomous vehicles is increasing due to demand for fast delivery of
packages, which further boosts the growth of the autonomous last mile delivery market
across the globe.
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Guident’s directors believe these demand drivers will also accelerate the roll-out of
land-based delivery drones for food and medicines to improve their availability and
reduce the costs of deliveries. To capitalise on the opportunity the company entered
strategic alliances last autumn with two US companies, Bestmile Inc and Cirrus Core
Networks Inc.

Guident’s exclusive license to U.S. patent 9,429,943 was valued at $19.2m at the end of
last year. That’s based on Guident gaining a one per cent market penetration of the US
market for AVs in 2022, rising to 12 per cent share by 2033, resulting in a projected $3bn
of sales of drones/vehicles underlying licensing revenue.

Valuable US patent licence for electromagnetic
regenerative shock absorbers

In addition, Guident owns the exclusive license to the US patent 8,941,251 from the
Research Foundation of the State of New York. The patent enables the manufacture of
electromagnetic regenerative shock absorbers with high energy densities. These can
recover a vehicle's vibration energy, which is otherwise lost due to road irregularities,
vehicle accelerations and braking. The unique design utilising rotary mechanical motion
rectifiers can also be tuned to achieve better damping characteristics than existing shock
absorbers.

The patent has been valued at $4.8m based on 22m projected EV sales between 2023
and 2031, when the patent life ends. The valuation also assumes 1 per cent market
penetration (rising to 6 per cent by 2028 through to 2031), resulting in 1.14m vehicles
subject to the licensing revenue.

Two listed original equipment manufacturers (OEMs) have already signed non-disclosure
agreements to evaluate the potential of incorporating these new shock absorbers into
their electric vehicles.

The projections made on these patented protected licenses support the $22m book value
of Tek’s 100 per cent holding in Guident. There could be further upside given the total
value of Guident’s patents is $28m.

Importantly, Guident’s management has the requisite experience in the industry. Chief
executive and chairman Harold Braun served as chief executive of Siemens Networks
(NYSE:SI), and Aviat Networks (NASDAQ: AVNW); director Johan De Nysschen is chief
operating officer of Volkswagen USA and a former executive vice president of General
Motors (NYQ:GM); and chief revenue officer Daniel Grossman created General Motors
mobility division Maven, and helped pioneer the Zipcar brand globally.
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Lucyd

Ownership: 100 per cent

Latest valuation: $2.7m (30 November 2020)

Established in 2017, Lucyd is the first company to deliver prescription glasses with

Bluetooth® technology. Its frames help the wearer connect safely and conveniently, by

enabling many common smartphone tasks to be performed handsfree via voice

assistants.

Lucyd Lyte e-glasses are prescription-ready and offer streamlined designs, ultra-light

weight of just 1.2-1.4 ounces, and a best-in-class playback per charge. Approximately

two-thirds of the population wear corrective lenses, and the advancements in Bluetooth

technology have enabled the creation of e-glasses with built-in speakers, microphone and

touch controls.

Since the speakers are open-ear, the e-glasses enable the wearer to stay connected to

their digital life while maintaining situational and social awareness. In the

U.S.A., pedestrian fatalities have increased more than 60 per cent since 2009, primarily

because drivers and pedestrians are distracted by their smartphones, highlighting the

potential market opportunity here.

The e-eyewear market

Lucyd Lyte e-glasses are positioned at the intersection of the eyeglass, hearables and
voice assistant markets, all of which have strong growth prospects.

▪ The eyewear market is forecast to be worth $179bn by the end of 2026 based on
CAGR of 5.7 per cent (source: Fortune Business Insights).

▪ The hearables market size is projected to reach $93.9bn by the end of 2026 based
on CAGR of 17.2 per cent (source: Allied Market Research).

▪ Over 4bn voice assistant devices are currently in use worldwide with projected
sales set to reach $5.9bn by 2026 based on CAGR of 30 per cent (source: VynZ
Research).
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Sitting at the intersection of Hearables, Digital Assistances and Online Eyewear markets, Lucyd is set to be a major
player in eyewear by offering the only low-profile smart frame, with Rx lenses

Following the successful launch of the Lucyd Lyte e-glasses in January, Lucyd signed a

distribution agreement with D. Landstrom Associates to build distribution of Lucyd

"LyteTM" bluetooth e-glasses in North America and seek to establish the distribution of

Lucyd products. General merchandise and specialty big box stores  include Walmart,

Target and Best Buy. The Lucyd brand and IP portfolio are exclusively licensed to and

operated by the company’s 75 per cent owned subsidiary, Innovative Eyewear. It’s

attracting investment interest, too.

Innovative Eyewear has just raised $1.07m of new equity from US investors in an

oversubscribed fundraise – the company had sought $400,000 of funding – at a

post-money valuation of $4.82m. This implies a pre-money valuation of $3.7m, which is

$1m higher than the carrying value in Tek’s 2020 accounts.

The purpose of the fundraise is to finance the further development and launch of the new

Lucyd Lyte™ e-glasses, and its Vyrb™ voice-focused social media app.  Lucyd has beefed

up its senior management team by appointing two sales directors and a content manager

to increase brand awareness and capitalise on the company’s first mover advantage. It

also has developed and filed 24 U.S. utility and design patents covering its products.
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Salarius

Ownership: 97 per cent

Latest valuation: $3.6m (30 November 2020)

Founded in 2018, Salarius is a food technology business that owns a patented process to

produce nanoparticle sized salt, Microsalt®, a new all natural, non-GMO, Kosher,

low-sodium salt. These small crystals dissolve faster on the tongue, so you need to use

less salt, whilst still having the same salty taste.

Less salt means about 50 per cent less sodium for most applications. It addresses the

snack food industry’s aim of developing and providing "better for you" products that both

taste good and help reduce sodium intake.

The reason for this is that excess sodium consumption contributes to cardiovascular

disease, a leading cause of premature death globally. Cardiovascular disease is the

world’s leading health problem causing 17.6m deaths annually and is related to high

sodium consumption, especially in snack foods. According to the FDA, reducing daily

sodium intake from 3,400 mg to 2,300 mg per day will reduce approximately 28,000 to

50,000 premature deaths per year in the US alone.
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To help address this problem, Salarius developed a patented process for producing

micron sized salt crystals, Microsalt®. It has all the flavour of salt with roughly half the

sodium for topical applications such as crisps, pretzels, nuts, popcorn and other salty

snacks.

The company has been making decent progress commercialising it. Last autumn, Salarius

signed a distribution agreement with Gehring-Montgomery Inc, a leading national

ingredient distributor to expand B2B sales of Microsalt® across the US. The company

also formed a partnership with FXM Ingredients Inc to lead B2B sales and marketing of

MicroSalt® in Mexico and Latin America. The partnerships are already unlocking doors

into the food service industry including an order to supply an 18-location restaurant

chain with its full-flavour, low-sodium tortilla chips. There are 59,000 Mexican

restaurants in the US.

In addition to the focus on B2B sales of MicroSalt® to snack food companies, as proof of
concept Salarius launched its own snack food brand called SaltMe!, shipping the snacks
potato chips to stores throughout the US. It has signed national distributor UNFI to
introduce the snacks into the retail market as well as appointing Hanks Brokerage to
assist the sale of Microsalt to snack food companies in southwestern States. The low
sodium ingredient market is estimated to grow at a CAGR of 11.5 per cent in the next five
years and could be worth $1.6bn by 2026 (source: Market Data Insights).

MicroSalt® is perfect for dry surface applications like chips, tortilla chips, nuts, crackers, and popcorn

Tekcapital owns 97.15 per cent of Salarius and 87.1 per cent of its US subsidiary

Microsalt Inc. To propel the sales and distribution of Microsalt, and expand its healthy

snack business, the company launched a U.S. crowdfunding. So far it has raised $423,000

from 746 investors at an equity valuation of $5m.

Tek raised the fair value of its 97 per cent stake in Salarius by 20 per cent to $3.6m in the

2020 accounts based on a $4.3m valuation of its 87 per cent owned subsidiary Microsalt.

There is clearly investment upside given the price at which the current fundraise has been

pitched at, not to mention scope for Salarius to grow licensing revenue.
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Meet the management

Chief executive Clifford Gross has founded three listed companies (Biomechanics Corp.,
UTEK and Tekcapital) where he served as chief executive and chairman, and has
co-founded numerous private companies including HumanCAD, Salarius, Belluscura,
Lucyd and Guident. Previously he was president and chief executive of Innovacorp, the
provincial venture capital fund of Nova Scotia.

He has also been chairman of the Nelson Rockefeller Department of Biomechanics at the
New York Institute of Technology. A number of the ergonomic products Gross has
developed became significant commercial successes.

Finance director Konrad Dabrowski began his career with Deloitte Poland and continued
his role as an audit manager in the firm’s Washington DC office. Following his role with
Deloitte, Dabrowski held a global accounting manager role in Restaurant Brands
International (NYSE:QSR). 

The Rt Hon Lord Willetts is one of three non-executive directors on Tek’s board. He is
President of the Resolution Foundation, former UK Minister for Universities and Science,
served as Member of Parliament for Havant (1992-2015), and previously worked at HM
Treasury and the No. 10 Policy Unit. Lord Willetts is a visiting professor at King’s College
London, former Chair of the British Science Association and a member of the Council of
the Institute for Fiscal Studies.

Non-executive director Robert Miller practiced at the Mayo Clinic for 20 years, serving
as a Physician-Executive before retiring as an Emeritus Professor in 2019. He is the
author of over 190 peer-reviewed papers and has successfully led a series of national,
NIH funded Phase III clinical trials searching for new pharmaceutical solutions to reduce
symptoms of cancer therapy. Miller is currently director of Radiation Oncology at the
University of Tennessee in Knoxville, Tennessee.

Non-executive director Louis Castro is a chartered accountant with 30-years’ experience
in financial services, including positions as chief executive, finance director and
non-executive director of several Aim-listed companies. He has worked in corporate
finance and capital markets, specialising in funding and advising small and mid-cap
companies. Castro currently serves as a director of Green Park Oil and Gas and as
non-executive director of Stanley Gibbons Group, Jangada Mines and Ascent
Resources.

The directors were paid $0.47m  in 2020, a reasonable sum in relation to the $8.7m
revaluation gains in the financial year which contributed to a $7.7m pre-tax profit. Mr
Gross also owns 8.66m shares, or 6.6 per cent of the issued share capital, and has share
options over 3m shares at an exercise price of 12p. He is clearly heavily incentivised to
maintain the strong investment performance Tek has produced in recent years as his
basic salary is only $191,985 (£135,000).
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Major shareholders

There is a lack of institutional interest on the shares register with the top five
shareholders controlling only 29 per cent of the shares in issue, and three of them are
individuals including Gross. With a market capitalisation below £20m, Tek has been under
the radar but it also means there is an opportunity to buy into Tek’s exciting investment
portfolio at well below its book value. The shares are liquid enough with trades over
100,000 shares regularly going through the market.

Although the official bid-offer spread may seem wide at 6 per cent of the current
mid-price, it’s possible to deal well within the spread which narrows it to closer to 4 per
cent. That’s acceptable when there is 66 per cent potential upside to my target price.

Tek Capital significant shareholders

Shareholder Percentage (%)

Walker Crips Investment Management 7.02%

Clifford Gross 6.62%

Edale Capital LLP 6.24%

Royal Bank of Canada* 5.52%

Paul Coburn 3.55%

Total 28.95%

Source: Company, London Stock Exchange regulatory filings. * The family of Nigel Wray maintains a
beneficial interest in the shares in the Company held by RBC Trustees (Jersey) Limited.

Financial performance

There are no forecasts in the market, but a look at Tek’s investment performance over the
past five financial years is informative.

Since November 2016, NAV per share has increased by almost 300 per cent from 9¢ to

35¢, highlighting the ability of both the directors and Tek’s network of 60 scientific

advisors from leading academic institutions to successfully identify companies with

potential to create value for shareholders.

16



The consistent pre-tax profits recorded over the past four financial years also highlights
the value creation for shareholders. In the 2020 financial year, Tek recorded a 23 per cent
return on invested capital (ROIC) and 27 per cent return on assets (RoA).

Moreover, if you mark the stake in Belluscura to market value and factor in the recent

post-money fundraises for Salarius and Lucyd, Tek is set to report another record NAV at

the forthcoming interim results to 31 May 2021. I estimate NAV of $47.3m (including

intangibles of $0.8m), or 25p a share, buoyed by $8.8m of investment gains on Belluscura

and $1.7m uplifts on the holdings in Salarius and Lucyd.

NAV could be even higher as I haven’t factored in any revaluation of Guident which could
prove to be a conservative assumption.

Tek Capital's portfolio fair value estimate

Portfolio

company

Carrying value 30

November 2020

Estimated

carrying value

31 May 2021

Value per

share

Proportion

of shares

held

Guident $22.1m $22.1m 11.9p 100%

Lucyd $2.7m $3.8m 2.0p 100%

Salarius $3.6m $4.2m 2.3p 97%

Belluscura $2.1m $12.6m 6.8p 15%

Smart Food Tek $0.04m $0.04m 0.0p 100%

Portfolio fair value $42.7m 23.0p

Convertible

loan notes held
$0.8m 0.4p

Net cash $3.0m 1.6p

Total net

tangible NAV
$46.5m 25.1p

Source: Tek Capital's 2020 accounts,  London Stock Exchange filings,  adjustments made for IPO of Belluscura and

conversion of options and warrants in April 2021, issue of Microsalt and Guident convertible loan notes, US$5.3m

placing in March 2021.

Peer group comparison

Tek Capital’s listed peers in the pre-IPO venture capital market are dominated by mid-cap

stocks, so you need to factor in a small-cap liquidity discount. However, on any measure

the shares are cheap.
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Augmentum Fintech, Draper Esprit and The Schiehallion Fund are priced on share price

premiums of 4.5 per cent, 11.7 per cent to 21.8 per cent to their last reported NAV. Tek

trades on a 40 per cent discount even though the company has delivered a 40 per cent

NAV return over the past three years.

November 2019 Alpha  recommendation, Frontier IP, trades 10 per cent below N+1

Singer’s sum-of-the-parts valuation, albeit there should be more upside given recent

portfolio developments. That holding doubled in value after my November 2019 report

and the company shares many similar characteristics with Tek Capital in terms of the

academic-led approach to identifying cutting-edge technologies which offer potential for

commercialisation. Tek Capital should not be trading on a four times wider discount to

the underlying value of its investments.

Tek Capital's pre-IPO and Venture Capital peer group

Company Market cap

Share

price (p)

Latest

NAV (p) Date

Discount

or

premium

to NAV

NAV

return

3- years

Augmentum Fintech £191m 136.5p 130p 31/3/2021 4.5% 19.0%

Chrysalis Investment £1,127m 206p 206p 31/3/2021 0.0% na

Draper Esprit £1,131m 813p 728p 31/3/2021 11.7% 68.1%

The Schiehallion Fund £638m 187c 153c 31/5/2021 21.8% na

Schroder British Opportunities £78m 105p 109p 8/6/2021 -4.5% na

Schroder UK Public Private £311m 34.2p 40p 31/3/2021 -14.5% -52.3%

Tek Capital £19.6m 15p 25p 6/8/2021 -40.0% 40.0%

Source: London Stock Exchange RNS, and Liberum Capital (11.06.21). Tek Capital's fully diluted adjusted NAV based on
fair valuations of portfolio companies at last accounting date, adjustments for IPO of Belluscura and crowdfunding
raises of Guident and Salarius, and proforma net cash estimate of US$3m at 31 May 2021.

Target price

There is a compelling case to be made that Tek Capital should be trading in line with NAV

given the management team’s outstanding track record of value creation over the past

four years, and the strong likelihood of further significant valuation gains materialising

from portfolio companies. The forthcoming half-year results in mid-August are likely to

act as a strong share price catalyst to narrow the unwarranted share price discount to

book value. Strong buy.
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Risk factors

Valuation. The valuations of Tek Capital’s unlisted portfolio are based on future

assumptions that may fail to materialise. Value is attributed  to patents based on likely

licensing income streams in the future. There is a higher degree of risk in non-listed

valuations as any changes in forecast growth rates, discount factors, cash flow

projections and market penetration rates can have an accentuated impact on the net

present value of the income streams of the companies being valued.

The mitigating factor is that all Tek’s investee companies are operating in high growth

industries and have patent protection, thus creating barriers to entry, so the greatest risk

is the speed of adoption of the technologies rather than adoption itself. For instance, a 20

per cent increase in Guident’s gross licencing proceeds and revenue would increase that

company’s valuation by $4.7m.

Liquidity. Around half of Tek’s annual overheads are covered by its service revenue which

means that it needs to raise additional equity from shareholders to fund part of its day to

day expenses.

That said, the company has been able to do so successfully since its IPO. Furthermore, as

it scales up, and as more investors become aware of the company’s track record, then it’s

likely that any new equity raised will be at a small discount to the prevailing share price

and NAV, thus reducing the dilutive impact of any capital raise.

Dependence on science advisers. Tek operates in specialised industries and market

sectors and requires well-connected, highly experienced and technically-qualified science

advisers. These advisors form the company’s Science Advisory Board, to review potential

IP acquisition opportunities. Loss of science advisers or inability to attract suitably

experienced science advisers could have a material adverse impact on the business,

future trading performance and prospects.

Competition. New competitive services may enter the market with different benefits or

using different or enhanced technologies, making them equally or more attractive than

Tek’s current range of services. Competitors may also be able to devote greater

resources to the promotion and sale of their services, which would give them a

competitive advantage. The ability to remain competitive is heavily dependent on Tek’s

database of universities and research institutions.
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