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COMPANY DESCRIPTION 

finnCap is a financial services group focused 
on providing a full-service offering to 
ambitious growth companies 

www.finncap.com 
 

Diversified businesses produce resilient 
performance  
finnCap has reported interim numbers to the end of September 2019 in line 
with October’s trading update – albeit that PBT of £1.4 million is a touch 
ahead of the number mooted in that announcement. A change in year end 
and the acquisition of Cavendish in December 2018 render comparison with 
the prior year somewhat redundant. However, as we noted in October, 
given the headwinds in certain markets - notably Equity Capital Markets 
(ECM) - this is a resilient performance, in our view. It serves to exemplify the 
growing proportion of revenues which finnCap now earns from outside 
ECM. Management has taken a pragmatic view on the prospects for the rest 
of the current financial year in citing the influences of external factors while 
emphasising the benefits of the Group’s diversified set of businesses. On 
that point, we note the early success in securing synergistic mandate wins 
as the enlarged group explores cross selling opportunities. 

▪ Group revenue for the first six months of finnCap’s current financial year 
was £14.2 million of which the ECM division contributed £9.2m and the 
M&A division £5.0m. Group pre-tax profit was £1.4m, with Adjusted EPS 
of 0.76p per share. An interim dividend of 0.42p per share has been 
declared. The implied full year payment of 1.4p represents a yield of 6.5% 
at the current share price. 

▪ During the period the Group completed 29 transactions, won 12 new 
retained corporate clients and achieved average monthly retainer fees of 
£529k. It also completed 8 sale mandates across 5 sectors, signed up 19 
new sell-side mandates and executed, or is currently mandated on, 8 plc 
bid or advisory mandates for clients outside its retained client base. 

▪ The comment on current trading and the outlook for the business reflects 
current headwinds but also the resilience of the broad set of businesses 
that make up the Group. There is an encouraging pipeline of opportunities 
although the Board does caution that the result of the general election 
and market conditions for equity fundraisings remain crucial influences. 

▪ So far in the second half of its current financial year, the Group has closed 
further transactions and won business which has included the sale of 
Blayhall Professional to IRIS Software Group, the sign-up of 6 new retained 
corporate clients and the completion of several fundraisings. 

▪ finnCap has continued to explore revenue synergies from the enlarged 
group and the first half performance confirms that the Group has had 
some pleasing successes with the expanded debt team winning mandates, 
the appointment on two sale mandates on behalf of public companies that 
are retained clients of the ECM division and the introduction of several 
opportunities from Oaklins. 
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Interim results to 30 September 2019 

Numbers in brief 

As a result of the acquisition of Cavendish Corporate Finance in December 2018, and the 
change of year end to 31 March, the comparable figures are for the five-month period to 
30 September 2018 (see table), and only include the performance of finnCap Ltd. 

Group revenue for the first six months of finnCap’s current financial year was £14.2 million 
of which the ECM division contributed £9.2m and the M&A division £5.0m. The cost base 
for the half year of £12.9 million reflected the acquisition of Cavendish and the costs of 
being a public company.  Otherwise, the announcement notes that the core administrative 
costs of the two underlying businesses were relatively unchanged. Employee benefit 
expenses totalled £8.9 million with non-employee costs making up the remainder and 
including Data, IT and Settlement £1.5m, property costs of £0.7m, D&A of £0.2 million and 
‘Other’ costs of £1.6 million. Group pre-tax profit was £1.4m, with Adjusted EPS of 0.76p 
per share. 

H1 Income Statement 

  

Source: Company information 

The Board has adopted a dividend policy to reflect the performance during the financial 
year, the expectation of future cash flow generation and long-term earnings potential. The 
Directors are targeting a dividend payment of not less than a 5% yield based on the Placing 
Price for the year ended 31 March 2020 implying a full year payment of 1.4p – a yield of 
6.5% at the current share price. It was anticipated that the dividends in November and July 
will reflect a 30/70 split of the total dividend and the interim dividend of 0.42p per share 
that has been declared is in line with that.  

£ millions

5 months 

ended 30 

Sep 2018

6 months 

ended 31 

March 2019

6 months 

ended 30 

Sep 2019

Retainers 2.601 3.321 3.172

Fundraising and advisory transactions 4.698 7.252 4.268

Corporate advisory and broking 7.299 10.573 7.440

Sell Side M&A 0.000 3.229 4.975

Institutional Stockbroking 1.816 1.599 1.767

Total Revenue 9.115 15.401 14.182

Other operating income 0.004 0.010 0.025

Total income 9.119 15.411 14.207

Employee benefit expense -5.437 -7.392 -8.859

Non-employee costs -2.335 -5.100 -3.998

Total administrative expenses -7.772 -12.492 -12.857

Operating profit before non-recurring items 1.347 2.919 1.350

Non-recurring items -1.095

Operating profit 1.347 1.824 1.350

Finance income 0.012 0.016 0.013

Profit before taxation 1.359 1.840 1.363

Taxation -0.258 -0.617 -0.276

Attributable profit 1.101 1.223 1.087
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finnCap finished the half year with cash of £5.1 million compared to £4.7 million six months 
earlier. The increase represents £1.7m of cash generated from operations before working 
capital movements during the period, a c. £0.6 million reduction in the net market making 
book, and £0.5 million from share sales principally offset by the payment of the year-end 
dividend, tax, staff bonuses and rent. 

Business lines 

The business line highlights of the interim results are as follows: 

Equity Capital Markets 

▪ Revenue of £9.2m (5 months to 30 September 2018: £9.1m). 

▪ Retainer fees of £3.2m (£2.6m) 

▪ Average monthly retainer revenue of £529k (£520k).   

▪ 12 new clients won. Total client numbers 127 (unchanged) reflect the same number of 
clients lost mainly as a result of acquisition or delisting in the period.  

▪ Total transaction and advisory fees of £4.3m (£4.7m) 

▪ Total funds raised on behalf of corporate clients of approximately £100m reflecting the 
tough market backdrop. 

▪ Investment company business was quiet compared to a strong performance in 2019. 

▪ Strategic advisory business (working on behalf of non-retained clients) produced 
approximately £1.0m of fees and the pipeline remains strong.  

▪ Trading revenues of £1.8m were at the same level achieved during the 5 months to 30 
September 2018 but up on the £1.6m in the second half of last year. 

▪ Initiated Retail Service Provider(RSP) trading with Barclays Capital 

▪ finnCap now makes markets in 177 stocks 

M&A Advisory (acquired in December 2018) 

▪ Unaffected by the headwinds in the equity capital markets division 

▪ Revenues of £5.2m 

▪ 8 transactions completed for a mix of entrepreneurs and quoted companies sellers. 

▪ Revenues from deal retainers on new mandates were £747k (up 41% over the run rate 
in the prior period) providing a useful medium term pipeline for the division 

▪ finnCap is seeking three sector specialist partners to further develop its capabilities in 
the Technology, Business Services and Industrials sectors. 

▪ It has recruited a new director and two new assistant directors to expand execution 
capacity. 
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Driving synergies  

Following the acquisition of Cavendish, the enlarged finnCap group has been exploring 
opportunities to cross sell services to the customer bases of both finnCap and Cavendish – 
such as offering debt advice to finnCap corporates and also being in a position to offer 
disposal advice to the same customers where a lack of expertise would previously have 
resulted in an opportunity being turned down. In addition, Cavendish clients are now 
offered further options relying on the expertise of finnCap in raising funds as an alternative 
to selling a business. The wider set of services available allow finnCap to conduct a dual-
track service for certain clients where, for instance, a sales process might be run in 
conjunction with an IPO process to achieve the best outcome for the owners of a business. 
As importantly, the ability to make unified pitches to new clients opens up a new customer 
base within the mid-market segment which may seek a more rounded set of services from 
its adviser. 

The Group is obviously making investment in integrating the businesses and in supporting 
growth – including expanding the debt team and basing them at finnCap to exploit 
opportunities. The first half performance confirms that the Group has had some pleasing 
successes with the expanded debt team winning mandates, the appointment on two sale 
mandates on behalf of public companies that are retained clients of the ECM division and 
the introduction of several IPO opportunities from Oaklins. We have previously noted that 
finnCap has already signed up one client for its new dual track service with further potential 
clients in discussions. 
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Performance versus our scenario analysis 

When we initiated coverage of finnCap in July 2019, we included some scenario analysis in 
the document which looked at possible outcomes for a full year of operation with 
Cavendish. Clearly, they were based on our subjective assumptions. At that stage, Boris 
Johnson was not yet Prime Minister, the further delays to Brexit hadn’t entirely hardened 
into the current position and a General Election had not been called. 

H1 metrics versus our scenario analysis 

  

Source: Company information, Progressive Research scenarios 

The Group has reported interim revenue and PBT in line with the numbers given in the 
October trading update. But how does revenue of £14.2 million and PBT of £1.4 million 
stack up against those scenarios from a high-level point of view? At the moment, both 
numbers are below the run rate numbers for the ‘LOW’ scenario. Clearly, the main 
difference is deal fees with the rest of the business lines reflecting what we characterise as 
a solid performance. It is difficult to assess where the full year results will settle in 
comparison to the scenario analysis given that some of those revenue sources (and, to an 
extent, related expenses) are often lumpy in nature and can be subject to uncertain timing. 
Consequently, in our view, it is useful to considering how finnCap’s management 
characterises the risk and opportunities for the near future. 

Current trading and outlook 

finnCap’s comment on current trading and the outlook for the business is set in the context 
of the continuing uncertainty that surrounds Brexit and the UK political scene – as well as 
the macro-economic headwinds affecting equities on a more global basis. However, it also 
reflects the resilience of the broad set of businesses that make up the Group and the 
prospects of realising business from an encouraging pipeline of opportunities – particularly 
M&A advisory work and ECM transactions that are not wholly related to equity capital 
fundraising activity. 

As % of 

H1 2020 LOW MID HIGH

£m

Total retainers 3.2 49.6% 48.8% 48.1%

Total deal fees 4.3 35.8% 33.4% 31.5%

M&A Advisory 5.0 54.0% 50.2% 46.3%

Trading & Research revenue 1.8 50.5% 45.9% 41.6%

Total revenue 14.2 45.7% 42.9% 40.3%

Total expenses -12.9 47.3% 45.1% 43.3%

Pre-tax profit 1.4 35.9% 30.5% 25.4%
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The outlook statement also notes that the Group has closed further transactions and won 
business so far in the second half of the financial year which has included the sale of 
Blayhall Professional to IRIS Software Group, the sign-up of 6 new retained corporate 
clients and the fundraisings for Access Intelligence, Xeros and Avacta. That said, when 
looking at the opportunities outstanding for the second half, the Board does caution that 
‘our ability to execute on all of this is subject, in our view, to the result of the general 
election and to market conditions for equity fundraisings returning to a normal level’. The 
longer-term focus for the Group is to continue to build organically on its diversified set of 
services - including investing in people - while also considering ‘further opportunities to 
grow in both the financial services sector and wider professional services to complement 
our existing activities’. 

AIM backdrop 

As we note above, equity capital markets suffered from uncertainty over Brexit with a low 
level of activity. In combination with net cash outflows, the effect on AIM is reflected in the 
reduction in the total number and value of issuances for the first ten months of calendar 
2019 (which incorporates finnCap’s six-month interim period to the end of September 
2019). The former was down 62%, the latter 38%. 

 
AIM primary market 

  

Source: LSE 

 

Recent commentary from Close Brothers on its Winterflood business noted that it had 
continued to see subdued investor trading activity during its August-October trading 
quarter. Overall, trading volumes in core UK stocks has been noticeably lower with the 
number of trades down 11% in the ten months to the end of October on AIM and the value 
traded down 16%.  

AIM trading 

  

Source: LSE 

Market Value (£m)

UK International Total UK International Total New Further Total

Year to end Oct 2018 785 143 928 102426.3 43 10 53 1466.5 3604.0 5070.5

Year to end Oct 2019 749 127 876 96855.6 17 3 20 371.1 2794.8 3165.8

Number of New Issues Money Raised (£m)Number of Companies

Total Value (£) Number of Trades Volume

Year to end Oct 2018 59,422,103,847 9,550,993              429,751,945,265     

Year to end Oct 2019 49,942,616,435 8,543,536              501,850,054,311     
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Slide Rule Fund 

Given the market performance, we have looked at how finnCap’s Slide Rule Fund has fared 
so far in 2019. The Slide Rule Fund is based on finnCap’s proprietary Slide Rule research 
tool that analyses quoted companies. The Slide Rule tool is an internally-developed stock 
picking system, called QVGM+ which relates to Quality, Value, Growth and Momentum + a 
screen for financial quality and stress. The MontLake finnCap Slide Rule UCITS Fund is an 
open-end fund which seeks to deliver capital growth through a quantitative approach to 
investing in UK-listed smaller companies in the range of £100m - £4bn market 
capitalisation. The chart below shows that it has performed well versus its benchmark. In 
particular, its recent performance has been noticeably better. It has delivered +14.98% in 
the current year to 19 November 2019, outperforming benchmark by 900bps in the 
process. 

finnCap Slide Rule UCITS Class A shares versus benchmarks since inception 

  

Source: Thomson Reuters 

 

Summary 

In all, this is a solid half year from finnCap in the face of local and global headwinds in some 
markets. The announcement reflects some promising signs of the revenue synergies that 
are to come from the enlarged group as well as concrete results from cross-selling. 
Management has taken a pragmatic view on the prospects for the rest of the current 
financial year in citing the influences of external factors while emphasising the benefits of 
the Group’s diversified set of businesses. This is an encouraging first half performance and 
we await further updates on progress as the operating environment develops. 
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To arrange a meeting with the management team, or for further information about Progressive, please contact: 
Emily Ritchie 
+44 (0) 20 7781 5311 
eritchie@progressive-research.com 
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