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FY 16A results: Solid performance ex-Clinical 

Instem’s FY 16A results were line with the Jan-17 trading update and 
our forecasts. Excluding the Clinical business, performance remains 
solid, particularly in pre-clinical and the SEND businesses. 
Management has taken decisive actions to address the weakness in 
Clinical and a further positive is the emerging services story. We 
make downward revisions to FY 17E earnings forecasts following 
the results reflecting additional investment in the business. 

 FY 16A results in line: Revenue of £18.3m (+12%) and EBITDA of 

£1.3m were in line with our forecasts of £17.9m and £1.2m 
respectively. At £4.2m, net cash was ahead of our £3.8m estimate.  

 Weakness in Clinical being addressed: Given the slow levels of 
trading activity during 2016, management attention focused on the 
implementation of projects for existing clients and significant product 
releases. In this note we provide colour on some of the measures 
undertaken to improve Clinical unit performance. 

 Strong business performance ex-Clinical: Ex-clinical, Instem 
reported solid momentum in key business lines. Provantis® recorded a 
“high” level of contract renewals and 2016 saw a record revenue and 
profit contribution from Perceptive. The SEND submit platform 
continued to win new business.  

 Services demonstrating momentum: KnowledgeScan demonstrated 

impressive commercial traction during 2016 (a record 14 
assessments).  Emerging opportunities in SEND outsourcing and 
Instem University warrant increased investor attention in our view, 
since both represent material growth opportunities.  

 FY 17E estimates revised: We make reductions to FY 17E estimates, 

reflecting additional investment in the business, particularly in SEND 
delivery. Our Adjusted EBITDA and EPS expectations are reduced by 
29% and 38% respectively. We also introduce FY18E and FY 19E 
estimates.  

Clearly the FY 17E forecast reductions are somewhat disappointing. 
However, the rump of the business is performing strongly. Instem 
continues to report solid growth and improving revenue visibility (recurring 
revenue +21% FY 16A). Furthermore, the Group’s financial position 
remains solid. Recent actions demonstrate that management is taking 
firm steps to address issues in the Clinical business, and we look forward 
to an update on progress with the interim results expected September-17.  
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FYE DECEMBER 2015 2016 2017E 2018E 2019E 

Revenue 16.3 18.3 23.9 25.7 27.1 

Adjusted EBITDA 2.5 1.3 2.8 3.6 4.4 

Adjusted PBT 1.7 0.5 2.0 2.6 3.3 

Adjusted EPS (p) 12.9 2.0 9.1 11.5 14.7 

EV/Sales 1.5x 1.3x 1.0x 0.9x 0.9x 

EV/ EBITDA 9.7x 19.4x 8.5x 6.8x 5.6x 

P/E 14.1x 89.6x 20.0x 15.7x 12.3x 

Source: Company Information and Progressive Equity Research estimates 
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Results snapshot 

Instem’s FY 16A results were in line with both the Jan-17 trading update and our 
forecasts. 

Revenue of £18.3m (+12%) and EBITDA of £1.3m were in line with our forecasts of 
£17.9m and £1.2m respectively. At £4.2m, closing net cash was ahead of our £3.8m 
estimate.  

Determined actions taken in the Clinical business 

As noted in the December-16 trading update, market conditions in the Clinical 
business proved challenging during 2016.  Against a backdrop of general industry 
softness in the placing of new business in the early-stage clinical market, (vs a 
regulatory-driven spike in 2015), Instem Clinical experienced delays with several 
contracts that were originally anticipated to be signed during 2016.  

We estimate the contribution to group revenues from the Clinical business fell to 
around 5% in 2016 (versus 15% in FY 15A), so the unit had previously made a 
material contribution to group financials. Management has taken a number of steps to 
improve performance in the unit, including: 

 The departure of the two senior managers who came with the acquisition of the 
business in 2013 and the appointment of experienced early phase clinical 
executive, Gwen Aston, as SVP of the Instem Clinical business 

 The appointment of group COO MaryBeth Thompson, tasked with improving 
efficiency across all areas of the Instem operation, including the Clinical unit. 

 2017 will see increased investment in software development, particularly in SEND. 
In order to keep costs down, the Group’s Indian office (Pune) will take on a greater 
volume of development work. 

 Sales and marketing efforts have been enhanced with the hiring of a new US-
based, Clinical-focussed sales executive in 2016 and the appointment of Jerry 
Hacker as Global SVP of Sales. We understand these appointments have had a 
positive impact on the new business pipeline in Clinical.  

There was a minor positive from the depressed Clinical performance in the FY 16A 
results. The anticipated £0.7m earn out payment on the Logos (Instem Clinical) 
acquisition was eliminated and the group reported a P&L credit.  

It is also worth noting that growth in the global volume of pre-clinical studies was 
depressed during the period 2010-13. Hindsight shows this to have been a lead 
indicator of softness in Clinical during 2016. Citeline data shows growth in pre-Clinical 
returned in 2014 and has been subsequently robust. To us this suggests the outlook 
for Clinical will be supported by a more favourable industry backdrop over the near-
term.  
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Strong performance ex-Clinical 

Although softness in the Clinical business has received a great deal of investor 
attention, we see a number of key positives in the performance of Instem’s other 
businesses. In particular, Instem reported solid operational delivery across a number of 
products and a further highlight was the improvement in revenue visibility, from an 
already healthy level.  

Solid operational delivery, particularly in SEND 

Excluding Clinical business, there were a number of positives highlighted in the results 
release. In particular:  

 As noted in the Jan-17 update, the Group believes the SEND submit platform won 
the majority of global contracts placed during the year.  

 Also in the SEND business, the group saw solid commercial traction with SEND 
Explorer, a third-party developed data visualisation suite over which Instem holds 
exclusive global distribution rights.   

 Provantis® recorded a “high” level of contract renewals and 2016 saw a record 
revenue and profit contribution from Perceptive.  

 The recent Notocord and Samarind acquisitions are on track to be successfully 
integrated during 2017, both will make full-year contributions to group financials 
from FY 17E onwards.  

 2016 also saw the successful launch of “Instem University”, a web-based online 
learning platform for the Group’s global customer base (see page 6 for further 
detail). 

Impressive growth in SaaS + Recurring revenues 

Healthy revenue visibility has long been an attraction in the Instem investment case, 
and this improved during 2016. The following charts demonstrate the key trends.  

INSTEM – Trends in revenues visibility 

Recurring revenues / total revenues                                Saas Revenues (£m) 

   

Source: Company information 
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The charts demonstrate three key points: 

 FY 16A saw impressive growth in recurring revenues, with 21% growth and a 5pp 
improvement to 66% of the total revenue base. This was driven by growth in both 
SaaS and Support and Maintenance revenues.  

 SaaS revenues grew by an impressive 38% during FY 16A and we believe pre-
clinical was the primary contributor to the uplift.    

 Although the proportion of revenue being recurring has seen variability over the 
recent past (especially when M&A has been undertaken), the actual levels reported 
have remained high at over 60% of the total. In our view, healthy revenue visibility 
remains a key attraction of the Instem investment case.  

Services demonstrating momentum 

A further highlight of Instem’s results was management discussion of the services 
opportunity -  in particular in KnowledgeScan, SEND outsourcing and Instem 
University. KnowledgeScan reported good commercial progress during 2016, with a 
record number of target safety assessments (14). SEND outsourcing is well 
established, with Instem University more embryonic. We continue to believe that 
services represent a material growth opportunity for Instem going forward, and further 
detail on each of the three services is provided below. 

KnowledgeScan – a $20m big data opportunity 

For more than a decade, Instem has provided big data-related drug safety tools. These 
have been updated and combined into the KnowledgeScan suite, which (as 
summarised in the following chart) combines data mining with bio- and cheminformatic 
workflows to view drug safety from several different perspectives: the input (chemical, 
biologic, environmental); the system (target, tissue, species); and the output (pathology 
observation, biomarker, etc.) 

Knowledge Scan – Product summary 

 

 
Source: Company data 
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Instem estimate the market for big data analysis in early stage pharma at $20m, and 
reported impressive commercial traction, delivering a record 14 KnowledgeScan safety 
assessments during 2016 and is expecting to deliver a further sixteen during H1 17E. 
An additional positive is that all the assessments undertaken during 2016 have led to 
repeat orders. Management also disclosed a growing new business pipeline for 2017.  

SEND outsourcing already well established 

The Standard for Exchange of Nonclinical Data (SEND) specifies the method to 
present the results of studies of non-clinical data in a consistent format to the US Food 
and Drug Administration (FDA). SEND is the required format for studies starting after 
December 17 2016 that support the NDA phase of drug development. With NDA 
studies generally longer than six months in duration, we expect the volumes of 
mandatory SEND submissions to ramp up in H2 17E.  

Management’s original plan for monetising the SEND opportunity was via the 
development of software tools – including applications to create SEND compatible 
datasets, analytics, conversion and visualisation tools and marketing to pharma 
companies and pharma Contract Research Organisations (CROs). 

Initially, management assumed clients would use Instem’s tools to convert their 
internal study data into the SEND format. However, a welcome development has been 
demand from certain pharma and CRO customers for Instem to undertake the study 
conversions on their behalf.  

At present, data points on the size of the SEND conversion services market are 
scarce. Management believe the size of the opportunity could be vast, and significantly 
greater than the market for SEND related technology (tools). Below we present a 
summary of Instem’s current estimate of the market size. 

Instem – estimates of SEND study volume and market spend 

 

 

 

Source: Company data 
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As the graphic shows, the market is expected to grow rapidly, with over 9,000 studies 
expected during 2019 generating over $140,000,000 of annual demand for SEND 
creation services and the underlying technology to support them. 

In order to process the anticipated 2017 volume of studies, Instem plans to hire an 
additional 15 staff in their Pune (India) office.  

Instem University – Embryonic opportunity, incremental 
recurring revenues 

In December 2016, Instem announced the launch of Instem University, a web-based 
online learning platform for the Group’s global customer base.  

Previously, Instem had trained customer’s employees to further train end-users – the 
so-called ‘train-the-trainers’ approach. As a result of customer demand, Instem has 
developed Instem University as an online tool to train end-users directly.  

Clients are billed by a monthly, per-seat access charge. Each of Instem’s core 
products will have a dedicated online Academy within the Instem University 
environment, delivering targeted content to the end-user. Provantis was the first suite 
to launch, with Alphadas and the other suites expected to launch during 2017.  

On the following page we present some sample screen shots from Instem University. 
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Instem – Instem University sample screen shots 
 

 

 
 

 

 

 

 

 

Source: Company data 
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Forecast revisions, FY 18E & 19E estimates 
introduced 

Following the FY 16A results, we make revisions to FY 17E forecasts. The changes 
are summarised in the following table: 

INSTEM – FY 17E forecast revisions 

    FY 17E   

£m unless stated Old New Change (%) 

Revenue 23.8 23.9 0.4% 

Adj EBITDA 4.0 2.8 -28.9% 

Fully adj PBT 3.3 2.0 -38.5% 

Fully adj EPS (p) 14.5 9.1 -37.7% 
 

Source: Progressive Equity Research estimates 

 FY 17E revenues are broadly unchanged compared with previous forecasts. 
Note, both Samarind and Notocord will make a full-year contribution to group 
financials in FY 17E.  

 The NIEHS (US National Institute of Environmental Health Sciences) contract 
flagged as being delayed in the Jan-17 trading update has now been signed. 
However, Instem’s auditors have yet to sign-off on the revenue and cost 
recognition policy. Our current estimates assume 100% of the revenue 
(license fees) will be recorded in 2017. Note, payment terms do not change, 
even if revenue and cost recognition do.  

 We have increased our expectation of FY 17E opex by c£1.3m. This reflects 
an additional £0.7m investment in SEND delivery, £0.3m in the clinical unit 
and £0.3m on market facing resources associated with the additional services- 
related opportunities.  

 In addition, we introduce FY 18E and FY 19E forecasts for the first time. 
These are presented overleaf.  
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SUMMARY FINANCIALS 

 
Year ended December FY-13A FY-14A FY-15A FY-16A FY-17E FY-18E FY-19E 

£m unless stated 
       Profit & Loss 
       Revenue 11.4 13.4 16.3 18.3 23.9 25.7 27.1 

Adj EBITDA 1.8 1.9 2.5 1.3 2.8 3.6 4.4 

Adj EBIT 1.1 1.1 2.0 0.7 2.0 2.6 3.3 

Reported PBT 0.7 0.2 (0.1) 0.0 1.0 1.6 2.3 

PBT before exceptionals and AAG 1.2 0.9 0.3 0.4 1.5 2.1 2.8 

Fully adj PBT 1.2 1.1 1.7 0.5 2.0 2.6 3.3 

NOPAT 0.8 0.8 1.4 0.5 1.5 1.9 2.5 

Reported EPS (p) 4.5 1.2 (1.3) 6.8 3.9 6.0 8.8 

EPS before exceptionals and AAG (p) 7.3 4.9 1.5 1.8 6.8 9.3 12.5 

Fully adj EPS (p) 8.6 8.3 12.9 2.0 9.1 11.5 14.7 

Dividend per share (p) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Cash flow & Balance sheet 
       Operating cash flow 2.4 1.3 2.7 1.3 1.6 3.5 4.5 

Free Cash flow £m 1.9 0.9 2.3 (0.2) 0.1 1.9 2.6 

FCF per share p 15.7 7.2 17.7 (1.2) 0.8 11.2 15.7 

Acquisitions (1.6) (0.3) (0.9) (3.3) (1.5) (0.8) (0.8) 

Disposals 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Shares issued 0.0 0.0 0.0 4.8 0.0 0.0 0.0 

Net cash flow 0.3 0.6 1.0 1.3 (1.4) 1.1 1.8 

Overdrafts / borrowings / other 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Cash & equivalents 2.1 1.7 2.2 4.2 2.8 3.9 5.8 

Net (Debt)/Cash 2.1 1.7 2.2 4.2 2.8 3.9 5.8 

        NAV and returns 
       Net asset value 5.0 5.4 6.6 12.8 13.4 14.5 15.9 

NAV/share (p) 42.3 45.2 53.3 82.0 86.2 92.7 102.2 

Net Tangible Asset Value (7.9) (7.0) (5.4) (4.8) 1.8 (2.2) 0.2 

NTAV/share (p) (67.3) (58.5) (43.7) (30.9) 11.7 (14.3) 1.2 

Average equity 5.0 5.2 6.0 9.7 13.1 14.0 15.2 

Post-tax ROE (%) 10.6% 2.9% -2.7% 10.9% 5.0% 7.3% 9.7% 

        Metrics FY-13A FY-14A FY-15A FY-16A FY-17E FY-18E FY-19E 

Adj EBIT growth 
 

-4.6% 81.0% -63.7% 181.6% 27.2% 27.7% 

Adj PBT growth 
 

-9.7% 59.2% -73.5% 349.6% 27.0% 27.8% 

Adj EPS growth 
 

-4.3% 55.7% -84.3% 348.0% 27.0% 27.8% 

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

Adj EBIT margins 10.1% 8.1% 12.1% 3.9% 8.4% 10.0% 12.1% 

          
   Valuation FY-13A FY-14A FY-15A FY-16A FY-17E FY-18E FY-19E 

EV/Sales 2.1 1.8 1.5 1.3 1.0 0.9 0.9 

EV/EBITDA 13.7 13.1 9.7 19.4 8.5 6.8 5.6 

EV/NOPAT 30.4 31.9 17.6 48.5 16.1 12.6 9.9 

PER 21.0 21.9 14.1 89.6 20.0 15.7 12.3 

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

FCF yield 8.7% 4.0% 9.8% -0.6% 0.4% 6.2% 8.7% 
 

Source: Company information, Progressive Equity Research estimates 
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