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Clinical slowdown offsets strength elsewhere 

Instem recently confirmed that its Instem Clinical business 
continues to be impacted by a slowdown in the early-phase clinical 
market and, despite other areas of Instem performing well, that this 
shortfall will impact group financial performance for 2016. 
Management is addressing the challenging clinical market 
conditions, and continues to expect revenue growth and a return to 
profitability for the Clinical business unit in FY 2017E.  The group 
has also announced a renegotiation of the earn out arrangements.  
We reduce FY 2016E forecasts, but leave FY 2017E unchanged.  

 Market conditions in early-phase clinical remain challenging: In 

September’s interim results, management noted that performance in 
the Clinical business was being impacted by a general slowdown in 
the early-phase clinical market. At that time the expectation was that 
strong performance from Instem’s other businesses would offset this 
softness. Conditions in the early-phase clinical market have remained 
challenging, a number of decisions have been delayed by prospective 
clients, and Instem announced on 21 November that Instem Clinical is 
now expected to miss expectations for FY 2016E. 

 Renegotiation of earn out:  On 15 December, Instem announced 

that it had renegotiated the Logos (Instem Clinical) earn out such that 
the deferred consideration cash of £0.7m will no longer be payable.   

 Other businesses performing well: Performance from Instem’s other 
businesses (which represent over 90% of total group revenue) 
remains strong. In particular, Instem continues to perform strongly in 
the SEND market, where management believes it has won the 
majority of new business during 2016.   

 Outlook remains positive: Management have re-iterated that the 
outlook for FY 2017E remains positive.  We would highlight that 
Clinical is a relatively small part of the overall group, and the valuation 
on 2017E estimates is now significantly cheaper than it has been in 
recent times – we expect that some investors may wish to reconsider 
the stock on this basis.  

 Forecast revisions: We make no changes to FY 2017E sales or profit 

estimates, but reduce our FY 2016E forecasts as shown overleaf. 

Contract slippage in Clinical although unwelcome, is not the same as 
contract loss and with momentum in the other businesses strong, we 
continue to see grounds for optimism in the outlook for Instem.  
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FYE DEC 2013 2014 2015 2016E 2017E 

Revenue 11.4 13.4 16.3 17.9 23.8 

Adjusted EBITDA 1.8 1.9 2.5 1.2 4.0 

Adjusted PBT 1.2 1.1 1.7 0.5 3.3 

Adjusted EPS (p) 8.6 8.3 12.9 2.2 14.5 

EV/Sales 2.6x 2.2x 1.8x 1.7x 1.3x 

EV/ Adj. EBITDA 16.9x 16.1x 12.0x 24.4x 7.5x 

P/E 24.8x 25.9x 16.6x 99.3x 14.7x 

Source: Company Information and Progressive Equity Research estimates 
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Forecast revisions 

The following table summarises our forecast revisions, with fuller forecasts contained 
overleaf.  

Instem – forecast revisions 

  FY16E   FY17E  

£m unless stated Old New 
Change 

(%) Old New 
Change 

(%) 

Revenue 19.4 17.9 -7.8% 23.8 23.8 0.0% 

Adj EBITDA 2.9 1.2 -57.5% 4.0 4.0 0.0% 

Fully adj PBT 2.3 0.5 -79.2% 3.3 3.3 0.0% 

Fully adj EPS (p) 10.3 2.2 -79.2% 14.5 14.5 0.0% 
 

Source: Progressive Equity Research estimates 

 In summary, FY 2016E revenues and adjusted EBITDA are reduced by 8% and 
55% respectively, with adjusted EPS 76% lower than previously. FY 2017E 
forecasts are unchanged.  

 For FY2016E, the decline is largely a function of reduced license revenue 
expectations. Given that these are high margin in nature, there is a significant 
impact (higher percentage reduction) on profits.  

 For now, we make no revisions to FY 2017E forecasts, other than to reflect the 
removal of the £0.7m deferred consideration amount. Although it would perhaps be 
reasonable, given the contract slippages, to assume signings occur in FY 2017E, 
we consider it prudent to leave forecasts unchanged for now. The company 
referred to an additional £1.2m in new contracts where management seem 
confident of winning the deals, but where orders appear to have been deferred into 
2017. 

 We note management’s comment that FY 2016E results are subject to a range of 
outcomes and expect the anticipated trading update in January 2017 and prelims in 
March 2017 will provide the opportunity for us to revisit forecasts for next year.  
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SUMMARY FINANCIALS 

Year ended December FY-13A FY-14A FY-15 FY-16E FY-17E 

£m unless stated 
     Profit & Loss 
     Revenue 11.4 13.4 16.3 17.9 23.8 

Adj EBITDA 1.8 1.9 2.5 1.2 4.0 

Adj EBIT 1.1 1.1 1.7 (0.1) 2.4 

Reported PBT 0.7 0.2 (0.4) (0.4) 2.4 

PBT before exceptionals and AAG 1.2 0.9 0.3 0.6 3.6 

Fully adj PBT 1.2 1.1 1.7 0.481 3.3 

NOPAT 0.8 0.8 1.2 (0.0) 1.7 

Reported EPS (p) 4.5 1.2 (3.5) (1.5) 9.8 
EPS before exceptionals and AAG 
(p) 7.3 4.9 1.5 2.6 15.9 

Fully adj EPS (p) 8.6 8.3 12.9 2.2 14.5 

Dividend per share (p) 0.0 0.0 0.0 0.0 0.0 

Cash flow & Balance sheet 
     Operating cash flow 2.4 1.3 2.7 0.9 3.3 

Free Cash flow £m 1.9 0.9 2.3 0.3 1.7 

FCF per share p 15.7 7.2 17.7 1.8 11.0 

Acquisitions (1.6) (0.3) (0.9) (3.4) (1.5) 

Disposals 0.0 0.0 0.0 0.0 0.0 

Shares issued 0.0 0.0 0.0 4.7 0.0 

Net cash flow 0.3 0.6 1.0 1.6 0.2 

Overdrafts / borrowings / other 0.0 0.0 0.0 0.0 0.0 

Cash & equivalents 2.1 1.7 2.2 3.8 4.0 

Net (Debt)/Cash 2.1 1.7 2.2 3.8 4.0 

      NAV and returns 
     Net asset value 5.0 5.4 6.6 11.1 12.6 

NAV/share (p) 42.3 45.2 53.3 71.0 80.9 

Net Tangible Asset Value (7.9) (7.0) (5.4) (1.5) 0.6 

NTAV/share (p) (67.3) (58.5) (43.7) (9.4) 4.0 

Average equity 5.0 5.2 6.0 8.8 11.9 

Post-tax ROE (%) 10.6% 2.9% -7.1% -2.7% 13.1% 

      Metrics FY-13A FY-14A FY-15 FY-16E FY-17E 

Adj EBIT growth 
 

-4.6% 56.8% -103.3% 
-

4306.3% 

Adj PBT growth 
 

-9.7% 59.2% -71.8% 585.4% 

Adj EPS growth 
 

-4.3% 55.7% -83.2% 573.7% 

Dividend growth n/a n/a n/a n/a n/a 

Adj EBIT margins 10.1% 8.1% 10.5% -0.3% 10.0% 

          
 Valuation FY-13A FY-14A FY-15 FY-16E FY-17E 

EV/Sales 2.6 2.2 1.8 1.7 1.3 

EV/EBITDA 16.9 16.1 12.0 24.4 7.5 

EV/NOPAT 37.5 39.3 25.1 (758.1) 18.0 

PER 24.8 25.9 16.6 99.3 14.7 

Dividend yield 0.0% 0.0% 0.0% 0.0% 0.0% 

FCF yield 7.3% 3.4% 8.3% 0.9% 5.1% 
 

Source: Company information, Progressive Equity Research estimates 
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Disclaimers and Disclosures 

Copyright 2016 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. 


