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As technology is now embedded in every aspect of business, the
discussion around managed services has moved from a comparison with
traditional technology management solutions such as on-demand
outsourcing or building in-house teams, for example, to the more straight-
forward question of which managed service solutions to adopt. This is an
era when making the right technology choices and adopting the right
implementation and monitoring model can offer a real competitive
advantage.

Continued overleaf.
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The Continued Development of the
Managed Services Market

Security breaches, outages and downtime are no longer simply an
inconvenience: they impact the bottom line and can severely compromise
corporate reputation. Dated approaches, such as fixing technology when it
breaks using ad-hoc suppliers, are totally incompatible when technology is
right at the heart of a company’s core functions. As such, managed service
providers have become the go-to choice for companies needing sophisticated,
adaptable, long-term technology solutions, especially as organisations look to
transition from a lumpy capex approach to an opex approach. As a result, the
global managed services market, that was valued at $152 billion in 2020, is
expected to grow to $274 billion by 2026 (Statistica).

Managed service providers help businesses meet their clients’ objectives by
providing dedicated services at a pre-agreed cost, freeing the company from
the time-consuming and often difficult-to-predict costs of hardware and
software investment, recruiting in-house teams, and buying in ad-hoc solutions
when things go wrong. The success of small businesses in securing these
professional services at an affordable rate has thrown the doors open for
managed service providers to handle more technical workstreams and develop
attractive streams of recurring revenue.

Recent generations of business technology solutions have seen, for example,
workloads migrating to the cloud. Organisations expect their managed service
providers to be able to evolve to embrace such changing technologies across
everything from applications to infrastructure, introducing new solutions
quickly and efficiently at a time when the ability to be agile is critical. The best
providers can offer a full suite of evolving capabilities, from advisory through to
operations including introducing new technology solutions within a cost-
controlled model, setting standards which few in-house technology
departments can match.
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“The managed services space is highly attractive given -
the ongoing long-term shift towards cloud-based and
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are also seeing increasing o Inities in subsectors
such as managed cyber lominance of large -
vendors such as Cisco a A >

l. ) (Y[}

~
opportunity for nimble mic rket service providers who zj
can add their own ni€hie expertise and customer service 4
Wrappers. g
At | ry |
~ : ¢ g x
well as growth angles that we »
olt Ol ple M&A, or international
I 0 s such as the US, LatAm, and Asia-
v € on has people and experience. These
ors led us to invest in Systal, which we saw had an | r

eptional track record and opportunity as a managed . : S5
twork partner to large, global enterprise clients.”

NVESTMENT DIRECTOR

* mw-

\bhishek Majumdar . - l

- IR
s o [

flexion Private Equity - -
_ ;Q | ,



ﬁnﬁCop Group

For companies considering managed services there are a number of prevailing
trends which impact the choice of solution:

More Focus on Data Security

Today, any organisation needs to collect, store, access, and assess many
datasets on a regular basis to keep its processes going. The direct fall out from
this is the burgeoning demand for data security and privacy. Organisations
have already started implementing cloud-based platforms to keep their data
secure. Managed services can provide layered data security, allowing
companies to adhere to data compliance regulations such as GDPR, thereby
avoiding expensive fines from potential breaches.

As the amount of data generated by organisations multiplies, the need for data
security and privacy will only increase, especially at the network edge due to
the increased prevalence of working remotely. Organisations are turning to
managed services as the only comprehensive option for providing specialist
advice on handling the avalanche of information companies now face.

Rise in Artificial Intelligence and Machine Learning

As business processes become more complex, companies are increasingly
including machines as extensions of their human resource, adopting artificial
intelligence (Al) and machine learning (ML) technologies. As these
technologies are currently in their infancy but evolving fast, they bring with
them issues around data security and technical reliability. Managed services
providers can track the changing picture and offer solutions based on the most
current knowledge ensuring that organisations develop Al and ML as a
competitive advantage in a structured fashion rather than being left behind by
more forward-thinking peers.
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Data Analytics

Al and ML are helping organisations gain insights from the data they hold in
ways that have not previously been possible. This is a step change for many
companies who have accumulated data that until recently they have not had
the means to use to their advantage. Ground-breaking technology however
needs the backup of managed service providers who understand the systems
in order to maximise the opportunity and maintain the hardware and software.
Done well this type of solution helps companies add value to their data,
offering valuable insights to contribute to vital business decisions.

One of the key differentiators between managed service providers emerging is
their ability to help clients gather and analyse data in ways that can be
leveraged to drive value with the end customer. The companies succeeding in
this area are transforming their appeal to client companies by offering a value-
led rather than more traditional cost-led approach.

The Opportunity for Private Equity

The opportunity for private equity comes as managed service players take
client companies on the journey from project-based services to recurring
managed services, ie. the outsourcing of the day to day running of a significant
proportion of the IT real estate. For many managed service providers, annual
recurring revenue is over /0% of total revenue. The value for private equity
comes as managed service providers can acquire assets with attractive top line
growth, levels of recurring revenue that provide significant visibility and
cashflow, and are therefore highly supportive of the typical PE investment
model. Additionally, as they go through that transition from project to
managed services, these companies also get the benefit of enhanced margin
profiles and the ability to cross-sell and overlay other services to sticky end
customers with long-term contracts and recurring revenues.

Fundamentally, from a PE perspective, owning an asset with the attractive
revenue and cashflow visibility and resilience demonstrated by managed
services compared to other sectors, particularly those affected by Covid, is
highly attractive.
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“Managed services continues to represent an
attractive opportunity set across equity, debt and
M&A given the fragmented nature of the market
and the ever-evolving technology landscapeghat
continually creates new opportunities fe -qgi’e
managed service players: E . i

finnCap Cév‘ébhdish
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Challenges for the Sector

One of the significant issues the sector faces in the UK is the size and
fragmentation of the market, making it difficult to separate the wheat from the
chaff. Many of the providers started out as a value-added reseller and are still
early on in their journey to become a true managed service provider, with the
challenge for PE becoming how to identify those that provide a truly
differentiated offering. One thing is clear however, those that do deliver such
an offering approach organisations not from a cost-saving perspective, but
from a value-add perspective.

An option for PE is finding the right platform, doing a buy-and-build and taking
the benefits of scale. Or alternatively, finding an asset that is focused on a
niche part of the tech stack or a sub-sector, where the end market has very
specific characteristics, such as education, legal or healthcare for example.

Flight to Quality

At first sight, the overall managed services sector is highly fragmented, and
there would appear to be low barriers to entry. However, as previously stated,
many of the players are essentially re-sellers of hardware and software, with a
cost-saving-led approach. If the business is a value-creating provider, with
significant levels of recurring revenues, the barriers to entry become a lot
higher.

“Managed services has been an attractive investment thesis for
private equity in recent years. The volume of transactions shows no
signs of abating, in part due to the number of opportunities coming
to market with a product offering at the forefront of the continually
evolving technology landscape. Whilst we are starting to see a
greater variability in the quality of assets coming to market, the
higher quality assets continue to be in high demand resulting in
strong multiples in the space and attractive returns for exiting
founders and funds. As a firm we are perfectly positioned to help
these businesses achieve their liquidity goals regardless of if they
are owner managed, private equity owned or listed.”

Leigh Webb
HEAD OF PE SPONSOR COVERAGE
finnCap Group
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“Cavendish understood our ambitions from day one and went to

great lengths to understand the minutiae of the business in order

to effectively position the investment proposition as it evolved

throughout the transaction. Cavendish were not just an advisor

but a true partner to the Systal team throughout the process all

the way through to completion.” , b

Neil Nicolson g
CEO 1] ! ’
Systal Technology Solutions
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SYSTAL _

TECHNOLOGY SOLUTIONS

“Working with ambitious tech companies such as Systal i+
central to Cavendish’s approach, and were delighted to e/,o
partner Systal with Inflexion as the two are aligned in both cu/ture
and vision for the future. Systalhas quickly established o strong
reputation for itself in the industrgwith @ growing roster of high
calibre clients across the globe.”

John Farrugia
MANAGING PARTNER
finnCap Cavendish
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Unrivalled sector expertise

finnCap Group has been closely involved with the managed service sector
since finnCap Capital Market's inception. We have extensive public markets
experience, having been number one Tech & Telco broker on AIM since
January 2010, by client numbers.

finnCap Capital Market's serves a broader investor reach than any other broker
through our policy of access-for-all research leading to a subscriber base of
more than 9,000 investors. Available through, the finnCap Tech Hub

( www.finncap.com/tech-hub), we are also proud to host the finnCap Tech 40
Index and finnCap Next 50 indices, giving real time valuation context by
subsector in the public markets, including finnCap T40 and finnCap N50
Managed Services sub index. Alongside tech demos to give investors insight
into the products themselves as opposed to occasional meetings with
management, and our blog giving insight into current investment ideas and
themes, the Tech Hub demonstrates our commitment to the sector which
illustrates our expertise. Our long history includes the IPO, follow on
fundraisings, and eventual sale of CityFibre; and representation, financial
advice, corporate actions and equity fundraisings for Spiritel, Alternative
Networks, Redstone, Redcentric, Maintel, Castleton, Accumuli, Datatec, |DE,
KCOM, Nasstar, BigBlu Broadband and iomart.

Our Coverage of the Sub-Sector

finnCap Clients (past and present)
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Strategic advisory and capital raising services

ﬁnﬁCop

CAPITAL MARKETS

Largest Nomad and AIM company financial
adviser and no. 1 broker on AIM

Plc Strategic Debt Advisory

Advisory
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CAVENDISH

Leading UK mid-market M&A house
with global reach

Private Growth
Capital

Strategic capital market
advice around liquidity
events, IPOs and
fundraisings

Strategic takeover,
shareholder activism and
financial advisoryto
publicly quoted companies
and bidders

Identifying the optimal
capital solution for growth

Raising institutional capital
forambitious private
companies

Delivering your business ambition

finnCap Group provides strategic advisory and capital raising services to companies.

Leading M&A advisorywith
unrivalled specialist
expertise in managing the
sales process

We are mid-market specialists dedicated to providing the highest quality service to our clients both

private and public.

We provide quality broking and fundraising capabilities alongside excellence in M&A advisory with a

global reach. We have sold over 600 companies to date and are recognised as the largest Adviser on the

LSE and No.1 broker on AIM.

finnCap Group always put clients first delivering your business ambition, whether that is to raise growth

capital, IPO, refinance, raise debt for your business, execute an acquisition or sell your business.

Our specialist sector knowledge and entrepreneurial approach helps companies to achieve their ambition.

10



1 Bartholomew Close
London, EC1A 7BL

+44 (0) 20 7220 0500
+44 (0) 20 7220 0597

WWW.FINNCAPCAVENDISH.COM
WWW.FINNCAP.COM

PARTNER

Chris Malcolm

+44 (0)20 7908 6016
+44 (0)7989 565 754
cmalcolm@cavendish.com

HEAD OF PE SPONSOR COVERAGE

Leigh Webb

+44 (0)20 3772 4708
+44 (0)7842 004 520
Iwebb@finncapgroup.com

AMBITION DELIVERED

finnCap Group is a trading name of the group of companies owned by finnCap Group
plc (company number 11540126), an English incorporated company with its registered
office at One Bartholomew Close, London, EC1A 7BL. finnCap Group plc is the holding
company of finnCap Ltd (company number 06198898), an English incorporated
company with its registered office also at One Bartholomew Close, London, EC1A 7BL,
and which is authorised and regulated by the Financial Conduct Authority (reference
number 467766). finnCap Group plc is also the holding company of Cavendish
Corporate Finance LLP (company number OC333044), an English incorporated limited
liability partnership with its registered office at One Bartholomew Close, London, EC1A
7BL, and which is authorised and regulated by the Financial Conduct Authority
(reference number 474794). This brochure has been prepared and made available by
finnCap Ltd (trading as “finnCap”) and Cavendish Corporate Finance LLP (trading as
“Cavendish” or “Cavendish Corporate Finance”). finnCap Group plc does not provide
any advice or services to clients and nothing in this brochure should be interpreted as
such.

This brochure and information contained/referred to herein is not directed at or intended
for distribution to or use by any person or entity who is resident in any jurisdiction where
such distribution, publication, availability or use would be contrary to law or regulation or
would subject finnCap Group plc, finnCap Ltd or Cavendish Corporate Finance LLP
(together the “finnCap Group”) to a registration or licensing requirement. The services of
finnCap Ltd may only be provided to persons who are eligible counterparties and
professional customers (as defined within the rules of the Financial Conduct Authority).
The services of Cavendish Corporate Finance LLP may generally only be provided to
persons who are eligible counterparties and professional clients (as defined within the
rules of the Financial Conduct Authority).

This brochure has been prepared by finnCap Ltd and Cavendish Corporate Finance LLP
using sources believed to be reliable and accurate but which cannot be warranted to be
completely accurate. The information in this brochure is subject to change without
notice. finnCap Ltd is the largest Nomad and AIM company financial adviser, No. 1
broker on AIM and top 5 adviser to ambitious growth companies on the LSE on the
basis of the number of its retained Nomad and broking clients. Directors, representatives
and employees of each member of the finnCap Group do not accept liability for any
inaccuracies in the brochure or for any loss or damage consequent on action taken
reliant on information contained therein. Unless otherwise stated, the copyright and all
other rights in the material in this brochure are owned by the finnCap Group or a
member thereof. By accepting this brochure, you agree that you will use the information
solely for your internal business purposes and that you will not otherwise copy, transmit
or distribute in any way any of this material in whole or in part. All trademarks, service
marks and logos are those of the finnCap Group.



