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ABSTRACT
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The global tower infrastructure market has seen significant evolution in recent years driven by
digitalization and technological advancements, necessitating substantial investments in tower as-
sets. Private equity (PE) firms have increasingly played a role in this sector, capitalizing on op-
portunities presented by the divestment of tower assets by mobile network operators (MNOs) and
the emergence of neutral tower companies. These global trends are now increasingly influencing
the Finnish market as well. This study explores the motivations behind PE investments in Finnish
tower infrastructure and investigates the methods used by PE firms to create value within their
portfolio companies in Finland.

Through qualitative research methods, including in-depth interviews with industry experts familiar
with both PE and the Finnish tower market, this study addresses two primary research questions.
Firstly, it examines the factors influencing PE firms' decisions to invest in tower infrastructure as
an asset class and the specific factors behind investing in the Finnish tower market. Secondly, it
analyzes the value creation strategies employed by PE firms in Finland.

The results show that PE firms active in the Finnish tower market show considerable
heterogeneity in their investment strategies, reflecting varying time horizons, operational
involvement, and approaches to value creation. PE firms act as value creators for their portfolio
companies by employing various strategies tailored to specific cases. These strategies fall into
three main categories: directly improving the company's operations, indirectly enhancing its value
through external factors, and capturing maximum return upon exiting the investment. To achieve
this, PE firms leverage their expertise in operational efficiency, financial engineering, and good
corporate governance. The extent to which these strategies are implemented within specific
portfolios heavily depends on the overall investment strategy of the fund and the specifics of the
portfolio company. Financial aspects are overall considered the most critical, with particular
emphasis on PE’s role in alleviating capital constraints inherent in an MNO-controlled market.
The results also indicate that the Finnish tower market is a highly developed and effectively
functioning market and attracts significant interest from the PE sector. The regulatory environment
in Finland is found attractive to external investors. The current high market competition and overall
stability suggest it is unlikely to shift towards a directly regulated market. Therefore, it is expected
that PE involvement in the Finnish tower market will continue to increase in the future.

Keywords: private equity, tower infrastructure, tower market, value creation strategies,
acquisitions

The originality of this thesis has been checked using the Turnitin Originality Check service.



TIVISTELMA

Tero Venalainen: Padomasijoitusyhtididen vaikutukset Suomen mastomarkkinaan
Diplomityo

Tampereen yliopisto

Johtamisen ja tietotekniikan DI-tutkinto-ohjelma

Elokuu 2024

Globaali mastomarkkina on Iapikaynyt merkittavid muutoksia lahivuosina. Tarkeimpina ajureina
muutoksiin ovat olleet digitalisaatio ja teknologiset kehitysaskeleet, jotka edellyttavat huomattavia
investointeja mastoinfrastruktuuriin. PAdomasijoitusyhtidilla on ollut kasvava rooli talla sektorilla.
Paaomasijoittajat pyrkivat hydédyntamaan mahdollisuuksia, joita matkaviestinverkkoperaattorien
luopuminen mastoasseteistaan ja neutraalien mastoyhtididen ilmaantuminen markkinalle tarjoaa.
Nama globaalit trendit ovat nahtavilla entistd enemman myds Suomen mastomarkkinassa. Tassa
tutkimuksessa selvitetdan PE-sijoitusten motiiveja Suomen mastomarkkinaan ja niitd menetelmia,
joita PE-yhtiét hyédyntavat luodakseen arvoa kohdeyhtidissadan Suomessa.

Tama tutkimus kasittelee kahta keskeista tutkimuskysymysta, jota tutkitaan kvalitatiivisten tutki-
musmenetelmien avulla. Tutkimuksessa haastatellaan alan asiantuntijoita, joilla on kokemusta ja
osaamista niin PE-toiminnasta, kuin Suomen mastomarkkinastakin. Ensinna tutkitaan mitka teki-
jat vaikuttavat PE-yhtididen paatoksiin sijoittaa toisaalta mastoinfrastruktuuriin omaisuusluok-
kana, sekd Suomen mastomarkkinaan spesifisti. Toisekseen tutkimus analysoi arvonluontimene-
telmia, joita PE-yhtiot hyddyntavat kohdeyhtidissdan Suomessa.

Tutkimuksen tulokset osoittavat, ettd Suomen mastomarkkinalla toimivat, tai siitd kiinnostuneet
PE-yhtiot osoittavat merkittdvaa heterogeenisyytta strategioissaan, joka nayttaytyy vaihtelevina
aikahorisontteina ja osallistumisena operatiiviseen toimintaan, seka erilaisina Iahestymistapoina
arvonluontiin. PE-yhtiét toimivat arvojen luojina kohdeyhtidilleen kayttamalla erilaisia strategioita
tapauskohtaisesti. Nama strategiat jakautuvat kolmeen paakategoriaan: yrityksen toiminnan
suora parantaminen, yrityksen arvon epasuora kasvattaminen ulkoisten tekijdiden avulla ja mak-
simaalisen tuoton saavuttaminen sijoituksesta luopumisen yhteydessa. Tdman saavuttamiseksi
PE-yhtiét hyddyntavat asiantuntemustaan operatiivisessa tehokkuudessa, rahoituksellisessa
suunnittelussa ja hyvassa yrityshallinnossa. Se, missd maarin naita strategioita toteutetaan tie-
tyissa kohdeyhtidissa tai tapauksissa, riippuu merkittavasti PE-rahaston yleisesta sijoitusstrategi-
asta ja kohdeyhtion erityispiirteista. PE-yhtididen taloudellista osaamista ja roolia pidetdan kaiken
kaikkiaan kriittisimpana, jossa erityisesti korostuu PE-yhtididen rooli padomarajoitusten lievittami-
sen rooli. Padomien saatavuuteen liittyvat haasteet tunnistetaankin korostuneiksi matkavies-
tinoperaattorien hallinnoimassa markkinassa. Tulokset lisdksi osoittavat, ettd Suomen masto-
markkinat ovat &drimmaisen kehittyneet ja globaali PE-sektori on siitd darimmaisen kiinnostunut.
Suomen mastomarkkinan saantely-ymparisté on I0ydésten mukaan houkutteleva ulkomaisille si-
joittajille. Nykyinen kova markkinan kilpailutilanne ja yleinen vakaus viittaavat siihen, etta siirtymi-
nen suoraan saanneltyyn markkinaan on epatodenndkdistd. Taman myéta PE-yhtididen roolin
voidaan odottaa kasvavan myds tulevaisuudessa.

Avainsanat: padomasijoittaminen, mastoinfratruktuuri, mastomarkkina, arvonluontistrategiat,
yrityskaupat
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1. INTRODUCTION

1.1 Background of the Study

The global reliance on wireless communication technologies has reached unprece-
dented levels. These networks are no longer only necessary for communication but crit-
ical to the functioning of modern society. From essential services like healthcare and
emergency response to everyday conveniences like online shopping and social media,
wireless communication technologies have become indispensable lifelines connecting
people, businesses, and governments across the globe. Supporting these critical net-

works is the physical element of the value chain: tower infrastructure.

Telecommunication towers are a common sight in Finland, and their presence is set to
noticeable increase in the future. With demand for wireless communication technologies
rising, the expansion of telecommunication towers is not only expected but essential.
This demand is created by the increasing consumption of data, the widespread adoption
of loT devices, and the gradual rollout of 5G networks. (Venalainen 2023) The financial
and societal implications of this expansion are substantial. Investment in tower infrastruc-
ture not only enhances network capacity and reliability but also drives economic growth

by enabling a wide range of digital services. (European Commission 2024)

A significant factor affecting the future development of tower infrastructure is the appar-
ent funding gap in overall digital infrastructure, a fact well established in academic re-
search. This funding gap arises from the simple disparity between the investment needed
to develop and maintain these infrastructure assets and the available financial resources.
(Schooling et al. 2023)

The disparity is primarily due to the high initial costs associated with constructing and
maintaining tower and broadband infrastructure, together with insufficient funding from
both public and private sources. Governments are facing growing deficits (Zhang 2022;
IMF 2024) and have competing priorities, while traditional private investors typically favor
projects offering quicker returns (Blundell-Wignall and Roulet 2015). This situation is
worsened by the rapid pace of technological advancement, necessitating continuous in-
vestment to upgrade existing infrastructures to meet future demands (European Com-
mission 2024). The IMF estimates that achieving universal broadband connectivity ne-

cessitates an additional investment of $418 billion, whereas the European Commission



projects that reaching current 5G and Gigabit connectivity targets within the EU by the
2030 deadline will require an additional €200 billion (Oughton et al. 2023; European

Commission 2024).

Private equity, particularly global infrastructure funds, has become a necessary player in
this ecosystem. While infrastructure in general is lacking funding, institutional investors,
including pension funds, insurance companies, endowments, and sovereign wealth
funds, have seen massive growth in their assets under management. From 2000 to 2019,
the assets under management by pension funds and insurance companies in OECD
nations grew from around $27 trillion to $65 trillion, in real terms. This growth more than
doubled their assets and boosted their share of GDP from 65% to an astounding 119%.
The underlying reasons for this are the shift from pay-as-you-go pension plans to fully
funded plans and a general trend towards the privatization of pension funds. (Fukami et
al. 2022)

Investment funds such as private equity funds, which attract capital from both pension
and insurance sectors, have subsequently experienced similar growth, their assets jump-
ing from $13 trillion to $46 trillion in the same period. This jump pushed their GDP ratio
from 32% to 84%. Moreover, the landscape of investments has become increasingly
interlinked among traditional institutional investors. Specifically, the allocation of pension
funds to investment fund units saw an increase from 32% in 2000 to 49% in 2019, with
insurance companies seeing a rise from 49% to 62% in their equity investments. (Fukami
et al. 2022)

With this, the role of private equity and the institutional investors supporting them has
become an important factor in closing the funding gap in digital infrastructure. In Finland,
private equity firms have invested in several key players in the tower infrastructure sector
in the last years. These deals have included some of world’s largest asset management
firms, real estate investors and pension funds. (Venalainen 2023) As these investments
are directed towards infrastructure that's critical to societal well-being in Finland, they
carry a special interest. While these investments can bring necessary capital and exper-
tise to develop and modernize infrastructure, concerns arise about transparency, opera-

tional practices, and the long-term intentions of these multinational companies.

There seems to be divided opinions and lack of knowledge on private equity involvement
even among Finnish industry people. Historically, private equity firms were often associ-
ated with aggressive financial strategies, including high levels of leverage, harsh cost-
cutting measures, staff reductions, and a focus on short-term financial restructuring to

secure profitable exits. This perception has contributed to a certain level of skepticism



regarding their involvement in the Finnish tower infrastructure. Others have pointed out
that modern private equity has shifted towards strategies that emphasize sustainable
growth, technological advancement, and long-term value creation. This thesis aims to
explore and analyze the motivations and impacts of private equity in Finland's tower in-

frastructure sector.

1.2 Research Objectives and Questions

The existing research on global tower infrastructure is notably scarce, and studies spe-
cifically targeting Finland are virtually absent. This study aims to address this gap by
initially familiarizing its readers with the recent financial and operational changes within
the tower industry, both globally and within Finland. Subsequently, it looks into two pri-

mary objectives and research questions:

1. What factors influence investors’ decisions to invest in the Finnish tower mar-

ket?
2. How do investors create value in their tower portfolio companies?

For the first question, the study examines the motivations behind current and possible
future investments in the Finnish tower infrastructure, viewing it as a sub-sector of the
broader infrastructure asset class. It seeks to identify the characteristics of tower infra-
structure that investors find appealing, as well as the specific attributes of the Finnish
market that attract investments. The second question focuses on the methods employed
by investors, particularly private equity firms, to enhance value in their tower portfolio

companies.

The scope of this study is wide as it tries to examine the dynamics of the Finnish tower
market, tower infrastructure as an investment option and private equity’s motivations and
investment strategies in the sector. The wide scope is justified due to the substantial gap
in the existing literature and research. The study offers a comprehensive analysis of in-
vestment trends within the Finnish tower industry during a period marked by the critical
importance of digital infrastructure and the active involvement of global investors seeking
opportunities in this sector. The relevance of this study extends across a mix of industries
and areas, including private equity, tower infrastructure, and telecommunications. This
thesis is intended to inform stakeholders, including investors and policymakers, about

the current state and potential opportunities and threats within this sector.



1.3 Structure

The rest of this thesis is structured as follows. First, | will familiarize reader to the topic
of tower infrastructure, the recent changes in business models in the sector and the cur-
rent status of the sector in Finland. The chapter concludes with a research and literature
review of the investment characteristics that define tower infrastructure as a sub-sector

of infrastructure asset class.

Following this, the thesis will provide an in-depth examination of private equity. Initially,
the discussion will focus on how private equity functions as a comprehensive business
system, explaining its evolution and current operational frameworks. Subsequently, the
chapter will look at the mechanisms of value creation in private equity. This analysis will
be based on existing research and will categorize value creation into direct and indirect

strategies, as well as the capture of value.

The methodology section describes the qualitative research approach used, explaining
the data collection and analysis methods that support the study’s empirical findings.
These findings are then analyzed to understand the motivations behind private equity

investments in tower infrastructure and the outcomes of such investments.

The thesis concludes with a synthesis of the major insights gained from the research,
discussing their practical implications and the study’s contributions to the field. Recom-
mendations for future research are also provided, pointing towards potential areas for

further investigation.



2. TOWER INFRASTRUCTURE

The objective of this chapter is to present general characteristics of tower infrastructure
and its recent developments. The subsectors will go through the evolution of tower infra-
structure and its business models, the current state in Finland, as well as investment

characteristics of tower infrastructure.

2.1 Evolution of Tower Infrastructure

Tower infrastructure refers to a network of physical components critical for the operation
of telecommunications systems. This includes not only the towers themselves, but also
premises, technical shelters, power equipment, HVAC systems, ducts and associated
components. Tower infrastructure is often referred as passive infrastructure as it pri-
marily involves the physical elements that do not directly participate in the active pro-
cessing or handling of telecommunications signals but are essential for supporting the
active components that do. Active infrastructure refers to the elements or components
on the active layer of a telecommunications network, including, but not limited to, anten-
nas, switches, servers, databases, radio access nodes, and transmission equipment.
(Ram 2017)

Tower infrastructure first dates back to late 19" century with Guglielmo Marconi using tin
plates attached to wooden poles to transmit radio waves. (Bathgate 2020) Since then,
tower infrastructure has been developing alongside telecommunication technology, spe-
cifically to offer an optimal platform that meets the evolving needs of telecommunication
systems. Continuous development in telecommunication technologies has driven global
digitalization which in turn has increased the importance and demand for tower infra-

structure.

Initially, towers were sparse, providing coverage over large areas due to the use of older,
lower-frequency technologies that allowed signals to travel further. As demand for mobile
services and data increased, newer technologies required towers to be placed closer
together to support higher frequencies, which offer greater data capacity but have shorter
range. Consequently, towers have become a common sight, densely populating both
urban and rural landscapes to meet modern connectivity needs. This shift marks the
evolution from broad coverage with limited data capabilities to dense networks designed

for high-speed, high-capacity communication. (Koivusalo 2022)



As global digitalization has advanced, data consumption has massively increased. This
development is due to widespread adoption of smartphones, increased access to high-
speed internet and trends towards more data-intensive services such as streaming, in-
teractive social media and loT solutions (Yan et al. 2021; Bansal et al. 2020). Worldwide
average monthly smartphone traffic has grown from 0.51 exabytes per month to a stag-
gering 118.57 exabytes in just 10 years (Figure 1). Ericsson estimates that the total mo-
bile data traffic is estimated to further grow by a factor of around 3 between 2023 and
2029. (Ericsson 2022) 5G is positioned as a key solution to the soaring data consump-
tion, addressing the challenges created by this unprecedented demand. It is, however,
a great example of the trade-off between cell size and capacity. 5G can offer over a 10-
fold increase in capacity but ultimately requiring a much denser network of tower infra-

structure, especially in the urban areas where the demand is. (Koivusalo 2022)
Figure 1 Global Mobile Network Data Traffic (based on Statista 2024)
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2.2 Network Infrastructure Sharing

Network Infrastructure Sharing (NIS) refers to the concept where Mobile Network Oper-
ators (MNOs) jointly utilize physical and logical network components to enhance effi-
ciency, lower expenses, and broaden network coverage. This collaboration is catego-
rized into two primary forms: passive and active sharing, with active sharing encompass-

ing passive sharing. (Meddour et al. 2011)

Passive sharing implies the sharing of the site physical space and of the non-active
elements on the site, such as tower, shelter, cabinet etc. Passive sharing is often simply

referred to as site sharing or co-locating. Active sharing, in contrast to passive sharing,



involves the joint use of active elements of the network infrastructure by MNOs. These
active elements include antennas, radio access networks (RAN), backhaul equipment,
and the core network components that actively handle data transmission and network
management. Technically, operators have the capability to share any amount of equip-
ment and platforms. However, as the scope of the solution expands, the complexity of
implementation increases, as illustrated in Figure 2. Consequently, passive sharing mod-
els have predominantly been adopted, with active sharing models considered to hold
potential for future development. (GSMA 2012)

Figure 2 Network Sharing Models (based on GSMA 2012)

11
Core Network

Sharing
) ([ ]
Network Roaming

.5 RAN Sharing

g Power and Backhaul

Re! Sharing PY

E Co-locating ¢ Shared $’
> ° Spectrum N\OO
S}

g Tower Sharing

(0] [ J

-l Site Sharing ’

L4 0
¥
N\
<0
0 :
0 Complexity 11

The different sharing models have revolutionized the traditional business strategy of
MNOs, which previously centered on exclusive ownership of infrastructure (Guillemin et
al. 2021). Over time, MNOs have periodically integrated aspects of sharing models into
their business strategies. Industry reports show that sharing infrastructure clearly re-
duced capital and operational expenses, accelerated deployment of new technologies,
and enhanced network coverage and capacity (Wolf and Loewer 2022; Neumann and
Plickebaum 2017).

The recognition of substantial benefits from infrastructure sharing has led to a reevalua-
tion of infrastructure assets as a business model, ultimately resulting in a trend towards
their divestment within the industry. Traditionally, MNOs managed every aspect of the
network lifecycle, from purchasing spectrum licenses and deploying infrastructure to de-
veloping subscriber services and handling billing. With that, owning extensive passive

infrastructure was a key competitive advantage, allowing them to control service quality



and extend their network reach, thus distinguishing themselves within the market. How-
ever, as the market has reached saturation and growth opportunities diminished, this
model's effectiveness has declined. The unique selling point has moved away from in-
frastructure ownership towards other aspects such as service innovation, customer ex-
perience, and network efficiency. Owning physical assets no longer guarantees a com-

petitive advantage. (Doucet 2022)

This shift has forced MNOs to adapt their strategies and prioritize refocusing on core
competencies like network management, service innovation, and spectrum manage-
ment. In a saturated and highly competitive market, the need for agile adaptation to new
technologies is critical. Consequently, this has required a strategic reevaluation of capital
expenditure allocation, directing resources more efficiently toward areas that could sig-
nificantly enhance competitive advantage and operational efficiency. As MNOs have
sought to roll out new network technologies as quickly as possible, it's became clear that

simultaneously expanding passive infrastructure is not a sustainable approach.

This is especially true with 5G, as there is a disproportionate rise in the total cost of
network ownership associated with meeting the demands of increased data traffic. Ac-
cording to McKinsey report (2018), the relationship between data traffic growth and the
total cost of network ownership is notably nonlinear, with projections indicating that from
2020 to 2025 a 25% annual increase in data traffic could lead to a 60% rise in costs,
while a 50% increase might result in costs surging by as much as 300%. (Grijpink et al.
2018) Moreover, the leap from investment to profitable cash flow is proving to be a sig-
nificant hurdle for MNOs as monetization of 5G is still in its’ infancy (PwC 2023; Collufio
2019).

To meet growing capital requirements and to focus on core competencies MNOs have
begun adopting the TowerCo (Tower Company) model, carving out their infrastructure
assets. TowerCo model involves separating the ownership and management of telecom
towers and related passive infrastructure from the MNOs to independent companies,
TowerCos. TowerCos focus on owning, operating, and leasing back the physical infra-
structure — such as towers, technical shelters, and sometimes the land on which they
stand — to telecom operators. This arrangement allows for the shared use of passive
infrastructure by multiple MNOs, which can still independently manage their active com-
ponents, such as RAN and spectrum. This model sits towards the passive end of the
network infrastructure sharing spectrum, presented in Figure 2. TowerCo is a generic
term but most often, TowerCos operate across a complexity spectrum that ranges from

simple site sharing to more comprehensive arrangements involving power and backhaul



sharing, as illustrated in Figure 2. (Wolf and Loewer 2022) In Europe, there is a growing

interest in active sharing models; however, use cases have so far been limited.

TowerCos emerge through various structural arrangements in the telecommunications
industry, notable among these are: (i) Joint Venture TowerCo, which is established via a
strategic alliance between multiple MNOs; (i) MNO-Controlled TowerCo, where the
TowerCo is directly controlled by an MNO; and (iii) Independent TowerCo, which oper-
ates autonomously from any specific MNO. Regardless of the arrangement, the TowerCo
business model consistently involves either constructing or acquiring tower infrastruc-
ture, which is then leased back to MNOs on an open-access basis (carrier-neutral).
(Houngbonon et al. 2021)

TowerCos have demonstrated benefits similar to those observed in network sharing in
general, including reduced capital and operational expenses, faster deployment of new
technologies, improved network coverage and capacity and perhaps most importantly,
considerably higher tenant ratios. (Wolf and Loewer 2022; Neumann and Plickebaum
2017) Higher tenant ratio means that more operators are sharing the infrastructure,
which significantly enhances the revenue generated from each tower without proportion-
ately increasing the operational or maintenance costs. Since the cost associated with
adding additional tenants to an existing tower is relatively low, each new tenant substan-

tially improves the TowerCo’s return on investment.

Furthermore, a higher tenant ratio can lead to economies of scale, reducing the average
cost per tenant and making the tower assets more efficient and profitable. It is reported
that a site operated by a TowerCo is, on average, 40% more efficient than those man-
aged by individual MNOs. This enhanced efficiency translates into significant economic
benefits, with savings estimated at €31 billion across Europe over a decade (2019-2029).
Towers under independent TowerCo management typically accommodate 2.4 wireless
network operators, as opposed to the 1.3 operators for towers controlled by MNOs. This
highlights the role of independent TowerCos in economizing network deployment. (Wolf
and Loewer 2022)

TowerCo first emerged in the US with American Tower Corporation setting a precedent
in the 1990s. Europe was late to the party, with the TowerCo model expanding there in
the early 2000s. The adoption in Europe has shown considerable growth over the years,
as MNOs in the region have recognized the benefits of offloading their tower assets to
reduce capital and operational expenses while enhancing network coverage and capac-

ity. This trend towards infrastructure sharing through TowerCos has gained momentum,
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with several European countries seeing the establishment of both independent and
MNO-affiliated TowerCos. (Wolf and Loewer 2022)

Consequently, TowerCos have achieved substantially higher valuations when infrastruc-
ture assets are managed as separate entities, as demonstrated in Figure 4 (Ribeiro et
al. 2021). This has further encouraged the desire among telecom operators to carve-out
and divest their infrastructure assets. Since 2016, approximately 491,490 tower sites in
Europe have changed ownership through either M&A, equity deal, listing, or deals be-
tween MNOs and TowerCos (Figure 3). This clearly highlights the recent frenzy around
tower infrastructure. As of 2023, Europe had an estimated 733,085 tower sites. The own-
ership was distributed as follows: 37.3% by independent TowerCos, 29.5% by MNOs,
21.9% by MNO-controlled TowerCos, and 11.3% by joint venture TowerCos. (TowerX-
change 2024)

Figure 3 Tower Infrastructure activity (based on TowerXchange 2024 data)
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Figure 4 European valuation multiples for Telcos and TowerCos (based on Ri-
beiro et al. 2021)
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2.3 Status Quo in Finland

The privatization and liberalization of the telecommunications sector in Finland began in
the 1990s, aligning with a broader global trend towards deregulation and increased com-
petition in telecommunications markets. Prior to this, the Finnish PTL (Posti- ja telelaitos),
a state-owned monopoly, controlled the country's postal and telecommunications ser-
vices. The first significant step towards privatization and modernization was the transfor-
mation of PTL into a state-owned enterprise in 1990, which later led to its corporatization
in 1994. This process resulted in the creation of two separate entities: Suomen Posti Oyj
for postal services and Telecom Finland Oy (later known as Sonera, now part of Telia

Finland QOyj) for telecommunications. (Nevalainen 2014)

The transformation of the market continued through the late 20th and early 21st centu-
ries, influenced by Finland’s accession to the EU in 1995, which aligned its telecommu-
nications policies with EU standards, further driving deregulation, consolidation, and
technological innovation. By 2024, Elisa, Telia and DNA have emerged as the dominant
MNOs, collectively holding approximately 99% of the market share (mobile subscrip-
tions). Direct government influence in the telecommunications sector remains significant,
with the Swedish government as the largest shareholder of Telia (39.5%), the Norwegian
government holding a 54% stake in Telenor (DNA's parent company), and Solidium, a

Finnish state-owned investment firm, being the largest shareholder of Elisa (10.4%).
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The Finnish tower market has experienced trends similar to those across Europe with
the adoption of 4G and 5G networks, including the carving out of infrastructure assets,
the adoption of the TowerCo model, market consolidation, and equity deals with private
equity firms. One common factor has also been steady growth as the number of towers
in Finland has increased from around 6400 in 2003 to around 9000-10000 in 2023. Cur-
rently estimates suggest an annual addition of 250 new towers, including replacements
of older structures with new ones, with expectations for this rate to increase (Venalainen
2023; Weckman and Yli-Jama 2003).

Where Finnish market has separated from most of the European market is the early
adopting of network sharing models. Experts have highlighted the approach used in Fin-
land: “Compared to the rest of Europe, Finland has practiced sharing these (tower) as-
sets for a long time, and it is viewed as a normal part of the business. Unlike many other
countries, Finland does not have a culture of excluding tenants from towers or equipment
spaces for competitive reasons if technically feasible. Although infrastructure has not
been built with a focus for shared use in the past, efforts have been made to share it
whenever possible. Competition is seen to manifest in aspects other than infrastructure
itself.” (Venalainen 2023) This progressive and liberal approach towards sharing tower
infrastructure has led to higher tenant ratios in Finland. It contrasts with markets where

towers are often underutilized, often hosting equipment only from a single operator.

One notable example of infrastructure sharing models is the Finnish Shared Network Ltd
(Suomen Yhteisverkko Oy), a joint operation by DNA and Telia. Of the shares, DNA
owns 49 percent and Telia owns 51 percent. This entity oversees the development, de-
sign, construction, and upkeep of a shared mobile network infrastructure across Northern
and Eastern Finland, serving approximately 62.5% of the country. The Finnish Shared
Network Ltd is based on Multi-Operator Core Network (MOCN) sharing model. A MOCN
is a type of active network sharing where operators share not only the RAN and spectrum
but also the core network elements while maintaining the ability to offer distinct services
to their customers. The Finnish Shared Network Ltd was created to enhance mobile net-
work coverage and capacity in Northern and Eastern Finland, regions where building
separate (passive and active) infrastructures for each operator may not be economically
viable due to lower population density and therefore demand. By forming a MOCN, DNA
and Telia can invest jointly in the network, leading to cost savings, operational efficien-

cies, and reduced environmental impact. (Omnitele 2023)

Finland has seen several carve-outs of tower companies in recent years. Notably, two of
the three largest MNOs, Telia and DNA, have recently carved-out their infrastructure

assets into separate entities, forming Telia Towers Finland Oy and DNA Tower Finland
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Oy, respectively. Some of the smaller local operators have done the same. Elisa remains
the only major MNO in Finland that has not carved out its tower infrastructure into a
separate entity, retaining ownership within the company. The vast majority of the tower
market share is held by four key players: DNA Tower Finland Oy, Elisa Oyj, Telia Towers
Finland Oy, and Digita Oy, with Digita being the largest fully independent tower company
in Finland. The MNO carve-outs continue to operate under the umbrella of their parent
companies, retaining them as majority shareholders and thereby leveraging the strategic

advantages of the MNO-TowerCo partnership. (Venalainen 2023)

In recent years, three specific deals have emerged as particularly relevant to the context
of this thesis: Digital Colony acquiring 100% of Digita Oy in 2018, Brookfield and Alecta
acquiring 49% of Telia Towers Finland Oy in 2021 and Infranode acquiring 100% of local
operator MPY Telecom Oyj in 2023. The following will briefly go through the details and

counterparties of these deals.

Digita has been involved with global investors since early 2000, beginning with Yle's sale
of its shares to TDF (TéléDiffusion de France), a subsidiary then fully owned by France
Telecom. Soon after, France Telecom agreed to sell its entire stake in TDF to a new
private entity controlled by Charterhouse Capital Development, CDC IXIS Equity Capital,
and Caisse des Dépdts. In 2012 TDF sold Digita to Australian private equity firm First
State Investment. In 2018 First State Investments sold Digita alongside 556 towers to
American private equity firm Digital Colony for undisclosed amount. The deal Digital Col-
ony, now operating under the broader umbrella of DigitalBridge Group, Inc., focuses on
investing in and operating digital infrastructure. As of December 31, 2023, DigitalBridge's
Assets Under Management (AUM) stood at $80 billion. They differentiate in the private
equity market by concentrating only on digital infrastructure. The company is focused on
managing capital on behalf of institutional investors such as public and private pensions,
sovereign wealth funds, asset managers, insurance companies, and endowments. (Dig-
ita 2024; Digital Bridge 2024)

The first MNO in Finland to divest its tower infrastructure was Telia. The 2021 deal in-
volved selling a 49% stake in its tower operations for $1.5 billion to joint venture of
Brookfield and Alecta, leaving the parent MNO with a controlling stake. Within the joint
venture, Alecta acquired a 20% share, equivalent to 9.8% of the tower business, while
Brookfield holds the remaining 39.2% (Alecta 2021). The transaction relates to 4,700
tower sites owned by Telia in Finland and Norway. The investment was made through
Brookfield’s open-ended Super-Core Infrastructure Partners fund. (Telia 2022)
Brookfield is the world’s largest asset management firm with over $900 billion AUM with

around fourth of that in infrastructure. Brookfield’'s differentiation in the equity market
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comes from its vast scale and utilization of its own balance sheet. Alecta, Sweden’s larg-
est pension fund, manages assets totaling $118 billion, with 21.5% of its assets under

management allocated to alternative investments (Alecta 2023).

Latest private equity involvement in the Finnish tower market is Infranode’s acquisition
of MPY Telecom for €75 million. The deal included over a hundred towers and other
digital infrastructure assets and services. Infranode is a Nordic infrastructure investment
company that focuses on long-term investments in critical infrastructure specifically in
the Nordic region. They manage a $1.8 billion worth of assets for institutional investors
such as largest Finnish pension provider Keva, Swedish pension fund KPA Pension and

the European Investment Bank. (Infranode 2023)

Overall the Finnish tower market can be characterized as a transitioning market. Though
there is nearly universal coverage of 4G and wide coverage of 5G networks, the demand
for tower infrastructure is growing and there is still room for growth in new tower sites
through densification of existing grids and overall expansion. The need for upgrading
existing infrastructure is simultaneously growing dual pressures of aging assets reaching
the end of their lifecycles and the expanding need for greater structural capacity.
(Venalainen 2023) Consequently, there is interest from both local and global investors,
along with expected further divestment and consolidation within the market (TowerX-
change 2023).

2.4 Investment Characteristics

Digital Infrastructure and its sub-sector tower infrastructure are niche segments and are
not recognized as separate investment asset classes in academic research. There is
even debate among academics regarding whether infrastructure should be considered
its own distinct asset class (Inderst 2010; Bianchi and Drew 2014; Panayiotou 2017;
Gupta and Sharma 2022). Figure 5 illustrates the asset class hierarchy commonly por-
trayed in industry reports and by financial analysts. Kinlaw et al. (2017) define asset class
as “An asset class is a stable aggregation of investable units that is internally homoge-
neous and externally heterogeneous, that when added to a portfolio raises its expected
utility without requiring selection skill, and which can be accessed cost-effectively in
size.” This is mostly based on Markowitz’s portfolio theory which suggests that an effec-
tive investment portfolio balances risk and return by diversifying across assets that do
not move synchronously. According to Kinlaw et al.’s (2017) definition, an asset class
should enhance a portfolio’s performance by contributing to its diversification, without
necessitating specialized knowledge for selection. This aligns with Markowitz’s frame-

work, as it suggests evaluating investments based on their contribution to the overall
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portfolio’s risk and return, rather than on individual asset performance. (Kinlaw et al.
2017; Markowitz 1952)

Figure 5 Hierarchy of assets (based on Preqin 2024)
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This thesis uses the infrastructure asset class as a framework to identify commonalities
that define digital infrastructure and tower infrastructure. This approach is adopted be-
cause: i) infrastructure and digital infrastructure intuitively share similar characteristics,
ii) the same groups of investors and funds often target (using similar vehicles) both in-
frastructure and digital infrastructure assets, and iii) the body of research on infrastruc-
ture is moderately established, offering some foundation for investment rationale for

tower infrastructure.

Economical and financial characteristics that are often used to define infrastructure as-

sets and consequently what make them appealing investments are as follows:
= Low elasticity of demand,
= (Quasi-)monopoly situation with high barriers to market entry,
= Long service life, and
= Economies of scale

Infrastructure investments are characterized by low elasticity of demand, meaning de-
mand for these services changes minimally in response to price alterations. This is due
to their essential nature and the scarcity of alternatives. Infrastructure sectors often func-
tion under conditions of monopoly or quasi-monopoly, where a single provider or a limited
number of providers serve the entire market. This situation is typically the result of high
barriers to entry, including substantial capital requirements, regulatory constraints, and

the need for specialized expertise. For instance, the construction and operation of utility
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networks or major transportation systems (such as highways and railroads) necessitate
large upfront investments and are subject to rigorous government regulations. This re-
stricts the entry of new competitors, allowing existing players to operate with less com-
petitive pressure. Infrastructure also has an exceptionally long service life, often exceed-
ing 50 years. Furthermore, economies of scale are a significant factor, as the potential
for reduced per-unit costs increases with production levels. This allows for a more effi-
cient allocation of resources and cost savings as the scale of operations grows. Large-
scale infrastructure projects, like water treatment facilities or electrical grids, demonstrate
substantial economies of scale, whereby the average cost of providing services de-

creases as the volume of service provision increases. (Weber 2016)

When speculating about aligning the broader characteristics of infrastructure assets with
the specifics of the tower infrastructure sub-sector, the alignment can be seen to hold
true in several ways. Towers, integral for telecommunication services, signify a low elas-
ticity of demand; as telecommunication services are essential and critical by nature, de-
mand remains stable regardless of price changes. Despite the existence of competition
in the broader market, on a local level, tower infrastructure often operates under quasi-
monopoly conditions due to regulatory and limited demand that prevent the construction
of multiple towers in close proximity. As a result, in a specific location, a tower operator
may face minimal to no competition, establishing an actual monopoly due to the imprac-
ticality or impossibility of erecting competing towers nearby. Initial capital expenditure for
tower infrastructure is significant, aligning with the general investment profile for infra-
structure assets. However, once a tower is operational, its ongoing expenses are rela-
tively low, offering a long service life. Although towers no not match the longevity of some
traditional infrastructure assets, they still offer substantial operational periods. Econo-
mies of scale can also be observed in tower infrastructure; as the network of towers
expands, the cost per unit of service can decrease, making the operation more cost-

effective over time.

A common characteristic of most alternative assets, especially infrastructure, is illiquidity.
llliquidity in infrastructure primarily arises because these markets are not as deep or ac-
tive as those for stocks or bonds, resulting in fewer potential buyers and sellers. This
situation is worsened by typical lock-up periods (of funds), which in the case of infra-
structure often extend 10 years or more. Additionally, the requirement for specialized
knowledge to effectively manage these investments further contributes to their illiquid

nature. However, this illiquidity is beneficial for institutional investors like pension funds
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and insurance companies, who can accommodate these long-term commitments in ex-
change for potentially higher returns. This aligns well with their strategies for long-term

investment and need for stable cash flows. (Preqin 2024)

In contrast to the passive investment style typical of public markets, where a shareholder
may own a stake but not engage in daily operations, alternative markets often require a
more hands-on approach. Investors in these markets often take an active role in the
management of their assets, working closely and actively to enhance their value. This
active involvement is particularly important in infrastructure, where the complexity and

long-term nature of the investments require informed decision making. (Preqin 2024)

The previously mentioned economic and financial characteristics are believed to provide
infrastructure assets with various appealing value propositions. Inderst (2010) and Pa-

nayioyou (2017) highlight the following:
= Attractive returns,
= Inflation hedge,
= Secure, stable cash flows, and
= Low correlation with macroeconomic conditions and other assets.

A number of studies have looked at infrastructure’s return performance and its relation
to other asset classes. These studies often separate listed (public) and non-listed (pri-
vate) infrastructure as they offer very distinct circumstances. Listed infrastructure has
been somewhat consistently found to offer superior risk-adjusted returns relative to tra-
ditional asset classes in numerous studies (for example Peng and Newell 2007; Oyedele
et al. 2013, 2014, Bird et al. 2014; Idzorek and Armstrong 2009). Studies indicate that
while listed infrastructure has achieved as high as 22.4% in average annual returns, it
has also exhibited significant volatility rates (14.1%), yet its Sharpe ratio still outperforms
the market (Peng and Newell 2007). This performance is largely attributed to high lever-
age use, as demonstrated by Bird et al. (2014). Bird et al. (2014) conclude that not only
are the underlying infrastructure assets leveraged, but the funds investing in them apply
additional leverage, effectively creating a double layer of debt that contributes to the ob-

served excess returns.

Debate exist about how well listed infrastructure and its performance represents the as-
set class as a whole. A number of studies have shown considerate differentiation be-
tween sub-sectors of infrastructure (Thierie and Moor 2016; Marzuki and Newell 2021;
Gharaibeh 2020). Additionally, as mentioned there’s concerns about the general lack of

research for conclusive assessments. Gupta and Sharma (2021) argue that the distinct
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market behaviors and volatility impacts on listed infrastructure make it an imperfect rep-
resentation for the broader infrastructure investment class. Panayioyou (2017) includes
both remarks stating: “infrastructure assets are heterogeneous and more research is

needed on the specific performance of listed infrastructure sectors and sub-sectors.”

Academic research on unlisted infrastructure performance is very scarce. This is due to
the proprietary nature of these investments and general lack of public disclosure. Addi-
tionally, the combination of infrequent reporting cycles for these investment vehicles and
the relatively brief history of infrastructure as an investment category has only recently
allowed for the accumulation of a dataset sufficient for analysis. However, some studies
indicate that unlisted infrastructure investments can also offer high yields similar to those
observed in listed infrastructure. Peng and Newell (2007) looked at 19 Australian unlisted
infrastructure funds from 1995 to 2006 and concluded a 14.1% average annual return
with a 5.83% volatility for unlisted infrastructure, outperforming stocks, REITs and direct
property. A more recent study of Bird et al. (2014) showed similarly excess returns for
unlisted infrastructure in the US and Australia from 1997 to 2009. A recent study by Mar-
zuki and Newell (2021), which analyzed the MSCI Global Non-Listed Infrastructure Index
from 2008 to 2019, identified unlisted infrastructure as the highest-performing asset

class, with an average annual return of 12.27%.

Figure 6 helps better to understand the asset class’ theoretical risk/return profile and how
sub-sectors, contractual structures and market risk profiles may affect it. Similar figure is
often seen in industry reports and used by authors (for example Weber 2009, 2021).
Returns vary from lower percentages (as low as 5%) for regulated, low-risk assets, to
higher percentages for unregulated, high-risk assets. This visual representation helps to
clarify the range of risk-return profiles within the infrastructure sector. It suggests a spec-
trum from stable, lower-return assets to those with higher risk and potential for greater

returns.



Figure 6 Risk/return profiles in Infrastructure (Weber 2016)
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Infrastructure is assumed to have secure, stable cash flows and inflation hedging abilities
due to its (quasi)-monopolistic pricing power and inflation linked (long-term) contractual
agreements. The academic evidence on these matters remain inconclusive however.
Some studies have found little to no evidence of inflation hedging evidence (Peng and
Newell 2007; Magweva and Sibanda 2020), while a number of studies have (Bird et al.
2014; Wurstbauer and Schafers 2015). Marzuki and Newell (2021) found strong inflation-
linked total returns for non-listed infrastructure; however, this inflation-hedging charac-
teristic was not observed for listed infrastructure. Similarly, the proposition of secure,
stable cash flows has been challenged by evidence to the contrary. Bitsch et al. (2010)
concluded that infrastructure fund cash flows are not more stable than non-infrastructure
fund cash flows. Andonov et al. (2021) similarly argue that infrastructure doesn’t provide
more stable cash flows compared to other private equity investments.

Another important defensive factor of infrastructure is the assumed low dependency on
macroeconomic conditions and other assets. Most studies seem to agree that non-listed
infrastructure demonstrates low to negative correlations with traditional listed asset clas-
ses, highlighting its diversification benefits (Peng and Newell 2007; Newell et al. 2011;
Mazuki and Newell 2021; Gupta and Sharma 2022). Listed infrastructure doesn’t seem
to offer similar diversification benefits and also shows low correlation with non-listed in-
frastructure (Bird et al. 2014; Weber 2016).
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3. PRIVATE EQUITY

This chapter provides an in-depth exploration of private equity, focusing on its definitions,
historical development, and significance in the modern financial landscape. It examines
the various strategies employed by private equity firms to enhance the value of their
investments, including operational, financial, and governance improvements. Addition-
ally, the chapter discusses the broader socio-economic impacts of private equity invest-

ments.

3.1 Introduction to Private Equity

Definitions of private equity differ in literature, but fundamentally it includes investments
in companies not quoted on a stock market, i.e. private companies. Ownership stakes
can be majority, minority or consist of a combination of equity and debt. Private equity
firms aim to increase the value of their investments through active ownership and stra-
tegic, operational, or financial improvements, with the ultimate goal of exiting these in-
vestments at a profit through methods such as public offerings, sales to other investors,
or mergers. This thesis uses private equity definition in its broader sense which includes

specialization strategies such as infrastructure and real estate.

The private equity industry’s roots can be traced back to the post-World War Il era, with
the formation of the first venture capital firms. However, the modern PE landscape began
to take shape in the 1970s and 1980s, marked by the rise of leveraged buyouts (LBOs).
The 1980s, in particular, withessed an increased availability of capital through high-yield
debt markets which facilitated a wave of large-scale leveraged buyouts. This era lever-
aged the access to high-yield, or “junk”, bonds to finance acquisitions with a lower equity
requirement, allowing private equity firms to undertake larger and more aggressive deals
than previously possible. This financial innovation provided the means for rapid growth
and transformation of target companies but also introduced higher levels of risk due to
the increased debt load. As LBO activity increased, the PE industry started drawing at-
tention from both investors seeking high returns and critics concerned about the long-

term impacts of high leverage on companies and their employees. (Swaay et al. 2015)

Despite the challenges, including periods of financial distress for some leveraged com-
panies, the experiences of the 1980s played an important role in shaping the modern PE
industry. They led to increased transparency and accountability and a greater focus on

due diligence, risk management, and value creation strategies that extended beyond
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financial engineering, including operational improvements and strategic growth initia-
tives. As the industry matured, the late 1990s and early 2000s saw the emergence of
specialization within PE. (Cressy et al. 2007) Firms started to recognize the value of deep
sector specific expertise in identifying and executing investment opportunities, leading to
the establishment of funds dedicated to specific industries or investment themes. (Swaay
et al. 2015)

Today, private equity is acknowledged as a key player in the global financial scene. In
2023 private equity in its broader sense raised over $1 trillion for investments. Assets
managed by private equity firms surpassed $13 trillion as of the same year (Figure 7).
Despite the recent challenging economic climate impacting private equity fundraising

negatively, industry analysts predict strong growth for both measures (Preqin 2024).
Figure 7 Private equity AUM and fundraising (based on Preqin 2024)
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However, there’s still to this day critics that argue that there’s industry’s practices, such
as asset stripping, market timing, tax avoidance strategies, and a focus on short-term
gains through quick exits, that may prioritize excessive profits over the welfare of em-
ployees, taxpayers, and other stakeholders. This suggests that while private equity can
indeed provide critical capital for growth and innovation, the methods employed to gen-
erate returns could, in some instances, weaken long-term value creation and even social
wellbeing. The argument is that the pursuit of high returns might sometimes come at a
significant cost, raising questions about the sustainability and ethical dimensions of some

private equity strategies. (Morrell and Clark 2010; Morris & Phalippou 2020)
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3.2 Private Equity as a Business System

The assets invested by private equity firms typically come from institutional investors and
are managed through private equity funds. In addition to funds from institutional inves-
tors, General Partners (GPs) also sometimes contribute their own capital to the private
equity funds, aligning their interests with the performance of the fund and incentivizing
them to maximize returns for all investors involved. The typical private equity fund struc-

ture as a limited partnership as illustrated in Figure 8.

Figure 8 Typical private equity fund structure (based on Preqin 2024)

Limited Partner A Limited Parther B  ---  Limited Partner C

Co-investment

A J

Portfolio Portfolio . Portfolio
Company 1 Company 1 Company 1

In this structure, the limited partners (LPs) enjoy limited liability, meaning their potential
losses are limited to their investment in the fund. They take a passive role in the fund’s
operation, delegating the general partner with the responsibility of managing the fund’s
investments and day-to-day decisions. There can also be direct co-investments by LPs
in specific portfolio companies. Private equity funds are most often closed-end funds that
have a fixed term and capital which is raised during an initial fundraising period. After
this period, no additional investments can be made. It's within this closed-end framework
that the GPs apply their skills and expertise to drive the fund’s performance. The ultimate
goal of these funds is to realize a return on investment through strategic exits, such as
sales or public offerings, before the fund is liquidated and proceeds are distributed to the

investors. (Preqin 2024)

The fund’s lifecycle begins with an initial fundraising phase where capital commitments
are secured. Following this, the fund formally launches, actively engaging in deal sourc-
ing to identify investment opportunities. Subsequently, the fund proceeds with deal fi-
nancing, allocating capital to agreed-upon ventures. The focus then shifts to value crea-

tion, where the fund’s management team works to enhance the value of the portfolio
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companies. The peak of the fund’s lifecycle is reached during the exit phase, where in-
vestments are sold off through strategic sales or initial public offerings. Finally, the fund
enters the liquidation stage, where the proceeds from the exits are distributed among the
investors, marking the end of the fund’s term. This typical process is illustrated in figure
9. (Preqin 2024)

Figure 9 Private equity fund lifecycle (based on Preqin 2024)
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Private equity funds can be generalist or specialized funds. Generalist funds are those
that invest across a variety of sectors rather than specializing in a specific one. The ad-
vantage of generalist funds is that they provide diversification benefits because they
spread investments across different industries, which can mitigate the risk of downturns
in any single market. Specialized funds focus on a particular sector, industry, or a specific
stage in a company’s lifecycle, allowing them to leverage specific expertise and insights
to drive investment decisions. These funds can target areas such as technology,
healthcare, infrastructure, or perhaps most importantly focus on companies at various
lifecycle stages — ranging from early-stage startups to mature businesses as illustrated
in Figure 10. (Gilligan and Wright 2020; Spaenjers et al. 2021; Lossen et al. 2006)

Figure 10 Company lifecycle private equity investment strategies (Nedeljkovic
2024)
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Venture capital funds focus on seed and startup companies — those with innovative ideas
and minimal revenue — providing them with the capital needed to transform visionary
concepts into marketable products. As these companies establish their business models
and start to generate steady revenue, venture capital growth funds step in, supplying the

resources necessary for scaling operations, perfecting product offerings, and penetrating
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new markets. Private equity growth funds target more mature businesses that are looking
for expansion. These funds invest in companies that are well-established and looking to
enhance their operations, often without a change in ownership. In contrast, private equity
buyout funds typically engage with companies that have reached the peak of their prof-
itability or are undervalued. They aim to take control, often with the intention of restruc-
turing and optimizing business processes to sell the company at a higher valuation in the
future. At the other end of the spectrum, turnaround funds concentrate on companies
experiencing a downturn. These funds execute strategic renovations, operational en-
hancements, and efficient restructuring with the goal of revitalizing the company’s per-

formance and positioning it for a profitable exit. (Gilligan and Wright 2020)

Private equity firms or funds within them can focus on specific sectors while also target-
ing companies at particular lifecycle stages within those sectors, combining sector and
lifecycle specialization. For example, a fund might invest in the infrastructure sector and
within that, specifically target companies that are well established but need equity injec-
tions for continuous growth. Specialized funds carry higher risks as concentrating invest-
ments in a single sector or stage of business can expose investors to sector-specific
downturns. It could be suggested that as the focus of private equity shifts from primarily
financial engineering towards enhancing value through operational improvements, the
importance of sector-specific expertise appears to be increasing. (Gilligan and Wright
2020) There is some evidence of specialized funds’ outperforming generalist funds
(Cressy et al. 2007; Le Nadant et al. 2018), however this topic will be discussed in greater

detail in subsequent sections.

3.3 Value Creation in Private Equity

Kaplan and Strémberg (2009) identify three dimensions of value creation in private eq-
uity: financial, governance and operational engineering. In earlier days of PE, financial
engineering was the main source of value creation (Meerkatt et al. 2008). However, as
the PE landscape has become increasingly competitive (Roberts and Naydenova 2020),
reliance on financial engineering has diminished (Puche et al. 2015). This is demon-
strated by data presented in Figure 11, sourced from reports by Boston Consulting Group

and Goldman Sachs.
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Figure 11 Impact of strategies in PE value creation (based on BCG 2016; Goldman
Sachs 2008)
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Different frameworks have been presented that integrate Kaplan and Strémberg’s value
creation dimensions into a broader categorization of value creation levers. Hannus
(2015) presents an empirically derived taxonomy of value generation that includes three
top-level levers: direct value creation, indirect value creation and value capture. Direct
value creation includes strategies that immediately impact the financial and operational
aspects of a company. These strategies, such as cost-cutting measures, revenue en-
hancement initiatives, resource optimization, and financial restructuring, yield quick and
measurable benefits to a company’s bottom line. They are characterized by their straight-
forward application and direct influence on profitability. Financial engineering and oper-

ational engineering are key drivers of direct value creation. (Hannus 2015)

Indirect value creation, on the other hand, includes strategies that affect a company’s
performance over a longer period and are often less immediately quantifiable. These
strategies involve improvements in corporate governance, development of human re-
sources, enhancement of organizational culture, and strengthening of stakeholder rela-
tionships. The impact of these strategies unfolds over time, contributing to sustainable
growth and enhancing the company’s resilience and long-term value. Governance engi-
neering is a key driver of this lever. (Hannus 2015)

Value capture focuses on realizing potential value from external factors and strategic
decisions, particularly during the moments of investment entry and exit. This lever in-
volves forecasting market conditions, industry trends, and macroeconomic factors to

maximize returns. It includes timing market entries and exits effectively, leveraging in-
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dustry cycles for favorable transaction terms, and adjusting to regulatory changes stra-
tegically. Value capture is about extracting the highest value from the investment envi-
ronment, complementing the internal improvements made within the company. (Hannus
2015)

3.3.1 Direct Value Creation

Private equity firms utilize financial leverage to create value in their portfolio companies
by using debt to finance a substantial portion of the acquisition cost. This strategy mini-
mizes their initial equity outlay, thereby leveraging their investment returns. This not only
amplifies potential equity returns by spreading gains over a smaller equity base but also
offers a tax advantage through the deductibility of interest, which further enhances the
investment’s profitability. The aim of private equity firms is to achieve optimal capital

structure to maximize returns and minimize costs effectively.

According to scholars like Modigliani and Miller (1958), optimal capital structure is the
specific blend of debt and equity financing that maximizes a company’s market value
while minimizing its cost of capital. By finding the right balance between debt (which is
typically less expensive due to tax deductibility of interest) and equity (more expensive
but with no required fixed payments), a firm can lower its weighted average cost of capital
(WACC) (Guo et al. 2011). A lower WACC increases the present value of future cash
flows, thereby increasing firm value. (Hannus 2015) Valkama et al. (2010) confirm that

leverage particularly inflates returns in successful buyout deals.

Additionally, historical studies like those by Lehn and Poulsen (1989), Kieschnick (1998),
and Halpern et al. (1999), which examine the taxes-to-sales ratio, support the positive
relationship between a firm’s tax burden and the wealth effects from transactions. Ex-
panding on this, Renneboog et al. (2007) explore how economic conditions and jurisdic-
tional differences affect these dynamics, indicating that the impact of tax strategies on

wealth creation varies significantly across different regulatory environments.

Private equity firms generally possess strong expertise in capital markets and have a
wide network of contacts among financial institutions. They are also frequently involved
in mergers and acquisitions, bringing substantial expertise to these processes. This ex-
pertise and networking can result in more favorable debt terms (Anders 1992) and en-
hanced efficiency in planning and executing M&A deals (Acharya et al. 2009). Demiroglu
and James (2010) found that the most reputable PE firms (frequent customers) are
granted loans with lower interest rates and longer maturities. They also conclude that
transactions by highly reputable PE firms are perceived as lower risk by lenders (com-

pared to PE in general). Moreover, research by Boucly, Sraer, and Thesmar (2008) and
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Chung (2010) demonstrate that PE investments enable capital allocation to companies
with growth potential, especially in sectors that depend heavily on external finance.
These investments often lead to growth post-buyout, emphasizing private equity’s capa-
bility to support business expansion in markets with limited capital access high market

rate conditions.

Without the involvement of PE firms, companies can lack the capital and strategic guid-
ance necessary to confidently pursue even NPV positive projects that require initial neg-
ative cash flows. Private equity provides not only the capital but also the strategic vision
needed to manage short-term financial constraints. This ensures that firms can capitalize
on long-term growth opportunities that they might otherwise miss due to limited re-

sources or risk aversion. (Hannus 2015)

As stated earlier operational engineering has become a key value creation strategy for
modern PE firms. Beyond financial engineering, PE firms actively engage in operational
improvements that directly enhance the efficiency and productivity of portfolio compa-
nies. This involves restructuring operations, optimizing supply chains, and implementing

technology upgrades that streamline processes and reduce costs.

Multiple researchers have found that PE firms increase target firms profit margins
through increased productivity (Davis et al. 2013; Lichtenberg and Siegel 1990) and cost
savings (Muscarella and Vetsuypens 1990; Gompers 2016). Productivity improvements
can be achieved through the adoption of manufacturing practices such as lean manufac-
turing and continuous improvement processes (Bloom et al. 2015). Davis et al. (2013)
observe that PE ownership helps firms to decisively shut down operations that fail to

meet productivity targets, while aggressively expanding those that exceed expectations.

According to Gombers et al. (2015) driving growth by increasing revenue is the most
important source of value creation for PE. There is some evidence that PE firms drive
significantly higher levels of growth compared to industry averages (Singh 1990). An
inorganic way for PE firms to increase growth is through focusing on consolidation and
buy and build strategies (Hannus 2015). Portfolio companies can benefit from the stra-
tegic and operational expertise PE firms bring, especially through direct involvement in
new acquisitions. This includes access to experienced professionals who specialize in

identifying, evaluating, and integrating potential targets to drive future growth.

Studies show that private equity firms achieve cost reductions by rationalizing fixed and
current assets, as well as improving working capital management (Butler 2001). Inven-

tory control is streamlined, resulting in significant reductions in inventory levels post-buy-
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out. Moreover, firms under PE ownership tend to have lower inventory and working cap-
ital levels compared to industry peers, even as low as half (Holthausen and Larcker
1996). Accelerating the collection of accounts receivables is a common method to im-
prove cash management, directly impacting cash flow and valuation (Singh 1990). Mini-
mizing accounts receivables and inventory while optimizing account payables can further
enhance cash flow. Applying practices such as enforcing payment terms, expediting in-
voice distribution, and renegotiating prices contribute to these improvements (Hannus
2015).

3.3.2 Indirect Value Creation

Rodrigues and Child (2020) use the term minimalist organization to describe PE firms
streamlining corporate structure that focuses on essential functions and reduces layers
of management. Phan and Hill (2010) find that increased emphasis on efficiency goals
correlates with a marked increase in operational decentralization, which reflects a move
toward a more minimalist organizational structure within PE firms. This decentralization
allows for quicker decision-making and greater autonomy at lower levels of the organi-
zation, aligning well with the streamlined structures that are characteristic of minimalist

organizations.

According to Bloom et al. (2015), private equity firms exhibit superior management prac-
tices, particularly in performance monitoring, setting effective targets, and aligning per-
formance incentives, which are strongly correlated with improved firm performance met-
rics such as productivity and growth. These findings highlight the importance of ad-
vanced management practices in driving the operational efficiencies that private equity
firms achieve through strategic leadership and structural changes. Kruhler (2012) sum-
marizes the effects of organizational structure and management systems: “...optimiza-
tion of the organizational structure and management systems of the portfolio companies

appears to be a key ingredient for PE firms to succeed in the market.”

According to Kruhler (2012), private equity firms are involved in transferring strategic and
methodical competences to their portfolio companies. These firms introduce knowledge-
able personnel to integrate advanced strategic planning processes, scenario planning
techniques, and reviews of capital expenditures. Krihler (2012) also notes that these
firms provide industry-specific expertise to effectively understand and respond to market
trends and strategic success factors. Furthermore, Kaplan and Stromberg (2009) point
out that top private equity firms are increasingly organized around certain industries, hir-
ing professionals with operating backgrounds and an industry focus to further enhance

their strategic capabilities and to better identify attractive investments.
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Particularly with specialist PE firms, portfolio companies often benefit from synergies
within the portfolio. According to Kriihler (2012), these firms facilitate the transfer of stra-
tegic and operational expertise, support joint ventures, and enhance collaboration in ar-
eas like marketing, sales, and research and development. They effectively leverage
shared resources and central functions to reduce costs and streamline operations, cre-

ating an environment that supports mutual growth and value creation across the portfolio.

Building on the idea of PE driving for a minimalist organization, Child and Rodrigues
(2010) argue that a decentralized structure with supportive and guiding leadership, rather
than pressuring, along with policies that support employee initiative and creativity, cre-
ates an optimal environment for innovation. This environment is further supported by
investments in employee training and mechanisms like cross-functional teams that facil-
itate integration and information exchange. Such organizations typically exhibit a “dis-
cretionary learning form of work organization”, which integrates high autonomy with prob-

lem-solving and task complexity, thereby enhancing innovation capabilities.

In combination with these structural changes, PE firms often undertake significant man-
agement changes at the governance level, which may include the replacement of exist-
ing managers, especially CEOs, to align leadership with new strategic goals and govern-
ance methodologies (Gong and Wu 2011). These changes are designed to enhance
leadership effectiveness and ensure that the company’s governance aligns with its long-
term strategic objectives. In a recent study, Gompers et al. (2023) find that over 70% of
PE-backed companies hire new CEOs, with a substantial 75% of these hires being ex-
ternal candidates, emphasizing the trend towards recruiting from outside the firm. This
suggests a preference for industry-specific skills over firm-specific knowledge, highlight-
ing the active and competitive nature of the CEO labor market in the context of private
equity. Gompers et al. (2023) also find that compensation for CEOs in PE-backed firms
is significantly higher than for comparable positions in public companies, aligning closely
with or slightly below the levels observed for S&P 500 CEOs.

PE firms typically restructure the boards of their portfolio companies by downsizing and
increasing board independence, aligning with strategic goals for more effective monitor-
ing and control (Acharya etl al. 2009). Braun et al. (2009) note that boards under PE
ownership often show greater financial expertise and independence. Smaller board sizes
are preferred for more efficient decision-making and reduced conflicts of interest, in-

creasing cohesion and responsiveness.

PE involvement usually leads to fewer insiders and more external directors with special-

ized skills such as turnaround management or deep operational experience. These
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changes aim to mitigate agency problems by aligning board members’ interests more
closely with shareholder value through performance-based incentives. Notable is the re-
duction of CEO duality — where the roles of CEO and board chair are separated — further
enhances governance by ensuring greater oversight and reducing potential conflicts of
interest. (Braun et al. 2009)

Studies indicate that firms with boards reconfigured by PE show improved financial met-
rics like ROI and EBITDA, suggesting these governance changes are important for driv-
ing strategic goals and operational improvements. (Braun et al. 2009) Hass et al. (2009)
further emphasize that these governance modifications under PE not only enhance
board performance but also can help input a culture of demanding financial discipline
and strategic focus. This shift often extends beyond the board, affecting the entire or-
ganization and leading to sustained improvements in business practices and even mar-

ket positioning.

PE firms further address agency costs by implementing the “Carrot and Stick” approach,
aligning management incentives with shareholder interests, as described by Hannus
(2015). This method integrates substantial ownership stakes for management (“carrot”),
which serves as a strong motivator to enhance firm performance, a key factor in the
success of buyouts highlighted by Kreuter et al. (2005) and Renneboog et al. (2005).
Concurrently, the “stick” requires managers to invest significantly in the firm’s equity
(“pain equity”), ensuring they face financial repercussions for underperformance, thereby

aligning their personal financial outcomes with the broader goals of the firm.

Moreover, PE firms employ performance or equity ratchets that tie additional equity own-
ership to the achievement of performance targets, maintaining motivation across the in-
vestment period (Hannus 2015). This system of ongoing incentivization keeps manage-
ment focused on continuous performance improvement, setting PE-owned firms apart

from traditional corporate governance structures.

PE firms focus intensively on monitoring and KPIs to ensure operational excellence. This
is part of the active ownership model of PE firms, that needs to be emphasized. This
active ownership model typically involves frequent, direct communication between PE
partners and portfolio company management, sometimes occurring on a daily basis. Re-
garding KPls, PE ownership typically leads to focusing on a very limited number of finan-
cial metrics, such as ROIC and EBITDA, supplemented by a few relevant industry-spe-
cific metrics (Acharya et al. 2009). This more focused measuring is used to make man-
agement focus specifically on increasing the value of the portfolio company. (Rogers et

al. 2002) In this context, PE firms not only analyze the overall company performance but
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also actively engage in reviewing strategic initiatives and closely examining areas of un-
derperformance, thereby enhancing the quality of financial forecasting and operational
strategies (Wang 2010).

3.3.3 Value Capture

PE firms can capture value by identifying the right investment targets that align with their
strategic goals and operational expertise. By focusing on companies that are underper-
forming or undervalued, PE firms can implement a series of improvements that signifi-
cantly enhance the value of these companies. Nikoskelainen (2006) finds that PE targets
in Europe during 1997-2003 were typically underperforming compared to their industry
peers, presenting significant potential for enhancing operating efficiency. Nikoskelainen
also concludes that these targets were characterized by relatively low gearing, low
EBITDA margins, high cash flow volatility, but also relatively high operating profits and
asset turnover. These characteristics suggest that there is less capacity for leveraging
based on cash flows but substantial room for operational improvements and growth (Ni-
koskelainen 2006).

Research also indicates that compared to public company buyers PE firms often pay
lower acquisition premiums due to their focused and unbiased approach to purchasing
assets (Butler 2001; Bargeron et al. 2007). Kaplan and Stromberg (2009) further suggest
that PE firms are able to efficiently identify undervalued companies and that they excel
in negotiation processes. Bloom et al. (2015) imply that the common perception in the
United States and United Kingdom is that PE firms often look for poorly managed targets
to acquire and turn around. This suggests a strategic approach where private equity firms
identify potential in underperforming companies, particularly in terms of management
practices, and then implement superior management techniques to improve overall per-

formance and productivity.

Research also shows that PE firms’ ability to time their market entry and exit according
to business cycles significantly affects their ability to create and capture value (Kaplan
and Schoar 2005). Industries like telecom are particularly sensitive to these cycles, and
aligning investments with periods of industry growth can lead to significantly higher re-
turns (Cornelius et al. 2009). Additionally, the performance of PE funds is often linked to
broader economic indicators, such as GDP growth rates and public market returns, indi-
cating that macroeconomic conditions play an important role in fund success (Phalippou
and Zollo 2005). The timing of a fund’s launch can also influence the potential value
capturing. Funds started during periods of high capital availability often face lower returns

due to inflated valuations at buyouts (Kaplan and Schoar 2005).



32

The strategic exit from investments is an important phase in the private equity lifecycle,
influencing the overall success and value realization of the investment. The choice of
exit strategy depends on various factors including the market conditions, the maturity of
the company, and the scale of operational improvements achieved during the PE firm’s
tenure. (Kaplan and Strémberg 2009) A viable exit strategy in one of the key financial
criterias for PE firms identifying potential targets. PE firms start promoting the portfolio
company in the press after acquisition to increase the exit value. (Hannus 2015) This is
especially visible nowadays in social networking sites such as LinkedIn. Exiting via sec-
ondary buyouts has become an increasingly popular mode for PE firms, and returns from
these exits are comparable to those achieved through initial public offerings (Achleitner
et al., 2012).
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4. METHODOLOGY

4.1 Qualitative Research Method

This thesis employs a qualitative research method to examine the impact of private eg-
uity ownership in the Finnish tower market. Qualitative research is a method used to gain
an in-depth understanding of human behavior, experiences, and interactions. It focuses
on exploring phenomena through the collection of non-numerical data such as inter-
views, observations, and texts. This approach allows researchers to investigate complex
issues and capture the richness of participants’ perspectives. Unlike quantitative re-
search, which seeks to quantify variables and analyze relationships statistically, qualita-
tive research emphasizes context, meaning, and the subjective experiences of individu-
als. It is particularly useful in exploring new or poorly understood areas and generating
insights that may inform further quantitative studies. Therefore, it is particularly well-

suited to addressing the research problem at hand.

4.2 Data Sample, Collection and Analysis Methods

For this thesis, a strict selection criterion for participants was established to ensure the
collection of relevant and reliable data. Participants were required to have professional
experience in the Finnish tower market, ensuring familiarity with sector-specific dynam-
ics. This experience could be gained through screening and due diligence processes
aimed at Finnish tower market, or working directly within the Finnish market. Additionally,
participants needed to have experience working either directly for a private equity firm or
within a tower company under private equity ownership. This requirement aimed to cap-
ture a broad range of insights on the influence of private equity, including both direct and

indirect impacts on business strategies and operations.

The selection criteria resulted in a very limited potential participant pool as the tower
market in Finland is in itself a niche market. This however ensured that only individuals
and companies with specific qualifications and experiences were included in the study.
By using a strict criteria, the aim was to collect data that was both relevant and reliable.
The final sample in the study comprised personnel from six different companies (exclud-
ing Traficom). Considering the strict criteria and the market size in Finland, the study
successfully attracted a very notable number of participants, partly due to the research-
ers’ personal connections and experience in the field. The study selection funnel is vis-

ualized in Figure 12.
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Figure 12 Interview Participant Selection Funnel
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The relatively small number of participants and strict selection criteria align with Malterud
et al.’s (2016) ideas on information power. The adequacy of a data sample is determined
by its ability to provide relevant information that aligns with the study’s objectives. Factors
influencing information power include the specificity of the sample, the clarity of research
aims, the use of theoretical frameworks, the quality of dialogue between researcher and
participants, and the selected analysis strategy. A sample with high information power
necessitates fewer participants, as the data generated are rich and directly relevant to
the study’s aims. (Malterud et al. 2016)

Semi-structured interviews were utilized as the primary data collection method in the
study. This method is preferred for its ability to gather comprehensive insights from par-
ticipants. The semi-structured format provides the flexibility necessary to adapt to the
fast and challenging nature of research conversations. It enables the researcher to pick
up on subtle cues in the interviewee’s tone and responses, ask follow-up questions to
clarify uncertainties, and immediately correct any misunderstandings. Such interactive
and responsive engagement between the interviewer and the participant significantly in-
creases the richness of the data collected, providing a more detailed perspective on the

research topic.

The questionnaire consisted of 20 core questions, as detailed in Appendix 1. Addition-

ally, sub-questions were introduced around the core questions, based on the discussions
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during the interview and the background of each interviewee. These sub-questions
aimed to obtain more detailed responses and ensure clarity in the data collected. The
core questions were categorized into two main sections. The first section of the ques-
tionnaire specifically explored the motivations for investing in tower infrastructure as an
asset class and the reasons for choosing the Finnish market for such investments. The
second section focused on the strategies for value creation employed by PE firms within
their portfolio companies. The development of the questionnaire was based on the re-

searcher’s own experience in the field and an extensive review of the literature.

Interviews were conducted in-person or through Microsoft Teams, based on the inter-
viewee’s country of employment. Interviews were conducted in either Finnish or English,
according to the interviewee’s preference. Each session lasted between 1 hour 20
minutes and 2 hours. Recordings of the interviews were made with the consent of each
participant, obtained prior to the sessions. Additionally, the core questionnaire was dis-

tributed to participants in advance to ensure they were well-prepared for the interview.

Additionally, an interview was conducted with the Finnish Transport and Communica-
tions Agency (Traficom), the regulatory authority in the telecom and tower markets. This
interview was aimed at gaining insights into regulatory perspectives and was guided by
a separate set of questions tailored to Traficom (Appendix 2). Traficom works to ensure
the availability of well-functioning, safe, secure, and reasonably priced transport and
communications connections and services in Finland. They also serve as an authority
assisting people and businesses with licensing, registration, and supervisory matters.
The inclusion of Traficom in the research provides a comprehensive view of the regula-
tory environment influencing the Finnish tower market, thereby adding to the overall ro-

bustness of the study.
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5. ANALYSIS OF THE EMPIRICAL FINDINGS

This section presents the analysis of empirical findings gathered from interviews with
experts who have experience in both private equity and the Finnish tower market. The
aim is to understand the motivations behind investments in Finnish tower infrastructure,
the methods of value creation employed by private equity firms, and the broader impact

of private equity involvement in this sector.

5.1 Motivation Behind Investments
Asset class attributes and investment value proposition

There is consensus among the interviewees that investing in tower infrastructure offers
long-term, stable, and predictable returns for investors. This long-term stability firstly
comes from having very credible counterparties, the MNOs, as customers. One inter-
viewee highlighted this point by stating: “The counterparties in the industry, picking Fin-
land as an example, are very credible; Elisa, Telia, DNA. Investment grade companies
that operate in a very stable market.” These credible customers are also tied to the as-
sets for long periods of time as the tower leases are as long as 10 to 15 years. There is
also hardly any risk of losing customer base with towers operating as local monopolies
and demand continuously rising: “... it’'s absolutely certain that in the future, you'll still be

able to lease the tower, because it’s very unlikely that the MNO will stop needing it.”

Moreover, the strong trend towards digitalization is widely recognized, which drives fun-
damental growth in the sector and works as a “strong structural tailwind” for the asset
class, as one interviewee put it. As data consumption and the need for connectivity in-
crease, there is a growing demand for both new tower build-outs to achieve universal
coverage and additional radio equipment on existing towers to enhance capacity. This
was emphasized by another interviewee, who said, “In terms digitization, people are on
the phones more and more, we have 5G and 6G is coming. So, there is growth coming.
And people need to be connected 24/7, so not only is there growth in terms of potential
build-outs to have coverage everywhere but also more equipment needed in the existing

towers.”

The long-term stability is also seen coming from the necessity and relevance of tower
assets in the future. As one interviewee mentioned, “(similar) networks will be needed
for a long time, many decades from now on.” Another interviewee explained that although

satellites will inevitably play a role in the future of connectivity, they will serve more as a
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complement rather than a replacement for traditional tower infrastructure. This is be-
cause satellites, while useful, have limitations such as high latency, which makes them
less suitable for certain technologies that require immediate data transfer. On the other
hand, building macro towers far from existing electricity and other necessary infrastruc-
ture can be extremely costly. In very rural areas where traditional towers are less practi-
cal, satellites can provide necessary coverage. Therefore, the relationship between sat-
ellites and tower infrastructure is expected to be symbiotic, with each serving its own
unique role in ensuring comprehensive connectivity: “Satellites are hundred percent
gonna come. But | see it more as a complement rather than a substitute. There’s just too
much latency for certain technologies, but in very rural areas I'd rather have satellites ...

So | think it'll be a symbiotic relationship.”

Another aspect of investing in the tower infrastructure asset class is the potential for
value addition. As one interviewee noted, “It’s also kind of something where you can add
value by investing. Towers are pretty much the same around the world, so if something’s
been done a certain way somewhere, you can ask if that can bring value to another
market. Simultaneously, keeping in mind that markets are completely different.” This
highlights that while the basic structure and function of towers are consistent globally,
strategies that enhance value in one market can often be adapted and applied in another.
Private equity firms see this as an opportunity to leverage best practices and innovative
solutions from more advanced markets to optimize operational efficiencies and enhance

the performance of tower assets.

Another compelling factor driving investment in tower infrastructure is the relative ease
of managing these assets compared to other types of infrastructure. The operation and
technical maintenance of telecommunication towers are straightforward and in best case
scenarios require minimal intervention. One interviewee explained, “Towers are a much
easier asset to manage than a building, for example. A tower doesn’t need a lot of
maintenance ... In that sense, it's simple infrastructure as long as you know how to price

it correctly.”

Several economic and market factors are seen to have increased the attractiveness of
tower infrastructure as an investment in recent years. On the one hand, the asset class
might have been seen as highly desirable for a long time, but most interviewees agree
that the main reason is that it's only recently become accessible to private investors due
to MNOs deciding to outsource and divest their tower assets. One interviewee stated,
“In Europe and Finland especially, the tower market has essentially been created only

recently. While this has been common in the U.S. for a long time, it's only now that op-
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portunities for private investors have emerged in Europe as telecom operators have cho-
sen to separate their tower infrastructure for various reasons.” Another interviewee em-
phasized this point, stating, “l would argue that it has always been attractive, but it's only

now that these opportunities have become available.”

On the other hand, the development of new business models, particularly in Europe, has
led to the expansion of tower sharing. According to several interviewees, legislators
worldwide have been actively promoting the more efficient use of resources, which has
both driven and resulted from the challenges faced by telecom operators, making mini-

mizing capital expenditures a crucial aspect.

A significant driver behind the increasing attractiveness of tower infrastructure is seen to
be the global surge in data consumption. As data-intensive applications and technologies
like Al and IoT continue to evolve, the demand for extensive telecommunications infra-
structure, including towers, is expected to rise significantly. As one interviewee ex-
plained, “Everyone realized that there is just so much data consumption that’s required.
So, you have something very stable but also something that’'s gonna grow in the future.
It doesn’t only apply to towers; it applies to data centers, which have become hugely
popular, and fiber, which is also hugely popular. What'’s driving all this? It's obviously all
the new generation of mobile technologies but also now Al.” Indeed, all interviewees
recognize data centers and fiber as competitive alternatives to tower investments. loT
has been seen to develop slower than anticipated but still seen as something that will be
a further driver for growth for towers, “I thought the first time we heard about loT, when-
ever that was kind of seven, eight, nine years ago, there would be more demand for it.
But | think it's something that will still kind of, as you have private networks and things

be developed, be additional demand.”

Despite the European TowerCo boom occurring primarily during a period of near-zero
interest rates, the cheap capital is not considered a primary driver for private equity’s
increased involvement in the tower sector. Infrastructure investors typically adopt long-
term perspectives and do not base their value creation strategies on interest rate fore-
casts. One interviewee further explained, “Where you have seen potential impact in
cheap capital disappearing, well, that’s in venture capital land, where it's much more
speculative.” One interviewee highlights specific challenges while also providing a similar
broader view of the market landscape: “We have been, | guess, struggling to kind of raise
the debt externally on the back of that, because interest rates in the last kind of 24 months
have been high, but we hope that that's something that kind of comes down. Generally,
the big kind of tower transactions haven’t necessarily slowed down that much. | don’t

think kind of holistically that’s a big problem for some of the bigger guys.” These views
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highlight the robustness and maturity of the tower infrastructure market, suggesting that
while rising interest rates pose some challenges, they have not significantly deterred the
activities of major investors, reflecting the market’s ongoing attractiveness and the strong

fundamentals driving investment.

There’s also talks about tower infrastructure moving towards different categories on the
investment risk spectrum in the past 10 years. Initially considered core-plus due to its
moderate risk and growth potential, tower infrastructure has increasingly been viewed
as a core or even super-core asset. This is driven by many of the things discussed earlier
but most importantly the essential nature of telecommunications services. One inter-
viewee highlighted this by saying, “You can just look at the trading multiples of Cellnex,
American Tower and Crown Castle and where they were trading 10 years ago ... | mean
they’re trading at 20 to 25 times EBITDA, and that's where you have airport’s trading.
This is core infrastructure. Just because, everyone knows as much as you need to travel,

you need your mobile phones.”
Finnish market specifics, past, present and the future

According to interviewees, the Finnish tower market has undergone quite significant
changes in a relatively short time, mostly following trends observed elsewhere in Europe.
In some aspects Finland is ahead of many other tower markets in Europe, in some, still
lags behind. One obvious change is the increasing involvement of PE in the Finnish
tower market. An interviewee noted, “It's quite obvious that the tower market is develop-
ing towards the direction where the other European market have been going ... that is
the private investors coming into the picture, first it was Digita, then Telia Towers and
now MPY ... the next one will probably be Telenor. We're waiting for that move to hap-
pen.” There is a lot of speculation about Telenor’s assets. Each interviewee seems to
have a different idea about what will happen to those assets or how the possible deal
will be structured. The majority seem to think that Telenor will sell the assets to a PE firm
in the near future, remaining the majority shareholder in the tower company. This poten-
tial move by Telenor is seen as a continuation of the trend where telecom operators
monetize their tower assets while still retaining some control and benefiting from the

stable income these assets generate, as seen with Telia.

Investments have been made and MNO assets sold primarily due to the massive need
for capital in the sector. There is a growing demand for new towers to support expanding
networks and replace aging infrastructure, as discussed earlier. One interviewee ex-
plained how Finnish market is ahead of many others in a negative sense, “We’re going

to have investments needed for the new towers, but also we need to replace many end-
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of-life towers in the future. That is one big element in which Finland we are ahead of
many other markets; we need to start replacing existing towers.” This dual requirement
for expansion and renewal underscores the importance of substantial investment and

supports the funding gap narrative in Finland.

Private equity is seen as a necessary solution to this funding gap by all interviewees.
One interviewee explained, “I would argue that third party capital into this business is
very good for Finland, because you have people who have basically unlimited amount of
capital, who are more than happy to invest. On the flip side, if this would stay and not be
with third party capital, then you’d have shareholder of the MNO yelling, we want divi-
dends, why are you rolling out towers in Finland?” This highlights the difference between
the goals of traditional telecom operators and their shareholders, who focus on dividend
yields and often quarterly report number, and infrastructure investors, who might be more
inclined towards long-term capital appreciation and asset development. The interviewee
explained it further: “Most of the Telcos in the world are listed and so-called dividend
yield stocks. So, investors invest in these companies because they want the dividend.
And they’re sometimes a bit allergic to capex because that would reduce their dividend.
Where a, infrastructure investors, they love capex! Because as long as you can invest
with okay returns ... well that's what the sole purpose of an infrastructure investor is, to

invest money.”

When MNOs own and operate their own towers, they often face fundamental challenges
related to internal competition for capital allocation. One significant challenge is the com-
petition between investing in tower infrastructure and other critical assets like radio net-
work equipment. Tower investments have very long payback periods, requiring substan-
tial upfront capital and delivering returns over 10+ years. In contrast, investments in radio
network equipment usually have shorter payback times and can quickly enhance network
capacity and performance, yielding faster returns. This disparity creates an internal con-
flict, as MNOs must balance the long-term benefits of expanding and maintaining their
tower infrastructure against the immediate operational improvements and quicker finan-
cial returns offered by upgrading radio network equipment. This internal competition can
lead to underinvestment in tower infrastructure, hindering the long-term development
and reliability of the network. One interviewee explained how PE ownership can change
the capex dynamics, “That was continuous struggle with the capex, always, because the
tower infrastructure capex was competing with the other capex needs, where the pay-
back times are much shorter. So that was always a problem. Now, that we have an

external investor, that is not the case any longer.”
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Looking forward, there are also views that the market is currently saturated with PE firms
and that the current valuations make it hard for completely new players to enter the mar-
ket: “How will the market sustain this ... how many private equity investors can this mar-
ket accommodate?” It's clear that competition within the PE sector has been intense for
those tower assets set for sale, which is an indication of a very desirable asset class and
geographical market. There appears to be an industry wide consensus that while there
is significant interest from potential global buyers seeking to acquire Finnish tower as-

sets, there are relatively few companies willing to sell.

One particularly interesting segment in Finland is the local ICT companies, including the
Finnet Association companies. These companies often have a strong local presence and
own a noticeable number of towers combined. According to several interviewees, these
smaller companies are a primary target for many new PE firms trying to penetrate into
the Finnish market. They offer good entry point, allowing PE firms to test the market and
operational environment with a relatively small investment. However, so far very few of
these companies or their assets have been sold. When asked has it been difficult to find
potential sellers, one interviewee replied: “Yes, yes it's been difficult, but | think it will
ease up a bit now that there’s the boom in the fiber market in Finland. Everyone is rapidly
building fiber networks everywhere, and it’s an expensive endeavor. Now, with the cost
of money rising, they will have to reconsider different financing options.” Another inter-
viewee pointed out the challenges: “It's taken a lot of convincing, | think, from the people
that I've spoken with, the people that I've met when I've been there, who own and hold

on to the assets, they are very protective of them.”

The local and smaller Finnish companies represent a niche yet significant opportunity
that may not be widely recognized by large global investors. These smaller entities often
possess valuable assets that, while under the radar on the international stage, present
a strategic advantage for investors with specific local market knowledge. By targeting
these companies, investors can enter less contested markets and acquire assets ready
for consolidation, creating a potentially desirable portfolio. One interviewee emphasized
these opportunities: “I think it's also possibly something that isn’t kind of very well known
outside of Finland and where the other people know that towers, kind of privately owned
by these companies. | don’t know, but | really think there is a big opportunity if we start
consolidating some of them together to make something pretty sizable kind of under the
radar. And we don’t necessarily want to publish it too much to then have everyone com-

ing and looking at these things.”

There is also a view among interviewees that there may be more value to be added in

the smaller portfolios, while larger acquisitions tend to focus on more mature, yielding
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assets. “I think potentially the difference there is like these larger funds are buying the
portfolios that are 5000 sites plus or whatever that are already kind of. Probably where
all of the value has been added and they’re just yielding assets. We are aggregating the
smaller portfolios where we think we can add value and just by aggregating, you kind of

have an arbitrage to the portfolios that larger funds are buying.”

One of the main reasons not many of these local assets have changed hands is that
many board executives and other decision makers of local Finnish companies are very
conservative, according to one interviewee. Selling assets to a global investor aided by
an unknown consultancy firm can be perceived as risky and disruptive to their traditional
business models, image and local operations. There is also the presence of “speculative
capital”, one interviewee explained: “Even in Finland, there are private equity investors
who are speculative, very much so. They try to extract money from these smaller tower
companies. These smaller companies are pretty cautious with Finnish capital, especially

capital from Helsinki, and they don’t like to work with them if they can avoid it.”

If there’s intense competition from the PE side for the Finnish tower assets, there’s cer-
tainly growing competition within Finnish tower companies for the points of presence.
One interviewee noted, “You’ve probably seen it through your work too, that the compe-
tition has definitely increased and is here to stay. Now we have Telia Towers, Digita,
DNA Tower, Telenor in the background, and MPY with Infranode. So now we have com-
panies in the market with money to invest and ability to make things happen. And the
regional companies are still very competitive as well. Competition is here to stay.” The
escalation in competition is clearly reflected in the increased number of companies ac-

tively trying to expand their infrastructure.

The demand for tower infrastructure is concentrated in areas with high data consumption,
even more so in the future. On interviewee said, “We see population concentration and
the construction of towers moving closer to people’s homes. There will be very few new
towers built in very remote areas. Take Lapland as an example — there might be new
towers in areas with outdoor activities and people, but not much elsewhere. | don’t see
a lot of new towers going up there, especially after Elisa finishes its Virve 2.0 project.
The focus will definitely be on more densely populated regions.” Another one pointed
out, “We see a great need for network densification in the upcoming years.” Much of the
rural Finland is considered challenging in terms of profitability, even with well-developed
sharing models like one with SYV. Several interviewees agree that the rural areas in
Finland present profitability challenges due to often higher construction costs, fewer po-

tential tenants, and the moderate equipment needs of those tenants.
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With PE involvement, there is are clear visions towards more neutral tower operators.
These neutral tower operators are focused on maximizing utilization rate instead of
providing for one particular MNO, perhaps fostering a more efficient market. With this,
the strategic locations for future towers is becoming absolutely essential. Operator spe-
cific locations or priorities are hardly a focus, instead towers are built and planned with
visions of two to three MNOs using them. One manifestation of the growing competition
and tower companies becoming more neutral entities, is the proactive approach to se-
curing tower sites that attract the most amount of potential tenants. Companies are in-
creasingly engaging with municipality zoning projects or enhancing interactions with de-
cision-makers and private land-controlling entities to secure prime locations early. One
interviewee recognizes the need for increased cooperation, “If coverage is needed in a
certain area, getting the city’s approval might require expertise and genuine cooperation.
I's not about dictating terms, but rather approaching with a proposal. You can also apply
for placement permits and start aggressively from an another angle. This cooperation
has its own kind of footprint.” The reference to “placement permits” pertains to the Act
on Electronic Communications Services, as defined by the Finnish Ministry of Transport
and Communications. This legislation provides telecommunications operators — includ-
ing tower companies — the ability to install infrastructure such as towers and antennas
on properties owned by others. Specifically, the act allows operators to secure the nec-
essary permissions through a formal process, even without the explicit consent of the
property owner. This procedure, becoming more popular in Finland by the day, is viewed
by the interviewees as a double-edged sword. While some criticize it for leading to po-
tentially far-reaching negative consequences, including impacts on public perception and
other indirect effects, others view it as a strategic means to secure prime locations with-

out submitting to growing unfair pricing demands from landowners.

One interviewee believes that obtaining permits for future towers will become easier as
these structures are becoming more established. They explained, “From our perspec-
tive, now that those urban types of towers are out there, the acceptance of such a tower’s
existence has increased. It can now be accepted as part of the landscape.” This growing
integration into the urban environment may reduce resistance and streamline the ap-

proval process for new projects.

However, many industry professionals involved in permitting processes think otherwise,
suggesting that securing permits for towers is becoming increasingly difficult. One piece
in this puzzle might be the higher frequency networks that will, in the future, require a
completely different amount of infrastructure and density. However, these technologies

are considered highly uncertain and far off. As one interviewee noted, “High-frequency
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networks are a completely different matter, and | would say, in my personal opinion, that

their growth and emergence are something we'll see in the 2030s.”
Finnish market dynamics, comparisons between other markets and regulation

Comparing the geographical tower markets, the Finnish market receives high praise from
all interviewees. This praise arises from several attributes that set the Finnish market
apart, including a high tenancy ratio, efficient and standardized infrastructure sharing
practices, a supportive regulatory environment, and effective cost management strate-
gies. These factors are seen collectively contributing to the market’s attractiveness and
competitive edge over many other European markets. On the downside, the Finnish mar-
ket is perceived as a less effective inflation hedge due to the traditional contract terms.
Additionally, there is vague speculations that the growth potential in Finland may not

align with markets that have lower tenancy ratios.

Finnish market is in many ways seen as “surprisingly” different compared to even neigh-
boring markets in many aspects. One of the most notable features of the Finnish market
is its high tenancy ratio, which surpasses that of many other European markets: “The
Finnish market is a sound market, in the sense that it's good collaboration in terms of
utilizing infrastructure. Contrasting that to, you see invariably especially in southern Eu-
rope, you have quite low tenancy ratios.” This is largely due to the early and effective
cooperation among MNOs in Finland, who started collaborating pretty much from the
outset of mobile network development, as one interviewee further explained, “The ten-
ancy ratio is high, compared to most of the markets in Europe. And that is due to the fact
that in Finland the co-operation between the operators started in the very beginning,
when they started to build the mobile networks.” This cooperative approach has mini-
mized the need for redundant infrastructure, making Finnish tower market highly devel-
oped in that sense. Finland is even seen as a model student and something other mar-
kets are aiming for: “So, Finland is probably outstanding in terms of tenancy ratio, and
we want the others (portfolio countries) to move towards Finland. And that’s just good

for everyone, reduces capex for the MNOs and is a better use of resources.”

One aspect driving infrastructure sharing in Finland, and thus enabling higher tenancy
ratios, is the proactive regulatory environment that encourages this practice. One inter-
viewee noted, ‘| think that the authority Traficom and its predecessors have very much
encouraged the direction of sharing the infrastructure.” Another interviewee emphasized
the role of legislation in the progression, stating, “In Finland’s favor, our legislation, es-

pecially the mandatory sharing of passive infrastructure, puts us ahead. In other markets,
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there’s long been a culture of blocking market entry and pricing things so that two closely

neighboring towers might belong to competitors.”

The sharing of infrastructure in Finland also extends beyond basic tower structures. Op-
erators often share shelters and power backup equipment, which contrasts with practices
even in neighboring Nordic markets, where operators typically build their own shelters
next to towers. This difference underscores a more integrated and cost-efficient ap-
proach in Finland: “Of course the markets differ from many details, | can take a few
examples between Finnish and Swedish markets; in Finland the operators are sharing
the shelter and the power backup equipment, whereas in Sweden, typically the operators

build their own shelters next to the tower.”

One consequence of sharing shelters in Finland is different energy management roles
compared to many other markets. In many European markets, the customer is often
responsible for energy costs, whereas in Finland, it is usually the tower site owner who
takes on this responsibility. One interviewee highlighted, “The other difference in Finland
I'd say is energy and equipment facilities. In Europe, the customer might be responsible
for the energy costs, while here it is usually the tower site owner. This influences pricing
policies, determining who is responsible and whether it generates profit or not.” This
setup obviously provides an opportunity for revenue and profit generation not available
everywhere. When asked if this is seen as a significant factor as the energy is sold,
according to some, at a very low margin, they elaborated, “It's significant in the sense
that it mainly involves money. A substantial amount of money, since electricity costs ac-
count for several tens of percent of the revenue. Whether there has been profit made on
it at some point depends on which side it falls on.” The margins used in energy sales
varies significantly in the market: “| can’t speak for others, and | would say it varies quite

a lot in how it’'s handled.”

The Finnish tower market has been exceptionally stable in terms of prices charged for
tower leases to MNOs. One key differentiator in Finland, compared to most other tower
markets, is the absence of indexation clauses in contracts. One interviewee agreed and
stated, “... | think your observation is correct and this is public knowledge that, in a lot of
markets around the world, there is some kind of inflation linked pricing.” There are diver-
gent views among interviewees on whether the lack of indexation is that relevant or
makes the Finnish market less of an inflation hedge. One interviewee pointed out that
current contract models offer overall flexibility to address this: “There are different types
of contract models, basically, for how inflation protection can be built into them.” Another
interviewee further elaborated how contract renewals offer a way to address this: “So it’s

less inflation linked in Finland. But any time there is a, or my understanding is any time
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that there’s a kind of change in the configuration on a site, there is a review of rents and
they’re rebased to kind of the current market rates.” They further added that there are
other markets that offer similar kinds of flexibility to address price updates even without
direct indexation clauses, “In the UK, as an example, you don’'t have inflation linked
leases. You have something which is called open market valuation, which every three or
five years we review the leases and they get rebased to a kind of new level. So yes,
there are inflation kind of factors reviewed every year, but we still do see kind of the

opportunity to increase those rents kind of with market as time goes on.”

Some strongly believe that the market is moving towards pricing models common else-
where and direct indexations, as noted by another interviewee: “Finnish market has been
operating in a different manner so far ... | think it's quite natural that this will come to the
Finnish market as well. The price change mechanisms so far have been working in a
different way in Finland, traditionally. It will change in time and what we’re doing here is
going to that direction.” Private equity involvement has proven transformative in redefin-
ing asset valuations and lease structures in markets across the globe. This strategic
influence is pronounced in the evaluation and optimization of site valuations, where in-
corporating inflation adjustments into lease agreements has become an important factor.
For instance, one interviewee described these activities in the Serbian market, where the
historical absence of CPI factors in leases presented an opportunity for enhancement.
The interviewee explained, “It's always something as well, that we look to add into the
leases. So, taking a kind of parallel to Serbia. Historically, there were no leases, no CPI
factors in the leases. And we’ve managed to start adding it into some of the leases and
we factor kind of into the pricing, a non-indexed and an index linked entry multiple is how
we look at things. So, we would obviously pay a little bit less. It works out about two
terms less for a non-indexed site than an index site.” This highlights the strategic imple-
mentation of indexed leases as a way to align long-term revenue streams with inflation,
thereby securing the asset’s financial performance and enhancing its market valuation.
The indexation is seen to be linked to the maturity of the business model as well, “| just
think generally as towers and markets mature, people realize that kind of indexation is a
big part of that in the agreements. It feels quite strange for me that people don’t have it,

to be honest.”

Despite the Finnish tower market’s similarities to other European markets, its integration
into a diversified investment portfolio can provide distinct advantages, even within a port-
folio consisting of similar assets. Investors recognize that each country, while operation-
ally similar, offers unique market dynamics and customer profiles, enhancing the overall

stability and risk profile of their investments. An interviewee illustrates this perspective:
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“And even though we’re launching in kind of multiple markets, we see all of them as kind
of pretty similar. And given, we're diversifying in the same asset class. And so, having
different customers, different markets is kind of always an advantage. And given there
are lots of players in the markets ... we see it as pretty limited risk, because there’s

always going to be, in our opinion, a buyer for the assets.”
Specific investment considerations

Finnish tower market is appealing in some ways compared to other European markets,
particularly regarding land rights associated with tower sites. In Finland, tower owners
usually have long-term rights over the land, reducing upfront and operational costs sig-
nificantly. This is seen as contrasting to other parts of Europe where high annual land
rents are a major operational expense. One interviewee notes: “In Finland, tower owners
generally have long-term rights over the land, and it’s a very low initial investment to buy
the land. Elsewhere in Europe, paying annual rent for the land is one of the biggest

operational costs for a TowerCo.”

Evaluating the Finnish market for entry includes assessing the number and quality of
mobile network operators and the regulatory and legal framework for tower and land
ownership. Three MNO markets are seen as insurance of a competitive and stable in-
vestment environment. An interviewee explains: “We look at the market size, the credit
quality of the players, which in Europe generally involves big MNOs or TowerCos. We

prefer markets with at least three MNOs to ensure sufficient competition.”

Finland is also viewed favorably due to its economic stability and euro currency, which
reduces currency risk. This stability is appealing compared to the greater risks found in
Eastern Europe or the Balkans for example. One interviewee stated: “Western Europe,
including the Nordics, is typically an easier sell. Going further east, like to the Balkans,
is harder because of the non-euro currency and higher political risks.” Finland is consid-
ered a low-risk market within investment portfolios, allowing investors to allocate capital
with confidence in both the immediate and long-term returns. “Our portfolio has limited

capital allocated to potentially risky markets, and Finland is not considered one of them.”

Adding to this context of stability and investor confidence, another key factor attracting
investments to Finland is the reliable nature of its economic and legal environment. I
think It’s really the certainty of revenue and ultimately the rule of law, is this a country
that respects third party external capital ... My view of Finland is that it is. And that’s
obviously why a lot of third party capital is investing here,” explains one interviewee,
agreeing that Finland has a reputation for respecting and protecting investment activities,

which adds to the attractiveness to foreign and domestic investors alike.
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The detailed evaluation strategy for investing in a particular tower companies involves
multiple aspects: commercial, technical, and legal. From a commercial perspective, po-
tential revenue and OPEX enhancements are critical. “We look at commercial, technical,
and legal. From a commercial perspective, we would look at kind of revenue enhance-
ments and OPEX enhancements. From a revenue perspective, the key one that we’ve
kind of already touched on is the lease-up potential.” Further, the strategy includes as-
sessing the possibility of adding value to existing leases, such as through indexation or
renewing leases on better terms, even if it requires taking a hit upfront. Investors also
focus on generating additional revenue streams. “Other commercial things that we look
at is kind of other revenue streams that we can add. So typically, if you have MNOs on
a tower, you can also look at kind of broadcasting and other kind of WiMAX, Wi-Fi cus-
tomers.” Highlighting there’s still potential demand outside the traditional mobile network

equipment.

The technical assessment includes looking at the age of towers, the initial and ongoing
capital expenditures for maintenance, and ensuring the structural integrity of the towers
are maintained. “From a tower sort of technical perspective, it’s the standard things like
the age, or you're trying to come up with an upgrade CAPEX amount. So, the kind of
initial upgrade CAPEX and ongoing CAPEX. So, tower age, tower design, historical
maintenance, do they have records, have they kind of looked after it well? And the other
kind of big cost that we always see is on the foundations, are the foundations kind of

secure and well maintained and fit for purpose.”

Legal considerations include the security of the leases, the rights associated with the
land, and the risks associated with lease terminations. Ensuring the legal standing of the
seller to transfer the assets is seen as a key. “And then legal, here’s all of the leases.
So, the land rights and the tenant rights, how secure are they? What are the termination
risks? And if does the person who’s selling the tower have the right to sell the towers?
Kind of pretty standard stuff. That’s it. If it's kind of just an asset deal, if we're buying the
shares in the tower company, there’s obviously kind of standard tower company kind of

purchase due diligence and things like that, financials and the team.”

The size of a company or its asset portfolio is obviously a significant limiting factor when
planning investment. Fund sizes and available capital can vary greatly among investors,
which influences their target investment scale. Larger investors typically seek substantial
asset portfolios that can offer immediate large-scale impact and align with their expan-
sive capital reserves. Similarly, smaller investors might focus on more modest portfolios,

which are manageable within their limited capital outlays or strategy overall. As men-
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tioned before, new PE firms might want to test the market by investing in a smaller port-
folio. Especially in a case of a smaller portfolios, well located towers are seen as valua-
ble: “I personally consider the most valuable aspect to be that the tower is there, it is in
a good radio frequency coverage, and it has connections, a permit for the tower, and
customers. As for the actual tower structure itself, replacing it is a project of its own, but

it's relatively moderate in the overall scheme of things.”

Many interviewees emphasize the thoroughness with which investments are looked at.
They underscore that investors conduct extensive due diligence, ensuring a deep under-
standing of potential investments before making commitments. As one interviewee
noted, “Investors are well-informed about where they are placing their money. No one
buys a pig in a poke in this market.” This is echoed by another, who confirms, “So we

know what we’re buying at the time we’re buying it.”

Ultimately, the decision to invest depends on financial analysis, focusing primarily on
cash flow prospects, IRR metrics and predetermined investment guidelines. Investors
use standard approaches, starting with simple cash flow multiples derived from annual
rent revenues of the tower. As due diligence progresses, a deeper review of all lease
agreements allows for a more detailed assessment. An interviewee explains, “It's pretty
simple in terms of a multiple of kind of annual rent from a tower cash flow is how we look
atit. And then when we move forward, we do a more deep (review), and we get all of the
lease information and everything. We check that kind of it all checks out and kind of do
a more enhanced IRR detailed kind of lease by lease model with various different sce-
narios.” Each potential investment is analyzed not only for its standalone metrics but also
for its impact on the overall portfolio’s yield and IRR. This ensures that each acquisition
aligns with predetermined financial thresholds, as explained further by the interviewee:
“But we look at the IRR. We have a kind of acceptable range of IRR and of yield of the
whole portfolio, which kind of gets all the way down. So, each acquisition that we do has

its own yield and IRR.”
Regulation and Traficom’s Views

The Finnish tower market is characterized by the absence of direct regulation, such as
price controls, but operates within a complex regulatory environment influenced by mul-
tiple authorities. Alongside Traficom, the regulatory landscape involves other key players
such as the Ministry of Economic Affairs and Employment, which monitors corporate
acquisitions, and the Ministry of Defense, which plays a role in real estate transactions

involving critical infrastructure such as towers. These authorities work together to ensure
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that investments and ownership structures align with national security and economic pol-
icies.

While the tower market itself is not subject to direct regulation, the broader regulatory
framework ensures non-discriminatory pricing and the sharing of passive infrastructure,
promoting a fair competitive landscape. One interviewee definitely described regulation’s
effects on investment decisions: “The tower market in Finland is not regulated, so it
doesn’t affect the investment decisions.” However, another elaborated, “Yes and no. The
tower market itself is not regulated. However, the market requires non-discriminatory
pricing and passive infrastructure sharing. If you need space in a tower, you can find it.
There is no market blocking, but pricing decisions are customer-specific. There is no
regulation on that.” This indicates that while there is no strict direct regulation, mecha-
nisms and culture exist to prevent monopolistic practices and ensure fair access to infra-
structure. Furthermore, Traficom, the Finnish Transport and Communications Agency,
has the authority to regulate the market as needed, allowing for rapid implementation of
necessary regulations in response to changing market dynamics. Traficom and the
broader regulatory environment are perceived as highly capable of swiftly responding to
sudden market movements, such as large-scale acquisitions in the infrastructure sector.
One interviewee noted, “Yes, if that happens, regulation could be adjusted accordingly.
Traficom, the regulatory authority, has the means to bring regulation into effect very

quickly. In this sense, the Finnish market is very capable.”

Some interviewees feel that the Finnish government has consistently highlighted the im-
portance of infrastructure in its policies on a higher level, underscoring a commitment to
advancing wireless connections. This supportive stance is seen as creating a favorable
environment for investments. As one interviewee mentioned, “Government programs
have always stated that Finland wants to promote wireless connections.” Additionally,
there is a perception that regulatory efforts are aimed at facilitating successful invest-
ments. As another interviewee stated, “The goal has been to regulate in a way that en-

sures investments can succeed, rather than hinder them.”

The competitiveness of the Finnish market is another factor that reduces the need for
heavy regulation. The market is self-regulating to some extent, with prices being rela-
tively low compared to other European markets, according to many interviewees. An
interviewee observed, “Compared to European prices, Finland’s connections are so
cheap that competition works well here.” This competitive pricing indicates a healthy
market environment where regulatory intervention is minimal, as competition effectively
regulates the market already. Furthermore, investors tend to favor stable and regulated

markets to some extent, as these provide predictable and secure investment conditions.
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In Finland, regulatory environment is seen as facilitating investments rather than hinder-
ing them. One interviewee stated, “The better it is regulated, in a way, the better the

tower market functions. Investors like stable environments.”

Despite the generally positive view of the regulatory environment, there are concerns
about the potential risks associated with global investors acquiring Finnish tower assets
as they are part of the critical infrastructure. An interviewee expressed, “It is a risk for
society if towers move into the ownership of faceless companies. Personally, if | were
the Finnish government, | would make some reservations to ensure that not everything
is sold.” This highlights the need for balanced decisions that protect national interests

while encouraging foreign investments.

The increasing role of private equity in the Finnish tower market is also viewed positively
by Traficom. The influx of capital from private equity firms can facilitate the construction
and modernization of towers, meeting the high capital demands of the market. “The entry
of private equity investors through tower companies can make capital more accessible
and possibly at a lower cost, as large private equity investors can arrange financing more
affordably than smaller local players,” the representative noted. This access to capital is
especially important for expanding 5G networks and addressing the maintenance and
modernization needs of existing infrastructure. Traficom also highlights the potential for
increased utilization of shared infrastructure achieved by neutral TowerCos, which can
enhance the efficiency of the market. “Increased shared usage of towers can be
achieved, leading to more efficient utilization of these assets,” the representative stated.
These views align with other stakeholders in the market, who see private equity as a key

driver in bringing necessary capital and efficiency to the sector.

From Traficom’s perspective, the Finnish tower market has been relatively problem-free,
with only few disputes or issues arising. “If we look at the tower market itself, it has been
relatively trouble-free from the agency’s perspective. The longstanding practices of mu-
tual leasing of towers have ensured a stable situation,” the representative explained. This
stability is attributed to the standardized collaborative practices among market players
and historical market standpoints, which have reduced the need for heavy regulatory

intervention.

However, Traficom remains prepared to intervene if necessary: “If the law provides the
agency with certain regulatory powers, they can be used if needed. But overall, the mar-

ket has been very trouble-free. There have been very few disputes, and those that have
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arisen have either been resolved early or have not succeeded in higher courts,” the rep-
resentative stated. All interviewees seem to believe that Traficom can adapt to changing

market conditions and address any emerging issues swiftly, if needed.

The construction of infrastructure in remote areas (specifically Lapland area) presents
unique challenges, particularly in achieving coverage in sparsely populated regions. “The
last coverage percentages are always the most expensive to build, as they require cov-
ering large geographical areas, which demands high towers and many of them to achieve
full coverage,” the representative noted. This highlights the significant investment
needed to ensure nationwide coverage, which is a critical consideration for both regula-
tors and investors. Traficom doesn’t recognize a risk that tower construction will be lim-
ited to only the most profitable areas, thereby neglecting more sparsely populated re-

gions.

The regulation of significant market power in Finland aligns with the European Commis-
sion’s recommendations, which have evolved to reduce the number of markets subject
to ex-ante regulation. The representative explained, “The Commission publishes market
recommendations, indicating which markets should be subject to ex-ante regulation.
Over time, the number of markets has been reduced, and access to mobile networks,
including tower access, was removed after the 2007 market recommendation.” This trend
reflects the Commission’s view that these markets have become competitive enough to
be regulated by general competition law rather than specific regulatory measures. In
Europe, Norway remains the only country with pure tower market regulation. The repre-
sentative explained, “Norway is the only country in Europe with pure tower market regu-
lation. The Commission’s recent white paper suggests a direction towards reducing reg-

ulation rather than expanding it.”

In Finland, the tower market is primarily governed by the Electronic Communications
Services Act and the Joint Construction Act. These laws provide the framework for reg-
ulation based on significant market power and other regulatory measures. The repre-
sentative explained, “In Finland, the tower market is guided by the Electronic Communi-
cations Services Act and the Joint Construction Act. These laws include provisions for

regulating based on significant market power and other regulatory obligations.”

The analysis of market conditions follows the European Commission’s guidelines, which
require identifying competition problems in retail markets before imposing any regulatory
measures on wholesale markets. “The Commission's guidelines require first identifying
a competition problem in the retail market before imposing any regulatory measures on

wholesale markets. In the tower market, this means there would need to be a competition
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problem in the mobile retail market to justify any regulation,” the representative stated.
Currently, there are no indications of significant competition problems in the Finnish mo-
bile retail market, as the market shares of the major operators are relatively balanced.
“The three largest operators have market shares within a few percentage points of each
other, indicating no significant competition problems,” the representative noted. This bal-
ance in market shares suggests a competitive enough environment that does not require

additional regulatory intervention.

Finnish regulators define and assess the market scope at a national level. While there
may be regional discrepancies, these alone do not lead to regulation, as the market is
predominantly viewed as a national entity. As the representative noted, “When specifi-
cally looking at the national level, we define the market as national and observe it from
that perspective. Of course, there may be regional issues, but typically the market is

considered national.”

Furthermore, if any competition issues were to be identified at the retail level, Traficom
would then scrutinize the wholesale market more closely. This might include defining
what the wholesale market is, which products it consists of, and likely, the market for
tower access would be a sub-market within this. “If a retail market competition issue is
identified, then we would begin to analyze the wholesale markets. We’d need to define
what the wholesale market is, what it consists of, and probably this would include at least
the market for tower access as a sub-market in the wholesale market,” explained a reg-
ulatory representative. This detailed analysis would then proceed to evaluate the entire

country and all operators involved.

The importance of market share is also a critical factor in regulatory considerations,
aligned with the European Commission’s market analysis guidelines. The threshold for
action is significant as the regulatory measures are reserved for genuinely significant
issues, preventing overregulation and supporting a competitive market environment:
“Market share is, according to the Commission’s market analysis guidelines, very crucial.
A threshold of 50% must be exceeded for there to be any basis to claim that an operator

has significant market power.”

In conclusion, Traficom views the Finnish tower market as functioning well without the
need for heavy regulation. It seems clear that the market alongside rest of Europe, is
going to a direction of less regulation rather than more. The ongoing collaborative prac-
tices and history among operators and the existing legal framework seem to be enough
for a stable and competitive market environment in Finland. However, Traficom remains

prepared to act if necessary and continues to review the market conditions continuously.



54

The Finnish tower market's stability and competitiveness are nevertheless seen as

strengths that attract investment and drive a healthy market environment.

5.2 Value creation
Definition of Value Creation, Time Horizon and Forecasting Market Conditions

Value creation in the context of private equity involves increasing the value of the assets
being acquired. Most interviewees see growth as the main vehicle for creating value.
Growth can be attained by building new towers, maximizing tenant ratios of existing as-
sets, enabling more tenant equipment on the towers, or growing through consolidation.
This growth isn’t done at the expense of risk or profitability: “Growth is the key, not just
profitability, so as not to starve the company into half-death. Instead, there’s aim for sus-
tainable growth, particularly with PE firms, focusing on profitable growth. The risk-taking
in these investments is not extreme... Incorporating growth with investment capital is
fundamental to creating value.” Another interviewee echoes, that cost cutting might not
be where the value is these days, as companies are already operating in competitive
and efficient markets, “Optimization is likely common for everyone, but the potential for
cost-side optimization is probably quite marginal. In my opinion, it’s basic business man-
agement to keep costs in check without any special processes. It's much easier to save

a euro than to earn one. Unnecessary costs have already been minimized anyway.”

Contrary to the typical expectations of private equity’s role in value creation, one inter-
viewee suggested that these firms may not actively drive value creation but instead cap-
italize on the natural growth of the industry. The interviewee stated, “They don’t specifi-
cally create it. In practice, the added value they obtain is mainly due to the development
of the telecom market itself.” Another interviewee expressed similar reservations, ques-
tioning whether PE can bring anything new to the table, “What benefits do they bring?

When focusing solely on towers, it's hard to see the added value.”

According to interviewees PE firms exhibit a diverse range of strategies regarding the
holding period for their investments in the telecommunications infrastructure sector, par-
ticularly in tower companies. This variation shows the heterogeneity of approaches within
the private equity space. Interviewees indicated that holding periods can vary dramati-
cally, from as little as five years to over 25 years, depending on the specific fund objec-
tives and market conditions. One interviewee expressed a long-term view, noting, “There
isn’t an exit for us (in sight) ... as long as the capital is returning sufficient returns... There
is not like a gain to make this shiny and sell.” Echoing this sentiment, another com-

mented, “It makes no sense to invest in towers and sell them off after 10 years ... That
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would require the current owner to completely overhaul their strategy ... The tower busi-
ness is not at all about an exit strategy.” This underlines that there are growing number
of firms in the industry that focus on long-term, sustainable, ongoing returns over quick
exits. Another interviewee questioned the realism of the extremely long holding periods
often publicly proclaimed by infrastructure funds, however suggesting as well that the
shorter timelines typical of traditional private equity may not apply to tower infrastructure
investments. “25 years sounds quite long, but | can’t believe in a 3-8 year period, which

is seen in many operations.”

In contrast to these longer-term perspectives, further insights were provided on typical
PE fund durations: “Usually, in the PE world, it’s generally 5-10 years, but if something
changes then often that horizon is usually 5-15 years. | haven’t seen that quick exit, that
kind in this (industry).” Further elaborating on the conditions that might influence the con-
tinuation or conclusion of an investment, the interviewee commented, “An investment
has a certain return expectation; if this is met, then it continues. If there’s a hiccup, then

there might be thoughts about how to proceed.”

One interviewee outlined the more traditional private equity approach as their strategy,
indicating a typical five-year investment horizon aimed at exiting the investment. They
stated, “We’ve always looked at things kind of on a five-year basis. We think that we will
be around longer than five years, but that’s kind of typical kind of PE returns criteria is
on a five-year hold. Our business model is five years, with, hopefully, someone coming
in five years’ time and paying a higher multiple than we’ve paid for the assets we’re

buying.”

One interviewee explained the long-term nature of tower infrastructure investments, sim-
ultaneously pointing out how different conditions in fund cycles might affect the funda-
mental time horizon: “When buying a tower company, it’s influenced both by the com-
pany’s own return and if there’s another factor that is summed up. Investments are, how-
ever, for decades, and clearly, decisions haven’t been made for an extremely short term
to maximize some return very quickly; this hasn’t been in sight.” Further explaining, “It

depends on whether by chance the fund lifecycle is coming to an end.”

Adding to these considerations, the strategy and risk preference of a PE firm can greatly
influence their investment horizon and activities. This is demonstrated in how different
investors may seek either very secure, regulated operations or may opt for higher-risk
ventures. “It involves whether one investor seeks completely secure, regulated opera-

tions, thereby investing in specific customer segments. Another investor might be more
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risk-prone and see value in riskier targets, which could slightly shift the emphasis be-
tween different business segments.” These contrasting views further highlight the heter-

ogeneity of PE firms and their strategies operating even within a particular niche industry.

Forecasting specific market conditions plays an important role in the strategic decision-
making of PE firms involved in tower infrastructure. Unlike the more volatile financial
markets, the tower market is characterized by more stable long-term investments, which
don’t typically experience significant fluctuations on a macro level. This stability is high-
lighted by one interviewee who notes, “Is there significant market fluctuation here? | don’t

see it in the tower market; there aren’t pronounced peaks and troughs.”

The long-term nature of private equity investments makes timing the market less critical
than for other types of investments, such as those in the public equity markets. Another
interviewee supported this view, “I think sometimes the private capital market is getting
too much grief about this because private capital is by definition long term, so trying to

time it is particularly difficult, especially if you’re an open-ended fund.”

The focus for private equity in tower businesses is more on the inherent value and po-
tential of the business rather than short-term market trends. “Private capital they look at,
fundamentally is this a good business, whereas a lot of equity investors look at will the
next quarterly report be good,” explains an interviewee. This approach is contrasted with
strategies employed in more volatile markets where investment decisions might be

driven by short-term financial performance.

Despite these general tendencies towards long-term stability and value-based invest-
ment on a more macro level, specific market forecasting is obviously important in the
investment decision-making process. Understanding potential market shifts is essential
for risk assessment and strategic planning. As one interviewee pointed out, “This is of
course critical for us, as in any business, we have to be able to forecast how the market
conditions might change if they will. And that has to be taken into account as a risk as-

sessment in our investment decisions.”

A more advanced approach to managing these risks involves investing more heavily in
market forecasting capabilities and financial instruments such as electricity price or in-
terest rate hedging. The recent and ongoing impacts of global events such as the energy
crisis and the COVID-19 pandemic have made these capabilities more important and
visible. “Increasingly, resources have been devoted to market forecasting capabilities
and market expertise, including interest rate hedging. In this market, the question arises
whether there are companies that made heavy interest hedges at a high price at the

decision-making moment, but after the energy crisis and the COVID crisis, turn out to be
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winners,” explains one interviewee. Similarly, within the realm of risk management, PE
firms are willing to pay a premium for land to minimize the risk of losing tower sites.
“Buying the land under our towers significantly boosts their value because it eliminates
the major risk of losing these sites. Therefore, we're willing to pay a premium, purchasing
the tower at a 12 times multiple, we might go up to 13, 14, or even 15 times for the land.
This increase in the investment multiple is justified by the considerable reduction in risk
and the potential costs of having to relocate or dismantle a tower”, another interviewee
elaborated. These examples clearly show how PE firms proactively aim for mitigating

risks to secure stable and enduring long-term returns on their investments.
Investors activity

Interviewees generally regard PE firms as either quite or very active owners. One inter-
viewee shortly noted, “They are very active,” while another highlighted regular interac-
tions: “There’s weekly communication.” Active ownership is something PE firms can use
to distinguish themselves, which helps in attracting certain limited partners (LPs). An
interviewee explained, “Extremely active ... because that’s how it’s trying to differentiate
itself to the LPs.” There’s suggestions that, especially global PE firms, have learnt from
operating in more riskier markets to be swift decision makers and active owners, “Com-
panies that have to operate in risky markets, where massive market changes, corruption,
and other dishonesty are widespread, have learned to make decisions quickly and want

to be closely involved. They definitely play an active role,” shared an interviewee.

However, opinions vary regarding the type of involvement PE firms exhibit. Some see
them more as financiers and M&A experts, lacking operational expertise in tower infra-
structure specifically: “They are not towers people. They are a fund who have capital and
they assume that the management team is the ones who are going to make the assets
better. And they’ve brought in good kind of process around doing diligence on portfolios.”
On the contrary, others perceive PE firms as having comprehensive expertise, including
industry-specific operational knowledge: “It’s just not just finance people, like it's a lot of
operational people as well that actually come from the industry ... We have a lot of tower

experts.”

Right after the investment commitments, PE firms tend to be more actively involved,
particularly during the implementation of their strategies. Although the companies they
invest in, especially in tower infrastructure, are not typically turn-around projects, there
is an initial period where strategic plans are put in place and involvement is greater. “And
at that point, we spent a lot of time kind of going through what we were going to be doing,

what we were going to be looking at. And as soon as kind of they understood it, they
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closed the initial investment. It is then a little bit more kind of hands-off and it’s kind of go
and do it and deliver the strategy,” one interviewee explained. This initial intense period
in infrastructure industry is often longer than the traditional 100 days known in PE, ex-
tending to about 1-2 years according to interviewees, “The traditional 100 days following
a CEO change, if scaled to an ownership change, | would say it's more like the first full
year.” During this more active period, it is typical for PE firms to also deploy experts,
either through secondments or as permanent placements within the portfolio company.
This ensures continuous communication and effective implementation of strategies.
These experts try to bridge the gap between the PE firm’s strategic vision and the com-
pany’s operational execution, facilitating real-time adjustments and aiming for a collabo-

rative environment.

Some view that the PE involvement will clearly move from active to passive, after the
initial stages, “... they’re kind of fully involved. And they were a lot more involved at the
beginning. But as kind of trust has been built up and performance has improved, and
we’ve shown that we know what we’re doing, they’ve kind of taken a little more of a step
back.” However, some view that there is a learning curve for PE firms as well and in-
volvement in the operational side might increase as time goes by, “The longer the own-

ership period, the more their influence starts to come through, because they learn more.”

Nevertheless, PE firms are not about making aggressive changes for the sake of change.
The consensus is that the best investments are those that require minimal intervention.
“It is transitory, | mean the best investment are the ones you don’t have to deal with. If
you have a good management team and a good company, they’ll roll around them-

selves.” an interviewee noted.
Board activity and strategic development

Board activity and strategic development are some of the key ways in how PE firms
influence their portfolio companies. PE firms typically appoint members to the boards of
companies they invest in, ensuring a degree of control and oversight over strategic de-
cisions. As one interviewee noted, “Obviously the board, together with management, is
setting and discussing the strategic plan and then it’s really up the management to de-

liver.”

Despite the formal structure of board meetings and PE’s activity in them, the real value
of PE involvement often lies in their continuous dialogue with management. This ongoing
engagement means that “Board meetings ideally should be more of a formality, because
if it becomes super important, well that means you don'’t probably spend enough time

with the company.”
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Since the board of a portfolio company typically includes employees from the PE firm,
they are fundamentally involved in developing the company’s strategy. This involvement
is a natural consequence of the typical strategic planning process. “They are very much
involved in strategy planning. In general too, when the board gives directives to the CEO
and the company’s operational management, so they are strongly involved.” one inter-
viewee noted. Another echoed this, “We are constantly discussing the strategy issues

and the development, | would say that this is a key role.”

However, management teams still have the most important role, as they can leverage
their regional and industry-specific expertise, which the PE firm might lack. As mentioned
earlier, it's often management’s responsibility to identify opportunities and proposes
them to the board. As stated, “We should know the industry in the region, we as in man-

agement ... We recognize opportunities and then we make proposals to the board.”

Furthermore, the management team retains a degree of autonomy, especially when op-
erating within predefined goals. The market specific knowledge by management is rec-
ognized by the PE firm. As explained by one interviewee, “The operational management
team is quite independent when operating within those targets. When the targets are
met, they can also make policy decisions. However, as it is a country-specific market,

they do take these given ideas and experiences about what can be done.”

Within the realm of strategy, PE involvement is also significant in mergers and acquisi-
tions. They can employ a detailed and advanced due diligence process and leverage
their experience in the field. “We follow a very similar process when we’re kind of pre-
senting things to them, that they present to their IC, when they take deals to kind of their,
or companies to their committee. So, we do have a pretty thorough kind of new market
or new portfolio diligence process, which has definitely been kind of driven by them.” The
interviewee further described this process, “You could have probably from sending the
first IC paper, probably 10 versions of the IC paper by the time the investment gets ap-
proved. And | would say up to kind of 200 questions we get asked on different invest-
ments. From anything. Who's selling, why they’re selling, who are the customers? Why

are the assumptions right? What are your cases? Like the whole thing.”

This detailed process is designed not just to validate the investment but can also provoke
deeper thinking within management and ensure all potential issues are considered: “And
that’s why sometimes things don’t get through. Because also the questions that they ask,
kind of making us think a bit more about it as well, and possibly think of things that we

haven’t thought of when we put the cases together.” Once the investment is approved,
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the responsibility shifts to the operational team to ensure that the asset performs accord-

ing to the projections and meets the strategic objectives initially presented.
Day-to-day, Monitoring and Financial Activities

PE firms generally don’t participate in day-to-day operations within their portfolio compa-
nies, focusing instead on strategic oversight and monitoring. An interviewee stated, ‘I
would say they don’t, not on the day-to-day level.” PE firms engage with their investments
largely through systematic monitoring and detailed reporting. They prefer reports to be
formatted in specific styles that reflect the financial and operational frameworks they fa-
vor. "The way it shows up in everyday life is a certain kind of reporting, the style in which
we report, and how certain financial aspects are segmented and how they want these

presented.” an interviewee explained.

Routine interactions between PE firms and portfolio companies typically occur through
regular updates and meetings. “We have management accounts which get issued
monthly, and we have a monthly board meeting where we present a board pack of the
key operational, commercial, or strategic updates. It’'s a monthly touch point, and we also
have weekly update calls with them,” shared one interviewee. Another shared similar
routine meetings, “We have monthly business review meeting, where we through country
by country the performance, financial performance but also operational areas are cov-

ered in that meeting.”

PE firms obviously have a large focus on monitoring their portfolios and tracking and
enhancing KPIs critical to their business’s success. The focus is on tracking the financial
performance, the utilization of investments, but also forecasting development trends.
“However, the emphasis is on financial performance, tracking financial development and
the use of investments, and predicting developments. The best companies can forecast
changes well into the future,” an interviewee noted. Another interviewee highlighted spe-
cific KPIs of particular interest to investors, emphasizing growth and the optimization of
processes and existing assets: “New PoPs, new sites built ... request time for availability
requests, because the quicker the customer gets in, the quicker revenue will be pro-
duced.” A different interviewee pointed out other significant metrics, stating “But they're
all kind fairly standard kind of KPIs that we look at ... indexation percentage and returns
of the overall portfolio is the main things.” Portfolio guidelines set by the investors can
have a major impact on what KPIs are followed, for example in the case of indexation.
Interviewee mentioned, “We have requirements for how much of the portfolio is index
linked versus not index linked. And we have requirements for how much exposure we

can have to non-euro currencies.”
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Even though financial metrics are the most important ones, there’s typically also interest
towards matters such as health and safety, or sanctions. One interviewee noted, “Some
companies may have, in addition to financial performance, for example, work safety ...

or sanctions.”

Company’s KPIs often go through a change with PE involvement and total number of
KPlIs is increased. One interviewee explained, “The way things were done before was
no longer directly acceptable ... KPI metrics have been recreated and there’s been a
desire to increase them ... Efforts have been made to devise those that describe to the
new owner how the operation is developing, to enhance their understanding.” Regarding

the number of KPIs tracked, responses ranged from six to eight.

The enhanced reporting requirements by PE firms can significantly increase the work-
load for management teams within portfolio companies. However, this extra reporting is
not done in vain as it can help create a deeper understanding and operational awareness
within management as well. One interviewee emphasized the benefits of such detailed
reporting: “If someone wants to know something, it benefits everyone, including the in-
formation provider. Keeping up with the business, its causes and effects, becomes easier
when things are reported in detail. We might not need those metrics ourselves, but work-
ing on that material increases awareness for both myself and the team.” Another stated
similarly, “The precision of the reporting has come into significant focus, naturally with
modern financial management tools, but it's the transparency and accuracy of the re-
porting that stands out. | would dare say that with large PE firms, it certainly creates work,

but it also clarifies the direction in which it is heading.”

PE firms are predominantly viewed by interviewees as playing a crucial role in the finan-
cial planning, financing, and other fiscal matters of their portfolio companies. This finan-
cial oversight is often viewed as their most significant contribution, and by some, as the
only area where they add value. One interviewee described it “absolutely central.” PE
firms can be above all seen bringing a high level of financial expertise that enhances the
financial capabilities within the portfolio companies. “Above all, it’s the expertise in the
use of money. | would dare say that they bring a kind of expertise to the house that helps
to understand the cost of money.” shared one interviewee. On the question of whether
PE serves merely as a financier or also brings operational excellence, one interviewee
pondered, “So, will it be a financier or an owner-investor? In my opinion, it’s still finding

its place.”

PE firms are actively involved in financing and capital raising efforts, utilizing their exten-

sive networks, scale and experience to negotiate favorable terms. “They support us
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whenever we do a kind of debt raise or whatever it ends up being, they’re fully involved
in that process.” one interviewee noted. This involvement can result in better financing
rates due to the PE firms’ relationships and their standing in the financial markets. This
thought is echoed by another interviewee, “If you think about such global companies,
they are big enough that they can utilize the best financing conditions available, wherever
that might be found.” However, some don’t necessarily see PE owners having an effect
on getting rates or conditions otherwise unattainable, “I think people look at us in isolation
and what assets we have. And they (PE) help by sometimes including people in the pot
of lenders, that would look at that maybe we wouldn’t have had before. But whether
because they are involved, we get advantageous rates, | don’t think so.” It seems it’'s a
matter of scale for both PE and the portfolio company. Some companies themselves
have a global scale and history of investments, to secure the best possible deals availa-
ble. They explained further, “I think people look at the plan and assets and learn to value
effectively ratio of what we’ve bought and what’s currently in there. And that’s the main

things that play a part. And the scale.”

PE firms not only support operations through enhanced financial oversight but also are
able to enable portfolio companies to pursue new acquisitions or projects. Even those
showing a short-term negative cash flow but with long-term potential are carefully moni-
tored and possibly supported. “They are quite critical of the project’s financial metrics

and how it has been forecasted,” noted an interviewee.

According to several interviewees, portfolio companies with private equity backing often
have larger and more experienced finance departments than their non-PE-backed coun-
terparts. This is primarily due to the extensive reporting and financial management that
PE firms require. “In PE-backed companies, the finance department is usually quite large
because of the reporting needs, and they want that reporting. This also means that there
are capabilities in reporting on finances and forecasting effectively,” explained one inter-
viewee. Additionally, the financial operations within these companies can be demanding,
necessitating highly skilled personnel. They explained further, “There might be heavy
financial metrics used to measure various aspects, and of course, there are the financing
conditions they have. If there are specific conditions that need to be met for reporting,

there might be a need for very skilled resources in finance.”
Utilizing Networks and PE’s Impact on Management of Personnel

Most interviewees recognize that PE firms can effectively leverage their extensive net-
works and experiences across different portfolio companies, which is considered highly

beneficial. As one interviewee mentioned, “It would be foolish not to utilize the expertise
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from various companies they have invested in or own.” This view is echoed by another
who highlighted operational synergies across borders: “If something is done exception-
ally well in Sweden and they have great systems for something, it would be completely

stupid not to make use of that.”

The exchange of best practices and organizational building strategies across different
geographical markets is also seen as a significant advantage. “There are constant ben-
efits, having the chance to exchange the experiences from the other markets,” one inter-
viewee noted, emphasizing the ongoing dialogue about technical and operational im-
provements. PE experience, networks and knowledge can also be used in order to ar-

range portfolio company’s structure to best work with new collaboration, “...also ex-

change ideas about the best practices about how to build the organization.”

PE firms can also sometimes provide valuable intelligence through their connections and
experience. “Through the board meetings and updates, any time we’ve presented some-
thing where they think they can help, they will make an introduction. Whether that’s new
customers or if we’ve had things where we were looking at stuff in certain markets where
they have an advisor or a portfolio company, and they would do an introduction to give
us a bit of intel into certain portfolios or countries or whatever it ends up being,” explained

an interviewee.

However, some argue that the differences between each market, especially the Finnish
market’s advanced nature, can limit the applicability of insights gained from other re-
gions: “It's difficult to utilize knowledge from owned companies if their market is very
different. In that sense, the Finnish market is a bit challenging since it is so advanced
that everything others are considering has already been implemented here.” One inter-
viewee expressed skepticism about the effectiveness of sharing practices between port-
folio companies, noting that the success often depends on the individual company cul-
tures. They pointed out that if sharing is enforced by PE firms, it might not always yield
beneficial outcomes if it doesn’t align with the specific operational needs and cultural

dynamics of the companies involved.

In terms of Environmental, Social, and Governance (ESG) aspects, PE firms can bring
significant expertise and resources that benefit their portfolio companies. This expertise
can come from other portfolio companies in industries like mining, nuclear refinery, or
other infrastructure sectors that require extra focus on safety standards and environmen-
tal controls. While the telecom industry might not immediately seem as inherently haz-

ardous as mining or nuclear industries, the risks associated clearly indicate that there is
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valuable knowledge to be utilized from these high-risk industries, particularly in enhanc-
ing safety measures and protocols. One interviewee pointed out this especially, “One
thing | sometimes feel, there is not emphasis put on safety. People forget that towers is,
in terms of telco-world, it's the most dangerous part of telcos. Vertical structures, they're
very tall, so you’re working on heights. You work remotely and you work with high elec-
tricity.” Several interviewees noted that PE involvement typically increases the emphasis
on ESG matters within portfolio companies. This increased focus is also evident in the

importance placed on safety metrics, previously discussed in the context of monitoring.
Ownership’s stake and Views on Larger Impact of PE

Interviewees generally perceive that the ownership stake held by PE, whether minority
or majority, does not significantly affect their level of involvement. PE firms are seen
maintaining an active ownership role regardless of the size of their stake. However, as
apparent from previous sections, the spectrum of activity can vary depending on the
specific strategy of the fund. Some PE firms may take a comprehensive approach, in-
volving operational, strategic, and financial aspects, while others may focus primarily on
providing financial support. In situations where PE firms hold a minority stake, it is com-
mon for them to negotiate specific conditions during the deal-making process to ensure
they have sufficient influence over company operations. As one interviewee noted, “For
minority to be approved, there’s other conditions that are established that secure or kind

of guarantee the influence.”

Minority investments have grown in popularity among private equity firms due to an in-
crease in available capital and a competitive landscape filled with PE funds searching
for investment opportunities. This environment has driven the need for more innovative
deal structuring. (Grant Thornton 2022) In the context of tower infrastructure, the MNOs
are beginning to explore these transactions, often starting with minority stakes to main-
tain some control while observing how the market evolves. There’s views among inter-
viewees that there may be a change in the future as the market and business model
evolve. “This is in very early stages in Europe still, and it's a development that has now
started. So maybe in 10 years time it looks very different. | think now that the MNOs are
starting to sell, some of them want to be cautious in the beginning but that may change

over time when they see how things go,” an interviewee noted.

Views on the larger impact of PE on the Finnish tower market are predominantly positive,
with many interviewees emphasizing the benefits of third-party capital. This view was
also previously underlined by the Traficom’ representative. One interviewee expressed,

“My personal opinion is obviously that third party capital is good for the Finnish tower
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market. Third party, long term, patient capital is good.” This reflects a broader view that
such investment introduces long-term, stable investment that was previously lacking:
“The patient capital has been missing earlier.” With the market transitioning away from
MNO control, there is a corresponding shift in investment focus, moving from previously
competing priorities such as active equipment to more focused, long-term passive infra-

structure development.

The influx of private equity, particularly from large infrastructure funds, is seen as bene-
ficial due to their reasonable return expectations and substantial capital reserves. These
funds enable MNOs and other market players to reallocate their capital towards enhanc-
ing and expanding critical network infrastructure like active equipment, frequencies and
fiber networks, rather than passive tower components. This shift potentially leads to
lower consumer prices as the operational efficiencies increase. “In the long term, the
effect is that telecommunication services remain reasonably priced if done and regulated
correctly... If done right, the capital market gets its small return that it needs, and oper-
ators can build proper networks and get their return, and customers get cheaper ser-
vices,” explained one interviewee. There’s also a more macro view that by allowing com-
panies to divest their tower assets, they can reinvest the capital into other vital areas,
thereby fostering further technological advancements and digitalization in Finland. “I only
see it as kind of helping to develop the markets that you're in. So even though you’re
coming from a place of trying to increase returns and make returns, you’re by bringing
that capital in, you are going to be kind of encouraging further investments in other as-

pects of the market.”

Furthermore, the movement of tower operations away from telecom operators to neutral
tower companies, with PE backing, is expected to enhance operational efficiencies.
These companies are focused explicitly on managing tower infrastructure, which is a
different core competency compared to typical telecom operations. ‘I think this is a fun-
damental that has changed, with such owners who know how to manage long term in-
frastructure business. The management of such a business is totally different from tele-

com business,” an interviewee noted.

Another point raised was the potential for consolidation within the tower industry, partic-
ularly among smaller, local companies. This consolidation is by one interviewee viewed
as a necessary step towards improving overall market efficiency: “Consolidation needs

to be done and continued so that overall efficiency improves.”

On the other hand, some interviewees believe that the nature of investment inherently

drives prices up as investors seek returns. As one interviewee explained, “There is the
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condition that when something is invested in, you want a return on it, so we can make a
hypothetical assumption about where the return will come from, something must happen
with the prices.” This view suggests a direct correlation between PE investment and an
increase in prices, assuming that investment costs will eventually be passed on to con-
sumers to fulfill return expectations. This is reasoned by the suggestion that PE firms
involved in the Finnish market might have similar return expectations to those of telecom
companies, as opposed to the significantly lower returns typically expected from long-
term capital investments. However, another interviewee sees that drastic changes in
prices wouldn’t be possible without considerable market consolidation, “Significant price
increases would require highly concentrated ownership. If many towers end up with pri-
vate equity, we’'ll see changes. Individual deals have less impact ... No dramatic changes

expected.”

Despite concerns about possible price increases, views on how customers perceive
these changes are mixed. Some interviewees note potential worries about rising costs,
but also see the benefits that private equity brings, like operational improvements and
market growth otherwise unattainable. The impact on MNO, who mainly use tower ser-
vices, is seen as critical in assessing the value of private equity. One interviewee pointed
out, “However, the large customers are very concentrated, so how do they experience
this ... Have the customers received something they otherwise wouldn’t have?” This em-
phasizes the need to consider whether the improvements from private equity invest-
ments result in real enhancements in service and infrastructure, even if prices were af-
fected. End results like more prominent tower locations or increased volume might not

be as easily quantifiable for MNOs as possible price increases.
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6. CONCLUSIONS

This study aimed to understand the motivations behind investments in Finnish tower in-
frastructure and the methods of value creation employed by PE firms within this sector.
Ultimately the study aimed to answer what are the effects of growing PE involvement in
the market. The empirical data was gathered from interviews of experts who had both

PE and Finnish tower market experience. The primary research questions posed were:

1. What factors influence investors' decisions to invest in the Finnish tower mar-

ket?
2. How do investors create value in their tower portfolio companies?

The empirical data indicates that Finland mirrors the broader European trajectory in sev-
eral key ways. Digitalization and technological advancements are driving the demand
and growth for tower infrastructure. MNOs are increasingly unable to control the entire
value chain and meet the capital expenditure requirements necessitated by these devel-
opments. As a result, similar to trends observed across Europe, there has been arise in
specialized and neutral tower companies, as well as the divestment of tower assets by
MNOs.

The global tower market has evolved rapidly, reaching a level of maturity where it is
recognized as a viable business sector. This has significantly increased tower asset val-
uations. Concurrently, PE market has matured, expanding its strategies to include long-
term infrastructure investments. There has also been substantial growth in the AUM of
institutional investors seeking long-term, secure, and stable returns. Tower infrastructure
offers a significant opportunity for these investors through PE due to its attractive long-

term investment characteristics.

The primary catalyst for the rapid increase in PE involvement in the Finnish tower sector
is the decision by tower owners to divest these assets. Previously, Finnish MNOs and
other operators were reluctant to divest their assets, despite most likely PE firms being
ready to invest. The delayed market integration of both neutral tower companies and PE
involvement can be attributed to the advanced operational strategies historically em-
ployed by the Finnish market. Finnish tower owners have long utilized efficient infrastruc-

ture-sharing strategies, which are only now becoming common in other markets.

Finland offers several favorable conditions for investors, including political and economic

stability, minimal currency risk, credible counterparties (the MNOs), a supportive regula-
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tory environment, and a developed market with advanced and standardized infrastruc-
ture sharing. The Finnish tower market is exceptionally developed and may require more

capital rather than operational improvements compared to many other markets.

Tower infrastructure as an asset class shares similar traits with other infrastructure in-
vestments, such as stable, predictable, and secure long-term cash flows, and a low cor-
relation with macroeconomic conditions and other asset classes. The essential nature of
telecommunications infrastructure ensures continued demand and usage, reinforcing the
resilience and durability of these investments even in fluctuating economic climates. As
a result, many large investment funds are focusing on tower infrastructure for stable,

long-term returns.

The empirical data also indicates that PE involvement in the Finnish tower market is
expected to increase in the future. The market is likely to move even more towards neu-
tral tower companies, aligning with broader European trends. Currently, the Finnish mar-
ket presents opportunities for consolidation, particularly among local operators who re-
main somewhat fragmented. The Finnet association companies are of particular interest
for future consolidation efforts. Larger players, with recent outsourcing of tower opera-
tions, also present interesting prospects for private capital investment. The availability of
private capital funds interested in Finland is noticeable, and future developments will
depend largely on the motivations of the sellers and market changes in other digital in-
frastructure sectors. Competition in the Finnish tower market is anticipated to remain
high or even increase, reducing the potential need for future regulation. Presently, there

are no indicators suggesting that the Finnish tower market will face any direct regulation.

Regarding the second research question, the study investigated how PE firms create
value in their tower portfolio companies. The findings reveal that PE firms employ a va-
riety of strategies to enhance the value of their investments. It is evident, based on the
empirical data, that PE firms operating and targeting the Finnish tower market is a very
heterogenic group. The heterogeneity among PE firms operating in the Finnish tower
market implies that there is no one-size-fits-all strategy. Each firm adapts its approach
based on its risk appetite, overall fund strategy, investment horizon, and market condi-

tions.

Therefore, it is only natural that there are mixed results regarding PE’s role in the portfolio
company. PE seems to be very actively involved, regardless of the strategy. However,
in what aspects PE is active in, differs greatly. Some PE firms are seen as more as a

financier and they operate in mostly in that department, providing capital, providing fi-
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nancial expertise and helping with financial decisions. Others take a more hands-on ap-
proach, acting as active owners who participate in various aspects of the portfolio com-
pany's operations and possess industry-specific knowledge to drive operational excel-
lence. The most important value creation methods recognized in the study are presented
in Figure 13. The extent to which these different methods are utilized varies significantly

between PE firms and portfolio companies.

Figure 13 Value Creation Methods of PE in Finnish Tower Market

Growth Focus Expanding infrastructure by building new towers and maximizing tenant ratios and capacity in
existing assets

Alleviating Capital Market Enhancing access to capital markets for improved financing

Constraints

Financial Expertise Providing competence in capital market operations

Innovation Transfer Leveraging best practices and innovative solutions from other markets

Expert Deployment Specialists through secondments or permanent placements within the portfolio company

Safety Considerations Implementing enhanced safety measures and protocols from other industries

Risk Mitigation Reassessing existing leases for long-term stability, incorporating indexation clauses, and utilizing

market forecasting and financial instruments like electricity price or interest rate hedging

Indirect Value Creation

Leveraging Industry Integrating PE firms’ industry-specific experience and insights from past acquisitions into the
Expertise portfolio company

Board Restructuring Restructuring the board, active participation in board meetings and strategic planning
Organizational Arranging portfolio company’s structure for effective collaboration

Optimization

Leadership Alignment Appointing new executive leadership to drive transformative change

Monitoring Focus Establishing new KPIs and emphasizing comprehensive monitoring across management
Value Capture

Market Growth Capitalizing on the natural growth of the telecom market

Capitalization

Consolidation Effect Aggregating fragmented market segments to achieve multiples expansion

Market Expansion Providing set guidelines and processes for M&A activities

Interestingly, although operational engineering is often highlighted as the most important
factor in literature on modern PE firms, it is financial matters and expertise that predom-
inantly drive value creation in the Finnish tower market. This might be an indication of
the developed nature of the Finnish tower market and already efficient operations of its
market players. The funding gap in Finnish tower infrastructure is also evident from the
collected data. PE firms can focus on investing exclusively in tower infrastructure, helping
to steer away from situations where there are competing investment needs with often
shorter pay back periods. This allows for a more strategic and long-term approach to
infrastructure development specifically, most likely enhance infrastructure capabilities,

and ultimately support a more robust and resilient network infrastructure.

Time horizons of PE firms involved in the Finnish market similarly differ greatly. The more
traditional PE firms often look at investments within a relatively short timeframe, typically
around five years, considering exit as a crucial part of their value creation strategy. In
contrast, some PE firms view investments as very long-term, extending up to 25 years,
and do not regard exit as a key component of their value creation strategy. Interestingly,

while industry experts believe that short-term PE firms are non-existent in the particular
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industry, empirical data suggest otherwise, highlighting the diversity of approaches within

the sector.

The data suggests that the ultimate effects of growing PE involvement in the Finnish
tower market are predominantly positive. Many emphasize the benefits of third-party
capital, which introduces long-term, stable investment that was previously lacking. This
long-term patient capital fills the funding gap and supports sustained infrastructure de-
velopment. Simultaneously, PE investments enable companies whose core business is
not towers to divest these assets and reinvest in their core competencies in other digital
infrastructure. Therefore, it helps build the entire ecosystem of digital infrastructure in

Finland, fostering a more integrated and advanced digital landscape.

Furthermore, the movement of tower operations away from telecom operators to neutral
tower companies with PE backing is expected to enhance operational efficiencies. These
companies are focused explicitly on managing tower infrastructure, a core competency

very different from typical telecom operations.

The data shows mixed results concerning how prices will be affected by PE involvement.
It remains uncertain whether the nature of the investments will lead to price hikes or if
moderate IRR expectations, increased efficiencies, and further consolidation will drive
prices down. However, one thing is certain: the Finnish tower market will undoubtedly

benefit from PE involvement.

6.1 Limitations and Suggestions for Future Research

The limitations of this study primarily revolve around the nature of the subject, the ano-
nymity of interviewees and companies, and the heterogeneity of the involved firms.
Firstly, the sensitive nature of private equity investments in tower infrastructure presents
significant challenges. These matters are often considered business secrets, which re-

stricts the availability of detailed information and may result in gaps in the data collected.

Secondly, ensuring total anonymity for interviewees and the types of companies involved
complicates the analysis of empirical data. This limitation prevents the use of specific
case examples or detailed strategies, which could otherwise provide better insights and
more robust conclusions. The inability to research into detail-level strategies means that

some nuances of the investments will remain unexplored.
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Thirdly, the diverse nature of the companies included in this study poses challenges for
generalizing the findings to the entire private equity or tower infrastructure market. Vari-
ations in company size, market strategies, and operational models mean that the con-

clusions drawn may not be universally applicable.

For future research, conducting longitudinal studies could be highly advantageous.
Tracking the long-term impact of PE involvement would help in understanding how in-
vestments influence operational efficiency, pricing, and market consolidation over time.
Given that the subject is currently in motion and only a handful of deals have been com-
pleted, a longitudinal approach would allow researchers to capture the evolution of the

market as more transactions occur.
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APPENCIDES

Appendix 1: Interview Framework

A Introductions

Purpose of the Interview
Confidentiality and Use of Information

B Motivational Factors Behind Investments

1.
2.

w

7.
8.

C Value

9.

10.
11.

12.
13.
14.
15.
16.
17.

18.
19.

20.

What does tower infrastructure offer to an investor as an asset class?

What economic and market factors have increased the attractiveness of tower infra-
structure as an investment in recent years?

What is the goal of this investment activity within an investment portfolio?

How do you see the Finnish tower market evolving, and what future trends or direc-
tions do you predict?

Does the Finnish tower market differ from the Nordic or other European markets?
How?

How would you describe the dynamics of the Finnish tower market (competitive fac-
tors, market shares, customer demand, strategic partners, etc.), and what impact
do they have on investment strategy?

How does regulation affect investment decisions in the Finnish tower market?
What are the key factors for investing in a particular tower company?

Creation Methods

How do you define value creation in the context of an investment in a tower com-
pany?

What is the typical investment time horizon in tower companies?

How important do you consider forecasting market conditions for a successful in-
vestment?

How active do you describe the investment company's role in the portfolio com-
pany?

To what extent and in what ways do investors participate in the company's board
activities and decision-making processes?

In what ways are investors involved in the company's strategic planning and devel-
opment?

How do investors influence the company's day-to-day operational activities?

How do investors monitor and follow the company's performance and compliance?
What is the investor's role in the company's financial planning, financing, and other
fiscal matters of the company?

How do investors utilize their networks and contacts to the benefit of the company?
What is the investor's role in the development and management of the company's
personnel?

How would you assess the impact of an investor's ownership stake on the afore-
mentioned roles?

What else would you like to share a) generally, and b) what would be essential to understand
for the objectives of this study?
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Appendix 2: Interview Framework for Traficom

A Introductions

Purpose of the Interview
Confidentiality and Use of Information

B Role of PE Investors in the Finnish Tower Market

1.
2.

What is Traficom's role and responsibility in the Finnish tower market?

How would you describe the current state of the Finnish tower market, its key play-
ers, and operating models? What challenges and opportunities do you see in the
current tower market?

How are the legislative goals for infrastructure sharing being realized in the Finnish
tower market? How does Traficom support the achievement of these goals?

How do you see the Finnish tower market evolving, and what future trends or direc-
tions do you predict?

Does the Finnish tower market differ from other Nordic or European markets? How?
How is the Finnish tower market and related telecommunications activities currently
regulated?

What impact does Traficom have on the ownership structure of towers and invest-
ments in the tower market?

How do you perceive the current role of private equity investors in the Finnish tower
market?

What are the long-term effects of private equity investments on the operation and
development of the Finnish tower market?

What else would you like to share a) generally, and b) what would be essential to understand
for the objectives of this study?



