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Another impressive performance 

Strong H1 2018 growth 

Gamma has reported another half year of strong growth. In particular, 
Cloud PBX and SIP Trunking continue to shine. The Group’s 
performance underlines the success of its focus on supporting its 
channel partners and driving the direct business in the direction of 
larger enterprises and public sector customers on longer term 
contracts. Gamma is building a good pipeline of new business and a 
number of product launches and updates are planned for the second 
half. The reported numbers reflect the adoption of IFRSs 9, 15 and 16. 
As previously flagged, in combination (but predominantly IFRS 15) 
they reduce EBITDA but leave adjusted EPS relatively unaffected. The 
decision to treat share-based payments as a non-adjusting item 
means that there is some impact on Adjusted EPS from that source, 
though. Prior year numbers have been restated to give a like-for-like 
comparison. We adjust our estimates for the healthy growth in the 
business and to reflect the accounting standards that Gamma has 
adopted and the treatment of share-based payments. Our estimates 
remain conservative, in our view, and we look forward to further 
positive trading news. 

▪ Gamma has reported revenue up by 18.3% to £137.6 million for the first 
half of 2018 with Adjusted EBITDA increasing by 30.5% to £21.8 million 
and Adjusted Fully Diluted EPS increasing by 28.8% to 13.4p. Gamma 
has declared an interim dividend of 3.1p per share (H1 2017: 2.8p) - an 
increase of 11%. 

▪ The indirect business channel enjoyed the fruits of its focus on cross-
selling and up-selling existing products to its current channel base while 
also selling new products and services. It also continued to develop new 
partner relationships and supported the growth of their businesses. 

▪ The direct business also had a good start to 2018 with a number of new 
contract wins. In the Public Sector, Gamma achieved HSCN Stage One 
accreditation with Stage Two compliance anticipated shortly. 

▪ The cash position continues to be strong and is, of course, unaffected 
by the changes noted above and the restatement of the prior year. The 
closing cash balance for the half year was £36.9 million compared to 
£31.6 million at the end of the previous year. 

▪ We have revised our estimates (detailed inside) to include the effect of 
IFRS-related changes (which have had a net negative impact on 
EBITDA), presentational changes and good growth in both the indirect 
and direct businesses. 
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FYE DEC (£M) 2016 2017 2018E 2019E 2020E 

Revenue 213.5 242.0 280.5 302.2 328.3 

Adjusted EBITDA 34.2 36.0 44.8 49.0 53.3 

Adjusted PBT 24.9 27.5 32.2 35.3 37.4 

Adjusted EPS 21.1 24.6 27.6 30.3 32.1 

EV/Sales (x) 3.6 3.2 2.7 2.5 2.3 

EV/ Adj. EBITDA (x) 22.5 21.4 17.2 15.7 14.5 

P/E (x) 40.5 34.7 30.9 28.2 26.6 

Source: Company Information and Progressive Equity Research estimates 
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H1 2018 results 

Growth and business development 

The interim results confirm the indications from Gamma’s July trading update that the 
first half of its current financial year produced strong revenue and margin growth across 
all business areas. The period contained further strong growth in both the direct and 
indirect channels in SIP Trunking, Cloud PBX and data services. Margins are consistent 
with the prior period suggesting that those differentiated products continue to present an 
attractive proposition to channel partners in particular.  

The indirect business channel enjoyed the fruits of its focus on cross-selling and up-
selling existing products to its current channel base while also selling new products and 
services. It also continued to develop new partner relationships and supported the 
growth of their businesses. The Group continues to focus on the Cloud PBX market and 
expects to source further growth from there.  

Gamma will also launch a set of Unified Communication (UCaaS) tools and applications 
to enhance the Horizon Cloud PBX proposition for its channel partners which will enable 
them to up-sell more successfully to their existing customers. It will provide channel 
partners with the opportunity to service the UK mid-market with Gamma’s products, thus 
extending its current addressable market for Cloud PBX.  

The direct business also had a good start to 2018 and the results announcement 
confirms a number of new contract wins with companies such as Engie, the PRA Group, 
Xoserve (Britain’s Central Services Provider to the gas market) and Howarth Timber. In 
the Public Sector, Gamma achieved HSCN Stage One accreditation with Stage Two 
compliance anticipated shortly.  In the first half it won key supply contracts with the 
Scottish Government and the Met Office. More generally, Gamma confirms a pleasing 
level of contract extensions and renewals across all market sectors. The rolling initiatives 
to drive further efficiencies continue and Gamma is undertaking a digital transformation 
program to enhance self-service to improve efficiency and reduce cost. 

In terms of the Network, as previously noted, the new high capacity national optical 
network project was delivered on schedule and on budget enabling Gamma to deliver 
services at 10Gb/s and above from the second half of 2018. Gamma now provides 
connectivity between the key Central Business Districts on the M4, M5, M6, M62 and 
M1 corridors allowing Gamma to connect end customers to its network with high capacity 
Ethernet pipes and to deliver SIP or hosted services.  

Near term product launches 

Gamma’s strategy remains focused on adding value to its existing offerings and 
providing both its channel partners and the direct business with new growth 
opportunities. The Group continues to ‘add features and value’ to its existing core 
products which meet the increasing demand for integrated communications. 

In H2 2018, Gamma expects to release an expansion to its Cloud PBX service to include 
the additional Unified Communications services (such as enhanced audioconferencing, 
web meetings, application sharing and video conferencing) that we note above. 

It will also launch 10Gbps Ethernet services (enabled by the delivery of its network, as 
mentioned above) and an optional enhancement of a 4G data option which provides 
greater resilience in the event of disruption. Gamma will also introduce a managed Wi-
FI service and Direct Connections to Amazon Web Services (AWS) and Microsoft 
Azure/Office365 from its Core Network. 

To support the growth in its mobile business, Gamma will launch a WiFi calling add-on 
to increase the coverage of the service. 
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Outlook 

The outlook comments in the announcement draw attention to the Group’s continued 
focus on ‘quality and operational excellence’ while supporting its channel partners and 
end-customers. It notes some increased competition but still expects sales of SIP and 
Cloud PBX to continue to grow. It also says that over the next six months it will develop 
a plan for its ‘longer-term vision and growth strategy’ to deliver long-term sustainable 
growth. 

Numbers 

In this publication, references to 2017 numbers are to those restated to show consistent 
accounting treatment under IFRSs 9, 15 and 16. Group revenue for H1 2018 of £137.6 
million was up 18.3% compared to £116.3 million in H1 2017. The indirect channel 
contributed £13.3 million of the increase, rising to £103.1 million (H1 2017: £89.8 million) 
with the remaining £8.0m coming from the direct business where revenue rose to £34.5 
million (H1 2017: £26.5 million). The gross margin increased to 45% from 44% in H1 
2017 on the back of an improved product mix while Adjusted EBITDA increased by 31% 
to £21.8 million (H1 2017: £16.7 million). Adjusted fully diluted earnings per share for 
the half year increased by 29% to 13.4p (H1 2017: 10.4p). 

The Cash Generated by Operations for the first half was £18.4 million compared to £11.1 
million in H1 2017. This represents a cash to adjusted EBITDA conversion ratio in 
respect of 2018 of 84% compared to 66% for H1 2017; the prior period figure being 
depressed as a result of paying suppliers early in exchange for better terms.  The closing 
cash balance for the half year was £36.9 million compared to £31.6 million at the end of 
December 2017. 

Selected numbers reflecting accounting and presentational changes (£m) 

 

Source: Gamma Communications 
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Revenue 

Indirect business 

Revenue from the indirect business grew from £89.8 million to £103.1 million, up 15% in 
H1 2018. The traditional calls and lines business and trade with other carriers showed 
less of a decline in H1 2018 compared to the experience in 2017.  Although the calls 
and lines business continued their expected decline, Gamma’s carrier business grew 
slightly as some “non-traditional” carriers entered the UK market and used Gamma’s 
expertise to support their own business offerings.   

Gamma’s growth products - data, mobile, SIP and Cloud PBX – saw revenues grow 
from £63.7 million in H1 2017 to £78.7 million in H1 2018, an increase of 24%. SIP 
Trunking and Cloud PBX continued the strong growth rates seen in prior periods while 
data products produced increased levels of growth.  The mobile product saw increased 
subscriber numbers. 

Direct business 

The direct business grew strongly again in H1 2018 with revenue of £34.5 million a 30% 
increase on the £26.5 million in H1 2017 with growth products being the main driver. 

Segmental data for H1 2018 

 

Source: Gamma Communications 

Gross profit 

Indirect business 

Overall, gross profit from the indirect business increased by £7.1 million to £46.6 million. 
Growth products’ gross profit grew from £32.7 million to £40.7 million, an increase of 
24%.  The gross profit from the traditional business decreased by £0.9 million to £5.9 
million (H1 2017: £6.8 million).  The gross margin in the indirect business grew from 51% 
to 52% reflecting the mix effect of the contribution from the higher margin SIP Trunking 
product.  Gamma’s mobile product saw subscriber numbers increase during H1 2018 
and produced an increased profit compared to H1 2017. 

Indirect Direct Total

Traditional products and services 24.4 5.8 30.2

Growth products and services 78.7 28.7 107.4

Total revenue from external customers 103.1 34.5 137.6

Inter-segment revenue 9.9 - 9.9

Traditional products and services 5.9 1.8 7.7

Growth products and services 40.7 13.9 54.6

Total gross profit 46.6 15.7 62.3

Segment EBITDA 14.1 7.7 21.8

Depreciation and amortisation -6.1 -0.2 -6.3

Segment profit 8.0 7.5 15.5

Interest income 0.1 - 0.1

Interest expense -0.1 - -0.1

Tax -1.5 -1.3 -2.8

Group profit after tax 6.5 6.2 12.7
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Direct business 

The direct business produced gross profit of £15.7 million in H1 2018, up 30% from 
£12.1 million in H1 2017. The majority of the improvement was from sales of growth 
products with gross profit increasing from £10.2 million to £13.9 million.  The trend to 
move from selling to smaller customers to larger enterprise businesses and public sector 
customers on multi-year deals is clearly continuing to have the desired impact on 
revenues and profit.  The interim announcement notes that the order book remains 
strong and, crucially, says that ‘significant customer wins’ are anticipated in the second 
half of 2018. At 46%, the gross margins for H1 2018 were unchanged from the prior 
year. 

Expenses 

Gamma has also presented cash settled expenses as a separate item - H1 2018: £39.5 
million, H1 2017: £33.7 million (of which £0.6 million was related to leases) - which gives 
insight into how IFRS 15 and 16 affect operating expenses.  The “cash settled” expenses 
provide a clear comparison of growth in overheads. In H1 2018, the increase in cash-
based expenses was driven by investment in products research and the sales team. In 
addition, further growth in the number of customers buying new products drove 
overheads up, particularly when provisioning product to new enterprise customers. 

Those increases were partly mitigated by Gamma’s programme to reduce the running 
costs of its network through selective additional investment.  The interim announcement 
notes that the Group eliminated £3 million of costs per annum between 2016 and 2018 
through its three-year programme to remove legacy voice equipment in order to reduce 
data centre and support costs. The programme has now ended and the cost savings are 
reflected in these interim results. Depreciation and amortisation increased to £5.6 million 
in H1 2018 from £4.7 million in H1 2018 driven by increased capex. 
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Adjusted EBITDA 

In H1 2018, Adjusted EBITDA increased by 31% to £21.8 million from £16.7 million in 
H1 2017 as a result of increasing sales of new products and operational improvements 
(examples of which are noted above). Accounting treatment and the presentation of 
share-based payments have affected this measure and the combination of changes 
slightly flatters the growth rate which would have been 28% under 2017 accounting 
treatment and presentation. The chart below shows the effects of the two different 
presentations for the two half year periods. 

 

Adjusted EBITDA – impact of presentational and accounting changes 

 

Source: Company information and Progressive Equity Research estimates 
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Changes in accounting policy and presentation 

These are the first results which are presented by Gamma following the adoption of IFRS 
9 and IFRS 15. While IFRS 9 has only resulted in additional disclosure, adoption of IFRS 
15 has resulted in restatement of the prior period.  Gamma has also chosen to adopt 
IFRS 16 early and to use the modified retrospective approach to adoption which means 
there are no restatements to the prior year figures.  Gamma is also presenting Share 
Based Payments as a non-adjusting item as the level of Share Based Payments has 
now stabilised and, consequently, Adjusted EBITDA and Adjusted EPS for 2017 have 
been restated for that. 

Briefly, the impact of the changes are summarised below: 

IFRS 9 (replaces IAS 39) 

▪ The adoption of IFRS 9 has not impacted the classification of financial instruments.  

▪ With the exception of trade receivables (where any impairment is consistent with the 
past practice of providing for bad and doubtful debts), impairment of financial 
instruments is expected to be negligible and hence have no material impact on the 
financial statements. 

IFRS 15 (revenue and contracts with customers) 

Gamma has adopted IFRS 15 from 1 January 2018, and the 2017 numbers have been 
restated as comparators for the 2018 audited financial statements.  

There are four adjustments: 

▪ “Up front” subscriptions which were previously recognised on purchase are removed 
and are now amortised over the period for which a customer is expected to use the 
service. These contract liabilities totalled £4.7 million as at H1 2018 in relation to 
installations, and £11.5 million as at H1 2018 in relation to Cloud PBX. 

▪ Assets which were supplied as part of a service are removed from the fixed asset 
register and instead recognised as a sale at the point of delivery to the customer with 
a corresponding reduction in ongoing service revenues. 

▪ Installation revenue is now spread over the length of the contract. 

▪ The cost of commissions in the direct business is now spread over the length of the 
contract to which they relate. 

The main effect is on EBITDA as noted previously. The first two adjustments see some 
similar, opposite movements in depreciation and amortisation. Fully diluted EPS, both 
adjusted and non-adjusted, are not materially affected. 

IFRS 16 (leases) 

IFRS 16 comes in to effect on 1 January 2019, however early adoption is allowed as 
long as IFRS 15 has been adopted and so Gamma has duly adopted it from 1 January 
2018. 

It is using the modified retrospective approach in recognising lease liabilities and a right-
of-use asset. 
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Where the modified approach has been taken, restatement of prior years is not allowed 
in respect of IFRS 16 but Gamma has calculated the right of use asset to be recognised 
as at 1 January 2018.  Ceteris paribus, the expected depreciation charge on the right of 
use asset in the 2018 accounts will be £1.3 million which compares to an operating lease 
charge of £1.6 million within the operating expenses for 2017. 

The effect on EBITDA and adjusted EBITDA is therefore expected to be an increase of 
£1.6 million in 2018 but there will not be a material effect on Profit After Tax or fully 
diluted EPS or fully diluted adjusted EPS. 

The elements relating to leases and right of use assets have been separated in the 
interim results to illustrate the effect of the adoption of IFRS 16.  In the first half of 2018, 
there was a £0.6 million positive effect on EBITDA from IFRS 16. 

Share based payments 

Gamma has previously shown EBITDA and EPS adjusted for Share Based Payments 
because the historical charges were inflated by significant levels of awards made at the 
point of IPO and subsequently reduced significantly. As Share Based Payments have 
now stabilised these are no longer excluded from Gamma’s adjusted numbers.  Our 
estimates are now formed on the same basis.  
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Estimates 

We have revised our estimates to include the effect of the adoption of IFRSs 9, 15 and 
16 standards, which have had a net impact on EBITDA. In addition, our adjusted 
estimates reflect Gamma’s revised treatment of share-based payments. Aside from 
those changes, our estimates continue to reflect our views on the growth of the business 
lines and they anticipate that SIP Trunking and Cloud PBX will remain the main drivers 
of growth in the near term. We expect the lower margin Broadband and Ethernet 
business will continue to grow well too. We continue to view the long term impact of the 
mobile business as a support for the Group’s product and services and note the longer 
term prospects for the converged product. Meanwhile, we continue to allow traditional 
product revenues to drift down in our estimates and also acknowledge pricing pressure 
in the Inbound product. The chart below shows the effects of our assumptions and the 
accounting and presentational updates on our FY 2018E Adjusted EBITDA estimate. 

Adjusted EBITDA upgrade and accounting and presentational changes(£m) 

 

Source: Progressive Equity Research estimates 

The net impact of the accounting and presentational changes together with some 
underlying upgrades following another strong period of trading are shown in the table 
below.  

Estimate changes 

 

Source: Progressive Equity Research estimates 
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£m unless stated Old New

Change 

(%) Old New

Change 

(%) Old New

Change 

(%)

Revenue 264.7 280.5 6% 290.1 302.2 4% 320.7 328.3 2%

Adj EBITDA 47.9 44.8 -7% 53.4 49.0 -8% 55.8 53.3 -4%

Reported PBT 28.0 32.2 15% 32.6 35.4 8% 33.3 37.4 12%

Fully adj PBT 31.3 32.2 3% 35.4 35.3 0% 36.1 37.4 4%

Reported EPS (p) 24.0 27.7 15% 28.0 30.4 8% 28.6 32.1 12%

Fully adj EPS (p) 27.5 27.6 0% 30.9 30.3 -2% 31.5 32.1 2%

FY18E FY19E FY20E
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Financial Summary: Gamma Communications 

Year end: December (£m unless shown)      

      

PROFIT & LOSS 2016 2017 2018E 2019E 2020E 

Revenue 213.5 242.0 280.5 302.2 328.3 

Adj EBITDA 34.2 36.0 44.8 49.0 53.3 

Adj EBIT 24.3 25.6 32.1 35.1 37.1 

Reported PBT 21.6 26.5 32.2 35.4 37.4 

Fully adj PBT 24.9 27.5 32.2 35.3 37.4 

NOPAT 22.3 22.4 26.0 28.5 30.0 

Reported EPS 18.7 24.0 27.7 30.4 32.1 

Fully adj EPS 21.1 24.6 27.6 30.3 32.1 

Dividend per share 7.5 8.4 9.3 10.2 11.3 

      
CASH FLOW & BALANCE SHEET 2016 2017 2018E 2019E 2020E 

Operating cash flow 31.3 29.8 37.9 41.6 45.1 

Free Cash flow 9.7 10.7 19.6 21.7 23.9 

FCF per share 10.2 11.3 20.7 23.0 25.4 

Acquisitions 0.0 0.0 0.0 0.0 0.0 

Disposals 0.0 0.0 0.0 0.0 0.0 

Shares issued 0.1 0.0 0.0 0.0 0.0 

Net cash flow 3.4 3.4 11.6 12.8 14.1 

Overdrafts / borrowings 0.0 0.0 0.0 0.0 0.0 

Cash & equivalents 28.2 31.6 43.2 56.0 70.1 

Net (Debt)/Cash 28.2 31.6 43.2 56.0 70.1 

      
NAV AND RETURNS 2016 2017 2018E 2019E 2020E 

Net asset value 80.2 95.3 118.9 138.0 157.8 

NAV/share 87.6 104.1 127.5 147.9 169.2 

Net Tangible Asset Value 70.2 79.8 104.8 125.4 146.9 

NTAV/share 76.7 87.2 112.4 134.4 157.4 

Average equity 73.5 87.8 104.4 123.3 143.4 

Post-tax ROE (%) 24.1% 25.9% 25.0% 23.2% 21.1% 

      
METRICS 2016 2017 2018E 2019E 2020E 

Revenue growth 379.0% 13.3% 15.9% 7.8% 8.6% 

Adj EBITDA growth 620.8% 5.3% 24.3% 9.6% 8.6% 

Adj EBIT growth (177.7%) 5.3% n.a. n.a. 5.6% 

Adj PBT growth (959.9%) 10.4% 17.1% 9.7% 5.8% 

Adj EPS growth 574.4% 16.4% 12.4% 9.7% 5.8% 

Dividend growth N/A 12.0% 10.1% 10.3% 10.3% 

Adj EBIT margins 6.6% 10.6% 11.4% 11.6% 11.3% 

      
VALUATION 2016 2017 2018E 2019E 2020E 

EV/Sales 3.6 3.2 2.7 2.5 2.3 

EV/EBITDA 22.5 21.4 17.2 15.7 14.5 

EV/NOPAT 34.6 34.4 29.7 27.1 25.6 

PER 40.5 34.7 30.9 28.2 26.6 

Dividend yield 0.9% 1.0% 1.1% 1.2% 1.3% 

FCF yield 1.2% 1.3% 2.4% 2.7% 3.0% 
 

Source: Company information and Progressive Equity Research estimates 
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