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A focus on future growth 

Strong FY 2018 results provide forward momentum 

Gamma’s FY 2018 results show the anticipated continuation of the 
healthy performance which the Group has provided in recent years. 
In particular, they feature adjusted numbers which are 3-5% ahead of 
our estimates which were upgraded after January’s trading update. 
Importantly, the commentary and the numbers are consistent with 
recent trading updates and the evolution of Gamma’s strategy which 
was announced in some detail at the recent Capital Markets Days 
(CMD). The channel showed further growth during FY 2018 with more 
contract wins while the direct business also enjoyed a good 2018 – 
helped by a useful tailwind from contracts won in 2017. The outlook 
comments are positive and note the visibility afforded by the Group’s 
recurring revenue base. We make some small positive changes to 
adjusted estimates for FY 2019E and FY 2020E and introduce 
estimates for FY 2021E. In viewing the continued momentum in the 
business, we see our numbers as conservative and we expect to see 
Gamma further exploit the growth opportunities which it has 
identified. 

▪ Gamma has reported strong full year results for FY 2018 with Adjusted 
EBITDA 3% ahead of our (and market) estimates which we had 
upgraded after January’s trading positive update. Dividend growth of 
just over 10% for the full year was in line with expectations. 

▪ The channel saw further strong growth in SIP, Cloud PBX and Data 
products and solutions during 2018. The Group’s robust channel 
proposition benefited from heightened focus on cross-selling and 
upselling more of its existing products, selling new products and 
services into the current channel base and developing new partners and 
programs to support the growth of their businesses. 

▪ Gamma has previously noted further significant new contract wins 
during 2018 in its direct business with some reflecting Gamma’s 
ongoing strategic focus on evolving its strong cloud telephony position 
into the Unified Communications as a Service (UCaaS) market.  

▪ The outlook comments in the results announcement are positive for the 
near-to-medium term and the Board has identified ‘no material issues 
which are specific to Gamma’ from Brexit. Gamma expects to continue 
to invest in supporting the channel and on maintaining focus on growth 
with larger enterprises and the public sector in the direct business. 
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FYE DEC (£M) 2017 2018 2019E 2020E 2021E 

Revenue 242.0 284.9 318.4 345.0 370.0 

Adjusted EBITDA 36.0 48.3 55.5 60.0 65.0 

Adjusted PBT 26.2 34.8 40.1 43.4 47.7 

Adjusted EPS 23.1 30.3 34.5 37.3 41.0 

EV/Sales (x) 3.2 2.7 2.4 2.2 2.1 

EV/ Adj. EBITDA (x) 21.4 15.9 13.9 12.8 11.9 

P/E (x) 37.0 28.2 24.8 22.9 20.8 

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

A strong year 

Gamma has reported strong full year results for FY 2018 with Adjusted EBITDA 3% 
ahead of our (and market) estimates which we had upgraded after January’s trading 
positive update. Revenue was a whisker below our upgraded expectations with 
expenses also lower than our estimate. Dividend growth of just over 10% for the full year 
was in line with expectations. In our view, the Group’s performance in FY 2018 continued 
to reflect the Group’s successful 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. 

The Channel 

Once again, the channel saw strong growth in SIP, Cloud PBX and Data products and 
solutions during 2018. Gamma’s channel team continued to develop and strengthen the 
Group’s channel proposition with particular focus on cross-selling and upselling more of 
its existing products, selling new products and services into the current channel base 
and supporting the growth of their businesses. It is interesting to note that the Group’s 
channel partner marketing platform, Accelerate, is now actively used by over 75% of those 
partners to assist them in generating and converting customer leads. The channel showed 
further growth during FY 2018 with more contract wins and the results announcement cites 
some specific examples. BTT secured the contract to supply SCS with a 117 site MPLS 
network and Fidelity Group will add 5,500 Horizon seats through a long-term multi-year 
commitment. There are exciting deals with South West Communications and Focus Group 
as well. The number of channel partners actively trading with Gamma increased to 1,150 
and the channel continues to account for 74% of Group revenues. 

The Direct business 

The direct business also enjoyed a good 2018 with a useful tailwind from contracts won 
in 2017. Gamma has previously noted further significant new contract wins during 2018 
including those with ALDI, BGL Group, Hidden Hearing and The London Stock 
Exchange Group. In particular, we understand that the ALDI contract could prove 
sizeable over time as Gamma delivers one of the market’s largest Ethernet WANs 
covering ALDI’s 1,000+ estate in the UK and Ireland.  In the Public Sector, Gamma 
achieved Stage 2 Health and Social Care Network compliance and has been awarded 
new contracts with Fife and Thurrock Councils. The announcement also says that the 
Scottish Government deployed a large SIP solution, while The Guinness Partnership is 
deploying a managed solution for Unified Communications, Connectivity and Mobility. 

The London Stock Exchange contract we note above was for Global UCaaS (Unified 
Communications as a Service) and is a reminder of Gamma’s ongoing strategic focus 
on evolving its strong cloud telephony position into the UCaaS market. In that vein, the 
launch of Collaborate, Gamma’s new UCaaS product, remains imminent. The launch 
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. We 
touch on strategy a little more on the following page. 
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Network 

Gamma’s new high capacity national optical network project was delivered on schedule 
and on budget in the first half of 2018 enabling Gamma to deliver services at 10Gb/s 
and above from the second half of the year. Gamma can now connect end customers to 
its network with high capacity Ethernet pipes and deliver SIP or hosted services, 
providing connectivity between the key Central Business Districts on the M4, M5, M6, 
M62 and M1 corridors.  Gamma now has greater control of the connectivity which 
produces a better end user experience while improved efficiencies lead to lower costs. 
Gamma has now completed its three-year programme to remove legacy voice 
equipment to reduce costs producing annualised savings of c£3m p.a in ongoing 
network costs versus 2016 levels. 

Outlook 

Unsurprisingly, the outlook comments in the results announcement are positive for the 
near-to-medium term and the Board has identified ‘no material issues which are specific 
to Gamma’ from Brexit. It notes the resilience in Gamma’s ‘very high percentage of 
recurring revenues’ that should provide greater certainty over performance in the short 
to medium term in the event of more adverse economic conditions. The new segmental 
breakdown shows that over 90% of Gamma’s revenue is recurring. As in previous years, 
Gamma expects to invest further in supporting the channel and on maintaining focus on 
growth with larger enterprises and the public sector in the direct business. While 
acknowledging that there is increasing competition in the marketplace, the Board highlights 
its confidence in the quality and competitiveness of Gamma’s products.  

Strategy 

With the Group’s results reflecting the success of Gamma’s previous strategy, it is worth 
touching on Gamma’s next strategic aims and direction. Management commentary in 
the results announcement is naturally consistent with the recent evolution of the Group’s 
strategy. Andrew Taylor joined Gamma as Chief Executive in May 2018 and undertook 
a thorough review of the Group which resulted in the formation of a new, coherent 
strategy which gives a clear idea of the direction that the Group will take. During its 
Capital Markets Days (CMD) in January 2019, senior management explained how 
Gamma will evolve its direct and indirect businesses to capture revenue from anticipated 
market trends in the coming years. 

The 2023 Strategic Plan looked at the size of the market, expected changes in 
marketplace, the competitive environment and the main anticipated trends. It identified 
four key areas of focus through which Gamma can best take advantage as the market 
evolves to ensure growth over the next five years: 

▪ Evolve Gamma’s strong cloud telephony position into the UCaaS market 

▪ Build on its fixed and mobile telecom strength to differentiate its proposition from pure 
OTTs (Over the Top providers) 

▪ Expand Gamma’s geographic footprint into Europe (see below for related comment) 

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



12 March 2019 

 

 
4 

Significant market opportunities 

The CMD 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. While those markets are not expected to grow overall, good growth in the 
new technology areas is expected as traditional voice and pure-data services decline. 
Consequently, Gamma’s growth opportunities lie in specific growing focus segments. 
Gamma’s management highlighted the main market themes as 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. 

That market move towards UCaaS has an underlying requirement for high quality mobile 
experience and Gamma expects that the ability to provide End to End quality of service 
will become a relevant differentiator in the market. In line with the strategy to focus on 
UCaaS, one of Gamma’s key developments during 2019 will be an expansion to its Cloud 
PBX service (Horizon) to include additional UCaaS products. 

Acquisitions 

With M&A and expansion into Europe now part of Gamma’s growth strategy, the Group 
acquired DX Groep - trading as Dean One and Schipol Connect - during 2018. The 
acquisition represented an extension of geographic profile, with a business that can 
leverage Gamma’s expertise with similar products and market dynamics by selling 
through channel partners to SME customers. It also added a foundation for an even 
broader geographic footprint, over time. In February 2019, Gamma bought the Nimsys 
group of companies (also in the Netherlands) which provides internet, cloud telephony 
and associated IT services primarily to premium multi-tenant office buildings across the 
Netherlands, for an initial consideration of EUR 4.0m with up to another EUR 3.6m 
payable contingent on performance. More broadly, Gamma said at its recent Capital 
Markets Day that it will look to expand into adjacent territories through M&A meaning 
that countries in Northern/Western Europe are likely first targets.  

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. 
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Changes in accounting policy and presentation 

In this publication, references to 2017 numbers are to those restated to show consistent 
accounting treatment under IFRSs 9, 15 and 16. These are the first full year 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. Furthermore, at a segmental level, Gamma will now show the Direct business 
split by market segment rather than between ‘Growth’ and ‘Traditional’ products. 

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” Cloud PBX 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. 

▪ 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 we saw with the interim numbers. The first two 
adjustments see some similar, opposite movements in depreciation and amortisation. 

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.  The depreciation charge on the right of use asset in the 2018 
accounts is £1.4 million compared to an operating lease charge of £1.2 million within the 
operating expenses for 2017. 

The effect on EBITDA and adjusted EBITDA is therefore an increase of £1.2 million in 
2018 but there is no material effect on Profit After Tax or fully diluted EPS or fully diluted 
adjusted EPS. 

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. The charge for FY 2018 was £1.9 million 
versus £2.0 million in the prior year. 

  



12 March 2019 

 

 
7 

FY 2018 results 

Group revenue for FY 2018 of £284.9 million was up 18% compared to £242.0 million in 
FY 2017. The indirect channel contributed £25.7 million of the increase, rising to £210.6 
million (FY 2017: £184.9 million) with £13.8 million coming from the direct business 
where revenue rose to £70.9 million (FY 2017: £57.1 million) and £3.4 million from the 
first-time contribution from the recently-acquired DX Groep. The gross margin increased 
to 46.4% from 44.9% in FY 2017 on the back of an improved product mix while Adjusted 
EBITDA increased by 34% to £48.3 million (FY 2017: £36.0 million). Adjusted fully 
diluted earnings per share for the half year increased by 25% to 30.0p (FY 2017: 24.0p). 

The Cash Generated by Operations for the full year was £40.6 million compared to £29.8 
million in FY 2017. This represents a cash to adjusted EBITDA conversion ratio in 
respect of 2018 of 84% compared to 83% for FY 2017. Gamma had previously guided 
that the ratio of the adjusted EBITDA compared to cash generated by operations under 
the former accounting policies would average around 90%. Given that the accounting 
standard changes have also affected the presentation of items within the statement of cash 
flows between cash generated by operations and Investing activities, management now 
expects that it will be between 80-85%. 

The closing cash balance at the end of 2018 was £35.5 million compared to £31.6 million 
at the end of December 2017. That represents only a small decrease from £36.9 million 
at the half year despite the acquisition of DX Groep for £11.4 million during the second 
half.  

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 £184.9 million to £210.6 million, up 14% 
in FY 2018. In line with the experience of the first half of 2018, the traditional calls and 
lines business and trade with other carriers showed less of a decline compared to the 
more significant fall in 2017.  Although the calls and lines business continued its 
expected decline, as in the first half, Gamma’s carrier business continued to grow 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 £134.4 million in FY 2017 to £162.7 million in FY 2018, an increase of 21%. 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 during the year and contributed ‘favourably’ to gross profit versus 
its performance in 2017. 

Direct business 

The direct business grew strongly throughout FY 2018 with revenue of £70.9 million a 
24% increase on the £57.1 million in FY 2017. Growth products continued to be the main 
driver as revenues increased from £46.3 million to £59.9 million. Previously, Gamma 
has shown the Direct business revenues split between ‘Traditional’ and ‘Growth’ but it is 
changing this to show the revenues for the Direct business split by market segment 
rather than product to better reflect the revenue drivers of the business unit. 

Direct business revenues by business segment (£m) 

 

Source: Company information 

International 

DX Groep in the Netherlands produced a three month contribution of £3.4 million of 
revenue. 

Gross profit 

Indirect business 

Overall, gross profit from the indirect business increased by £14.5 million to £97.5 
million. Growth products’ gross profit grew from £70.5 million to £85.6 million, an 
increase of 21%.  The gross profit from the traditional business decreased by £0.6 million 
to £11.9 million (FY 2017: £12.5 million).  The gross margin in the indirect business grew 
from 52% to 53% reflecting the mix effect of the contribution from the higher margin SIP 
Trunking product.  Gamma’s mobile product saw subscriber numbers increase during 
FY 2018 and produced an increased profit compared to FY 2017. 

£m 2017 2018

Mid-markets 21.6 25.1

Enterprise 21.4 27.8

Public Sector 12.9 16.5

The Loop 1.2 1.5

57.1 70.9
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Direct business 

The direct business produced gross profit of £32.8 million in FY 2018, up 24% from 
£26.5 million in FY 2017. At 46%, the gross margin for FY 2018 was unchanged from 
the prior year. 

International 

With a margin of 56%, DX Groep in the Netherlands produced a three-month gross profit 
of £1.9 million. 

Expenses 

Gamma continues to present cash settled expenses (those with a more immediate 
impact on cash flows) as a separate item - FY 2018: £82.0 million, FY 2017: £70.7 million 
(of which £1.2 million was related to leases in 2017) - 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 FY 2018, the increase in cash-based expenses 
was driven by further growth in the number of customers buying new products which 
drove overheads up, particularly when provisioning product to new enterprise 
customers. In addition, investment in product research, the sales team and in the 
Group’s digital strategy all had an impact – as did expenses relating to consulting and 
due diligence costs. As at the half year, those increases were partly mitigated by 
Gamma’s programme to reduce the running costs of its network through selective 
additional investment, realising savings of £3 million of costs per annum between 2016 
and 2018. Depreciation and amortisation increased to £12.1 million in FY 2018 from 
£10.4 million in FY 2017 driven by increased capex. On that point, the annual 
depreciation charge is now in line with the annual capex spend. 
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Adjusted EBITDA 

In FY 2018, Adjusted EBITDA increased by 34% to £48.3 million from £36.0 million in 
FY 2017 as a result of increasing sales of new products and operational improvements 
which we touch on elsewhere in this document. 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 31% under 2017 
accounting treatment and presentation. The chart below shows the effects of the 
changes for the two years in question. 

Adjusted EBITDA – impact of presentational and accounting changes (£m) 

  

Source: Company information 
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Estimates 

With adjusted numbers for FY 2018 coming in ahead of our estimates while revenues 
were pretty much in line, we make some adjustments to our estimates for FY 2019E and 
FY 2020E which mainly reflect tweaks to margin and amortisation assumptions. 
Revenue estimates remain all but unchanged while better margin assumptions produce 
uplifts of 2%-3% for Adjusted EBITDA. We also introduce first-time estimates for FY 
2021E which can be seen in more detail in the table overleaf. Overall, they show a 
continuation of good growth and, while they anticipate a strong focus on the Group’s 
updated strategy, they do not reflect any further acquisitions. 

 

FY 2018 performance vs expectations and estimate changes 

 

Source: Progressive Equity Research estimates 

 

 

£m unless stated Est Act Diff. (%) Old New

Change 

(%) Old New

Change 

(%)

Revenue 286.7 284.9 -1% 317.4 318.4 0% 346.5 345.0 0%

Adj EBITDA 47.0 48.3 3% 54.0 55.5 3% 59.0 60.0 2%

Reported PBT 34.5 34.6 0% 39.9 39.7 -1% 42.7 43.0 1%

Fully adj PBT 34.4 34.8 1% 39.8 40.1 1% 42.7 43.4 2%

Reported Dil. EPS (p) 29.2 30.1 3% 34.2 34.0 -1% 36.7 36.9 1%

Fully adj. Dil. EPS (p) 29.2 30.3 4% 34.2 34.5 1% 36.7 37.3 2%

FY18 FY19E FY20E
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Financial Summary: Gamma Communications 

Year end: December (£m unless shown)      

      

PROFIT & LOSS 2017 2018 2019E 2020E 2021E 

Revenue 242.0 284.9 318.4 345.0 370.0 

Adj EBITDA 36.0 48.3 55.5 60.0 65.0 

Adj EBIT 25.6 34.4 39.2 42.4 47.3 

Reported PBT 26.5 34.6 39.7 43.0 47.3 

Fully adj PBT 26.2 34.8 40.1 43.4 47.7 

NOPAT 21.6 28.7 32.1 34.7 47.7 

Reported EPS 24.0 30.1 34.0 36.9 40.6 

Fully adj EPS 23.1 30.3 34.5 37.3 41.0 

Dividend per share 8.4 9.3 10.3 11.3 12.5 

      
CASH FLOW & BALANCE SHEET 2017 2018 2019E 2020E 2021E 

Operating cash flow 29.8 40.6 46.2 50.0 54.6 

Free Cash flow 10.7 23.8 25.7 28.0 32.0 

FCF per share 11.3 25.1 27.2 29.7 33.9 

Acquisitions 0.0 (11.1) (1.7) 0.0 0.0 

Disposals 0.0 0.0 0.0 0.0 0.0 

Shares issued 0.0 0.0 0.0 0.0 0.0 

Net cash flow 3.4 3.9 15.0 18.2 21.1 

Overdrafts / borrowings 0.0 0.0 0.0 0.0 0.0 

Cash & equivalents 31.6 35.5 50.5 68.7 89.8 

Net (Debt)/Cash 31.6 35.5 50.5 68.7 89.8 

      
NAV AND RETURNS 2017 2018 2019E 2020E 2021E 

Net asset value 95.3 121.7 144.8 169.7 197.0 

NAV/share 104.1 129.5 154.1 180.6 209.6 

Net Tangible Asset Value 79.8 83.7 107.5 134.9 164.9 

NTAV/share 87.2 89.1 114.4 143.6 175.5 

Average equity 87.8 108.5 133.3 157.2 183.3 

Post-tax ROE (%) 25.9% 26.3% 24.1% 22.2% 20.9% 

      
METRICS 2017 2018 2019E 2020E 2021E 

Revenue growth 13.3% 17.7% 11.8% 8.3% 7.2% 

Adj EBITDA growth 5.3% 34.2% 14.9% 8.1% 8.3% 

Adj EBIT growth 5.3% n.a. n.a. 8.1% 11.4% 

Adj PBT growth 10.4% 32.8% 15.1% 8.4% 9.8% 

Adj EPS growth 16.4% 31.2% 13.8% 8.4% 9.7% 

Dividend growth 12.0% 10.7% 10.2% 10.2% 10.6% 

Adj EBIT margins 10.6% 12.1% 12.3% 12.3% 12.8% 

      
VALUATION 2017 2018 2019E 2020E 2021E 

EV/Sales 3.2 2.7 2.4 2.2 2.1 

EV/EBITDA 21.4 15.9 13.9 12.8 11.9 

EV/NOPAT 35.6 26.8 24.0 22.2 16.2 

PER 37.0 28.2 24.8 22.9 20.8 

Dividend yield 1.0% 1.1% 1.2% 1.3% 1.5% 

FCF yield 1.3% 2.9% 3.2% 3.5% 4.0% 
 

Source: Company information and Progressive Equity Research estimates 
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