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H1 on track 

Business moving ahead on all fronts 

Gamma has this morning published a trading update covering H1 
2017 (six months to June).  The group is described as “perform[ing] 
well” and having delivered “another period of solid growth”.  We leave 
forecasts unchanged until we see the detail of H1 in early September, 
but the balance of risk to numbers is clearly on the upside.   

▪ Delivering to plan  The group appears to be delivering well to plan – 
the tone of the RNS is clearly upbeat and suggests performance well on 
track for full year expectations, albeit without specific financial metrics 
(other than cash – see below) on which to base any forecast changes.  

▪ Cash – and the time value of money  The only financial metric given 
is the cash balance, which stood at £28.7m at the end of H1 – only 
fractionally ahead of the end-2016 figure (which was £28.2m).  We had 
not anticipated the low level of H1 cash generation, but the statement is 
clear – the company has reached a commercial deal with “some 
suppliers” (presumably material ones) to pay in advance of normal 
terms, in return for an improved commercial relationship (presumably 
better margin).  We believe Gamma’s management can be trusted to 
have evaluated the risk/reward, and we would expect this arrangement 
to unwind over time, but with a modest boost to operating margins.  

▪ Other highlights  The statement also incorporates a range of other 
positives – growth in the key markets of SIP Trunking, Cloud PBX and 
data; new direct-channel Enterprise customers in both Public and 
Commercial sectors; improvements in the channel partner offering and 
the Cloud platforms, and progress towards the converged fixed/mobile 
offering due for launch before the end of the year.  

Today’s statement is uniformly upbeat and positive in its tone – the only 
thing holding us back from upgrading is more detail on the financial 
performance in H1.  Clearly cash has been deliberately paid away, to allow 
a beneficial pricing arrangement, and otherwise performance appears to 
have been solid on all fronts.  We await further detail at the time of the full 
H1 earnings announcement (5 September) and would look to consider 
revising forecasts at that time, with the benefit of additional detail on H1, 
and a modestly-longer track record to inform management’s view of the full 
year outturn.  Overall, we see this as a highly reassuring H1 update.  
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Y/E DECEMBER FY-15A FY-16A FY-17E FY-18E FY-19E 

Revenue 191.8 213.5 233.9 250.6 268.7 

Adjusted EBITDA 28.3 34.2 39.5 43.6 48.2 

Adjusted PBT  21.4 24.9 27.0 27.3 28.5 

Adjusted EPS (p) 17.9 21.1 22.9 23.7 24.7 

EV/Adj. EBITDA 19.2x 15.9x 13.7x 12.4x 11.2x 

P/E 34.9x 29.5x 27.2x 26.3x 25.3x 

Dividend yield 1.1% 1.2% 1.3% 1.5% 1.6% 

Source: Company Information and Progressive Equity Research estimates 
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SUMMARY FINANCIALS 

 

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

Revenue 173.2 191.8 213.5 233.9 250.6 268.7 

Adj EBITDA 23.1 28.3 34.2 39.5 43.6 48.2 

Adj EBIT 16.7 20.9 24.3 26.7 27.2 28.4 

Reported PBT 11.5 22.6 21.6 23.4 24.0 25.2 

Fully adj PBT 17.1 21.4 24.9 27.0 27.3 28.5 

NOPAT 17.1 21.3 22.3 21.7 22.0 23.0 

Reported EPS (p) 10.0 19.5 18.7 19.7 20.2 21.2 

Fully adj EPS (p) 15.0 17.9 21.1 22.9 23.7 24.7 

Dividend per share (p) 3.95 6.60 7.50 8.25 9.15 10.20 

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

Operating cash flow 19.4 30.4 31.3 35.6 39.1 43.4 

Free Cash flow (£m) (1.1) 11.7 3.3 0.3 3.0 5.1 

FCF per share (p) (1.2) 12.4 3.5 0.3 3.1 5.4 

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 0.1 0.0 0.0 0.0 

Net cash flow (1.2) 11.4 3.4 0.3 3.0 5.1 

Overdrafts / borrowings 0.0 0.0 0.0 0.0 0.0 0.0 

Cash & equivalents 13.4 24.8 28.2 28.5 31.5 36.6 

Net (Debt)/Cash 13.4 24.8 28.2 28.5 31.5 36.6 

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

Net asset value 51.2 66.7 80.2 95.5 110.5 125.6 

NAV/share (p) 56.9 74.1 87.6 104.3 120.7 137.1 

Net Tangible Asset Value 40.4 56.3 70.2 85.6 100.8 116.3 

NTAV/share (p) 44.9 62.6 76.7 93.5 110.1 127.0 

Average equity 25.6 59.0 73.5 87.8 103.0 118.0 

Post-tax ROE (%) 36.7% 31.0% 24.1% 21.6% 18.9% 17.3% 

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

Revenue growth n.a 10.7% 11.3% 9.6% 7.1% 7.2% 

Adj EBITDA growth n.a. 22.5% 20.8% 15.4% 10.6% 10.5% 

Adj EBIT growth n.a. 25.1% 16.3% 9.8% 2.0% 4.3% 

Adj PBT growth n.a. 25.1% 16.4% 8.4% 1.2% 4.3% 

Adj EPS growth n.a. 19.4% 18.2% 8.6% 3.3% 4.2% 

Dividend growth n.a. 67.1% 13.6% 10.0% 10.9% 11.5% 

Adj EBIT margins 9.6% 10.9% 11.4% 11.4% 10.9% 10.6% 

       

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

EV/Sales 3.1 2.8 2.5 2.3 2.2 2.0 

EV/EBITDA 23.5 19.2 15.9 13.7 12.4 11.2 

EV/NOPAT 31.7 25.5 24.3 25.0 24.6 23.6 

PER 41.7 34.9 29.5 27.2 26.3 25.3 

Dividend yield 0.6% 1.1% 1.2% 1.3% 1.5% 1.6% 

FCF yield -0.2% 2.0% 0.6% 0.0% 0.5% 0.9% 
 

Source: Company information, Progressive Equity Research estimates 
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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.

 


