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COMPANY DESCRIPTION 

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

www.gamma.co.uk 
 

Strategically important acquisition in Germany 

Gamma is acquiring around 80% of HFO Holding AG (HFO), one of the 
leading SIP Trunk providers in Germany, for an initial consideration of 
€20.4m in cash with an option to purchase the remaining shares over the 
next three years. In line with its stated strategy, Gamma can invest and use 
its commercial strength and expertise to accelerate HFO’s growth and 
replicate the Group’s success in the UK by developing a market leading 
position in Germany. Noting net debt of €2.9m when the deal closed, the 
implied historical EV/EBITDA multiple of about 10x compares with Gamma’s 
equivalent of 18.7x. We estimate that the deal will be 4% earnings 
enhancing in the first full year of ownership and our estimate upgrades 
reflect that. The European markets for cloud telephony in which Gamma is 
now represented will ultimately overtake the UK in size, providing Gamma 
with significant future growth potential. We view this acquisition as another 
significant step in Gamma’s strategic aim to expand into Europe via 
exposure to another lucrative market opportunity. 

▪ The acquisition gives Gamma the opportunity to work with HFO’s 
management and use its experience of developing and selling a market 
leading cloud PBX solution via the channel in the UK to accelerate HFO’s 
growth in the emerging Cloud PBX market in Germany. 

▪ This acquisition is the third which Gamma has completed so far in 2020. 
Since it evolved its strategy to include expansion into Europe, the Group 
has now made five acquisitions which have established its presence in the 
Netherlands, Spain and now Germany.  

▪ Together, the Cloud PBX markets in Spain, Netherlands and Germany 
represent an opportunity more than three times the size of that of the UK. 
Importantly, those markets have much lower conversion rates from legacy 
PBX to Cloud based products, representing ideal markets for Gamma. 

▪ We are increasing revenue estimates by 12% and 13% in FY 21E and FY 
22E respectively. Our Adjusted EBITDA estimates increase by just under 
4% for each of those years. Our current year (FY 20E) estimates increase 
by proportionate amounts for the initial half year of ownership. 

HFO recently started to sell Cloud PBX offerings through its extensive 
network of channel partners and is also is the largest B2B mobile distributor 
in Germany. Consistent with its long term strategy, this sizeable acquisition 
gives Gamma a presence in Germany with which it can grow its share of 
what is set to be a significant market.  
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FYE DEC (£M) 2018 2019 2020E 2021E 2022E 

Revenue 284.9 328.9 382.7 431.4 459.2 

Adjusted EBITDA 48.3 63.5 73.6 80.7 88.1 

Adjusted PBT 34.8 48.0 58.2 62.9 68.6 

Adjusted EPS 30.3 40.8 49.5 53.4 58.3 

EV/Sales (x) 4.2x 3.6x 3.1x 2.8x 2.6x 

EV/ Adj. EBITDA (x) 24.6x 18.7x 16.1x 14.7x 13.5x 

P/E (x) 42.3x 31.4x 25.9x 24.0x 22.0x 

Source: Company Information and Progressive Equity Research estimates 
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Acquiring a presence in Germany 

In line with strategic aims 

When Gamma launched its 2023 Strategic Plan at the beginning of 2019, one of the four 
key priorities was expansion into Europe. In fact, at that stage, it had already acquired Dean 
One in the Netherlands towards the end of 2018. Subsequently, Gamma acquired Nimsys 
(also in the Netherlands) in February 2019, which has performed particularly well. This 
year, it has acquired Voz Telecom, the fourth largest Cloud PBX business in Spain, and 
Exactive, which is one of a small number of Microsoft Teams Voice Partners operating in 
the UK.  

Gamma’s recent AGM update showed that the Group was continuing to execute on its long 
term strategy and that it retained an undiminished appetite for further acquisitions. The 
Group stated that it was continuing to appraise opportunities in Western Europe where 
cloud penetration is low and the opportunity for Gamma is significant. We read that as 
including 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. The announcement of the 
acquisition of HFO is therefore entirely consistent with Gamma’s long term strategy and its 
updates on the focus of acquisitions which allow the Group to 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 

Consideration 

The initial consideration for the acquisition of HFO is €20.4m for approximately 80% of the 
shares which are mainly held by institutional investors.  Gamma has an option to purchase 
the remaining c20% of shares which are held by management in two tranches of c8% in 
2021 and 2022 and one final tranche of c4% in 2023 with the consideration based on the 
results of the relevant preceding financial years. The additional consideration will be in 
aggregate between €7.5m and €17.5m and will be payable in cash.  The upper end of the 
range will only be achieved if HFO achieves ‘challenging’ (but undisclosed) growth targets 
related to its IP telephony business.  
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All consideration will be paid in cash with the initial amount of €20.4m from existing 
reserves with any option payments to be sourced as appropriate at the time of payment. 
As part of the transaction, management has agreed to re-invest approximately 17% of the 
proceeds it will receive from each tranche of the additional consideration into Gamma 
shares which will be “locked up” for two years after each re-investment. 

Why HFO? 

Headquartered in Oberkotzau, Bavaria, HFO is one of the leading SIP Trunk providers 
throughout Germany. It has grown a strong reputation for product quality and end-
customer service and has been providing communications services to the SME segment in 
Germany since 1997.  Like Gamma, HFO sells to end users directly as well as through a well-
established channel comprising over 1,000 partners. HFO also sells products to individuals 
and has a range of products for home use. HFO has an experienced management team 
including its CEO, Achim Hager who will remain with the business. 

Products 

HFO’s portfolio includes next generation IP-based solutions and it has been selling SIP 
Trunks since 2011.  It recently started to sell Cloud PBX offerings through its extensive 
network of channel partners across the German market.  The German market comprises 
around 36 million PBX seats (almost twice the UK market size) but one of the lowest rates 
cloud penetration in Western Europe of only around 6%. Given Gamma’s success in the UK 
market, there is a significant opportunity for the Group to invest and to bring its expertise 
to bear in the market in Germany.   

 
HFO product example 

  

Source: Company information 

 

Similarly, there is an opportunity to sell a mobile-based Cloud PBX product through HFO’s 
channel as HFO is the largest B2B mobile distributor in Germany, offering mobile 
connections from all three major mobile network operators through its well-established 
Epsilon brand. It has just over 100,000 connections which have been sold through its 
wholesale partner and dealer network.   

HFO 360° is an independent collaboration platform,
including a complete telephone system. It is also very
easy to connect to Microsoft Teams.
The premium version, HFO 360° Unlimited is scalable
across any number of desired users and can be
mapped to the individual requirements of each
individual company. It has a number of innovative
features including an automatic callback assistant.
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Numbers 

For the year ended 31 December 2019, HFO had continuing business pro-forma revenues 
of €45.9m, adjusted EBITDA of €3.2m and at 31 December 2019 had net assets of €4.6m.  
The Next Generation Telephony business contributes approximately 35% of overall 
revenue but approximately 70% of the EBITDA. At completion of the acquisition, HFO had 
net debt of €2.9m. 

COVID-19 

During the COVID-19 pandemic, HFO has continued to operate with its employees working 
remotely. Like Gamma, it has experienced good demand for its product during the period 
of lockdown measures in Germany from the rapidly growing 'home office' sector and the 
increasing demand for decentralized communication solutions. One of its subsidiaries, HFO 
Telecom, launched its latest product HFO 360 ° shortly before the crisis. That covered, inter 
alia, voice and video telephony, file sharing and chat together with a certified connection 
to Microsoft teams. 

Estimates 

We have assumed that Gamma is able to accelerate HFO’s growth but that it will also make 
certain investments in the business to do so which will limit the level of growth of the 
adjusted EBITDA contribution from the acquired business initially. Nonetheless, we expect 
the business to be earnings enhancing immediately. Our revised estimates are shown in 
the table below. 

Estimate changes 

  

Source: Progressive Equity Research estimates 

 

 
  

FY20E

£m unless stated Old New

Change 

(%) Old New

Change 

(%) Old New

Change 

(%)

Revenue 359.7 382.7 6.4% 384.4 431.4 12.2% 409.1 459.2 12.2%

Adj EBITDA 72.4 73.6 1.7% 77.8 80.7 3.7% 84.8 88.1 3.9%

Fully adj PBT 57.4 58.2 1.5% 60.5 62.9 4.0% 65.8 68.6 4.3%

Fully adj. Dil. EPS (p) 48.8 49.5 1.5% 51.4 53.4 3.9% 55.9 58.3 4.3%

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  382.7  431.4  459.2  
Adj EBITDA 48.3  63.5  73.6  80.7  88.1  
Adj EBIT 34.4  46.4  55.9  61.0  66.7  
Reported PBT 34.6  45.2  56.3  61.0  66.7  
Fully adj PBT 34.8  48.0  58.2  62.9  68.6  
NOPAT 28.7  39.2  46.8  62.9  68.6  
Reported EPS 30.1  36.1  47.5  51.5  56.3  
Fully adj EPS 30.3  40.8  49.5  53.4  58.3  
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  57.2  62.8  71.9  
Free Cash flow 23.8  32.3  32.5  37.2  45.5  
FCF per share 25.1  33.8  33.9  38.7  47.4  
Acquisitions (11.1) (7.5) (47.4) (6.6) (3.6) 
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  (24.2) 19.3  29.6  
Overdrafts / borrowings 0.0  0.0  0.0  0.0  0.0  
Cash & equivalents 35.5  53.9  29.7  49.0  78.6  
Net (Debt)/Cash 35.5  53.9  29.7  49.0  78.6  

      
NAV AND RETURNS 2018 2019 2020E 2021E 2022E 
Net asset value 121.7  152.5  187.9  225.8  267.3  
NAV/share 129.5  160.9  198.2  238.2  282.0  
Net Tangible Asset Value 83.7  115.1  110.7  146.4  185.9  
NTAV/share 89.1  121.4  116.8  154.5  196.1  
Average equity 108.5  137.1  170.2  206.9  246.9  
Post-tax ROE (%) 26.3% 25.2% 26.8% 23.9% 21.9% 

      
METRICS 2018 2019 2020E 2021E 2022E 
Revenue growth 17.7% 15.4% 16.3% 12.7% 6.4% 
Adj EBITDA growth 34.2% 31.5% 15.9% 9.6% 9.3% 
Adj EBIT growth 34.4% 34.9% 20.5% 9.1% 9.4% 
Adj PBT growth 32.8% 37.9% 21.3% 8.0% 9.1% 
Adj EPS growth 31.2% 34.7% 21.4% 7.9% 9.1% 
Dividend growth 10.7% 12.9% 10.0% 9.1% 9.1% 
Adj EBIT margins 12.1% 14.1% 14.6% 14.1% 14.5% 

      
VALUATION 2018 2019 2020E 2021E 2022E 
EV/Sales 4.2 3.6 3.1 2.8 2.6 
EV/EBITDA 24.6 18.7 16.1 14.7 13.5 
EV/NOPAT 41.4 30.3 25.4 18.9 17.3 
PER 42.3 31.4 25.9 24.0 22.0 
Dividend yield 0.7% 0.8% 0.9% 1.0% 1.1% 
FCF yield 2.0% 2.6% 2.6% 3.0% 3.7% 

 

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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