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Strategic thinking 

Gamma held a very useful Capital Markets Day (CMD) which focused 
on strategy for the medium to long term. The CMD ran through the 
approach which the Group has taken to form its “2023 Strategic Plan”. 
It explored the size of the market, expected changes in marketplace, 
the competitive environment and the main anticipated trends – 
together with how Gamma will place itself to best take advantage as 
the market evolves. The resulting key strategic priorities mean that 
Gamma will adopt a ‘highly focused organic and inorganic strategy’. 
This approach will allow the Group to evolve its strong cloud 
telephony position into the UCaaS (Unified Communications as a 
Service) market, particularly for SMEs. The group will also build on its 
fixed and mobile telecom strengths, expand into Europe to gain 
continued growth and scale, and build on its digital capabilities to 
‘assure agility and sustain competitiveness’. We summarise the main 
points from the CMD and outline the refocussed strategy, together 
with its targeted impact on the direct and indirect businesses. 

▪ Andrew Taylor joined Gamma as Chief Executive in May 2018 with a 
demonstrable track record of achievement in the telecommunications 
industry, both in the UK and internationally. The thorough review and 
the formation of a new, coherent strategy gives investors a clear idea of 
the direction that the Group will take. Gamma has clearly explained how 
it will evolve its direct and indirect businesses to capture revenue from 
anticipated market trends in the coming years. 

▪ In adding M&A and expansion into Europe to Gamma’s growth strategy, 
the Board is opening the Group to significant market opportunities. The 
recent Dean One acquisition represents an extension of geographic 
profile, with a business that can leverage Gamma’s expertise with 
similar products and market dynamics. It also adds a foundation for an 
even broader geographic footprint, over time. 

▪ Initially, Gamma will look to expand into adjacent territories through 
M&A so countries in Northern/Western Europe are likely first targets. 
Smaller deals are likely to be funded from existing cash although large 
deals might require more tailored funding structures. The funding of the 
new organic strategy is to come from existing annual cash flow and it is 
worth noting that many of the initiatives – for example, digitalisation – 
are already part of the Group’s business-as-usual investment. 

▪ Our unchanged estimates do not reflect any influence from the new 
strategy. For instance, we do not make assumptions about further 
acquisitions or heightened focus on UCaaS at this stage of its 
implementation. We look forward to further updates over time. 
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FYE DEC (£M) 2016 2017 2018E 2019E 2020E 

Revenue 213.5 242.0 286.7 317.4 346.5 

Adjusted EBITDA 34.2 36.0 47.0 54.0 59.0 

Adjusted PBT 24.9 27.5 34.4 39.8 42.7 

Adjusted EPS 21.1 24.6 29.2 34.2 36.7 

EV/Sales (x) 3.3 2.9 2.5 2.2 2.0 

EV/ Adj. EBITDA (x) 20.6 19.6 15.0 13.0 11.9 

P/E (x) 37.1 31.9 26.9 22.9 21.4 

Source: Company Information and Progressive Equity Research estimates 
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Strategy evolution 

Briefly, Gamma’s previous stated objective was to grow both its market share and 
profitability by developing new, innovative communications products for organisations. 

Gamma previously outlined four strategic pillars:  

▪ Exploiting existing services 

▪ Infrastructure investment 

▪ Introducing new services 

▪ Developing the market 

The four strategic pillars were all underpinned by Gamma’s ‘Straightforward to do 
business with’ culture designed to make it as easy as possible for its customers to 
interact with the Group. These aims remain part of the new strategic direction and are 
sited within the broader, but detailed, well-defined plan which encompasses specific 
aims for Gamma in its evolving marketplace. 

The new “2023 Strategic Plan” is based on four key priorities : 

Gamma’s 2023 Strategic Plan – four key priorities 

 

  

 

Source: Gamma Communications  
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The new plan can be seen, in our view, as a logical extension and evolution of the 
previous strategy, updated and refined through the process as described in the 
remainder of this note : 

Mapping Gamma’s 2023 Strategic Plan to the previous pillars of growth 

  

Source: Gamma Communications (Outvise analysis), Progressive formatting 

The evaluation process 

The Group undertook a comprehensive evaluation process over a six month period in 
setting its 2023 Corporate Goals and producing a strategic plan. As well as a thorough 
internal process in which it conducted over 50 one-to-one interviews and many 
workshops, over 100 reports were compiled and analysed through interviews with 
consulting analysts, channel partners and customers. This was supported by external 
experts and management consultants with relevant Telecommunications and Digital 
experience. 

Defining Gamma’s 2023 Strategic Plan 

 

Source: Gamma Communications (Outvise analysis), Progressive formatting 
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Strategic questions 

The CMD started by recognising that Gamma’s USP is a combination of disruptive 
products and world class customer service. It is a fast-growing B2B cloud 
communications provider and is leading the UK transformation to IP Voice. The Group 
considered a number of key strategic questions which examined: 

▪ the level of growth that Gamma could continue to drive from its core products and 
markets, 

▪ the right strategy to maximise growth from Cloud Telephony 

▪ the appropriate new growth markets (products, segments, geographies) to enter, 

▪ how to use technology to evolve its value proposition and 

▪ the impact of long-term market trends 

The resulting strategy 

Our takeaways from the CMD presentations and their focus on Gamma’s next strategic 
aims and direction are reflected in the following points: 

Strong foundations 

The presentations detailed where Gamma perceives its strengths to be now, and where 
they intend them to be in the future. They also concentrated on where opportunities lie 
to grow both the direct and indirect business and where markets will evolve. The 
speakers outlined the current positioning of the Group in its markets today, and the 
benefits to revenue and profits that this brings. Gamma has a strong position across its 
core growth markets and is looking both to transfer that into new markets, and to use 
this experience to drive future revenue growth from new products, segments and 
geographies.  

The presentations highlighted several current points of differentiation which included 
product and network quality, channel automation, digital platforms, commercial agility 
and people. The latter are particularly important in establishing relationships and trust 
with customers in both the direct and indirect businesses.  

Significant market opportunities 

The presentations highlighted the significant opportunities available to Gamma in the UK 
and European markets. B2B Telco and ICT revenues in Western Europe are estimated 
by Gamma to be around €86 billion at present with the UK market at around £11 billion. 
Neither market is expected to grow appreciably over the next five years in total, but this 
masks good growth in the new technology areas being offset by decline in traditional 
voice and pure-data services.  The growth opportunities lie in specific growing focus 
segments. 

The overarching themes that Gamma expects in the market are ongoing adoption of SIP 
(simple VoIP telephony) in the near/medium term, with Cloud Telephony (VoIP bundled 
with Hosted PBX) and then UCaaS (Full stack integrated experience) demand in the 
longer term. 
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▪ Traditional voice is rapidly migrating to IP voice 

▪ The UK Cloud PBX market is expected to more than double, to reach around 8.9 
million seats by 2023 (Gamma currently has a market share of around 11% of the 
current 3.9 million market and 24% of the SME market). 

▪ The UK SIP trunk market is expected to reach around 4.3 million trunks by 2023 
(Gamma’s currently has a market share of around 27% of the current 3 million 
market). 

▪ UCaaS overall is expected to grow around 11% per annum until 2023, with hosted 
PBX expected to contribute a material share of this expansion. 

Focus on UCaaS 

While the overall Western European telecoms and Cloud IT services market is expected 
to be flat, newer services are expected to show good growth. Although fixed voice and 
mobile services are still expected to be areas of decline, the market move towards 
Unified Communications as a Service (UCaaS) has an underlying requirement for high 
quality mobile experience. Gamma expects that the ability to provide End to End quality 
of service will become a relevant differentiator in the market. It is noticeable that other 
European markets are following the UK cloud telephony path – the Netherlands being 
ahead of most other countries at present (indeed the proportion of cloud telephony 
adoption there is running ahead of the UK at c.28% versus c.22%). Gamma also expects 
businesses’ purchasing behaviour and the channel role to evolve over time. 

Exploiting and enhancing existing attributes 

Given the expectation that new services will compensate for decreases in more 
traditional services, Gamma will be looking to exploit its expertise in targeting significant 
opportunities in fixed (voice and data) services, mobile and value-add services. 
Gamma’s data access services will continue to focus on enhancing quality for its 
communications products while mobile – an important enabler for UCaaS, as noted 
above – will be a key differentiator.  

In targeting new geographies, Gamma will look to partner with high quality local service 
providers to successfully execute this aspect of its growth strategy.  It has already 
established a European Board which will co-ordinate the Group’s M&A activities and it 
will take a highly focused approach to evaluating potential acquisitions. It will have a 
primary focus on Northern and Western Europe and, given the acquisition of Dean One, 
will look to complete a Benelux offering as part of that acquisitive growth programme. 

Funding the new strategy 

With any new strategy – particularly one which includes M&A - there are clearly 
questions over the outlook for funding new growth opportunities. Gamma has been 
consistently excellent in terms of cash generation so there is an immediate source of 
funds for a certain level of growth from cash generated during any year. It is worth noting 
that the funding of the new organic strategy is expected to come from existing annual 
cash flow, as a number of the initiatives outlined are simply extensions of investment 
that has already been made over the last two or three years. For example, digitalisation 
is already part of the Group’s business-as-usual investment. In terms of M&A, smaller 
deals are likely to be funded from existing cash although large deals might require more 
tailored funding structures.  

A change in the competitive landscape 

It is also important to accept that the size of the opportunity is attracting different types 
of players to the UCaaS market, increasing competitive pressure. 
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Players will include communications service providers, tech vendors, app specialists and 
value-added service providers. Gamma noted four key points on the likely development 
of the competitive environment: 

▪ The product offering will become more sophisticated 

▪ Price pressure will increase, driving a decrease in average revenue per user (ARPU) 
decrease in basic Cloud PBX services 

▪ The channel will be disrupted: 

- Competition for partners will increase  

- Digital will become mainstream in the SME 

▪ Customer ownership will move from the access provider to the UC provider 

Focus on delivering long-term growth 

Gamma will adopt a ‘highly focused organic and inorganic strategy’ which is designed 
to deliver strong long-term growth for the group. This means achieving several objectives 
to take advantage of the market dynamics which the reviews have identified. These were 
summed up as the Group’s new strategic priorities: 

▪ Evolve its strong cloud telephony position into the UCaaS market 

▪ Build on its Fixed and Mobile Telecom strength to differentiate Gamma’s proposition 
from pure OTTs (Over-The-Top: where a telecommunications service provider 
delivers one or more services across an IP network). The combination of Horizon 
and Gamma Connectivity will bring significant quality of service benefits over 
competing OTT/network solutions. 

▪ Expand into Europe to gain continued growth and scale 

▪ Continue to build on its digital capabilities to assure agility and sustain 
competitiveness 

In terms of the provision of a UCaaS product, Gamma considers that a ‘full telecom wrap’ 
is a crucial part of the equation if the Group is to deliver a business quality user 
experience. It already has many of the necessary attributes in its fixed data (broadband, 
ethernet, WAN services), mobile (4G, 5G, WiFi services) and core network (PSTN 
interconnect, local connectivity) to provide that network wrap. 

Digitalisation 

A key aspect of this future strategy is to increase the digitalisation of Gamma’s own 
business, to improve user satisfaction for its direct customers and channel partners and 
to add scalability.  

This should also have a positive impact on Gamma’s operational costs and margins 
allowing it to remain highly competitive. Customer experience should benefit if Gamma 
provides an end to end communications portal for the business market that evolves with 
both Channel and User behaviour.  

Speakers during the CMD noted that investment in digitalisation has been a feature of 
both Gamma’s business lines over the last few years in any case. The new strategy 
simply underlines the necessity of carrying it through, to provide services that will 
satisfactorily address customer demands. Further digitalisation should also provide 
more flexible and automated systems and networks through which Gamma could 
increase its rate of innovation.  
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Aligned with Gamma’s core capabilities and strengths 

Unified Communications as a Service 

Gamma will focus on core and adjacent product, channel and geographical market 
opportunities. For instance, in the CMD presentations, Gamma said that it would look to 
leverage its leadership position to extend its offering to adjacent markets and provide a 
‘compelling’ UCaaS offering. Gamma is a key player in the UCaaS market (see above 
for Horizon’s market shares) and UCaaS market development will create new adjacent 
market opportunities for Gamma (see chart below). 

Unified Communications as a Service: a new adjacent market 

  

Source: Gamma Communications (Outvise analysis), Progressive formatting 

Fixed data and mobile markets: further opportunities 

In addition, fixed data access is a market where the Group sees new regulations and 
technology generating additional opportunities for Gamma. Fixed data is a £3.2 billion 
market today and although it is expected to decline slightly overall by 2023, broadband 
is forecast to grow from £0.9bn to £1.1bn due to a subscriber base increase (source: 
Outvise) while software defined networks are expected to become mainstream, 
delivering key enhancements to dedicated connections. The B2B mobile market is of a 
similar size and is also expected to show compound decline of around 1% per annum to 
2023. Again, within that, mobile data should grow strongly, substituting mobile voice and 
representing 66% of revenues from the B2B mobile segment,  up from 52% currently. 

Importantly, as we have noted elsewhere in this document, mobile experience is 
expected to be a key driver for UCaaS and the attendant ability to provide End to End 
Quality of Service (QoS) will become a relevant differentiator. 
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The impact on the Indirect business 

With over 1100 channel partners, it is crucial that Gamma’s new strategy has a positive 
impact on its partners. Having included a number of partners in its research process 
while formulating the new strategy, Gamma expects many elements to benefit the 
partner base :  

▪ Improve End to End self-service/automation for the Channel Partners and end 
customers through Gamma’s portal and APIs. (It is worth remembering that 
Gamma’s digital Portal has been a key innovation in the industry and part of its 
success with the indirect channel). 

▪ Build Gamma’s focus on managing and minimising churn  

▪ Enable partners to differentiate through: white labelling, bespoke commercials, 
vertical marketing & API availability 

▪ Gamma’s brand and alliances will support the focus on UCaaS as the means to 
further penetrate the medium-sized companies market (250-499 employees)  

Indirect business – current information points 

 

Source: Gamma Communications, Progressive formatting 
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The impact on the Direct business 

Likewise, Gamma expects its new strategy to significantly benefit the direct business 
noting that it will: 

▪ Accelerate the mid-market segment (250-499) with specific product improvements, 
go to market messaging and expansion and realignment of its sales team 

▪ Boost Public Sector revenues, renewing CCS (Crown Commercial Services) 
frameworks plus adding new UCaaS and contact centre lots. Entering the NHS 
(Gamma has already achieved Stage 2 Health and Social Care Network (HSCN) 
compliance) and large central government markets 

▪ Better serve Enterprise customers and markets by providing SDWAN (software-
defined wide-area network) and offering office suite services 

▪ Address the Enterprise UCaaS market with value added services for MS Teams 

▪ Improve overall success rate and margin, continue investment in digital programme 

Indirect business – current information points 

 

Source: Gamma Communications, Progressive formatting 
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Route to market 

Using analysis from Outvise, Gamma notes that there is an expectation of a change in 
business purchasing behaviour. In particular, changes to the ways customers act and 
the impact of new channels are among likely alterations, with new channels appearing 
and existing channels evolving.  

Customer sophistication is expected to increase, and buyers are expected to “pull” more 
by actively seeking out products. Brand importance is anticipated to be high for lower-
end requirements while integration requirements are expected to increase at the higher-
end. New channels will disrupt the current route to market with UCaaS providers likely 
to push a simple dealer model. Conversely, specialist service providers are more likely 
to favour the integrator dealer model. 

Give the move to greater digitalisation, products and customer service will be more 
standard and automated – this will simplify sales and provisioning processes and the 
provision of customer support and training. Similarly, e-commerce is set to become the 
key channel for Micro and Small customers with the former benefiting from end-to-end 
digital sales and the latter from at least digitally-initiated sales. 

Route to market trends 

  

Source: Gamma Communications (Outvise analysis) 
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In summary 

Gamma’s CMD presentations clearly demonstrated a medium to long term strategy that 
the business can follow to grow both organically and by acquisition.  

In identifying the growth opportunities in its existing and new markets, this is not a 
fundamental change in strategy for Gamma. Rather, it is a more detailed focus on the 
significant opportunity presented by Cloud Telephony and UCaaS for a Group which 
already possesses key attributes to exploit the evolution in the market.  

In targeting adjacent products, markets and geographies, Gamma will utilise its expertise 
in data access and mobile, while building on its digital capabilities to produce and 
support lasting growth in recurring revenue. This does not mean that the Group will lose 
sight of its exiting opportunities in, for instance, Cloud PBX and SIP Trunking, but the 
new and augmented strategy should help ensure growth for the medium and long term.  

Overall, the event was an excellent example of a clear and thorough strategic 
process, well explained and with clear and actionable outcomes.  The chosen path 
carefully avoids major leaps (or risks) but delivers a number of avenues to long-
term growth in high margin, recurring revenue.  We look forward to the outcome 
of this strategic roadmap, both in near-term activity and long-term results.  

 

 



23 January 2019 

 

 
12 

Financial Summary: Gamma Communications 

Year end: December (£m unless shown)      

      

PROFIT & LOSS 2016 2017 2018E 2019E 2020E 

Revenue 213.5 242.0 286.7 317.4 346.5 

Adj EBITDA 34.2 36.0 47.0 54.0 59.0 

Adj EBIT 24.3 25.6 34.3 39.7 42.5 

Reported PBT 21.6 26.5 34.5 39.9 42.7 

Fully adj PBT 24.9 27.5 34.4 39.8 42.7 

NOPAT 22.3 22.4 27.4 32.1 34.4 

Reported EPS 18.7 24.0 29.2 34.2 36.7 

Fully adj EPS 21.1 24.6 29.2 34.2 36.7 

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 43.1 41.5 50.2 

Free Cash flow 9.7 10.7 24.0 20.7 28.0 

FCF per share 10.2 11.3 25.4 22.0 29.7 

Acquisitions 0.0 0.0 (12.5) (1.7) 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 3.9 10.0 18.2 

Overdrafts / borrowings 0.0 0.0 0.0 0.0 0.0 

Cash & equivalents 28.2 31.6 35.5 45.5 63.7 

Net (Debt)/Cash 28.2 31.6 35.5 45.5 63.7 

      
NAV AND RETURNS 2016 2017 2018E 2019E 2020E 

Net asset value 80.2 95.3 114.8 138.2 162.9 

NAV/share 87.6 104.1 122.2 147.1 173.3 

Net Tangible Asset Value 70.2 79.8 88.7 112.2 138.9 

NTAV/share 76.7 87.2 94.3 119.4 147.8 

Average equity 73.5 87.8 105.1 126.5 150.6 

Post-tax ROE (%) 24.1% 25.9% 26.2% 25.5% 23.0% 

      
METRICS 2016 2017 2018E 2019E 2020E 

Revenue growth 379.0% 13.3% 18.5% 10.7% 9.2% 

Adj EBITDA growth 620.8% 5.3% 30.5% 14.9% 9.4% 

Adj EBIT growth (177.7%) 5.3% n.a. n.a. 7.0% 

Adj PBT growth (959.9%) 10.4% 25.1% 15.8% 7.2% 

Adj EPS growth 574.4% 16.4% 18.6% 17.3% 7.3% 

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

Adj EBIT margins 6.6% 10.6% 12.0% 12.5% 12.3% 

      
VALUATION 2016 2017 2018E 2019E 2020E 

EV/Sales 3.3 2.9 2.5 2.2 2.0 

EV/EBITDA 20.6 19.6 15.0 13.0 11.9 

EV/NOPAT 31.6 31.5 25.7 21.9 20.5 

PER 37.1 31.9 26.9 22.9 21.4 

Dividend yield 1.0% 1.1% 1.2% 1.3% 1.4% 

FCF yield 1.3% 1.4% 3.2% 2.8% 3.8% 
 

Source: Company information and Progressive Equity Research estimates 
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