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PERLPARA 

Confidently following a consistent course 

Gamma’s trading statement for the year ended 31 December 2022, issued 
today, confirms that the group will be able to report another year of strong 
financial performance, with results in line with expectations. The UK 
business has been trading strongly through both the Direct and Indirect 
channels, while UCaaS adoption in Europe continues to build, with Germany 
showing notably strong UCaaS growth. We maintain our estimates for FY22 
and FY23 following today’s statement, and look forward to the full-year 
results on 21 March for more detail on the progress of the business. 

▪ UK business strong across channels and product range. UK performance 
has been strong across both the Indirect and Direct channels, with 
growing demand for the UCaaS portfolio, including recently introduced 
offerings, and for the products that enable Microsoft Teams.   

▪ UK inflation and supply chain issues dealt with. Financial performance in 
the UK improved despite the inflationary pressures, while the industry-
wide hardware supply issues that challenged the Direct channel business 
have now been resolved. 

▪ UCaaS European growth developing. Overall UCaaS growth in Europe 
continues to be in line with the market, with revenue growth offsetting 
the expected and ongoing decline in lower-margin traditional products.  
Gamma’s largest overseas market, Germany, has seen a continuation of 
its encouraging performance, with UCaaS revenue growth and double-
digit percentage UCaaS seat growth. In the Netherlands, Gamma 
continues to make steady progress in what is a relatively mature market, 
while in Spain the market has remained difficult for Gamma’s smaller 
operation due to broader domestic economic issues. 

▪ Cash generation solid, again. Net cash at the year-end was £92.2m, ahead 
of our estimate of £85.8m and £42.7m above FY21, after the acquisition 
of Neotel in Spain (£4.4m), dividend payments (£13.3m, up 13.6%) and a 
modest increase in investment in product development versus FY21. 

▪ The investment case for Gamma remains very much intact. Gamma has 
a clear strategy to take advantage of a long-term shift in how businesses 
communicate, internally and externally, combined with a demonstrably 
cash-generative business model.  Gamma continues to steadily grow 
earnings, yet trades at multiples significantly below historical levels.  We 
view this trading update as a timely reminder of Gamma’s solid growth 
and resilience, against a backdrop of economic and market uncertainty. 
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FYE DEC (£M) 2019 2020 2021 2022E 2023E 

Revenue 328.9 393.8 447.7 485.5 530.7 

Adjusted EBITDA 63.5 79.0 95.4 105.3 115.2 

Adjusted PBT 48.1 61.7 77.2 85.8 95.2 

Adjusted Dil. EPS 40.8 51.3 64.0 72.0 77.0 

EV/Sales (x) 2.9x 2.4x 2.2x 2.0x 1.8x 

EV/ Adj. EBITDA (x) 15.2x 12.2x 10.1x 9.2x 8.4x 

P/E (x) 26.4x 21.0x 16.8x 15.0x 14.0x 

Source: Company Information and Progressive Equity Research estimates. 
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Another positive year-end trading update 

Gamma’s trading statement for the year ended 31 December 2022 confirms that the group will 
be able report another year of strong financial performance, with results in line with 
expectations.  

In the H1 trading update on 2 August 2022, management stated its expectation for adjusted 
EBITDA and adjusted EPS to be in the ‘upper half of the range’. Those ranges were adjusted 
EBITDA £102.3m-£106.8m and adjusted EPS 67.1p-74.6p.  

Since August, market expectations have increased.  Current market expectations are seen by 
the company as being adjusted EBITDA £102.7m-£107.0m and adjusted EPS 70.1p-74.8p. 
Management now states that it expects to report adjusted EBITDA in the upper half of the range 
of these market expectations and adjusted EPS within the overall range.   

It is important to note that the management’s expectations are unchanged from what they 
were in August, according to today’s statement.  This is because the upper and lower limits set 
then help to provide slightly greater definition to today’s newly stated ranges. 

So, for adjusted EBITDA the management expectation is £104.85m-£106.8m (i.e. from the mid-
point of current market expectations to the top end of August expectations). For adjusted EPS 
the management expectation is 70.85p-74.6p (i.e. from the mid-point to the top of market 
expectations in August because both these points lie within the range of current market 
expectations). 

Net cash at the year-end was £92.2m, ahead of our estimate of £85.8m and £42.7m above the 
£49.5m net cash of FY21.  This increase comes after the acquisition of Neotel in Spain (£4.4m 
paid in the period), dividend payments (£13.3m, up 13.6% on FY21’s £11.7m) and a modest 
increase in investment in product development compared with FY21. 

We are not changing our estimates for FY22 or FY23 following today’s statement, and look 
forward to the release of the full-year results on 21 March for more detail on the progress of 
the business. 
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Revenue split by geography 

  

Source: Gamma, Progressive Equity Research 

 

UK strong – following a familiar path 

The strong UK performance has been across both the Indirect and Direct channels.  There has 
been good demand for the UCaaS products, including recently introduced offerings, and also 
for the products that enable Microsoft Teams.  UK financial performance improved despite the 
inflationary pressures, and the industry-wide hardware supply issues that challenged the Direct 
channel business have now been resolved. 

The growth in core Cloud PBX seats in the UK rose in line with prior years, with attachment 
volumes of supplementary products growing and ARPUs maintained. 

Notable contract wins in the period have included Department of Work and Pensions and 
DEFRA for Microsoft Teams, and Central Bedfordshire and Colchester Borough councils for 
UCaaS and CCaaS. 

European progress – Germany continues to lead the growth 

Within the European business, overall progress with UCaaS continues to be in line with the 
market, although individual performances reflect the differing conditions in each local market. 
UCaaS revenue growth continues to offset the expected and ongoing decline in lower-margin 
traditional products. 

Gamma’s largest overseas market, Germany, has seen a continuation of its encouraging 
performance, with UCaaS revenue growth and double-digit percentage UCaaS seat growth.  

In the Netherlands, Gamma continues to make steady progress in what is a relatively mature 
market.  
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In Spain, the market has remained difficult for Gamma’s smaller operation due to broader 
domestic economic issues. We note that the bolt-on acquisition of Neotel in August 2022 will 
help to provide scale in this market and that management expects that it will help to improve 
the local performance.  

The statement draws attention to the fact that, with ongoing difficult trading and increases in 
relevant discount rates, the 2022 review of intangibles is likely, in management’s view, to lead 
to some impairment of goodwill in relation to the 2020 VozTelecom acquisition in Spain.   

The acquisition of VozTelecom was completed in Q2 2020, having been negotiated and agreed 
prior to the pandemic. At the time of the transaction, in addition to its profitable core cloud 
operations, Voz had two small non-cloud operations that were understood to be struggling, 
ComyMedia and VT Andalucia. These non-core businesses were particularly badly hit by the 
pandemic. Gamma has taken a number of actions since then to address these issues, including 
selling the ComyMedia business in August 2022.   

Despite this potential non-cash charge, we believe that the long-term story of UCaaS transition 
and growth in Spain remains robust.  

See our note from November 2021, ‘Europe – growth, skills and reassurance’, for a review of 
Gamma’s European strategy and operations. 

Investment in product offering and internal systems 

The statement highlights the successful further investment in Gamma’s own products and in 
technologies that enable others’ products, with notable product launches including CircleLoop 
(cloud-based telephony for small businesses acquired with Mission Labs in 2021) in Germany 
and the CircleLoop and Operator Connect for Teams (allowing Teams users direct carrier grade 
phone connections) in the Netherlands. 

The statement also indicates that it is management’s intention to increase spend on internal 
systems in HR and Finance across the group. We await further detail alongside the full-year 
results in March. 

Has the market forgotten Gamma’s core strengths? 

Gamma continues to deliver at strategic, financial and operational levels. There has been some 
turbulence in the Spanish operations, but with the acquisition of Neotel and the disposal of 
ComyMedia management appears to be taking the right actions. Even if the poor short-term 
economics in Spain persist, we see no reason why the country should not move towards 
widespread UCaaS adoption – and Gamma remains well placed for that move.  

We believe that the investment case for Gamma remains very much intact, with its clear 
strategy to take advantage of a long-term shift in the way that businesses communicate, both 
internally and externally, combined with a demonstrably cash-generative business model.  
Gamma continues to steadily grow earnings, and yet continues to trade at multiples 
significantly below historical levels. We view this trading update as a timely reminder of 
Gamma’s solid growth and resilience, against a backdrop of economic and market uncertainty. 

 

 

https://progressive-research.com/research/europe-growth-skills-and-reassurance/
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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  485.5  530.7  
Adj EBITDA 63.5  79.0  95.4  105.3  115.2  
Adj EBIT 46.4  56.1  68.1  77.2  86.6  
Reported PBT 45.2  75.0  67.2  76.1  85.5  
Fully adj PBT 48.1  61.7  77.2  85.8  95.2  
NOPAT 39.0  49.4  62.1  70.2  75.1  
Reported EPS 36.1  66.6  55.2  62.0  67.0  
Fully adj EPS 40.8  51.3  64.0  72.0  77.0  
Dividend per share 10.5  11.7  13.2  15.0  16.5  

      
CASH FLOW & BALANCE SHEET 2019 2020 2021 2022E 2023E 
Operating cash flow 66.1  82.5  100.2  111.9  122.3  
Free Cash flow 46.5  56.2  76.5  83.8  90.4  
FCF per share 49.3  59.1  79.8  87.0  93.8  
Acquisitions (19.8) (62.7) (65.9) (19.9) (22.9) 
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  0.0  (1.1) 48.2  50.4  
Overdrafts / borrowings / leases (12.6) (19.0) (15.2) (15.2) (15.2) 
Cash & equivalents 53.9  53.9  52.8  101.0  151.4  
Net (Debt)/Cash 41.3  34.9  37.6  85.8  136.2  

      
NAV AND RETURNS 2019 2020 2021 2022E 2023E 
Net asset value 152.5  204.4  251.7  303.1  358.0  
NAV/share 160.9  214.3  261.3  314.7  371.7  
Net Tangible Asset Value 115.1  109.1  122.4  183.5  246.1  
NTAV/share 121.4  114.4  127.1  190.5  255.5  
Average equity 137.1  178.5  229.3  279.9  333.1  
Post-tax ROE (%) 25.2% 36.0% 23.4% 21.6% 19.6% 

      
METRICS 2019 2020 2021 2022E 2023E 
Revenue growth 15.4% 19.7% 13.7% 8.4% 9.3% 
Adj EBITDA growth 31.5% 24.4% 20.8% 10.4% 9.4% 
Adj EBIT growth 34.9% 20.9% 21.4% 13.4% 12.2% 
Adj PBT growth 37.9% 28.3% 25.1% 11.2% 11.0% 
Adj EPS growth 34.7% 25.7% 24.8% 12.5% 6.9% 
Dividend growth 12.9% 11.4% 12.8% 13.6% 10.0% 
Adj EBIT margins 14.1% 14.2% 15.2% 15.9% 16.3% 

      
VALUATION 2019 2020 2021 2022E 2023E 
EV/Sales 2.9 2.4 2.2 2.0 1.8 
EV/EBITDA 15.2 12.2 10.1 9.2 8.4 
EV/NOPAT 24.7 19.5 15.5 13.7 12.8 
PER 26.4 21.0 16.8 15.0 14.0 
Dividend yield 1.0% 1.1% 1.2% 1.4% 1.5% 
FCF yield 4.6% 5.5% 7.4% 8.1% 8.7% 

 

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 us at: 
+44 (0) 20 7781 5300 
info@progressive-research.com 
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