
 

 

 

15 October 2020 

 

Scale research report - Update 

Resilient H1, flurry of H2 contracts 

H120 sales of €1.3m (up 43% from H119) represented a resilient first-half 

performance for artec, given the impact of the COVID-19 pandemic. 

Management also announced a number of attractive multi-year contracts 

across both security and broadcast customers, with €0.25m of revenue 

secured in Q320 and €0.25–0.30m expected in Q420, typically the 

company’s strongest quarter. artec’s positive trading highlights the 

benefits of a flexible, diversified business and leaves the group well placed 

for FY20 despite the uncertain macroeconomic outlook. With cash and 

undrawn facilities of €0.8m, artec offers potential share price upside if 

management can deliver on its guidance of significantly increased sales 

and positive profitability in FY20. 

H120 results: 43% increase in revenues 

H120 revenue of €1.3m rose by 43% from €0.9m in H119, although still 13% below 

management guidance of €1.5m as c €0.4m in contracts, expected in June 2020, 

were deferred to H220. With its team focused on operational delivery and sales, 

development work slowed with capitalised expenditure falling to €0.3m in H120 

(H119: €0.4m). H120 EBITDA was €0.04m (H119: €0.05m) with a loss of €0.27m 

for H120 earnings (H119: loss of €0.26m). Cash and liquid assets came to €0.13m 

at H120 (H119: €0.0m), with €0.7m of undrawn facilities. 

Outlook: FY20 profitability reconfirmed 

In the context of a half year dominated by COVID-19, artec has delivered a resilient 

first-half performance, although not as strong as management had hoped. Ahead of 

its H120 interim results, artec announced a number of multi-year maintenance and 

support contracts, delivering revenue of €0.25m from new security and broadcast 

customers. Management expects further maintenance and support contracts worth 

€0.25–0.3m in Q420, which would lead to record service business sales in FY20. 

With positive demand for artec’s products both domestically and internationally, 

management reconfirmed its guidance for significantly increased sales and positive 

profitability in FY20, despite the challenging economic backdrop. 

Valuation: Growing base of recurring revenues  

artec is seeing the benefits of management’s investment in business development in 

H219, with new wins across the business extending the group’s current EMEA 

footprint. As the group’s recurring revenue base grows and if management can 

leverage artec’s market position, there is scope for a return to profitability despite the 

continuing impact from COVID-19. Trading on 2.5x FY21 consensus EV/sales and 

12.9x FY21 consensus EV/EBITDA, artec offers the potential for share price upside. 
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Business description  

artec technologies develops cloud-based software 

solutions for the recording and analysis of video and 

audio, in two sectors: video security technology and 

crime prevention; and broadcast media. 

Bull 

◼ Strong start to H120, with management 
maintaining guidance for FY20 profitability. 

◼ Growing list of reference clients in the security 
sector across the DACH region. 

◼ IP-based, patent-protected technology solutions. 

Bear 

◼ Scale and growth potential limited by operational 
and resourcing constraints. 

◼ Revenue visibility remains restricted. 

◼ Volatile trading history, with financial outcome 
subject to contract delays. 
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Consensus estimates  

Year 
end 

Revenue 
(€m) 

EBITDA 
(€m) 

EPS 
(€) 

DPS 
(€) 

P/E 
(x) 

Yield 
(%) 

12/18 2.94 0.42 0.02 0.0 N/M N/A 

12/19 2.01 N/M N/M 0.0 N/M N/A 

12/20e 3.30 0.52 0.07 0.0 56.9 N/A 

12/21e 4.52 0.88 0.14 0.0 28.4 N/A 

Source: Refinitiv  
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Business review: Diversified and resilient 

artec navigated the COVID-19 pandemic well in H120 and continues to operate at full capacity (with 

no short-time working). In H120, artec hired a new AI specialist, taking the total to 29 members of 

staff and increasing its personnel costs to €0.76m (H119: €0.70m). Demand for artec’s services has 

remained robust due to its diversified business model, which is focused on security solutions for 

government clients in the DACH region, while also offering scalable cloud/SaaS solutions to the 

media sector internationally.  

The sales cycle has been elongated by COVID-19, with tenders taking longer to convert to 

contracts. artec’s H120 product mix has also changed from FY19, with a greater focus on lower-

margin hardware than software, so sales growth did not translate into improved earnings (H120 

loss of €0.27m versus a loss of €0.26m in H119). Management expects the sales mix to reverse in 

H220, with a greater proportion of higher-margin software and services boosting profitability, 

including the maintenance and support contracts signed in Q320.  

These recent contract wins were for both security and broadcast customers, including a media 

company and a sports academy from Qatar, a French sports broadcaster and a German security 

agency. This €0.25m of new contracts received (together with further maintenance and support 

contracts expected in Q420 of €0.25–0.30m) means artec would post record service sales in FY20. 

Q420 is typically artec’s strongest quarter and management is confident of other large orders by 

year end, despite increased economic uncertainties. Management noted, in particular, a major 

tender (€0.5m) for an Asian client for a replacement system following the departure of Verizon 

Volicon, one of artec’s close competitors. 

In FY19, approximately 60% of artec’s business was in video security, with 40% in media and 

broadcast. Video security revenues are highly localised and defensible but, in our view, the media 

business has greater growth prospects over the medium term, driven by adoption of artec’s cloud 

solution and market share gains from the departure of Verizon Volicon.  

Competitive environment 

With the departure of Verizon Volicon from the market, competitors in media analysis include 

industry giant IBM Watson, Palantir (NYSE: PLTR ) (a high-profile US IPO at the end of September, 

looking to diversify from its reliance on US government defence contracts) and Veritone (Nasdaq: 

VERI), a Nasdaq-quoted company that is probably artec’s closest quoted peer. artec does not 

recognise any immediate peers offering surveillance solutions to state agencies in the DACH 

region. Although Palantir may look to expand its presence in the European market, targeting 

European security agencies, its data-mining expertise does not compete with artec’s surveillance 

solutions. 

Valuation: Upside potential 

artec has no readily identifiable peers; however, with strong revenue growth and a positive outlook, 

the quoted European software peer group typically trades in a range of c 3–5x sales and 15–20x 

EBITDA.  

Palantir is a data-mining company predominantly serving US defence agencies, offering parallels to 

the security side of artec’s business. Veritone operates a similar model to artec, integrating third-

party solutions into its platform, whereas IBM Watson, the sector leader, develops its own solutions. 

Veritone, based on consensus estimates, is expected to be significantly loss making for the 
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foreseeable future, yet its share price has more than tripled over the last 12 months, with a market 

capitalisation of c $244m, trading on 3.6x FY20 consensus revenues, falling to 3.1x in FY21. 

Meanwhile, artec, which consensus forecasts to be profitable (FY20 consensus EPS of €0.07), 

trades on 3.4x FY20 revenues, falling to 2.5x in FY21. 

Management is successfully building artec’s recurring revenue base, c 12–15% of FY20 turnover 

but expected to grow further in FY21 and beyond. This will have an impact on short-term revenues 

but to the benefit of medium-term revenues and profitability. If management can leverage artec’s 

market position in both security and media to operate closer to capacity, as the revenue base grows 

there is scope for a return to profitability and a narrowing of the valuation discount to its European 

software peer group. 

 

General disclaimer and copyright  

Any Information, data, analysis and opinions contained in this report do not constitute investment advice by Deutsche Börse AG or the Frankfurter Wertpapierbörse. Any investment decision should be solely based on a 
securities offering document or another document containing all information required to make such an investment decision, including risk factors. This report has been commissioned by Deutsche Börse AG and prepared and 
issued by Edison for publication globally. 
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warrants for any of our services. 

Accuracy of content: All information used in the publication of this report has been compiled from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of this 

report and have not sought for this information to be independently verified. Opinions contained in this report represent those of the research department of Edison at the time of publication. Forward-looking information or 

statements in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable, and therefore involve known and unknown risks, uncertainties and other 

factors which may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations.  

Exclusion of Liability: To the fullest extent allowed by law, Edison shall not be liable for any direct, indirect or consequential losses, loss of profits, damages, costs or expenses incurred or suffered by you arising out or in 
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positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any or related securities mentioned in this report, subject to Edison's 

policies on personal dealing and conflicts of interest. 
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Australia 

Edison Investment Research Pty Ltd (Edison AU) is the Australian subsidiary of Edison. Edison AU is a Corporate Authorised Representative (1252501) of Crown Wealth Group Pty Ltd who holds an Australian Financial 

Services Licence (Number: 494274). This research is issued in Australia by Edison AU and any access to it, is intended only for "wholesale clients" within the meaning of the Corporations Act 2001 of Australia. Any advice 

given by Edison AU is general advice only and does not take into account your personal circumstances, needs or objectives. You should, before acting on this advice, consider the appropriateness of the advice, having regard 

to your objectives, financial situation and needs. If our advice relates to the acquisition, or possible acquisition, of a particular financial product you should read any relevant Product Disclosure Statement or like instrument.  

 

New Zealand  

The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and habitual investors who are “wholesale clients” for the 

purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell, subscribe, or underwrite any securities mentioned or in the 

topic of this document. For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in relation 

to acquiring or disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a “personalised service” and, to the extent that it contains any financial advice, is intended only as 

a “class service” provided by Edison within the meaning of the FAA (i.e. without taking into account the particular financial  situation or goals of any person). As such, it should not be relied upon in making an investment 

decision. 

 

United Kingdom 

This document is prepared and provided by Edison for information purposes only and should not be construed as an offer or sol icitation for investment in any securities mentioned or in the topic of this document. A marketing 

communication under FCA Rules, this document has not been prepared in accordance with the legal requirements designed to promote the independence of investment research and is not subject to any prohibition on 

dealing ahead of the dissemination of investment research.  

This Communication is being distributed in the United Kingdom and is directed only at (i) persons having professional experience in matters relating to investments, i.e. investment professionals within the meaning of Article 

19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended (the "FPO") (ii) high net-worth companies, unincorporated associations or other bodies within the meaning of Article 49 of 

the FPO and (iii) persons to whom it is otherwise lawful to distribute it. The investment or investment activity to which this document relates is available only to such persons. It is not intended that this document be distributed 

or passed on, directly or indirectly, to any other class of persons and in any event and under no circumstances should persons of any other description rely on or act upon the contents of this document.  

This Communication is being supplied to you solely for your information and may not be reproduced by, further distributed to or published in whole or in part by, any other person. 

 

United States  

Edison relies upon the "publishers' exclusion" from the definition of investment adviser under Section 202(a)(11) of the Investment Advisers Act of 1940 and corresponding state securities laws. This report is a bona fide 
publication of general and regular circulation offering impersonal investment-related advice, not tailored to a specific investment portfolio or the needs of current and/or prospective subscribers. As such, Edison does not offer 
or provide personal advice and the research provided is for informational purposes only. No mention of a particular security in this report constitutes a recommendation to buy, sell or hold that or any security, or that any 
particular security, portfolio of securities, transaction or investment strategy is suitable for any specific person. 
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