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Seizing the opportunity 

Gamma operates in the UK market for corporate voice and data 
connectivity.  The group sells mainly through reseller “Channel 
Partners” (numbering almost 1,000) and Gamma is geared up to 
support and assist these (generally small) organisations in building 
their bases of end customers.  Advances in technology are driving 
companies to adopt new platforms, where Gamma has a competitive 
offering.  We initiate coverage with above-consensus estimates, and 
in this note detail our reasons for this optimism.  

 Gamma is active in an attractive marketplace, with BT’s structural 
challenges offering ongoing opportunities for smaller and more nimble 
players to grow.  Voice over IP technology is driving uptake of SIP 
Trunking and Hosted PBX services, both areas where Gamma has 
strong platforms.  

 In this market, where Gamma has the upper hand over a number of 
competitors, it has adopted two clear tactical approaches – firstly, to 
sell mainly through channel partners, and secondly, to “own” the 
solution (rather than white-labelling other platforms).  These decisions 
clearly come at a cost in terms of foregone margins and levels of 
CAPEX required.  Nevertheless, they allow the group to be master of 
its own technological destiny (and quality of service to demanding 
corporate clients) while benefiting from a vast outsourced sales team.   

 Relatively few groups can compete effectively with this strategy, range 
of products and low-cost route to market.  Competitors are more often 
restricted to niche market or product segments, and normally attempt 
to address customers directly – these are all valid models, but Gamma 
has demonstrated the strategic value of its differentiated approach.  

The group has seen many years of strong growth, and remains well 
positioned within its marketplace.  Management appear confident of 
ongoing delivery, and the trends for adoption of SIP trunking and Hosted 
PBX show no signs of abating.   

Any investor unfamiliar with the group’s activities is encouraged to meet 
with management or otherwise learn more about Gamma, and we include 
in this note some explanation of why we are comfortable adopting above-
consensus forecast estimates.  
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FYE DEC 2015 2016E 2017E 2018E 2019E 

Revenue 191.8 212.4 233.1 250.0 268.9 

Adjusted EBITDA 28.3 34.1 38.9 43.0 47.9 

Adjusted PBT 21.4 24.5 26.1 26.5 28.0 

Adjusted EPS (p) 17.9 20.8 22.0 22.9 24.1 

EV/Adj. EBITDA 14.5x 12.0x 10.5x 9.5x 8.6x 

P/E 26.8x 23.1x 21.7x 21.0x 19.9x 

Dividend yield 1.4% 1.5% 1.7% 1.9% 2.1% 

Source: Company Information and Progressive Equity Research estimates 
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Executive Summary 

Market backdrop and Gamma products 

Gamma has been active for many years in the market for business telephony and 
data.  Although market revenues for “calls & lines” (traditional telco services) are in 
gradual decline, the group is benefiting from adoption of new services, based on Voice 
over IP (“VoIP”) technology – SIP Trunking and Hosted PBX.  In both these areas, 
Gamma has competitive products and the Group is taking an increasing share of a 
fast-growing market as companies replace aging ISDN equipment.   

In addition to these two key growth products, Gamma offers a range of other elements, 
from traditional “calls & lines”, through Ethernet, broadband and mobile.  Although they 
may not offer dramatic growth opportunities, they allow the group to offer a holistic 
solution to end customers (and partners, see below), and they provide a base of 
customers for the likely upgrade paths as technology is adopted over time.  

Owned technology and platforms 

The group has a strategy to develop and own its infrastructure and platforms; 
sometimes in a new market (like mobile) Gamma will white-label the service of another 
provider (Vodafone), but the group then invests to develop in-house capabilities.  In 
this way, Gamma is able to ensure both that quality of service is assured, and that the 
services can be easily and smoothly delivered through its channel partners. 

Routes to market and competitive landscape 

Gamma has adopted a largely indirect route to market, using almost 1,000 channel 
partners whom it supports and assists in their efforts to find and win new end 
customers.  We have spoken to two such partners, and a summary of their comments 
is included in this document, on pages 14 and 15.  Gamma also sells direct, 
particularly where large organisations want to deal directly with the network. 

We also consider the competitive landscape, but in general find that there are relatively 
few companies with the same blend of technology and route to market – most 
competitors offer only a limited range of products, they often are white-labelling 
platforms run and managed by others, and they are seldom geared up for the specific 
requirements of managing a partner channel.  

Clear strategy and effective tactics 

The graphic on the next page depicts our view of Gamma’s strategic positioning and 
tactical decisions.   

The group is active in an exciting growth area of the telecoms market, and its strategic 
positioning has placed it at the confluence of three positive drivers – BT’s relatively 
pedestrian and unresponsive activities, a market where customers are looking to adopt 
telephony and data services, and the availability of VoIP technology “that works”. 

With this backdrop, the group’s tactical decisions have differentiated it from much of 
the competition; by owning its platforms, Gamma can provide business-grade, reliable 
systems that companies want.  And by working with channel partners, the group is 
able to access large numbers of end customers without the cost or administrative 
pressure of running a large direct sales team.  
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Strategic position and tactical decisions 

 

Source: Progressive Equity Research 

 

Investment thesis  

In our view, the group’s qualities are clear – Gamma is well managed and strategically 
well positioned.  The market is moving in the direction of the group’s products, which 
provide reliable service and are well structured for sale through the partner channel.  
The financial performance has been reliable, and conversion of operating profit to cash 
strong.  The only question relates to the rate of growth, and the levels of margin that 
can be achieved over time.   

Our research into the business, and our discussions with channel partners have 
suggested that there remains a significant level of ongoing growth, and that the group’s 
margins could well be sustained.  We initiate coverage with above-consensus 
estimates and look forward to following the group’s progress. 
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About Gamma 

Gamma Communications is a technology-based supplier of business communications 
services to the UK market. Employing over 750 people, it operates from five main sites 
in the UK with a small development team based in Budapest. Following its IPO, it was 
admitted to AIM in October 2014.  

Gamma’s services include Cloud PBX, Inbound Call Control Services and SIP 
Trunking. It also provides services such as business-grade broadband, Ethernet and 
mobile services and it has a substantial voice service capability.  

While it sells direct to customers in specific market sectors, around four-fifths of its 
revenues are generated through over 900 channel partners. This allows the Group to 
access a broad customer base through a large indirect sales force to maintain low 
customer concentration. 

Gamma has shown good growth over a five year period, producing consistent EBITDA 
growth with good margins on next generation services. 

Gamma’s service portfolio is spread across traditional calls and lines services, through 
enabling services (such as broadband and mobile) to strategic services (Cloud PBX, 
Inbound and SIP).  

The Group’s strategy is to manage the structural decline in its traditional services while 
bundling the enabling services with the strategic services to increase order values. The 
focus for the strategic services is to maximise product leadership and increase 
functionality to increase market share and maintain margins. Importantly, Gamma’s 
ownership of its own equipment and intellectual property brings a significantly greater 
level of control over products and services which it offers.   

Traditional, Enabling and Strategic services 

 

Source: Gamma information, Progressive Equity Research 
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Market backdrop 

Gamma operates in the UK corporate market for voice and data systems.  There are, 
in our opinion, two major and structural aspects of this marketplace which are relevant 
both to Gamma’s historic growth and to its future prospects; one relating to market 
structure and the other relating to technology.  

Market positioning vis a vis BT 

Firstly, the market has been dominated by BT, which is such a large and complex 
organisation that faster and more-responsive providers have enjoyed significant 
market success.   

BT is still responsible for the lion’s share of landline provisioning, and retains a very 
strong market share of “minutes” (the charges levied for calls made).  BT is becoming 
more responsive, and has worked to improve levels of service delivery and response 
times.  Nevertheless, there remains significant opportunity for smaller organisations 
(Gamma and/or its partners) to provide better levels of customer service.  For 
customers where telephony is mission-critical, quality of response and speed of 
resolution remain key.  BT’s involvement is both good and bad – it is good in that it 
allows the opportunity for more fleet-of-foot companies to outperform, but it is bad in 
that sometimes BT (Openreach) is still involved in the required “fix” to an issue; having 
an almost-instant reaction from Gamma (or one of its partners) is of little use to a 
customer if the only way to fix the problem involves scheduling and awaiting a visit 
from a BT (Openreach) engineer.  Nevertheless, the historic and ongoing scale of BT 
in the market offers, in our view, an ongoing opportunity.  

Technological change 

Secondly, the technological landscape has evolved to a point where data connections 
(Internet Protocol or IP traffic) are a viable alternative to fixed-line telephone systems.   

Traditional landline systems were either single fixed lines (leased from BT) or multi-line 
capable ISDN connections, which are common in larger companies and allow large 
numbers of individual phonecalls to be carried across a single copper wire.  

Given that dedicated “voice” lines are no longer needed, many companies are opting 
to route their voice calls across data networks.  The hardware necessary to manage 
and route the calls is either on-premise (in a so-called SIP Trunking setup) or hosted 
by a third party in the internet (Hosted PBX). 

Larger customers (or more accurately, customers with larger sites) are more likely to 
adopt SIP trunking as the cost of the hardware is small in comparison to their scale. 
Small customers, or customers with multiple small sites, tend to migrate towards 
Hosted PBX solutions, where the telco provider (Gamma) hosts the necessary servers 
and platforms, and the “call” simply arrives at the customer’s telephone via the data 
network.   

The next significant technology change is likely to be convergence of fixed and mobile 
in product offerings – hence Gamma’s decision to improve its mobile offering by 
acquiring mobile assets. This is in line with its Gamma’s strategy of owning its own 
infrastructure and intellectual property to maintain better control over its products and 
services.  

The market-wide migration of tens of thousands of business customers, from 
old “traditional” landlines (and ISDN) to either SIP trunking or Hosted PBX is, 
arguably, the single biggest driver of Gamma’s revenue.  
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Products and Services – Gamma and the market 

Gamma supplies a broad range of communications to business customers of all sizes, 
the public sector and not-for-profit organisations both direct, and through a network of 
channel partners. Its products include fixed telephony, IP telephony, Cloud PBX 
solutions, broadband and data connections, mobile services, and unified 
communications solutions. 

These services are split into ‘Growth’ (Enabling Services and Strategic Services) and 
‘Traditional’ (Calls & Lines). They are delivered to customers direct by Gamma but 
mostly sold through the Indirect Channel. Strategic and Enabling Services are typically 
bought on contracted terms of between one and three years. 

Service portfolio 

  

Source: Gamma information 

Traditional Services 

Calls & Lines 

OFCOM’s 2016 Communications Market report showed that the market size for fixed 
access and call revenue in 2015 was £8.4 billion. Over the years from 2010, that had 
reduced from £9.3 billion. During the same period, fixed internet revenues grew from 
£3.3 billion to £5.1 billion. Fixed line numbers were relatively unchanged over the 
period (33.2 million in 2015 versus 33.5 million in 2010) while fixed broadband 
connections rose from 19.6 million to 24.7 million. 

The wholesale market is diminishing and, although Gamma reported only a small 
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gross profit in H1 2016. One should expect to see continued pressure as the market 
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Enabling Services 

Ethernet 

Ethernet is a family of computer networking technologies commonly used in local area 
networks (LANs) and metropolitan area networks (MANs). It is the dominant 
transmission technology because it can transport large amounts of data in quickly and 
economically. This enables multiple services and applications to operate across 
different geographies.  

Gamma views Ethernet as strategically important. It wants to control this aspect of 
service delivery to ensure the quality of the end-to-end service experience for its 
customers. In conjunction with that aim, it sees Ethernet as a key enabling technology 
for its more strategic services such as SIP Trunking and Cloud PBX.  

Mobile 

Gamma acts as a virtual operator under its own brand or that of its channel partner. In 
2015, Gamma had a 0.7% market share of the UK business market. It acquired a 
mobile infrastructure enabling it to develop and manage a range of mobile services 
which were launched during 2016. Ownership of the mobile network positions Gamma 
well for supplying converged fixed and mobile services – for instance, when Cloud 
PBX needs to operate on mobile. 

Gamma bought its mobile assets in December 2014 through the acquisition of control 
equipment that provides the core of its mobile network. This mobile infrastructure 
allowed Gamma to develop and manage a range of mobile services, effectively 
becoming a full mobile virtual network operator (MVNO) with comparable functionality 
to a mobile operator, using 3rd party radio access networks.  

Owning its own mobile core network gives Gamma the same control that it has over 
fixed voice services when routing calls, text and data traffic onto the Gamma network. 
The network is a 4G data service and Gamma Mobile is independent from mobile 
operator control, using the network infrastructure of mobile operator 3. Its mobile 
service was soft launched in Q2 2016 with a full, formal launch taking place in Q4 
2016. The previous mobile offering from Gamma was provided through a relationship 
with Vodafone but did not include 4G (which Vodafone used for its own direct 
business). 

Although this service effectively makes Gamma the fourth mobile operator in the UK 
business market, the more relevant point is that ownership of the mobile network 
positions Gamma well for supplying converged fixed and mobile services – something 
which will be a differentiating factor for the Group’s service offering.  

In allowing Gamma to explore convergence, the mobile business will look less at KPIs 
that focus on customer numbers and more on how the asset can support the long term 
delivery of Group’s range of products and services.  

Broadband 

Gamma offers business-grade broadband services but does not compete for the 
residential market. Connections grew by 37% in 2015.  

A House of Commons briefing paper, Superfast Broadband Coverage in the UK, was 
published in August 2016. It noted that, as of the end of March 2016, 89.2% of 
premises in the UK had access to superfast broadband. However, the briefing paper 
also pointed out that Ofcom had stated in its Strategic Review of Digital 
Communications that the UK is noted for its limited availability of ultrafast broadband 
services, including those provided by Fibre to the Premises (FTTP). 
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In its report, Establishing world-class connectivity throughout the UK, published on 19 
July 2016, the Culture, Media and Sport Committee stated that the lack of ambition for 
fibre to the premises across the country could result in a “hard to solve digital divide 
beyond 2020”.  The political and economic pressure to continue to grow access to 
reliable broadband should ensure ongoing opportunities for groups such as Gamma 
who aim to deliver high quality data systems to a growing customer base.  

Gamma decided to become an ISP in its own right to retain control over the quality of 
internet services received by its customers, and to add another level of differentiation 
while improving margins and utilising its own network for data services. 

Strategic Services 

Cloud PBX (branded Horizon) 

Horizon is Gamma’s hosted communications service that provides an extensive range 
of fixed and mobile telephony capabilities, managed via a web portal. Users only pay 
for what they need on a per-seat basis with no hardware investment or financing costs. 
It is focused specifically on creating a service designed to be easily sold and supported 
by Gamma’s Channel Partners. 

Cloud PBX is a corporate telephone system where the infrastructure (exchange) is 
located in the Cloud rather than on customer premises.  Cloud PBX replaces the 
traditional private branch exchange (PBX), allowing Voice over Internet Protocol (VoIP) 
calls to link into the public switched telephone network (PSTN).  Cloud PBX services 
are increasingly replacing traditional, on-premise PBX infrastructure with seat volumes 
growing at around 30% per annum including private Cloud PBXs. It is one of the high-
growth markets (along with SIP Trunking) and is key for Gamma.  

The total UK business PBX market (including on-premise and hosted) is approximately 
17.6m seats, of which close to 2.2m are hosted PBX seats (source: Illume Consulting). 
In 2015, Gamma’s growth rate in Cloud PBX seats was 67%. Gamma’s system is 
located in its data centres and provides advanced phone system functionality. 

Gamma’s Cloud PBX user count increased from 142,000 to 188,000 (+32.4%) during 
the first half of 2016. 

SIP Trunking 

SIP Trunking is a business grade service that carries voice over a data circuit instead 
of having a dedicated voice circuit such as integrated service digital network (ISDN). It 
enables businesses to reduce the number of lines they pay for, and has greater 
flexibility than dedicated voice lines, as well as being quicker to install. 

Gamma’s SIP product is a more flexible and cost effective alternative to the traditional 
ISDN30. The group has invested to maintain product leadership and has introduced a 
number of service enhancements, including additional resiliency options and new 
pricing initiatives that bundle in calls to mobile destinations. Gamma is the current UK 
market leader in SIP Trunking, with over 20% of the market for switching users from 
ISDN to SIP. The original number of ISDN lines is estimated at around 4.5 million.  

The SIP market is expected to show strong growth as Service Providers take 
advantage of the end-of-life of ISDN products. This is a big driver of near-term growth 
for Gamma, as it aims to be the number one provider in three years’ time, when those 
who are likely to migrate are expected to have done so. Gamma’s installed SIP Trunks 
increased from 360,000 at 31 December 2015 to 413,000 at the end of June 2016 
(+14.7%). 
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Inbound 

This is a software-based service that enables businesses to dynamically manage 
phones calls into their business. It enables call queuing, interactive voice response 
(IVR) and call recording on any number. This is not necessarily a high margin business 
for telcos but Gamma has developed software to manage calls which is available to 
small companies who cannot afford a large piece of hardware to manage their 
telephone traffic. It is delivered on any phone number and it is noticeable that the 
market is shifting away from higher margin ‘08’ numbers. This is obviously bringing 
margins down across the industry and there are fewer calls overall. While not showing 
the levels of growth of other products, Inbound remains strategically valuable to 
Gamma as a source of new customers into which a broader range of services can be 
sold over time.  
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Business model and routes to market 

Indirect channel 

The channel is Gamma’s primary route to market and it accounts for over 80% of 
revenues. The number of partners actively trading with Gamma increased from 834 to 
906 in the first half of 2016. Gamma has previously said that service provision via the 
channel has been shifting from niche services such as IT support, or PBX installation, 
to a full ICT bundle. That is allowing Gamma to access new channel partners who 
would not necessarily have engaged with the Group. It has also noted a greater 
number of midmarket end clients as well as those from the channel‘s traditional SME 
target market.  

Channel Partners usually sign a framework agreement and draw down services within 
that agreement. Many Channel Partners choose to sign commitment contracts in 
return for more favourable rates.  

Gamma has a dedicated Portal which enables its partners to provision services 24 
hours a day and it offers market, product and systems training. It operates a Partner 
Programme which provides additional training, resources, tools and information. It has 
two partner programmes available: Gamma Accredited Partner and Gamma Platinum 
Accredited Partner. The general groupings by partner type are shown below: 

Partners 

  

Source: Gamma information, Progressive Equity Research 

Channel Partner type Channel Partner example activity End market

Telephony Partner Wide number of resellers from telecoms-only 
to multi-utility providers

Predominantly SME

PBX Partners Businesses that are mainly hardware-based IP products to support partners’ existing revenue 
streams from selling and maintaining hardware and 
traditional outbound telephony.

Systems Integrators Data companies offering voice as part of an 
enhanced offering

Telephony services that can be easily integrated 
into a more comprehensive solution

IT & Data Partners Technology suppliers who want to add 
telephony, mobile and data services

Telephony, mobile and data services

Mobile Partners Resellers who want to diversify into fixed 
telephony or reduce reliance on one mobile 
network provider

Wider products and services for existing customer 
bases

Software Partners VoIP service providers, comms API providers, 
call analytics, wireless data network providers

‘Voice everywhere' software. Integrates web based 
apps into traditional telephone networks 

Dealer Partners Commission-earning resellers Gamma provides sales, pre-sales and technical 
support to help win business and then manages the 
solution delivered to the customer including billing 
and credit control

Cloud and 
Infrastructure Partners

Carriers, VOIP service providers and software 
platforms

Access, number hosting and termination services 
through web-based portal system 

Cost Consultants Consultants targeting efficiency gains for their 
clients

Products and services which reduce costs
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The table shows that the type of relationship with Gamma can vary. Partners can work 
with the Group on a commission basis or with their own customers perhaps including 
billing services provided by Gamma. 

While Gamma does not discount products to encourage sales, many of its partners 
have deals which are linked to incentives - often in the form of credit notes - in return 
for commitments to Gamma in terms of loyalty. Incentives are often used to encourage 
growth of a channel partner’s business. In addition, on occasion, Gamma may skew 
incentives to support particular products. 

Gamma has previously noted that newer channel partners are not bringing as many 
legacy customers to the business as before. This reflects the decisions which those 
customers have already made to move to newer products, and the fact that the newer 
channel partners tend to be more IT-focussed, with less of a “calls & lines” telco 
legacy.  

Direct 

Direct customers typically sign term agreements which range from one year to five 
years depending on the services taken. Gamma’s direct business is focused on larger 
enterprises, the public sector and customers who want a specifically tailored solution. 
The acquisition of Varidion in March 2012, was central to the development of Gamma’s 
direct sales strategy as it brought the necessary skills around managed, network-
centric applications. 

Crucially, the group has a specific strategic aim of targeting fewer overall customers – 
but attracting bigger, better customers who agree larger, longer contracts with Gamma. 
This has reduced overall customer numbers from a peak of around 9,000 to nearer 
5,000 – but with a significantly better profile and more visibility of revenue.  

Gamma’s Direct business is growing mainly because of the strategic products – Cloud 
PBX, SIP Trunking and Inbound. In the first half of 2016, it saw margins increase from 
46% to 47% due to mix with good success in the Enterprise market. It has previously 
cited good contract wins with Strutt & Parker, the UK's largest independent property 
partnership, Menzies LLP, a top 20 UK accountancy firm, Pret a Manger and a number 
of other SIP and Cloud PBX customers. The trading update notes further wins with, 
among others, Reed and Nando’s.  

Gamma also markets its Manchester fibre network on a direct basis. It was acquired 
through the acquisition of Atlantic, and has a separate brand “The Loop”. It is a high 
capacity bandwidth network for heavy traffic users. 

Managing the conflict between Direct and the Indirect channel 

The conflict between sourcing business direct and through the channel is carefully 
managed. Our conversations with channel partners did not suggest that they saw 
Gamma’s direct business as a major competitor – the channel partners are more in 
competition with each other, with BT and with other providers.  In large part, the 
channel partners appear to value Gamma as a reliable and trusted provider of telco 
infrastructure, and the risk of conflict over an individual customer account is very much 
a secondary concern.  
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Services and routes to market 

  

Source: Gamma information and Progressive Equity Research 
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The Channel Partner’s View 

We spoke to two of Gamma’s channel partners who kindly outlined some points of 
interest with regard to their business relationship with Gamma, processes, experiences 
and general thoughts on the business.  The channel partners were representative of 
the base, selling to customers large and small, and covering between them largely all 
of Gamma’s products and services. 

A number of key themes emerged, and we summarise below a few of the more salient 
aspects :  

Quality of products paramount; pricing not a key issue 

Both of the channel partners have seen good growth in hosted platform sales. 
Although it was noted that “no hosted platform is perfect”, Gamma’s Horizon platform 
was deemed to be ‘better than the others’ and notably ahead of the BT hosted 
platform.  One of the partners said that “Horizon has caught up with, and now 
surpassed BT”.  The SIP trunking platform was also seen as high quality and reliable. 

Neither of the partners with whom we spoke raised pricing as a major factor in their 
dealings.  This suggests to us that Gamma has a sensible set of pricing structures, 
perhaps not the cheapest rates on offer, but not sufficiently above others so as to 
cause a problem.  One partner mentioned that “it is always possible to find cheaper 
deals, but you can’t be sure of the quality or reliability”. 

Relationship with channel partners 

Both channel partners felt that it was easier to deal with Gamma than its competitors.  
It was felt that Gamma is receptive to comments and suggestions from partners, and 
that Gamma was less likely to “impose” changes without consultation than some 
others. 

In terms of dealing with Gamma, one partner also noted that Gamma is small enough 
to be flexible and also much quicker on problem solving – both key points when 
considering a partner deal. Gamma has also helped with marketing in the past – 
including financial support and collateral.  

Gamma was described as “easy to deal with, and with a can-do culture”.  When 
problems arise (and they do) the group responds quickly and understands the 
partner’s needs to deliver a quality service to the end customer.  One comment was 
that Gamma “fully understands partnership”.  

Interestingly, one of the partners was particularly positive about level of contact with 
senior management at Gamma …”if I call them, they pick up the phone”.  At other, 
larger competitors, it was felt that this would not be the case – even after many years 
of working together.  

Areas for improvement 

We asked for areas where Gamma could do better – both interviewees were keen to 
see additional products and services (which we saw as a positive sign of Gamma’s 
long-term expansion).  One was keen, for example, to be able to sell cheaper (less 
feature-laden) IP phones bundled with the Hosted PBX platform.  

One partner was concerned about the risk of end customers being targeted by other 
Gamma channel partners, although he felt that this area of risk was likely to be 
addressed, and he was comfortable that Gamma took the concern seriously and were 
working to manage it.  
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Portal 

We discussed with both channel partners the portal through which partners access the 
Gamma platform. This was described as ‘brilliant’ and helped the admin teams 
manage business more easily as well as providing swift access to, inter alia, buy rates, 
training and numbers. This was in stark contrast to competing portals which appeared 
to suffer from poor access and content and, often, from out of date information.  

The other channel partner described the portal as “really good, intuitive and easy to 
use”. From the perspective of both partners, the interface and usability of the portal is a 
key part of the relationship with Gamma – it works well, and it also demonstrates that 
Gamma understands the importance of such information within their own businesses.  

The competitive landscape 

Both of the partners are fully aware of the offerings from competitors, but neither felt 
that Gamma is at significant risk.  Daisy is reselling BT’s platform, and although 
TalkTalk has a reasonable hosted PBX platform, it was seen as less responsive to 
partner needs.  Sky and Virgin were also mentioned, but none of the obvious 
competitors were felt to offer the breadth of product/service that Gamma provides, 
especially given their lack of genuine understanding of, and support for, the partner 
channel. 

Mobile 

The view on Gamma Mobile was that it needs to do something to differentiate itself, for 
example, providing call recording – something which is not done well by existing 
providers and which we understand Gamma is already addressing.  Again, Gamma’s 
ownership of its own platform was seen as likely to allow such innovation.  

One of the partners is already a major reseller of another mobile provider, so was 
unlikely to take Gamma’s service, but in all other service offerings would “always look 
at Gamma first”. 

 

Overview 

Overall, the conversations provided us with a high degree of reassurance; the 
interviewees were commercial and not afraid to point out their concerns.  They were, 
however, adamant that Gamma provides a robust and (crucially) reliable set of 
products for them to resell to their end customers.  This, combined with a powerful 
portal access, and a way of doing business that aligns well with partners, seems 
sufficient to ensure ongoing loyalty.  There is also potential for additional products and 
services over time – Gamma’s credibility could extend well beyond simple telephony, 
as long as the group continues to ensure quality in any adjacent products or services 
that it chooses to offer.  
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Competition 

Gamma has benefitted from the reduction in numbers of competitors in the Traditional 
Services markets over the last few years and seeks to differentiate itself from the 
remaining major competitors such as BT, TalkTalk and Vodafone.  

In Strategic Services and Enabling Services, Gamma faces competition from overseas 
entrants to the UK market, smaller niche offerings and, not least, the major telcos. 
Conscious of the need to stay ahead of its various competitors, Gamma’s 
management points to the Group’s attributes which help mitigate those threats. For 
instance, its scalability and strong channel offering are useful counters to overseas and 
smaller domestic competitors while nimbleness, innovative products/solutions and 
strong customer service act as helpful differentiators to the larger companies. We 
summarise some of those points below. 

Competitive advantages 

  

Source: Gamma information, Progressive Equity Research 

We note that Daisy (which acquired Alternative Networks) is both a competitor and a 
customer which can buy Gamma products. Sky is not present in the business market 
and does not therefore compete with Gamma. In 2015, TalkTalk moved further into the 
voice over data market with the acquisition of SIP network provider, tIPicall.  

Smaller UK 
software

The major 
telcos

US/European 
market entrants

Scalability Strong financials Agility

Gamma’s attributes help it compete against different threats

Strong channel Complete Service

Innovation

Customer service

Competitors
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Financial performance 

Last five years and beyond 

The Group has shown a consistent performance over the last five reported years with 
revenues and Adjusted EBITDA growing well while the net cash position also 
improved. This chart shows that progress in those metrics conjunction with our 
estimates for the following four years. 

Good growth 

 

Source: Gamma information, Progressive Equity Research estimates 

Trading in H1 2016 

Indirect Business 

In H1 2016, revenue from the indirect business grew from £73.0 million to £83.0 million 
and gross profit grew from £30.3 million to £37.6 million. Revenue from Gamma’s 
Growth products - Enabling (data and mobile) and Strategic (SIP, Cloud PBX and 
Inbound) - grew from £43.7 million in H1 2015 to £54.9m. This reflected the greater 
number of active channel partners (from 834 to 906) and growth in product sales. 
Gross margin grew from 47.6% to 53.0% reflecting the strong growth in higher margin 
SIP Trunking. 

The performance of the Traditional business (primarily traditional calls, lines and trade 
with other carriers) reflected the market’s continued steady decline with gross profit 
down to £8.5 million (H1 2015: £9.5m). 
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Direct Business 

Revenue from the Direct business increased from £19.4 million in H1 2015 to £21.7 
million in H1 2016. Gross profit reached £10.1 million (from £8.9 million in H1 2015) 
with the Gross margin increasing from 45.9% to 46.5% driven by the sales of Growth 
products - including multiproduct solution sales to larger enterprises on multiyear 
contracts. 

Operating expenses and Adjusted EBITDA 

In H1 2016, operating expenses grew from £26.2 million to £31.4 million reflecting the 
growth in the number of customers switching to Growth products for the first time, the 
£2.7 million cost of supporting the new mobile platform and increased investment in 
product development. Gamma also continued to invest in its systems to maintain 
efficiency. Adjusted EBITDA grew from £13.0 million to £16.3 million.  

FY 2016 trading update 

Gamma’s trading update for its financial year ended 31 December 2016 says that the 
results are anticipated to be slightly ahead of market expectations at the Adjusted 
EBITDA level. It notes strong demand in the business market for its products and 
highlights continued growth in the number of channel partners in its indirect business. 
It also confirms good progress with its direct sales business. Echoing previous 
updates, Gamma says that it has seen continued strong growth in SIP Trunking, Cloud 
PBX and data services – importantly, with margins holding.  

The comment from CEO, Bob Falconer, states that Gamma’s differentiated strategy 
has led to strong growth across all of its markets.  He also confirms that the Group 
continues to invest significantly in product development and the channel. 
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Basis of forecasts 

Our estimates are based on our views on the growth of the various business lines. We 
also consider the prospects for the routes to market via the channel and direct (noting 
that contract lengths are extending, and value expanding, in the latter). Some are 
faster growth (for instance, Cloud PBX and SIP Trunking) while others are slowing 
(such as the traditional calls & lines business). We think that SIP and Cloud PBX will 
be the main drivers of growth in the short term – although we expect that growth in the 
latter will tail off as users complete their migrations from ISDN. We expect Broadband 
and Ethernet revenues to grow, albeit at slower rates than SIP and Cloud PBX in the 
near term. We understand that Gamma’s Strategic and Enabling Services are 
generally bought on contracted terms of between one and three years and that very 
little of Gamma’s revenue is derived from one-off sales. The Group’s services typically 
generate repeating monthly revenues. 

We view the long term impact of the mobile business as a support for the Group’s 
product and services (and the prospects for the convergence of fixed and mobile 
offerings) rather than as a standalone mobile network.  

We have taken heed of the comments from management in the trading update just 
released and our FY 2016E estimates reflect the positive content therein – including 
that Adjusted EBITDA is expected to be slightly ahead of market expectations. We 
understand that consensus was at £33.0 million prior to the announcement. Beyond 
that, our estimates reflect views on the direction of the business lines as noted above.  

Given the expected areas of growth, we expect to see an increase in customer 
numbers and the associated CPE (Customer Premises Equipment) such as configured 
handsets and routers. Consequently, our estimates reflect this through significantly 
higher levels of Capex and Depreciation. We also note the continued investment in the 
business. There is a likely cost of an upgrade to Gamma’s network (installing fibre-
optic, refreshing platform etc) – although we understand that this is likely to be low 
single digit millions of pounds.  

The table below shows selected data.  

Selected financial data 

 

Source: Gamma information, Progressive Equity Research estimates 

The trading update notes £28.2 million of net cash as at the end of December 2016. 

  

£m unless stated 2014 2015 2016E 2017E 2018E 2019E

Revenue 173.2 191.8 212.4 233.1 250.0 268.9

Profit post central costs 23.1 28.3 34.1 38.9 43.0 47.9

Depreciation -5.1 -6.1 -9.0 -12.0 -15.6 -18.9

Amortisation of acquired intangibles -0.4 -0.4 -0.3 -0.1 0.0 0.0

Amortisation of capitalised development costs -0.9 -0.9 -0.7 -1.0 -1.1 -1.3

Depreciation & amortisation -6.4 -7.4 -9.9 -13.1 -16.7 -20.1

EBITDAA pre dep pre all amortisation 23.1 28.3 34.1 38.9 43.0 47.9

EBITAA post dep pre all amortisation 18.0 22.2 25.1 26.9 27.4 29.0

EBITA post dep post amort of cap devt spend 17.1 21.3 24.4 25.9 26.3 27.8

Adjusted PBT 17.1 21.4 24.5 26.1 26.5 28.0

Adj. Diluted EPS before exc. items (p) 15.0 17.9 20.8 22.0 22.9 24.1

Dividend (p) 3.95 6.6 7.35 8.2 9.1 10.1

Net cash 13.4 24.8 28.2 30.1 32.2 36.7
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Management team 

Richard Last - Independent Non-Executive Chairman 

Richard was CEO of Lynx Group Plc an IT software, solutions and services group 
listed on the London Stock Exchange from 1991 until 2002 when Lynx was acquired by 
Skandia Group. At the same time Richard completed a buy out of the Lynx IT 
business. Richard is currently Chairman and Non-Executive Director of Servelec 
Group Plc, a UK based technology group, and British Smaller Companies VCT 2 plc, 
both listed on the London Stock Exchange. Richard is also Chairman and Non-
Executive Director of AIM listed Arcontech Group plc, a financial services software 
company, and of Lighthouse Group plc, an AIM quoted financial services group. He is 
also a Non-Executive Director of Corero Network Security plc an AIM quoted IT 
security solutions provider as well as a number of private companies. Richard joined 
the board of Gamma in June 2014. Richard has a BA (Hons) from Sheffield University 
in Political Theory and Institutions and is a Fellow of the Institute of Chartered 
Accountants in England and Wales. 

Bob Falconer - Chief Executive Officer 

Bob began his career at BT’s Research Laboratories before joining ICI in 1987, 
becoming the global telecoms manager. Following the demerger of Zeneca, he joined 
Racal Electronics plc as a director in the Group’s Network Services division during 
which time he was a key figure in the acquisition and integration of the Telecoms 
division of British Rail and the subsequent sale of the business to Global Crossing. 
Bob joined Gamma in 2003 as COO before being appointed CEO in 2004 and has 
continued to drive the business with a clear strategic focus and strong operational 
quality ethos. Bob has a B.Sc.(Hons) in Electrical and Electronic Engineering from 
Heriot-Watt University, Edinburgh, and is a Fellow of the Institution of Engineering and 
Technology. 

Richard Bligh - Chief Operating Officer (Director of Business Development 
from 1 February 2017) 

Richard joined Gamma in 2004 and nearly 20 years telecoms experience in a variety 
of Marketing and Business Development Vice President roles. These include UK and 
international experience in ECI Conferencing, Intertek plc, Global Crossing and Racal 
Telecom. Richard has extensive experience of business markets from serving multi 
national corporates to selling via the channel. Richard is a graduate of Cardiff 
University and a member of the Chartered Institute of Marketing. 

Currently Chief Operating Officer, Richard Bligh’s role is changing and he will become 
Gamma’s Director of Business Development with effect from 1 February 2017.  Going 
forward, Richard is going to be focused on identifying and assessing growth 
opportunities for the business.  Richard will remain on the Board and the role of Chief 
Operating Officer will not be replaced. 

Andrew Belshaw - Chief Financial Officer 

Having joined Gamma in 2007, Andrew has been Chief Financial Officer since 2014. A 
Chartered Accountant by background, he has worked in both audit and corporate 
finance of two of the "Big4" accountancy firms specialising in providing advice to a 
wide range of clients in the Technology and Telecoms space. After leaving practice, 
Andrew worked alongside the Commercial Director in a new business development 
role at Xansa plc before joining Gamma. Andrew's first degree was in Maths from 
Cambridge and his MBA was gained from Warwick Business School in 2004. 
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Alan Gibbins - Independent Non-Executive Director 

Alan has extensive experience of public company reporting and financial services 
spanning 30 years with Price Waterhouse and PricewaterhouseCoopers LLP, having 
been a Partner from 1985 until 2006. His responsibilities included one of the main 
London audit groups and he was an Audit and Business Assurance Partner. Alan has 
been a Non-Executive Director and Audit Committee Chairman for BlueBay Asset 
Management plc as well as being a Non-Executive Director for a number of private 
companies. Alan joined the board of Gamma in June 2014 and is Chairman of the 
Audit Committee. Alan has an MA in Modern History from Lincoln College Oxford and 
is a member of the Institute of Chartered Accountants. 

Martin Lea - Independent Non-Executive Director 

Martin has 20 years of experience leading mid-sized telecommunications and support 
services businesses under both public and private equity ownership. He has a track 
record of building value both through organic growth, operational restructuring and 
strategic M&A. His international experience extends across USA, Europe and Asia. 
Most recently he served as interim CEO at Multicom Security Group in Sweden. From 
2004 to 2011 he was CEO of Invitel with operations in Hungary and Central Europe. 
Prior to this, he served as EVP of Intertek Group Plc, where he was global CEO of its 
ETL-SEMKO division. Martin spent the first 20 years of his career at Racal Electronics 
plc, where he latterly served as MD of Racal Telecom and before that EMEA President 
for its data services businesses. Martin joined the board of Gamma in June 2014 and 
is Chairman of the Remuneration Committee. Martin has a BA(Hons) in Business 
Studies from Kingston Polytechnic and is a Fellow of the Institute of Directors. 

Andrew Stone - Non-Independent Non-Executive Director 

Andrew is Managing Partner of St Albans Capital LLP and a Founding Director of 
Greenstone Plus Ltd. From 2010 to June 2012 Andrew was a consultant to Armajaro 
Trading Ltd, a global soft commodity house and from July 2012 an Executive Director 
of Armajaro Trading Ltd. From January to July 2013 Andrew assumed the role of CEO. 
From 1993 to 2006 Andrew was employed at ED&F Man in a variety of senior 
positions in Asia and in London. Latterly, at ED&F Man, Andrew was responsible for 
the Sugar Trading book worldwide. Andrew joined the Board of Gamma in 2011. 
Andrew speaks three languages and is a European Business Administration graduate 
from the European Business School, London. 

Wu Long Peng - Non-Independent Non-Executive Director 

Long Peng has more than 30 years’ experience in Finance and Corporate affairs. He is 
an Executive Director of Kuok (Singapore) Limited, Pacific Carriers Limited and 
Malaysian Bulk Carriers Berhad (a company listed on Bursa Malaysia). He is also a 
non-Executive Director of Pacc Offshore Services Limited (a company listed on the 
Singapore Exchange). Long Peng joined the board of Gamma in 2011. Long Peng is a 
Fellow Member of the Association of Chartered Certified Accountants, United Kingdom 
and a member of the Institute of Singapore Chartered Accountants. 
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Risks and challenges 

Risks and Challenges 

  

Source: Gamma information and Progressive Equity Research 

Risk Risk/impact Management action/comments

Security Gamma’s network infrastructure provides customers with open 
access to the internet and global voice networks. As such there 
is a risk from cyber threat and telephony fraud as well as to the 
physical infrastructure. 

Over the last few years the profile around cyber security has 
changed significantly and the Company has adapted
its governance accordingly. Gamma has a proactive approach 
to identifying any threat or attack and well proven  procedures 
for neutralising such events.

Failure to execute 
growth strategy

The risk that anticipated growth is not achieved through lack of 
delivery of organic and/or acquisitive means.

Gamma pursues organic growth in good markets with the 
support of a diversified product set. It owns much of its own 
kit and IP which aids control of its offering.

Maintaining customer 
service levels

Gamma fails to order and deliver products and services easily.
Support and problem solving is not of sufficient quality. This 
could affect Gamma’s ability to sustain and grow revenues. 
Dealing with failure increases the costs of the support 
operations.

Gamma has a comprehensive service development plan that 
captures customer feedback and seeks to best align the 
support interfaces (system and human) with the needs of its 
customers. The objective is to eliminate any cause of 
frustration and ensure any interaction is as straightforward as 
possible. It holds a monthly quality forum to review 
performance.

Failure to recruit 
sufficient qualified 
staff

The inability to recruit skilled staff to support the growth 
aspirations of the business.

Gamma is a considerate employer, gives good benefits 
packages and taps overseas labour markets to acquire and 
retain the relevant skilled workers.

Network and systems 
performance

Reliable, high quality voice and data services are critical to any 
business and are the core components of Gamma’s products. 
Therefore, maintaining very high levels of service availability is 
central to any service provider’s credibility in this market.

Gamma operates a governance framework to manage the 
availability and performance of its services. The structure is 
subject to external audit.

Regulation The UK’s telecommunications sector does not have a “licence” 
requirement; it operates under a General Authorisation regime. 
Gamma’s activities within the UK can be impacted by the 
decisions of relevant legislative, regulatory and judicial  bodies 
both domestically and in the European Union which may affect 
buy and sale prices for products  and the way in which Gamma 
is required to engage with  Its customers. A breach of the 
requirements of its General Authorisation could attract 
negative publicity and financial penalties.

Gamma mitigates this risk by continuing to monitor likely 
regulatory changes; assessing their risk and potential impact; 
and engaging with regulators as appropriate.

Increased competition New entrants or existing service providers may extend product 
sets to compete directly with Gamma’s products and services. 
This may dilute the addressable market and slow down growth.

Gamma aims to provide services which are more attractive to 
its customers than those of competitors.

Market changes The communications market is constantly evolving both in 
terms of the available technologies and also in how people look 
to purchase certain products. Failure to keep pace with 
evolving markets may impact plans for growth .

Gamma plans, develops and markets products which match 
the evolution of market demand and of relevant technologies, 
and develops its core platforms to support these products

Margin erosion Margins may reduce through pricing pressure and as certain 
markets experience slower growth.

Gamma maintains excellent service level to channel partners 
and direct customers to reduce pressure on pricing. It 
provides innovative products and services to counter 
competition and price erosion. 

Key customers Direct and/or channel customers could experience trading 
difficulties resulting in lower revenue for Gamma

Maintain a diverse customer base. Evolve and build recurring 
revenues.

Key personnel The business has grown rapidly over the last few years, with 
very low staff turnover. Therefore, there are individuals who 
have been instrumental in its development and are important 
to its ongoing success.

The business has a well-established team and a reputation for 
being a good employer. In 2015, it came 47th in ‘The Sunday 
Times Best 100 Companies To Work For’ ranking. 
This process involves a comprehensive staff survey, the 
feedback from which is actively reviewed and addressed by 
the senior management team.

Key suppliers Failure of suppliers to perform may have an impact on 
Gamma’s ability to deliver products and services.

Where possible, Gamma avoids reliance upon a single supplier 
and ensures key supplier contracts have appropriate clauses in 
place to assure their performance.
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Summary Financial Information 

Summary Financial Information 

 

Source: Company information, Progressive Equity Research estimates 

 

PROFIT & LOSS FY-14A FY-15A FY-16E FY-17E FY-18E FY-19E

Revenue 173.2 191.8 212.4 233.1 250.0 268.9

Adj EBITDA 23.1 28.3 34.1 38.9 43.0 47.9

Adj EBIT 16.7 20.9 24.2 25.9 26.3 27.8

Reported PBT 11.5 22.6 21.5 23.2 23.7 25.2

Fully adj PBT 17.1 21.4 24.5 26.1 26.5 28.0

NOPAT 17.1 21.3 22.1 21.0 21.3 22.5

Reported EPS (p) 10.0 19.5 18.1 19.6 20.0 21.2

Fully adj EPS (p) 15.0 17.9 20.8 22.0 22.9 24.1

Dividend per share (p) 4.0 6.6 7.4 8.2 9.1 10.1

CASH FLOW & BALANCE SHEET FY-14A FY-15A FY-16E FY-17E FY-18E FY-19E

Operating cash flow 19.4 30.4 30.9 35.1 38.8 43.6

Free Cash flow (£m) (1.1) 11.7 2.4 (0.1) 2.7 5.4

FCF per share (p) (1.2) 12.4 2.5 (0.1) 2.9 5.7

Acquisitions 0.0 0.0 0.0 0.0 0.0 0.0

Disposals 0.0 0.0 0.0 0.0 0.0 0.0

Shares issued (0.1) 0.5 0.0 0.0 0.0 0.0

Net cash flow (1.2) 11.4 3.4 1.8 2.1 4.4

Overdrafts / borrowings 0.0 0.0 0.0 0.0 0.0 0.0

Cash & equivalents 13.4 24.8 28.2 30.1 32.2 36.7

Net (Debt)/Cash 13.4 24.8 28.2 30.1 32.2 36.7

NAV AND RETURNS FY-14A FY-15A FY-16E FY-17E FY-18E FY-19E

Net asset value 51.2 66.7 80.7 95.3 109.5 124.1

NAV/share (p) 56.9 74.1 88.1 104.1 119.6 135.5

Net Tangible Asset Value 40.4 56.3 70.4 85.2 99.6 114.5

NTAV/share (p) 44.9 62.6 76.8 93.0 108.8 125.0

Average equity 25.6 59.0 73.7 88.0 102.4 116.8

Post-tax ROE (%) 36.7% 31.0% 23.6% 21.4% 18.7% 17.4%

METRICS FY-14A FY-15A FY-16E FY-17E FY-18E FY-19E

Revenue growth n.a 10.7% 10.7% 9.8% 7.3% 7.5%

Adj EBITDA growth n.a. 22.5% 20.5% 14.2% 10.5% 11.3%

Adj EBIT growth n.a. 25.1% 15.6% 7.1% 1.7% 5.5%

Adj PBT growth n.a. 25.1% 14.7% 6.3% 1.5% 5.6%

Adj EPS growth n.a. 19.4% 16.2% 6.1% 3.8% 5.4%

Dividend growth n.a. 67.1% 11.4% 11.6% 11.0% 11.0%

Adj EBIT margins 9.6% 10.9% 11.4% 11.1% 10.5% 10.3%

VALUATION FY-14A FY-15A FY-16E FY-17E FY-18E FY-19E

EV/Sales 2.4 2.1 1.9 1.8 1.6 1.5

EV/EBITDA 17.8 14.5 12.0 10.5 9.5 8.6

EV/NOPAT 24.0 19.3 18.6 19.5 19.2 18.2

PER 32.0 26.8 23.1 21.7 21.0 19.9

Dividend yield 0.8% 1.4% 1.5% 1.7% 1.9% 2.1%

FCF yield -0.2% 2.6% 0.5% 0.0% 0.6% 1.2%
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Disclaimers and Disclosures 

Copyright 2017 Progressive Equity Research Limited (“PERL”).  All rights reserved.  PERL provides professional equity 
research services, and the companies researched pay a fee in order for this research to be made available.  This report has 
been commissioned by the subject company and prepared and issued by PERL for publication in the United Kingdom only.  All 
information used in the publication of this report has been compiled from publicly available sources that are believed to be 
reliable; however, PERL does not guarantee the accuracy or completeness of this report.  Opinions contained in this report 
represent those of the research department of PERL at the time of publication, and any estimates are those of PERL and not of 
the companies concerned unless specifically sourced otherwise.  PERL is authorised and regulated by the Financial Conduct 
Authority (FCA) of the United Kingdom (registration number 697355). 

This document is provided for information purposes only, and is not a solicitation or inducement to buy, sell, subscribe, or 
underwrite securities or units.  Investors should seek advice from an Independent Financial Adviser or regulated stockbroker 
before making any investment decisions.  PERL does not make investment recommendations.  Any valuation given in a 
research note is the theoretical result of a study of a range of possible outcomes, and not a forecast of a likely share price.  
PERL does not undertake to provide updates to any opinions or views expressed in this document. 

This document has not been approved for the purposes of Section 21(2) of the Financial Services & Markets Act 2000 of the 
United Kingdom.  It has not been prepared in accordance with the legal requirements designed to promote the independence of 
investment research.  It is not subject to any prohibition on dealing ahead of the dissemination of investment research. 

PERL does not hold any positions in the securities mentioned in this report.  However, PERL’s directors, officers, employees 
and contractors may have a position in any or related securities mentioned in this report.  PERL or its affiliates may perform 
services or solicit business from any of the companies mentioned in this report. 

The value of securities mentioned in this report can fall as well as rise and may be subject to large and sudden swings.  In 
addition, the level of marketability of the shares mentioned in this report may result in significant trading spreads and sometimes 
may lead to difficulties in opening and/or closing positions.  It may be difficult to obtain accurate information about the value of 
securities mentioned in this report.  Past performance is not necessarily a guide to future performance. 


