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COMPANY DESCRIPTION 

Gamma provides a broad range of 
communications products and services in the 
UK and Europe 
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A well-balanced view 

Delivering a resilient performance 

Gamma’s AGM statement contains a sensible degree of caution around the 
impact of COVID-19 on the economic backdrop, mixed with its continuing 
growth story. The group is seeing strong demand for Cloud PBX and UCaaS 
(Unified Communications as a Service) products in the UK but notes some 
slowdown in new orders and a lengthening of sales cycles. The business 
model has successfully moved to home working and, with a high (93%) 
proportion of recurring revenue, the outlook remains bright. We take a 
prudent view in reducing our revenue estimates although the impact on 
EBITDA is more muted. The Group has a strong balance sheet, is cash 
generative and retains its previously announced dividend payment. 

▪ Growth in SIP Trunks and Cloud PBX seats has continued to be positive in 
the UK, although at a lower level than seen in the first quarter and the 
prior year. The Dutch business continues to trade ‘positively’, 
experiencing similar trends to those seen in the UK. 

▪ The integration of Exactive Holdings, acquired in February 2020, is 
progressing well and the business has seen an increase both in activity and 
in the level of enquiries from Enterprise and Public Sector customers.  
VozTelecom, acquired in April, is seeing very similar trends in the Spanish 
markets to those experienced elsewhere by Gamma. 

▪ Our revenue estimates (struck prior to the introduction of lockdown in the 
UK) already included April’s VozTelecom acquisition. We take a prudent 
view in reflecting a slower level of Group revenue growth, including 
reduced installations and equipment sales which are non-recurring in 
nature. We reduce revenue by between 5% and 10% over our forecast 
horizon although Adjusted EBITDA reduces by only 1% to 3% given the 
margin mix (much of the revenue at risk relates to lower-margin hardware 
sales) and our view on the effects of reduced opex and capex. 

▪ Overall, the Group continues to execute on its long term strategy with 
further development of its UCaaS suite of products. It retains an 
undiminished appetite for further acquisitions which would support the 
sales of its UCaaS products to a wider geographic market. 

Gamma has continued to perform well in the difficult operating environment 
created by COVID-19. While we take a prudent look at our estimates, it is 
worth reflecting on the inherent resilience in Gamma’s business model, the 
strength of its balance sheet and management’s commitment to maintaining 
the dynamic aims of its strategy.  
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FYE DEC (£M) 2018 2019 2020E 2021E 2022E 

Revenue 284.9 328.9 359.7 384.4 409.1 

Adjusted EBITDA 48.3 63.5 72.4 77.8 84.8 

Adjusted PBT 34.8 48.0 57.4 60.5 65.8 

Adjusted EPS 30.3 40.8 48.8 51.4 55.9 

EV/Sales (x) 3.9x 3.4x 3.1x 2.9x 2.7x 

EV/ Adj. EBITDA (x) 23.3x 17.7x 15.5x 14.5x 13.3x 

P/E (x) 40.6x 30.2x 25.2x 23.9x 22.0x 

Source: Company Information and Progressive Equity Research estimates 
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Measured performance under lockdown 

Slower growth but business as usual  

Since lockdown began, growth in SIP Trunks and Cloud PBX seats has continued to be 
positive in the UK, although at a lower level than seen in the first quarter and the prior year 
while cancellations of existing contracts are at normal, minimal, levels. Gamma has seen 
no increase in the level of bad debt. The Dutch business continues to trade strongly, 
experiencing similar trends to those seen in the UK. 

In the current environment, Gamma has allowed customers that are temporarily unable to 
trade to “hibernate” their voice services until 30 June This means that, if they are not using 
the service, they do not pay for it.  Currently, fewer than 5% of its customers have taken 
advantage of this and Gamma expects the lost profit to the 30th June to be around £1.2m.   

We also note that Gamma has taken ‘appropriate action’ to reduce its operational and 
capital spend which we believe should act as a significant counterpoint to the impact on 
EBITDA of the slowdown in revenue growth that the Group has highlighted. 

The integration of Exactive Holdings, acquired in February 2020, is progressing well and the 
business has seen an increased level of enquiries from Enterprise and Public Sector 
customers. Exactive is one of a small number of Microsoft Teams Voice Partners operating 
in the UK. Following the acquisition, Gamma is able to offer a complete range of services 
for Microsoft Teams – an area which could prove to be a good source of future revenues 
given the rapid growth in the accessibility of Teams.  

In April, Gamma completed the acquisition of VozTelecom, one of the leading Cloud PBX 
providers in Spain with c40,000 seats - a market share of around 5% in a market which is 
not well penetrated with the adoption rate of cloud services at around 5%. Outside the 
major fixed line and mobile network operators, VozTelecom is the largest Cloud PBX 
business in Spain. It has seen very similar trends in the Spanish markets to those 
experienced elsewhere by Gamma with new sales prospects being at a lower level than in 
the first quarter. Nonetheless, it remains ‘well placed to benefit from the continuing 
interest in Cloud Communications’.   

Resilience evident 

Gamma’s experience under the lockdown has reflected the resilience of the demand for its 
products and its robust business model. Nonetheless, management is noting that alongside 
its 93% recurring revenue streams, that it has seen a reduced level of new users being 
added since the lockdown came into effect. From its own operational point of view, this 
has led to a number of staff involved in provisioning being placed on temporary leave of 
absence on full pay at Gamma’s expense (up to 100 staff at times).  

As it continues to trade profitably, Gamma has not taken advantage of the UK 
Government’s COVID-19 Job Retention Scheme, nor has it utilised a similar scheme in 
Spain. In light of the temporary slowdown in new orders, Gamma has reduced operational 
and capital spend in areas which do not affect its ability to operate to its best advantage in 
the growing Cloud PBX and UCaaS markets. 
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Strategic delivery continues 

Overall, the Group continues to execute on its long term strategy with further development 
of the UCaaS suite of products and expects to launch its Cloud Contact Centre solution 
towards the end of 2020 for which the Telsis acquisition added product and software 
development capabilities. Gamma has previously noted that development of a cloud 
contact centre offering is a frequent request from channel partners and end users. When 
launched, this is expected to open up a part of the market in the larger SME space. 

Gamma’s appetite for acquisitions is undiminished and the announcement states that it 
continues to appraise opportunities in Western Europe where cloud penetration is low and 
the opportunity for Gamma is significant. We surmise that this continues to include further 
opportunities in both the Dutch and Spanish markets (to build on the existing purchases) 
and potential acquisitions in both Germany and France where there is low cloud 
penetration and significant future growth potential. 

Outlook 

Despite the obvious economic uncertainty, the Board remains positive about the prospects 
of the business.  The Group is experiencing ‘high levels of interest’ in Cloud PBX and UCaaS 
products in all of its geographic markets. It does state that restrictions on travel and 
physical meetings have extended sales cycles, particularly in the Enterprise market.  The 
pace at which growth levels will return to pre COVID-19 levels, is, of course, unknown. 

Gamma’s primary market – SMEs – remains ‘robust’ but the update highlights the 
possibility of an increase in the number of small business failures in the event of a 
prolonged recession which could lead to higher cancellation rates. That said, management 
expects to ‘continue to add net new units of SIP and Cloud PBX throughout the rest of 
2020’.   

Cash and dividend 

Gamma ended FY 2019 with £53.9m in cash and has subsequently paid £4.1m in connection 
with the acquisition of Exactive and £17.8m in connection with the VozTelecom deal.  The 
gross cash balance at 31 May 2020 was £46.8m reflecting continuing cash generation by 
the business. 

The final dividend, in respect of the year ended 31 December 2019, of 7.0 pence per share 
represents a cash cost of £6.5 million and the Board continues to recommend the payment. 
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Estimates 

Gamma’s update is mainly positive but contains some useful information on its experiences 
under the initial phase of lockdown and pragmatic views on the possible impact of slower 
business volumes. We note the high level of recurring revenue (93%) which Gamma already 
enjoys but also the outlook for certain customers and products. 

In particular, we take the view that reduced new user numbers will have had an effect on 
the amount of handset sales. Although that should recover, timing is uncertain, as is the 
rate of recovery. In addition, we would expect sales of data (broadband and ethernet) 
products to have been affected to a greater degree than other products given that they 
often require site visits. Those are all high revenue but low margin, and lower data product 
sales will have an effect on future incremental recurring revenue. The lower level of 
installations and sales of equipment affect the 7% of Gamma’s revenues which are non-
recurring. 

Our estimates were last updated on 17 March 2020 at the time of the Group’s FY 2019 final 
results announcement and prior to the introduction of lockdown in the UK. Our revenue 
estimates already included the Voz Telecom acquisition which completed in April which 
put us towards the top end of consensus estimates for revenue, in particular. Given the 
comments in the update, we elect to take a prudent view in reflecting a slower level of 
revenue growth, reducing our revenue estimates by between 5% and 10% over our forecast 
horizon (see below). Given the likely margin impact, and our view on the effects of reduced 
opex and capex, our Adjusted EBITDA estimates reduce by a lower amount, between 1% 
and 3% each year.  

 

 
Estimate changes 

  

Source: Progressive Equity Research estimates 

 

 

 
  

FY20E

£m unless stated Old New

Change 

(%) Old New

Change 

(%) Old New

Change 

(%)

Revenue 380.0 359.7 -5% 417.7 384.4 -8% 455.5 409.1 -10%

Adj EBITDA 73.0 72.4 -1% 80.5 77.8 -3% 87.9 84.8 -3%

Fully adj PBT 58.0 57.4 -1% 63.3 60.5 -4% 68.8 65.8 -4%

Fully adj. Dil. EPS (p) 49.3 48.8 -1% 53.8 51.4 -4% 58.4 55.9 -4%

FY21E FY22E
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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  359.7  384.4  409.1  
Adj EBITDA 48.3  63.5  72.4  77.8  84.8  
Adj EBIT 34.4  46.4  55.0  58.6  63.9  
Reported PBT 34.6  45.2  55.5  58.6  63.9  
Fully adj PBT 34.8  48.0  57.4  60.5  65.8  
NOPAT 28.7  39.2  46.1  60.5  65.8  
Reported EPS 30.1  36.1  46.8  49.4  53.9  
Fully adj EPS 30.3  40.8  48.8  51.4  55.9  
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  59.4  64.5  70.4  
Free Cash flow 23.8  32.3  34.9  39.6  44.8  
FCF per share 25.1  33.8  36.4  41.3  46.6  
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  (3.9) 25.4  32.5  
Overdrafts / borrowings 0.0  0.0  0.0  0.0  0.0  
Cash & equivalents 35.5  53.9  50.0  75.3  107.8  
Net (Debt)/Cash 35.5  53.9  50.0  75.3  107.8  

      
NAV AND RETURNS 2018 2019 2020E 2021E 2022E 
Net asset value 121.7  152.5  187.2  223.4  262.9  
NAV/share 129.5  160.9  197.5  235.7  277.4  
Net Tangible Asset Value 83.7  115.1  123.8  161.4  202.4  
NTAV/share 89.1  121.4  130.6  170.3  213.5  
Average equity 108.5  137.1  169.8  205.3  243.1  
Post-tax ROE (%) 26.3% 25.2% 26.5% 23.1% 21.3% 

      
METRICS 2018 2019 2020E 2021E 2022E 
Revenue growth 17.7% 15.4% 9.4% 6.9% 6.4% 
Adj EBITDA growth 34.2% 31.5% 14.0% 7.5% 9.1% 
Adj EBIT growth 34.4% 34.9% 18.5% 6.6% 9.1% 
Adj PBT growth 32.8% 37.9% 19.6% 5.4% 8.8% 
Adj EPS growth 31.2% 34.7% 19.6% 5.4% 8.7% 
Dividend growth 10.7% 12.9% 10.0% 9.1% 9.1% 
Adj EBIT margins 12.1% 14.1% 15.3% 15.2% 15.6% 

      
VALUATION 2018 2019 2020E 2021E 2022E 
EV/Sales 3.9 3.4 3.1 2.9 2.7 
EV/EBITDA 23.3 17.7 15.5 14.5 13.3 
EV/NOPAT 39.2 28.7 24.4 18.6 17.1 
PER 40.6 30.2 25.2 23.9 22.0 
Dividend yield 0.8% 0.9% 0.9% 1.0% 1.1% 
FCF yield 2.0% 2.7% 3.0% 3.4% 3.8% 

 

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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