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Seraphim Space

Derating offers an attractive entry point

So far in 2022 long-duration growth stocks have seen a significant de-
rating due to a variety of reasons such as the war in Ukraine, supply chain
issues and monetary contraction as interest rates have risen to counter
soaring inflation. Seraphim Space Investment Trust’s (SSIT’s) share price
has been hard hit given the relatively early-stage growth companies into
which it invests. However, the long-term secular drivers of demand for the
industries that space technology enables, such as defence and climate
change mitigation, have, if anything, come into sharper focus in 2022 with
the war in Ukraine and notable climate events such as flooding and
prolonged heat waves. It is also important to separate the current market
sentiment towards such companies and their operational performance and
balance sheet strength. Average revenues across the top 10 portfolio
positions (which accounted for 91% of the 31 March 2022 NAV) grew at
58% y-o0-y to June 2022, while bookings increased by 77% over the same
period. In addition, the majority of SSIT’s portfolio is fully funded through
June 2023, mitigating the need to raise additional finance in less
favourable capital markets.

Exhibit 1: SSIT: discount volatility in CY22
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Source: Morningstar, Edison Investment Research

Why consider SSIT now?

While the share price has declined substantially versus the 31 March 2022 NAV of
104.7p, the fundamental attractiveness of the addressable market and investment
proposition has not diminished (read our
fund). Arguably, the long-term drivers of the investment case have become even
more relevant with the events surrounding the war in Ukraine and various
environmental disasters experienced around the world in 2022. We would highlight
to investors the improving operational performance of the underlying companies, the
£57.7m of cash (23% of 31 March 2022 NAV) held within SSIT and the on average
five quarters of cash runway within the top 10 portfolio positions, allowing these
entities to ride out the volatility in markets. It is also worth noting that SSIT is not
structurally geared. The NAV for the end of June 2022 will be published in October
when we will provide investors with a further update.
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Defence spending, climate change and food security

A key theme within the portfolio has been on the building of digital infrastructure in space to allow
the observation, measurement and communication of climate change events, food security and
global defence issues. At 31 March 2022, the top 10 holdings in SSIT accounted for 68.3% of NAV
(or 91% of invested NAV) with eight of the companies (46.3% of NAV) addressing
climate/sustainability. Nine of the top 10 positions (accounting for 60.6% of NAV) map directly
across to defence and security issues. Despite the highly relevant and concentrated nature of the
defence and climate change end uses within the SSIT portfolio, its share price has been
substantially weaker than indices focused on companies involved with the defence industry or
mitigating climate change. This can largely be attributed to the early-stage nature of the SSIT
portfolio with its nascent revenues versus the established and slower-growing industry incumbents
within the indices.

Exhibit 2: Performance of SSIT (share price) versus broad-based defence, climate and
world indices post the start of the war in Ukraine
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Source: Morningstar. Note: Returns are in GBP.

The top three holdings of the MSCI World Aerospace & Defence Index (at the end of June 2022)
are Raytheon Technologies, Lockheed Martin and Boeing. Raytheon has an intelligence and space
segment to its business that accounts for around 20% of sales, Lockheed Martin derives around
17% of its sales from its space department, while Boeing earns around half of its sales from its
defence, space and security arm. Many of these companies’ sales and earnings are diluted via
other areas such as commercial aerospace. The top three holdings of the MSCI World Climate
Change Index (at the end of June 2022) are Microsoft, Apple and Tesla. For those investors
seeking the building blocks for a portfolio that will have a positive impact on climate change, this
index arguably is not a focused way of doing so, dominated as it is by big technology, consumer
names and healthcare. SSIT is arguably a purer way to play the themes of the increase in defence
spending and climate change mitigation than the mega cap companies that make up these indices.

Both defence spending and climate change mitigation are vast addressable markets. According to
the International Institute for Strategic Studies and its 2022 Military Balance study, global spending
on defence in 2021 reached $1.92tn (3.4% higher than in 2020). With the ongoing war in Ukraine
and increasing geopolitical tensions surrounding China/Taiwan, Iran and North Korea, the trajectory
of global defence spending is likely to be increasing. As an example, Germany recently announced
the creation of a €100bn fund to boost its military capability as well as increasing annual defence
spending to above 2% of GDP. These trends are a substantial tailwind to a significant part of SSIT’s
portfolio, with the defence industry being the number one customer of space tech companies.

The SSIT portfolio has companies that can monitor in detail the effects of a whole range of climate
change events such as deforestation, flooding or inefficient energy use. The end-users of this data
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include scientists, governments, environmentalists, military, agriculture, finance and insurers. Never
has it been so possible to measure in real time where severe weather or other natural events are
occurring and the effects of these on populations, economies and commerce. According to the
Climate Policy Initiative, total climate finance has increased over the past decade reaching $632bn
in 2019/20. Aon (the insurer) has estimated that 2021 was the sixth year when global natural
disasters have cost more than $100bn in economic damage (2021: $343bn), with all six occurring
subsequent to 2011.

Since the start of the year the manager has seen a significant acceleration in the way defence has
embraced commercial space, with new entrants providing cutting-edge capability, real time insights,
high resolution data and new ways via leveraging machine learning and artificial intelligence to
glean trends and insights. Often, defence agencies are the first (and most important) customers for
new, cutting-edge space-enabled technology as they need to assess the capability of emerging
technology to stay ahead of adversaries in this sphere. Their initial support helps fund further
technological development but as a business matures its customer base broadens to include
additional end-users, diversifying away from a purely Defence client base into alternative
commercial activities.

Space technology companies have been playing a key role in the war in Ukraine. Companies such
as SpaceX and its Starlink constellation are providing internet connection to millions of people in
Ukraine, helping people communicate and providing the world with images from the war. Similarly,
pictures from Maxar Technologies are holding Russia to account, as they catalogue and audit
actions on the ground in real time such as possible war crimes and the looting of grain and other
materials. While SSIT does not hold SpaceX or Maxar, numerous holdings in the portfolio provide
vital applications for the war in Ukraine and wider defence considerations.

Iceye, the largest holding in the portfolio (16.0% of NAV at 31 March 2022), and its high-resolution
radar satellites (the largest of its kind in the world) are capable of providing high quality change
detection day or night, regardless of weather conditions. Similarly, HawkEye 360 (8% of NAV at 31
March 2022) which operates the world’s largest constellation of Radio Frequency intelligence
satellites, has developed a space-based GPS interference detection capability that can be used to
monitor activity where GPS jamming is used to obscure activity and disrupt critical location
services. The US Department of Defence (DoD) and its international military partners account for
the majority of Hawkeye’s revenue. Other portfolio companies are supporting broader defence
applications, such as enabling more secure and reliable communications for the military. Isotropic
Systems (9.2% NAV at 31 March 2022), provides unique antennas that enable reliable connectivity
to multiple communication satellites, which means that troops can interchange seamlessly between
military satellites and commercial communication satellites. In February 2022 Isotropic successfully
completed trials with the US DoD, NATO and the UK’s Ministry of Defence (MoD). Likewise, Arqit
(12.8% of NAV at 31 March 2022) announced contracts during the year with the US Airforce and
the UK MoD to provide secure communications technology.

The unlisted portfolio

Within the top 10 holdings the unlisted investments accounted for 54% of NAV at 31 March 2022.
The NAV weighted (at 31 March 2022) average revenue of this group of companies increased by
34% in H122 versus H121; year-on-year to 30 June 2022 their revenue grew by 58%. Bookings
increased by 144% in H122 versus H121 and by 77% y-o-y, indicating an element of resilience,
transparency and maturing business models coming to fruition within the SSIT portfolio. At 30 June
2022, the company held £57.7m in cash (23% of the 31 March 2022 NAV), which the manager
believes should be sufficient to meet the near-term financing needs of the portfolio companies
through mid-2023. Within the top 10 positions there are three holdings that may require funding
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before June 2023. Two of these are expected to close financing arrangements shortly, which would
leave them sufficiently capitalised beyond June 2023, while Altitude Angel (1.5% of NAV at March
2022) will need to raise fresh capital before Q223. Altitude Angel is making good progress with its

and so, given its demonstrable success and commercial partnership with BT,
further funding looks to be achievable.

The listed portfolio

Within the top 10 investments, Arqit Quantum and Spire Global accounted for 14.3% of NAV at 31
March 2022. These are both in special purpose acquisition company (SPAC) vehicles and have
seen substantial share price falls in the rotation out of long-duration growth assets. The value at 31
March 2022 of these holdings within SSIT in aggregate was £35.7m and at 30 June 2022 this had
declined to £16.2m.

Argit Quantum (ARQQ) listed on Nasdagq in September 2021, although SSIT first invested in March
2018. It develops encryption for the cloud era, using a constellation of satellites equipped with laser
communication terminals that use quantum technology to distribute un-hackable encryption to any
end device. In H122 the company generated operating income of $12.3m and at 31 March 2022,
had cash reserves of $82.2m (30 September 2021: $87.0m). Spire Global (SPIR) was founded in
2012 and listed on the New York Stock Exchange in 2021 via a SPAC. It operates a constellation of
over 100 low-orbit multi-purpose nano-satellites that have extensive applications providing real-time
data for the weather, aviation, maritime and intelligence agencies. For Q122 Spire Global reported
$18.1m in revenue (Q121: $9.7m) and is guiding to annual revenue for FY22 of $87.5m (FY21:
$43.4m). At 31 March 2022 the company had $91.6m in cash (31 December 2021: $109.3m).

The manager of SSIT remain confident that both examples can meet their commercial milestones
and trade at prices more reflective of their current trading and long-term potential.

Exhibit 3: Weak share price performance of Arqit Quantum and Spire Global CY22
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Source: Morningstar. GBP.

Q2 transactions and cash balances

At 31 March 2022 SSIT had net assets of £250m: investments were valued at £188m (75% of NAV)
and cash at £62.3m (25% of NAV). Subsequent to the end of March 2022 and up to 30 June 2022,
three new unlisted investments were made with two follow-on unlisted investments, which in
aggregate cost £5.3m and at 30 June 2022 SSIT held cash of £57.7m. The manager of SSIT has
carefully analysed the portfolio holdings funding requirements and mapped out the next 12-24
months of funding requirements. On a conservative basis, the manager anticipates allocating two-
thirds of the remaining cash to support the portfolio’s requirements through mid-2023, which leaves
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a third of the remaining cash for new investments. The manager is confident that they have
sufficient liquidity to continue with their schedule of investments and meet any financing obligations.

Investor demand for private fund-raising continues

While wider market sentiment may be against early-stage growth companies, the volume of private
funding does not seem to have abated. The manager of SSIT, Seraphim Space Manager LLP,
publishes a quarterly report ( ) detailing the amount of capital deployed in
private markets within the space ecosystem. In the year to 30 June 2022, it amounted to $12.2bn
versus $11.9bn invested in the year to June 2021. This demonstrates that investors remain positive
and have appetite to support these ventures. In addition, the operational and financial performance
of both the unquoted and quoted holdings within the portfolio has been encouraging, while the
capital reserves at both the holding and fund level give confidence as to the robustness and
continued resilience of SSIT as an investment entity.
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This report has been commissioned by Seraphim Space Investment Trust and prepared and issued by Edison, in consideration of a fee payable by Seraphim Space Investment Trust. Edison Investment Research standard
fees are £60,000 pa for the production and broad dissemination of a detailed note (Outlook) following by regular (typically quarterly) update notes. Fees are paid upfront in cash without recourse. Edison may seek
additional fees for the provision of roadshows and related IR services for the client but does not get remunerated for any investment banking services. We never take payment in stock, options or 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
connection with the access to, use of or reliance on any information contained on this note.

No personalised advice: The information that we provide should not be construed in any manner whatsoever as, personalised advice. Also, the information provided by us should not be construed by any subscriber or
prospective subscriber as Edison’s solicitation to effect, or attempt to effect, any transaction in a security. The securities described in the report may not be eligible for sale in all jurisdictions or to certain categories of
investors.

Investment in securities mentioned: Edison has a restrictive policy relating to personal dealing and conflicts of interest. Edison Group does not conduct any investment business and, accordingly, does not itself hold any
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.

Copyright: Copyright 2023 Edison Investment Research Limited (Edison).

Edison Investment Research Pty Ltd (Edison AU) is the Australian subsidiary of Edison. Edison AU is a Corporate Authorised Re presentative (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.

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.

This document is prepared and provided by Edison for information purposes only and should not be construed as an offer or solicitation for investment in any securities mentioned or in the topic of this document. A
marketing communication under FCA Rules, this document has been approved and issued for the purposes of section 21 of the Financial Services and Markets Act 2000 (‘FSMA") by Edison Investment Research Limited.
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 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.

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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