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Finance Director Andrew Belshaw 

 

COMPANY DESCRIPTION 

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

www.gamma.co.uk 
 

Acquisition adds to UCaaS offering 

Exactive deal expands relationship with Microsoft 

The acquisition of Exactive builds on last year’s purchase of Telsis, as 
Gamma seeks to become the leading provider of Unified Communications 
as a Service (UCaaS) in Europe. Exactive is one of a small number of 
Microsoft Teams Voice Partners operating in the UK. Having previously 
worked on joint projects with Exactive, Gamma will now own the ability to 
offer a complete range of services for Microsoft Teams – an area which 
could prove to be a good source of future revenues. Paying 11.3x EBITDA 
historical EBITDA, the deal is immediately earnings enhancing. That multiple 
could fall to 5x targeted 2021 EBITDA if the full contingent consideration is 
earned.  Adding Enterprise sector focused IP and building Gamma’s 
relationship and accreditation with Microsoft, we see the deal as a useful 
addition which will enhance the Group’s UCaaS credentials. We make no 
changes to estimates ahead of the upcoming results and will review our 
assumptions on organic and acquired growth at that stage. 

▪ Exactive is a Microsoft Voice Partner for Unified Communications and is 
one of the few full Gold Certified Partners in Messaging & 
Communications. It has carried out some of the largest Microsoft UC 
deployments in the UK and operates predominantly in the Government, 
Education and Corporate sectors. 

▪ Gamma is paying (on a debt-free / cash-free basis) initial consideration of 
cash of £3.6m and Gamma shares of £0.9m totalling £4.5m. There is a 
deferred contingent consideration of up to an additional £3.0m. 

▪ As with Gamma’s recent acquisitions, the group may elect to invest 
additionally in the acquired business, which may limit near-term forecast 
upgrades, but which should allow faster growth in the longer term. 

▪ This acquisition builds on an existing partnership between Gamma and 
Exactive to bring customers a complete range of services for Microsoft 
Teams.  It will be sold predominantly to Enterprise customers which are 
mainly served by Gamma’s direct business. 

Overall, the deal seems to us to be an intelligent investment – rapidly adding 
specific skills to the group, and allowing Gamma to forge relationships with 
Enterprise-scale clients who see Microsoft Teams as the future of 
communications.   
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FYE DEC (£M) 2017 2018 2019E 2020E 2021E 

Revenue 242.0 284.9 328.2 358.5 392.0 

Adjusted EBITDA 36.0 48.3 62.5 69.7 77.6 

Adjusted PBT 26.2 34.8 46.1 53.2 60.3 

Adjusted EPS 23.1 30.3 39.6 45.7 51.8 

EV/Sales (x) 4.6x 3.9x 3.4x 3.1x 2.8x 

EV/ Adj. EBITDA (x) 30.7x 22.9x 17.7x 15.9x 14.3x 

P/E (x) 52.4x 39.9x 30.5x 26.5x 23.3x 

Source: Company Information and Progressive Equity Research estimates 
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2  Gamma Communications 

Acquiring Exactive 

Consideration 

Gamma is paying (on a debt-free / cash-free basis) initial consideration of cash of £3.6m 
and Gamma shares of £0.9m totalling £4.5m. There is a deferred contingent consideration 
of up to an additional £3.0m, the full payment of which will require Exactive to achieve 
EBITDA of £1.5m in 2021. In the year ended 31 December 2019 (unaudited) revenue was 
c£3.8million and EBITDA was c£0.4million. This implies an historical EBITDA multiple based 
on the initial consideration of 11.3x while a full consideration of £7.5m on the mooted 
£1.5m of 2021 EBITDA suggests a multiple of just 5x. Those multiples compare to our 
current estimated FY 2019E EV/EBITDA multiple of 19.2x for Gamma while the equivalent 
for FY 2021E is 15.5x. We note that the two companies have worked together previously 
and that Gamma may well account for some of the historical revenue and EBITDA shown 
above. Scott Millar (CEO) and Robert Hutchison (Chief Commercial Officer) who co-founded 
Exactive in 2005 are committed to working with Gamma to achieve the enhanced EBITDA 
contribution from Exactive. 

Why Exactive? 

Exactive is a Microsoft Voice Partner for Unified Communications (UC) and has carried out 
some of the largest Microsoft UC deployments in the UK. It has won the Microsoft Voice 
Partner of the Year award and is one of the few full Gold Certified Partners in Messaging & 
Communications. It operates predominantly in the Government, Education and Corporate 
sectors. 

One of the four key areas of focus which the Gamma management team has previously 
identified as part of its growth strategy is the need to evolve Gamma’s strong cloud 
telephony position into the UCaaS (Unified Communications as a Service) market. To that 
end, 2019 saw its first complete UCaaS product, ‘Collaborate’, launched and the acquisition 
of Telsis (a developer of UCaaS solutions for small to medium size enterprises). Gamma is 
already able to integrate its SIP Trunking service with Microsoft Teams, and the acquisition 
of Exactive will expand Gamma’s ability to help businesses quickly migrate to Microsoft 
Teams. 

Gamma management already knows the Exactive team and has previously worked on joint 
projects in providing a complete range of services for Microsoft Teams. Exactive has 
developed a multi-tenant Microsoft Teams platform, Cloud UCX™.  Essentially, CloudUCX™ 
is a collection of leading cloud solutions – delivered as a service – which enhances the 
standard Microsoft Teams offering.  All CloudUCX™ services are designed to help an 
organisation get the best from Microsoft Teams including better value, flexibility, resilience 
and reliability.  

There is, we suppose, a small risk that Microsoft might review its Partnership accreditation 
with Exactive following the acquisition, but the personnel and solutions will remain in 
place, albeit within Gamma. Microsoft Teams continues to be heavily advertised at present. 
It bills itself as the hub for teamwork in Office 365 and allows co-workers to chat, meet, call 
and collaborate. In the case of the latter, for instance, teams can access, share and edit 
Word documents, PowerPoint, and Excel files in real time. Given its current positioning and 
market demand, Microsoft Teams could prove to be a big driver of future revenue. In any 
event, Gamma will still be able to provide telecoms products and services to clients. 
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Exactive’s solution 

▪ Exactive’s CloudUCX™ Calling Service helps organisations to enable telephony on 
Microsoft Teams quickly, cost-effectively and easily. It is a hosted service that connects 
Microsoft Teams to the public switch telephony network (PSTN) allowing businesses to 
‘leverage’ Microsoft Teams to make and receive external calls without requiring 
Microsoft Calling Plan licenses or on-premise equipment. 

Unified Communications as a Service 

Gamma’s new strategic aims - which were introduced at the beginning of last year – were 
focused on identifying and exploiting the growth opportunities in its existing and new 
markets. This more detailed focus on the significant opportunity presented by Cloud 
Telephony and UCaaS was key to augmenting medium and long term growth. 

UCaaS represents an area in which selective acquisitions such as Telsis and Exactive can 
help drive Gamma’s strategy. As these newer services are expected to show good growth, 
the ability to rapidly gain scale is important. Gamma has previously said that it will focus 
on core and adjacent product, channel and geographical market opportunities. UCaaS 
market development should continue to create new adjacent market opportunities for 
Gamma. 

 
Unified Communications as a Service 

  

Source: Gamma Communications (Outvise analysis), Progressive formatting 
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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  328.2  358.5  392.0  
Adj EBITDA 36.0  48.3  62.5  69.7  77.6  
Adj EBIT 25.6  34.4  45.2  52.1  59.9  
Reported PBT 26.5  34.6  45.7  52.8  59.9  
Fully adj PBT 26.2  34.8  46.1  53.2  60.3  
NOPAT 21.6  28.7  36.9  42.5  60.3  
Reported EPS 24.0  30.1  40.3  45.3  51.4  
Fully adj EPS 23.1  30.3  39.6  45.7  51.8  
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  52.0  59.0  65.6  
Free Cash flow 10.7  23.8  31.4  35.2  40.8  
FCF per share 11.3  25.1  33.3  37.3  43.2  
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  20.7  25.4  29.9  
Overdrafts / borrowings 0.0  0.0  0.0  0.0  0.0  
Cash & equivalents 31.6  35.5  56.2  81.5  111.4  
Net (Debt)/Cash 31.6  35.5  56.2  81.5  111.4  

      
NAV AND RETURNS 2017 2018 2019E 2020E 2021E 
Net asset value 95.3  121.7  150.7  183.5  221.2  
NAV/share 104.1  129.5  160.3  195.2  235.3  
Net Tangible Asset Value 79.8  83.7  114.5  149.8  190.2  
NTAV/share 87.2  89.1  121.8  159.4  202.3  
Average equity 87.8  108.5  136.2  167.1  202.2  
Post-tax ROE (%) 25.9% 26.3% 27.9% 25.6% 24.0% 

      
METRICS 2017 2018 2019E 2020E 2021E 
Revenue growth 13.3% 17.7% 15.2% 9.2% 9.3% 
Adj EBITDA growth 5.3% 34.2% 29.5% 11.4% 11.3% 
Adj EBIT growth 5.3% 34.4% 31.4% 15.3% 14.9% 
Adj PBT growth 10.4% 32.8% 32.4% 15.5% 13.3% 
Adj EPS growth 16.4% 31.2% 30.8% 15.4% 13.3% 
Dividend growth 12.0% 10.7% 10.2% 10.2% 10.6% 
Adj EBIT margins 10.6% 12.1% 13.8% 14.5% 15.3% 

      
VALUATION 2017 2018 2019E 2020E 2021E 
EV/Sales 4.6 3.9 3.4 3.1 2.8 
EV/EBITDA 30.7 22.9 17.7 15.9 14.3 
EV/NOPAT 51.1 38.5 29.9 26.0 18.3 
PER 52.4 39.9 30.5 26.5 23.3 
Dividend yield 0.7% 0.8% 0.8% 0.9% 1.0% 
FCF yield 0.9% 2.1% 2.7% 3.1% 3.6% 

 

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: 
Emily Ritchie 
+44 (0) 20 7781 5311 
eritchie@progressive-research.com 
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