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COMPANY DESCRIPTION 

Gamma provides a broad range of 
communications products and services in the 
UK and Europe 

www.gamma.co.uk 
 

Steady progress over choppy waters 

Gamma’s results for the year ended 31 December 2021, released this 
morning, are broadly in line with our expectations.  While revenue fell 
slightly short of our forecast, £447.7m vs our £455.6m estimate (£393.8m 
FY20), the company achieved higher margins than we had expected, 
yielding an Adj EBITDA figure just ahead of our forecast, £95.4m vs our 
£94.0m estimate (£79.0m FY20). The strong overall results reflected robust 
operating performance across the group – some areas very strong, some 
slightly less so, but combining to demonstrate why, in our opinion, Gamma 
remains a favoured, high-quality stock in the UK market.   

▪ We have adjusted our forecasts for Gamma slightly for both FY22E and 
FY23E. Revenues have been edged downwards for all areas of the business 
to give overall revenues of FY22E £495.0m and FY23E £545.0m (vs 
previous estimates of £505.3m and £554.3m, respectively) but with the 
resulting profit unchanged for FY22E (£104.0m) and slightly down for 
FY23E, to £116.1m (vs previous estimate of £116.6m).   

▪ The UK Indirect business continued to grow in 2021, with revenue up 9% 
at £270.2m.  Accounting for the majority of group revenue and the vast 
majority of profits, this business continues to deliver very much to plan. 

▪ For the UK Direct business, the growth in revenue to £104.8m (FY20 
£98.1m) was driven for the most part by the acquisition of Mission Labs. 
However, given the nature of direct sales, requiring greater and longer 
sales processes, the slower return to ’normal’ growth in Direct vs. Indirect 
is not a significant concern. 

▪ The European businesses generated revenue of £72.7m (FY20 £48.5m), 
including a full year of the Spanish and German businesses, purchased in 
2020.  While this is not quite as strong a performance as some may have 
hoped, the businesses are following the path outlined by management in 
the Capital Markets Day in November 2021. 

These results underline why Gamma is seen as a favoured, high-quality 
stock in the UK small and mid-cap market. It has a management team with 
a strong track record of delivery, a resilient business model that is focused 
on secular growth markets and the ability to grow by acquisition, with a 
business model and product offering that is shifting to fit evolving 
technologies, routes to markets and customer needs. 
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FYE DEC (£M) 2019 2020 2021 2022E 2023E 

Revenue 328.9 393.8 447.7 495.0 545.0 

Adjusted EBITDA 63.5 79.0 95.4 104.0 116.1 

Adjusted PBT 48.0 61.3 76.7 83.6 95.4 

Adjusted Dil. EPS 40.8 51.3 63.1 68.6 74.4 

EV/Sales (x) 4.3x 3.6x 3.1x 2.8x 2.6x 

EV/ Adj. EBITDA (x) 22.2x 17.8x 14.8x 13.5x 12.1x 

P/E (x) 37.0x 29.4x 23.9x 22.0x 20.3x 

Source: Company Information and Progressive Equity Research estimates. 
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UK Indirect 

The UK Indirect business continued to grow in 2021, with revenue up 9% at £270.2m and 
gross profit up 8% at £143.2m.  Accounting for 60% of group revenue and 63% of gross 
profit, this business continued to deliver very much to plan in FY21.  Gamma expanded the 
number of partners for its Indirect sales channel, but the more significant driver to growth 
was what management describe as working with ‘a more joined up approach’ with its larger 
partners to ensure that they generated wider and deeper sales with their customers.   

UK Direct 

The growth in revenue to £104.8m (FY20 £98.1m), 24% of group revenue, was driven for 
the most part by the acquisition of Mission Labs. Direct sales require greater and longer 
sales processes than Indirect Sales, so the slower return to ‘normal’ growth for this route 
to market is not a significant concern at present.  Gross profit grew to £52.6m.  The gross 
profit increase of 14% is ahead of the growth in revenue of 7%, principally as a result of the 
higher ‘software’ margins at Mission Labs. 

The solid performance in the UK Direct business included some notable client wins for 
multi-year, multi-product contracts, including NFU Mutual, the AA, Carr’s Group and CJ 
Lang and Sons.  Gamma also saw similar success in the public sector, with wins in the year 
including a major contract with the DWP, plus contracts with county councils, NHS trusts 
and three further central government agencies. 

Europe 

The European businesses generated revenue of £72.7m (FY20 £48.5m) reflecting a full year 
of the Spanish and German businesses, purchased in 2020.  Gross profits of £32.7m were 
up from FY20 £22.3m.  While this is not quite as strong a performance as some may have 
hoped, the European businesses are following the path management outlined in the Capital 
Markets Day in November 2021. 

Europe – Germany  

Progress in Germany has been solid but the transition to cloud communications (for 
Gamma and the market has a whole) has not followed quite the same trajectory as in the 
UK.  The same drivers to the shift to the cloud are in place, but the customer mindset and 
channel structures are still on-premise and equipment provisioning focused. Looking to 
2022, Gamma is to launch a rebranded and ‘reinvigorated’ proposition for the channel.  

Europe – Spain 

In Spain, the performance of Gamma’s cloud and mobile businesses has been strong and 
encouraging, but the two non-cloud elements (Comymedia and VT Andalucia) did not 
perform as hoped.  That said, the sales performance of these businesses improved across 
the year and management has ‘taken actions’ to improve the outcome for 2022. 

Europe – Netherlands 

The Netherlands was badly hit economically by Covid, but Gamma Netherland still 
managed to generate net growth for its key cloud and mobile products.  Gamma has now 
brought the four brands (Dean One, GnTel, Schiphol Connect and Nimsys) together, 
launching the Gamma BeneLux brand into the market in Q4. 
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New product launches 

2021 saw a number of product launches for Gamma, and management appears, from the 
statement, satisfied with the reception these have found with both channel partners and 
end users.  Of particular note is the increasing levels of functionality and compatibility of 
Gamma’s UCaaS suite, and the deepening relationships with Amazon Connect and 
Microsoft. While both the Amazon and Microsoft partnerships are exciting in themselves 
within the Enterprise space, we note that the more software-oriented way of approaching 
the market could in time be reflected elsewhere within Gamma’s products and strategies. 

Common concerns to the rest of tech 

The results statement highlights three concerns that have been elsewhere in recent weeks 
and months, and that should come as no surprise to investors: Ukraine, semiconductor 
shortages and staff costs. 

▪ Management does not expect that the war in Ukraine to have a significant direct impact 
as Gamma’s business is not exposed to Ukraine or nearby geographies.   

▪ The ongoing issues in the semiconductor markets appear to be having some impact on 
business in the Enterprise markets, but management anticipates that this is more a 
question of sales shifting to the right and that it is unlikely to lead to significant losses 
of sales. 

▪ Staff costs are the most significant of Gamma’s costs.  It is important to note that, while 
Gamma does have a significant software development resource, much of it arriving with 
the acquisition of Mission Labs, the vast majority of its employees are not subject to 
the inflation in salaries that have grabbed headlines in recent months. 

Forecast revisions 

We have adjusted our forecasts for Gamma slightly downwards for both FY22E and FY23E.  
Revenues are being edged downwards for all areas of the business, but with the resulting 
adjusted EBITDA unchanged for FY22E and slightly down for F23E, and adjusted PBT slightly 
down for both periods.  The most notable impact on the forecast earnings has been the 
increase in the tax rate – we now have a tax rate of 24% in our forecasts for FY23E to reflect 
the increase in the UK standard rate to 25%. 

Forecast revisions 

  

Source: Progressive Equity Research 

 

£m unless stated Old New

Change 

(%) Old New

Change 

(%)

Revenue 505.3 495.0 -2.0% 555.3 545.0 -1.9%

Adj EBITDA 104.0 104.0 0.0% 116.6 116.1 -0.5%

Fully adj PBT 85.1 83.6 -1.7% 97.4 95.4 -2.1%

Fully adj. Dil. EPS (p) 70.4 68.6 -2.5% 80.6 74.4 -7.7%

FY23EFY22E



 

22 March 2022 

 

 
4  Gamma Communications 

Acquisitions could still add spice to a relatively subdued year 

Acquisitions remain a core part of the Gamma strategy.  The statement reiterates the fact 
that scale is important in Gamma’s markets, suggesting that further acquisitions are likely 
to augment the group’s scale.  That said, software and technology is becoming increasingly 
important to Gamma, so we would not be surprised to see further transactions on this front 
too. 

Remains a small and mid-cap darling for a reason 

These results underline why Gamma is seen as a high-quality stock in the UK small and mid-
cap market. It has a management team with a strong track record of delivery, a resilient 
business model that is focused on secular growth markets and the ability to grow by 
acquisition, with a business model and product offering that is shifting to fit evolving 
technologies, routes to markets and customer needs. 
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Financial Summary: Gamma Communications 

Year end: December (£m unless shown)      
      
PROFIT & LOSS 2019 2020 2021 2022E 2023E 
Revenue 328.9  393.8  447.7  495.0  545.0  
Adj EBITDA 63.5  79.0  95.4  104.0  116.1  
Adj EBIT 46.4  56.1  68.3  74.2  86.0  
Reported PBT 45.2  75.0  67.2  74.1  85.9  
Fully adj PBT 48.0  61.3  76.7  83.6  95.4  
NOPAT 39.2  50.2  77.8  83.7  95.5  
Reported EPS 36.1  66.6  55.2  60.8  67.0  
Fully adj EPS 40.8  51.3  63.1  68.6  74.4  
Dividend per share 10.5  11.7  13.2  13.9  15.2  

      
CASH FLOW & BALANCE SHEET 2019 2020 2021 2022E 2023E 
Operating cash flow 54.0  70.3  82.0  86.0  99.1  
Free Cash flow 32.3  36.2  51.4  60.2  68.5  
FCF per share 33.8  37.6  52.9  61.7  70.3  
Acquisitions (7.5) (47.7) (49.3) (6.7) (1.3) 
Disposals 0.0  19.4  0.0  0.0  0.0  
Shares issued 2.0  1.5  5.9  0.0  0.0  
Net cash flow 18.4  (5.9) (3.6) 40.4  53.4  
Overdrafts / borrowings 0.0  (5.9) (3.3) (2.3) (1.3) 
Cash & equivalents 53.9  53.9  49.3  88.7  141.1  
Net (Debt)/Cash (exc. Lease liabilities) 53.9  48.0  46.0  86.4  139.8  

      
NAV AND RETURNS 2019 2020 2021 2022E 2023E 
Net asset value 152.5  204.4  248.1  307.8  359.3  
NAV/share 160.9  214.3  257.5  319.6  373.0  
Net Tangible Asset Value 115.1  109.1  119.6  191.0  254.3  
NTAV/share 121.4  114.4  124.1  198.3  264.0  
Average equity 137.1  182.7  235.8  281.8  330.7  
Post-tax ROE (%) 25.2% 35.3% 22.9% 21.0% 19.7% 

      
METRICS 2019 2020 2021 2022E 2023E 
Revenue growth 15.4% 19.7% 13.7% 10.6% 10.1% 
Adj EBITDA growth 31.5% 24.4% 20.7% 9.1% 11.6% 
Adj EBIT growth 34.9% 20.9% 21.7% 8.7% 15.9% 
Adj PBT growth 37.9% 27.7% 25.1% 9.1% 14.1% 
Adj EPS growth 34.7% 25.7% 23.0% 8.8% 8.4% 
Dividend growth 12.9% 11.0% 13.3% 5.3% 9.4% 
Adj EBIT margins 14.1% 14.2% 15.2% 15.0% 15.8% 

      
VALUATION 2019 2020 2021 2022E 2023E 
EV/Sales 4.3 3.6 3.1 2.8 2.6 
EV/EBITDA 22.2 17.8 14.8 13.5 12.1 
EV/NOPAT 35.9 28.0 18.1 16.8 14.7 
PER 37.0 29.4 23.9 22.0 20.3 
Dividend yield 0.7% 0.8% 0.9% 0.9% 1.0% 
FCF yield 2.2% 2.5% 3.5% 4.1% 4.7% 

 

Source: Company information and Progressive Equity Research estimates 
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To arrange a meeting with the management team, or for further information about Progressive, please contact: 
Keith Hodgskiss 
+44 (0) 20 7781 5300 
khodgskiss@progressive-research.com 

Disclaimers and Disclosures 

Copyright 2022 Progressive Equity Research Limited (“PERL”).  All rights reserved.  Progressive’s research is commissioned by the subject 
company under contract and is freely available to the public and all institutional investors.  Progressive does not offer investors the ability to 
trade securities.  Our publications should not, therefore, be considered an inducement under MiFID II regulations.  PERL provides professional 
equity research services, and the companies researched pay a fee in order for this research to be made available.  This report has been 
commissioned by the subject company and prepared and issued by PERL for publication in the United Kingdom only.  All information used in 
the publication of this report has been compiled from publicly available sources that are believed to be reliable; however, PERL does not 
guarantee the accuracy or completeness of this report.  Opinions contained in this report represent those of the research department of 
PERL at the time of publication, and any estimates are those of PERL and not of the companies concerned unless specifically sourced 
otherwise.  PERL is authorised and regulated by the Financial Conduct Authority (FCA) of the United Kingdom (registration number 697355). 

This document is provided for information purposes only, and is not a solicitation or inducement to buy, sell, subscribe, or underwrite 
securities or units.  Investors should seek advice from an Independent Financial Adviser or regulated stockbroker before making any 
investment decisions.  PERL does not make investment recommendations.  Any valuation given in a research note is the theoretical result of 
a study of a range of possible outcomes, and not a forecast of a likely share price.  PERL does not undertake to provide updates to any 
opinions or views expressed in this document. 

This document has not been approved for the purposes of Section 21(2) of the Financial Services & Markets Act 2000 of the United Kingdom.  
It has not been prepared in accordance with the legal requirements designed to promote the independence of investment research.  It is not 
subject to any prohibition on dealing ahead of the dissemination of investment research. 

PERL does not hold any positions in the securities mentioned in this report.  However, PERL’s directors, officers, employees and contractors 
may have a position in any or related securities mentioned in this report.  PERL or its affiliates may perform services or solicit business from 
any of the companies mentioned in this report. 

The value of securities mentioned in this report can fall as well as rise and may be subject to large and sudden swings.  In addition, the level 
of marketability of the shares mentioned in this report may result in significant trading spreads and sometimes may lead to difficulties in 
opening and/or closing positions.  It may be difficult to obtain accurate information about the value of securities mentioned in this report.  
Past performance is not necessarily a guide to future performance. 

 

 

 

 


