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Another strong performance 

Financial delivery while executing strategy 

FY 2019 was, as expected, a strong year for Gamma in financial terms with 
growth in Adjusted EBITDA of 31% a touch higher than we were expecting. 
Notably, that was achieved in a period where management has been 
pursuing its updated strategy which included investing in future growth and 
spending time assessing and undertaking acquisitions. The Group delivered 
well on its strategic aims during the year and it has announced further 
acquisitions in 2020. Gamma retains a strong balance sheet and we expect 
to see more deals in the future. It saw strong growth in the UK while its 
Dutch businesses were integrated and DX Groep saw a pick-up in H2. The 
near term business outlook is somewhat overshadowed by Covid-19 and we 
exercise a degree of conservatism as we upgrade our estimates to reflect 
the FY 2019 performance and the recent acquisitions. Nonetheless, the 
combination of organic and acquired growth produces a 5% upgrade in Adj. 
EBITDA for the current year which anticipates 15% growth on FY 2019’s 
strong number. 

▪ Gamma continues to report strong growth across its major product groups 
despite an increasingly competitive market. Revenue was in line with our 
estimate and Adjusted EBITDA was 2% better. 

▪ The outlook comments are positive but contain sensible notes on the 
competitive environment and prospects of further pricing pressure. As 
other listed companies have highlighted, there is short-term uncertainty 
surrounding Covid-19 and its possible short-term impact on results.  

▪ The acquisitions which Gamma has made to date bring the Group a range 
of capabilities and outcomes in the form of entry into new markets and 
the ownership of new products, capacity and capabilities. 

▪ We increase revenue estimates in both our existing forecast years by 6% 
and 7% with a degree of conservatism in mind. Adj. EBITDA (+5% and +4% 
respectively in FY 2020E and FY 2021E) and subsequent metrics reflect the 
net position of margin improvement somewhat offset by the investment 
opportunities which the group has. We introduce FY 2022E numbers. 

We believe that Gamma is managing the balance well between solid financial 
progress and the execution of the its longer-term strategy. Its acquisition 
strategy is broadening its geographic footprint and providing access to faster 
growing markets in which it can influence the growth rates of the acquired 
businesses through investment and the application of its expertise. 
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FYE DEC (£M) 2018 2019 2020E 2021E 2022E 

Revenue 284.9 328.9 380.0 417.7 455.5 

Adjusted EBITDA 48.3 63.5 73.0 80.5 87.9 

Adjusted PBT 34.8 48.0 58.0 63.3 68.8 

Adjusted EPS 30.3 40.8 49.3 53.8 58.4 

EV/Sales (x) 3.1x 2.6x 2.3x 2.1x 1.9x 

EV/ Adj. EBITDA (x) 18.0x 13.7x 11.9x 10.8x 9.9x 

P/E (x) 32.0x 23.8x 19.7x 18.0x 16.6x 

Source: Company Information and Progressive Equity Research estimates 
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Well balanced 

Executing on strategy 

At the beginning of 2019, Gamma launched its 2023 Strategic Plan. The resulting key 
strategic priorities meant that Gamma adopted a ‘highly focused organic and inorganic 
strategy’. This was an evolution from its previous strategy objectives of growing both its 
market share and profitability by developing new, innovative communications products for 
organisations. The new strategy (see chart below) was designed to allow Gamma to evolve 
its strong cloud telephony position into the UCaaS (Unified Communications as a Service) 
market, build on its fixed and mobile telecom strengths, expand into Europe to gain 
continued growth and scale, and build on its digital capabilities.  

Gamma’s 2023 Strategic Plan – four key priorities 

 

Source: Gamma Communications 

The strategy isn’t a set of discreet new objectives but, rather, an approach which allows 
the Group to grow profitably while enlarging its business footprint and continuing to invest 
in faster growth. We see that last point as particularly important. It is evident in Gamma’s 
performance in 2019 and we are already seeing it in the current year with the new 
acquisitions likely to lend themselves to investment spend targeted at improving their 
growth potential. 

The results announcement provides insight into how the Group has approached delivering 
on its new strategy during the year. We summarise the main points below: 

Evolving Gamma’s strong cloud telephony position into the UCaaS market 

▪ Focus on the UCaaS market in the UK and Europe - expected to grow by 12% annually 
over the next five years. 

▪ One of the market leaders in the UK in both its core products of SIP and Cloud PBX. 

▪ SIP Trunking market share increased to 31% in the UK, up from 29% at the end of 2018. 

▪ In Cloud PBX, the number of seats increased from 435,000 to 522,000 resulting in a 
maintained market share of 11% in a growing market. 

▪ Gamma Collaborate was launched as a fully integrated bolt-on Horizon and now has 
9,000 users – we understand that this is currently particularly attractive to new 
customers at present. 
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▪ A new integrated Gamma call recording service and a Subscription Management Service 
was also launched. 

▪ Acquired Telsis, adding additional product and software development capabilities. 

▪ In the Netherlands Cloud seats have increased to 22,000. 

▪ In February 2020, offer made to acquire Voz Telecom to access the Spanish market. 

▪ Launched a variant of its SIP product which is technically better suited to Microsoft 
Teams. 

▪ Acquired Exactive in February 2020 which provides the capability to deploy Microsoft 
Teams into customers who require this solution. 

▪ In 2020 

- strengthen partner and end-customer proposition through the launch of the cloud 
contact centre module 

- continue to develop the roadmap for the UCaaS product suite. 

Build on Fixed and Mobile Telecom strength to differentiate Gamma’s 
proposition from pure “Over the Top” (OTT) players 

▪ Offering a fully-integrated suite of connectivity products will be a key differentiator 
from other Cloud PBX providers. 

▪ Gamma finished 2019 with 111,000 Broadband circuits and 13,900 Ethernet circuits.   

▪ The business focused Data services market is evolving due to investment in fibre 
services by the current large market participants. Gamma continues to work with BT, 
TalkTalk and other suppliers to ensure that it can offer a full suite of high bandwidth 
services to customers. 

▪ In the UK Gamma has agreed an MOU with Three UK on a project to move to a new 
platform which will give customers increased functionality at a reduced cost to Gamma.  
The new service is expected to go live in early 2021 with cost savings to be recognised 
towards the end of 2021. 

▪ Signed a long term strategic partnership with T-Systems in the Netherlands at the end 
of 2018 bringing a stronger proposition and market position with both direct customers 
and indirect channel partners.   

▪ In 2020 

- work to deliver quality access technologies (ethernet, broadband and mobile) at 
competitive prices. 

Expand to Europe to gain continued growth and scale 

▪ Following a disappointing H1 in the Netherlands driven by the incumbent player 
announcing the imminent closure of ISDN as a product, performance was better in the 
second half. Dean One continued to increase its Cloud seats and Mobile connections.  

▪ Focus was on strengthening product and partner proposition across the Dutch market 
in 2019. 

▪ Gamma acquired Nimsys in February 2019, which has performed ‘particularly well’. 

▪ The Group has made an offer to acquire Voz Telecom, the fourth largest Cloud PBX 
business in Spain.   
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▪ Gamma continues to monitor and assess other acquisition opportunities in both the 
Netherlands, Spain, Germany and France. 

▪ In 2020 

-  continue to build the businesses in the Netherlands and Spain 

-  continue to assess further acquisition opportunities across continental Europe. 

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

▪ Gamma continues to invest in key programmes which will enable its digital 
transformation.  

▪ Its aim is to build a digital platform that will enable the Group to manage its business 
and to serve its customers more effectively and efficiently. 

▪ The strategic objectives: 

- To scale and grow economically by taking as many manual processes out of back 
office systems. 

- Maintain existing position of being easy to do business with. 

- Therefore: build systems which will allow partners and end users to self-order, 
provision and serve. 

▪ Deployed Release 1 (the foundation stage of a four-year programme) of the “Gamma 
Hub”, a whole business digital platform to underpin the continued rapid growth of the 
direct business  

▪ In 2020 deploy Release 2, which will start to transform customer delivery and service 
management processes. 

▪ In 2020 

- develop portals to give customers and staff the best digital experience. 

Acquisitions 

We think that it is worth reflecting on the fact that the acquisitions which Gamma has made 
to date bring the Group a range of capabilities and outcomes:  

DX Groep (trading as Dean One and Schiphol Connect) took Gamma into the Netherlands 
and was its first entry into a local channel in a new geographic market.  

Nimsys brought the supply of internet, cloud telephony and associated IT services primarily 
to the operators and corporate clients of premium multitenant office buildings across the 
Netherlands. 

Telsis added product and software development capabilities with a view to launching a fully 
integrated cloud contact centre module into its UCaaS suite later in 2020. The 
announcement notes that development of a cloud contact centre offering ‘is a frequent 
request from channel partners and end users’. When launched, it is expected to open up a 
part of the market in the larger SME space. 
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In February 2020, Gamma made an offer to acquire Voz Telecom in Spain. If accepted, it 
would give Gamma 40,000 Cloud PBX seats in the Spanish market and entry to a key cloud 
fast-growth market which is only slightly smaller than that of the UK. (NB: our estimates 
assume that shareholders approve the deal and that it completes in April in line with 
management expectations, as noted in the results announcement). 

The acquisition of Exactive builds on the 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. 

One thing that all the acquisitions bring is the opportunity for Gamma to invest in 
accelerating the growth prospects of the acquired businesses. Meanwhile, Gamma 
continues to monitor and assess other acquisition opportunities in both the Dutch and 
Spanish markets to build on the existing purchases. It is also looking at acquisition 
opportunities in both Germany and France where there is low cloud penetration and 
significant future growth potential. 

FY 2019 results 

Continuing momentum 

Gamma continued to report strong growth across its major product groups despite an 
increasingly competitive market. Revenue was in line with our estimate and Adjusted 
EBITDA was 2% better. We believe that the Group is managing the balance well between 
solid financial progress and the execution of the its longer-term strategy. The chart below 
shows the continuing momentum evident in the business as it invests and grows profits. 
The numbers include a full first year from DX Groep. 

Selected metrics reflecting growth (£m) 

  

Source: Gamma Communications 

0

10

20

30

40

50

60

70

Operating Expenses Adj EBITDA Adj PBT Adj PAT

H1 2017 H2 2017 H1 2018 H2 2018 H1 2019 H2 2019



 

17 March 2020 

 

 
6  Gamma Communications 

Outlook 

Unsurprisingly, the outlook comments from the Chairman and CEO are generally positive 
given the year just reported although there is the now-usual nod to the competitive 
environment and prospects of further pricing pressure. In addition, there is a sensible 
mention on the uncertainty surrounding Covid-19 and its possible short-term impact on 
results. Longer term, the focus on developing the products and services to keep itself and 
its channel partners ahead of the game remains. That will clearly include further 
investment on supporting those channel partners in the UK and Europe.  The direct 
business will continue to develop its relationships with larger enterprises and the public 
sector. 

Revenue and gross profit 

Group revenue increased by £44.0m to £328.9m (FY 2018: £284.9m), maintaining the 
increase of 15% seen at the half year. Of this increase, £19.5m came from the UK Indirect 
channel, £12.7m came from the UK Direct business and the overseas business (acquired in, 
and since, the second half of 2018) contributed £11.2m. Gross profit for FY 2019 increased 
by 26% to £166.5m, with the gross margin increasing to 51% (FY 2018: 46%) due to further 
improvement in the product mix.  

Operating expenses 

In FY 2019, operating expenses grew from £97.8m in FY 2018 to £121.0m. Within that, 
Depreciation and Amortisation totalled £17.1m (including £2.0m which was acquisition 
related) compared to £13.9m in FY 2018. Share based payments totalled £2.6m versus 
£1.9m in the prior year. Expenses within cash generated from operations totalled £100.4m 
(FY 2018: £82.0m). Within the UK Indirect Business, operating expenses grew by 7.1% 
reflecting a focus on business efficiencies while investment in the digital strategy 
programme contributed to an increase of 22.6% in the UK Direct business. Cost growth in 
the overseas businesses reflects the acquisitions made and a full year of ownership of DX 
Groep. Growth in Central Costs include the cost of establishing a group function in 
anticipation of operating several businesses around Europe, the cost of the strategy project 
and due diligence costs on acquisitions - whether completed or rejected. 

Profitability and dividend 

Group adjusted EBITDA increased by 31% to £63.5m (FY 2018: £48.3m). The effective tax 
rate of 24% for FY 2019 (FY 2018: 18%) was above the underlying rate of 19% due to the 
net influence of two items. An exceptional tax credit of £1.0m relating to the revaluation 
of the intangible assets acquired with the DX Groep was more than offset by an adjustment 
to deferred tax relating to prior years of £3.1m. Adjusted fully diluted earnings per share 
for FY 2019 increased by 35% to 40.8p (FY 2018: 30.3p). The Board has proposed a final 
dividend of 7.0p making a total of 10.5p for the year (FY 2018: 9.3p), an increase of 13%. 

Cash 

The Cash Generated by Operations for the year was £54.0m compared to £40.5m in FY 
2018. This represents a cash to adjusted EBITDA conversion ratio in respect of 2019 of 85%. 
That compares to 84% for FY 2018 and revised guidance of 80% to 85% post the accounting 
standard changes applied in 2018 which affected the presentation of items within the 
statement of cash flows between cash generated by operations and investing activities.  
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Regular spending on maintaining and increasing capacity on the core network was £12.4m 
in FY 2019 (FY 2018: £11.6m). No project spend in FY 2019 (compared to £1.1m being spent 
on the national network in FY 2018) contributed to a slightly lower capital spend for the 
year of £12.4m (FY 2018: £12.7m). Gamma also paid £7.5m for the acquisitions of Nimsys 
and Telsis in FY 2019 and £9.2m in dividends (FY 2018: £8.1m). The cash balance at the end 
of the year was £53.9m, up from £35.5m at the end of 2018. 

Exceptional Items 

As flagged at the interim stage, the higher than anticipated attrition of ISDN revenues in 
DX Groep meant a reduction in the estimated remaining contingent consideration payable 
for that acquisition. Gamma revised its estimate of the contingent consideration due and 
has also considered whether the intangible assets and goodwill which were acquired with 
the business require revaluation. The result is a credit of £8.1m arising from the release of 
the credit relating to the contingent consideration, a debit of £3.9m arising from the 
reduction in the carrying value of the intangible assets and a £4.2m debit resulting from 
the reduction in the carrying value of the goodwill. 

As well as the DX Groep related exceptional items, there is also a credit of £1.0m relating 
to deferred tax movements in connection with the reduction in carrying value of the 
intangible assets. 

Business line highlights 

UK Indirect 

▪ Good growth in margin, units, and market share for Cloud PBX, SIP Trunking, and 
Connectivity. 

▪ Gross profit from the traditional business saw a slight increase on FY 2018 

▪ Revenue increased by 9% to £230.1m 

▪ Gross profit increased to £119.1m in FY 2019, up 22%. 

▪ Gamma remains well placed in a competitive market 

▪ Re-sign rates remain high, and churn stable across both Ethernet and Broadband 

▪ UCaaS service, Collaborate, launched gaining a 7% attachment rate on new orders 

▪ Following the acquisition of Telsis in the Group aims to enhance its UCaaS capability 
throughout 2020 

▪ The Gamma Portal remains a key differentiator 

▪ Content and capability of eLearning (“Gamma Academy”) and eMarketing (“Gamma 
Accelerate”) platforms have been expanded 

▪ Individuals in the channel community undertook over 19,992 courses in 2019, an 
increase on over 16,000 in 2018 

▪ In 2019, 870 partners used the Gamma Accelerate portal. 
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UK indirect revenue (£m) 

 

Source: Gamma Communications 

UK Direct 

▪ Revenues of £83.6m (2018: £70.9m), up 18% 

▪ Growth was mainly attributable to sales to enterprise customers increasing by £8.3m, 
up 30% 

▪ Mid-Market revenue increased by £2.4m  

▪ Public sector grew by £2.1m 

▪ Gross profit of £38.2m (2018: £32.8m), up 16% 

▪ The gross margin fell slightly due to the greater proportion of larger customers and 
higher proportion of access sales in the new business 

▪ Another strong year of contract award, securing £92.3m in 2019 

▪ The shift from selling to smaller customers to larger enterprise businesses and public 
sector customers on multi-year deals continues 

UK direct revenue (£m) 

 

Source: Gamma Communications 

Overseas 

▪ Gamma acquired DX Groep in October 2018 and Nimsys in February 2019 

▪ Performance of the DX Groep business in the first half was below expectations but 
improved in the second half 

▪ No further consideration will be paid for DX Groep due to a greater than expected drop 
off of ISDN revenue in 2019 

▪ Nimsys has exceeded expectations. 

▪ All of the £3.2m contingent consideration is likely to be paid for Nimsys 

▪ Schiphol Connect saw a strong performance in FY 2019 

£m H1 2018 H2 2018 H1 2019 H2 2019

Mid-markets 12.1 13.0 13.7 13.8

Enterprise 13.0 14.8 16.3 19.8

Public Sector 8.7 7.8 9.3 9.3

The Loop 0.7 0.8 0.7 0.7

34.5 36.4 40.0 43.6

£m H1 2018 H2 2018 H1 2019 H2 2019

Traditional products & services 24.4 23.5 21.6 22.0

Growth products & services 78.7 84.0 89.3 97.2

Total revenue from external customers 103.1 107.5 110.9 119.2



 

17 March 2020 

 

 
9  Gamma Communications 

Estimates 

With FY 2019E Adj. EBITDA 2% ahead of our expectations and two acquisitions so far in 
2020 (we decided to wait for the results announcement before updating numbers), we are 
upgrading estimates for our two existing forecast years (see below) and introducing FY 
2022E estimates (see subsequent table). We increase respective revenue estimates by 6% 
and 7% in FY 2020E and FY 2021E with a degree of conservatism in mind. Adj. EBITDA (+5% 
and +4% respectively in FY 2020E and FY 2021E) and subsequent metrics reflect the net 
position of margin improvement somewhat offset by the investment opportunities that 
come with fulfilling the potential of newly-acquired businesses and from driving the new 
strategy, especially digitalisation. Our adjusted EPS estimates continue to reflect a 
normalised tax rate of 19%.  

Our estimates assume that VozTelecom shareholders approve the acquisition by Gamma 
and that the deal completes in April, in line with management expectations, as noted in the 
results announcement. As a reminder, VozTelecom’s most recent trading update provided 
2019 pro forma group turnover and adjusted EBITDA of €15.6million (£13.0million) and 
€2.5 million (£2.1 million) respectively, including annualised contributions from its recent 
acquisitions. 

 

 
Estimate changes 

  

Source: Progressive Equity Research estimates 

 

 

 
  

£m unless stated Est Actual

Change 

(%) Old New

Change 

(%) Old New

Change 

(%)

Revenue 328.2 328.9 0% 358.5 380.0 6% 392.0 417.7 7%

Adj EBITDA 62.5 63.5 2% 69.7 73.0 5% 77.6 80.5 4%

Fully adj PBT 46.1 48.0 4% 53.2 58.0 9% 60.3 63.3 5%

Fully adj. Dil. EPS (p) 39.6 40.8 3% 45.7 49.3 8% 51.8 53.8 4%

FY20E FY21EFY19A
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Financial Summary: Gamma Communications 

Year end: December (£m unless shown)      
      
PROFIT & LOSS 2018 2019 2020E 2021E 2022E 
Revenue 284.9  328.9  380.0  417.7  455.5  
Adj EBITDA 48.3  63.5  73.0  80.5  87.9  
Adj EBIT 34.4  46.4  55.6  61.4  66.9  
Reported PBT 34.6  45.2  56.1  61.4  66.9  
Fully adj PBT 34.8  48.0  58.0  63.3  68.8  
NOPAT 28.7  39.2  46.6  63.3  68.8  
Reported EPS 30.1  36.1  47.3  51.8  56.5  
Fully adj EPS 30.3  40.8  49.3  53.8  58.4  
Dividend per share 9.3  10.5  11.6  12.6  13.8  

      
CASH FLOW & BALANCE SHEET 2018 2019 2020E 2021E 2022E 
Operating cash flow 40.6  54.0  61.2  66.7  72.8  
Free Cash flow 23.8  32.3  36.7  41.3  46.7  
FCF per share 25.1  33.8  38.2  43.0  48.6  
Acquisitions (11.1) (7.5) (29.5) (3.0) 0.0  
Disposals 0.0  0.0  0.9  0.0  0.0  
Shares issued 0.0  2.0  0.0  0.0  0.0  
Net cash flow 3.9  18.4  (2.2) 27.0  34.4  
Overdrafts / borrowings 0.0  0.0  0.0  0.0  0.0  
Cash & equivalents 35.5  53.9  51.7  78.7  113.1  
Net (Debt)/Cash 35.5  53.9  51.7  78.7  113.1  

      
NAV AND RETURNS 2018 2019 2020E 2021E 2022E 
Net asset value 121.7  152.5  159.1  194.2  235.8  
NAV/share 129.5  160.9  167.8  204.9  248.8  
Net Tangible Asset Value 83.7  115.1  124.3  164.2  207.7  
NTAV/share 89.1  121.4  131.2  173.2  219.1  
Average equity 108.5  137.1  170.1  206.9  247.1  
Post-tax ROE (%) 26.3% 25.2% 26.7% 24.0% 21.9% 

      
METRICS 2018 2019 2020E 2021E 2022E 
Revenue growth 17.7% 15.4% 15.5% 9.9% 9.0% 
Adj EBITDA growth 34.2% 31.5% 15.0% 10.3% 9.1% 
Adj EBIT growth 34.4% 34.9% 19.8% 10.4% 9.0% 
Adj PBT growth 32.8% 37.9% 20.9% 9.0% 8.8% 
Adj EPS growth 31.2% 34.7% 20.9% 9.0% 8.7% 
Dividend growth 10.7% 12.9% 10.0% 9.1% 9.1% 
Adj EBIT margins 12.1% 14.1% 14.6% 14.7% 14.7% 

      
VALUATION 2018 2019 2020E 2021E 2022E 
EV/Sales 3.1 2.6 2.3 2.1 1.9 
EV/EBITDA 18.0 13.7 11.9 10.8 9.9 
EV/NOPAT 30.3 22.2 18.7 13.7 12.6 
PER 32.0 23.8 19.7 18.0 16.6 
Dividend yield 1.0% 1.1% 1.2% 1.3% 1.4% 
FCF yield 2.6% 3.5% 3.9% 4.4% 5.0% 

 

Source: Company information and Progressive Equity Research estimates 
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