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SEND motoring ahead 

Instem has announced 2017 results in line with our forecasts and 
consistent with the January trading update. SEND continues to deliver 
strong commercial traction and the group’s other businesses are also 
performing well. Instem continues to demonstrate strong cost 
discipline, with 2018E financials set to benefit from £1.5m of 
annualised opex savings. Overall, a solid release and we make minor 
upward revisions to forecasts.    

▪ 2017 results in line: Instem reported 2017A revenue of £21.7m 
(+19%), with EBITDA more than doubling to £3m and adjusted PBT at 
£1.9m. These metrics were in line with our forecasts of £22m, £2.8m 
and £1.9m respectively. Closing net cash was confirmed at £3.1m, in 
line with the January trading update. 

▪ Strong commercial traction for SEND: Momentum in the group’s 
SEND business remains strong. Management believe Instem 
“continues to dominate” the SEND technology market and has won the 
majority of outsourced services contracts placed during 2017. The 
group now has 92 customers for SEND, including nine of the world’s top 
ten preclinical CROs and 20 of the world’s top 25 pharmaceutical 
companies.  Today’s additional RNS announcement heralds another 
customer, a global top 5 CRO, with a $0.4m SEND services deal. 

▪ Other businesses also performing well: In Study Management, the 
US National Institute of Environmental Health expanded an existing 10-
year contract during 2017 and the group’s largest customer purchased 
an additional 700 Provantis licenses. Knowledgescan, and the 2016 
acquisitions Samarind and Notocord all featured positively. 

▪ Benefits of reorganisation coming through: As highlighted in the 
January update, financial performance continues to benefit from a 
significant reduction in overheads. FY 18E results are expected to fully 
benefit from an annualised £1.5m opex reduction. This is a material 
saving, given a £18.5m annual cost base.  

▪ Forecasts increased: We make modest upward revisions to FY 18E 
and FY 19E forecasts following the announcement (detailed overleaf). 
FY 20E estimates are introduced for the first time.  

In our view 2017 was a year of solid financial progress, with the group 
delivering impressive growth in revenue and profits. Momentum in the 
SEND business remains strong, and the group’s other businesses are also 
performing well, giving confidence in the business outlook.  
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FYE DEC (£M) 2016 2017 2018E 2019E 2020E 

Revenue 18.3 21.7 23.0 25.2 27.4 

Adj EBITDA 1.3 3.0 3.6 4.5 5.0 

Fully adj PBT 0.5 2.2 2.6 3.4 3.8 

Fully adj EPS 2.0 10.1 11.5 15.3 17.0 

EV/Sales 1.5 1.2 1.2 1.1 1.0 

EV/EBITDA 21.5 9.1 7.6 5.9 5.3 

PER 93.5 18.8 16.4 12.3 11.1 

Source: Company Information and Progressive Equity Research estimates 
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Operational performance 

The group has, as we highlighted in our recent note “A decade in perspective” (January 
2018), seen a long-term transformation from relatively niche provider of study 
management systems (largely Provantis) to a much more broadly-based platform, with 
extended geographic reach, presence in both pre-Clinical and early-stage Clinical trials, 
and with a range of software and services offerings encompassing operational, 
reporting, compliance and data analysis. 
 
The group can be broadly grouped into three areas,  

▪ Study Management & Data Collection  

▪ Informatics 

▪ Regulatory Solutions  

 
2017 saw good performances from all three areas : 

Study Management & Data Collection  

The announcement notes industry metrics suggesting a 7.3% increase in preclinical 
trials (where Instem sells its Provantis product), and as we describe above Instem has 
seen good progress.  The NIEHS deal (announced in 2013) continues to evolve, and 
Instem’s largest customer (we believe to be a CRO) has added an additional 700 
Provantis seat during the period.  
 
In the early phase clinical market, the group has faced a number of challenges, mainly 
around end-market demand levels, but the Alphadas platform has been upgraded, and 
Instem saw two wins in H2 2017, including a potentially valuable reference in India.  
 
Finally, both the Notocord (acquired 2016) and Perceptive (acquired 2013) businesses 
contributed well, with Notocord winning a large US Army Medical Research Institute 
deal, and Perceptive’s Cyto Study Manager product continuing to win new customers. 

Informatics 

The KnowledgeScan product is sold to allow pharmaceutical companies (and CROs) to 
evaluate the publicly-available (and in-house) data relating to safety assessments at a 
relatively early stage of a drug’s development.  This “Target Safety Assessment” product 
appears to be selling well – with volume of TSA sales doubling during 2017, with 
additional capacity being added, and with 80% of business coming in the form of repeat 
custom.   

Regulatory Solutions - Samarind 

We saw first-hand at an industry event how well-known the Samarind product is, within 
the compliance functions of the pharma sector.  Samarind saw sales of the full suite to 
a leading medical device business, and of elements of the platform to a generics 
supplier, a veterinary health product supplier and a European specialist pharmaceutical 
group.  
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Regulatory Solutions - SEND  

Progress with the group’s SEND offering (Standard for Exchange of Non-clinical Data, 
as mandated by the US FDA) has been a feature of recent Instem results 
announcements. In our view this positive trend continues in today’s 2017 results release. 
We believe the following are key points :  

▪ Management forecast that global SEND related market expenditure will increase 
from approximately $10m pa in 2016 to $130m by 2020. We believe SEND continues 
to represent a material growth opportunity for Instem. 

▪ Over the recent past, management believe Instem has taken the majority of SEND 
outsourced services contracts. The group currently has 92 SEND customers, 
including nine of the world’s top 10 pre-clinical CROs (Contract Research 
Organisations) and 20 of the world’s top 25 global pharma companies. In our view, 
its strong market positioning makes Instem well placed to capture the SEND growth 
opportunity.  

▪ December 2017 saw the SEND standard extended to shorter duration studies. These 
are typically greater in volume than traditional non-clinical studies, with tighter 
deadlines. Management have highlighted that the Instem business is benefitting from 
increased conversion demand resulting from this new study type. 

▪ 2017 saw further development of the Instem SEND suite. A new module 

SENDTrial, is the first of its type to reach the market and has been introduced to 
deliver reduced processing times in one specific area by up 80%. The group also 

released an updated version of the SEND submit software that enables clients to 
satisfy an FDA request for test data. 

▪ As we noted in our research note alongside the January trading update (Strong end 
to 2017 & great start to 2018), this year has started strongly for Instem’s SEND 
business. At that time, the company announced a material (initially £1.7m) outsource 
win, for SEND dataset creation, with a top five global non-clinical CRO. Alongside 
today’s results release, Instem has announced that a second top-five preclinical CRO 
has extended its technology enabled outsourced SEND Services contract to over 
$0.5 million, expected to be recognised this current financial year. 25 orders have 
been won during the two-month period ended 28 February 2018, compared with six 
orders for the equivalent period last year.   

 

Overall, the SEND opportunity is delivering a material level of growth in both software 
and (now increasingly) services revenues.  Yet the standard is relatively new in pharma 
industry terms, it is being gradually embedded into working practices, and the market is 
far from saturation.   
 
 

Conclusion  

 
We believe that Instem’s leading software, its involvement at the highest levels of 
industry thought leadership, and its burgeoning services delivery capability will 
allow it to both command and subsequently defend a significant market share.  As 
with all such market developments, the precise timing and quantum may be 
difficult to accurately predict, but the value in terms of both revenue and profits, 
and the long-term structural position of Instem in the global market, is likely to be 
material in relation to the group’s current market capitalisation.  
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Forecast revisions 

Following the results release, we make minor upward revisions to forecasts. These are 
summarised in the table below. 
  

Instem – forecast revisions 
 

    FY 18E     FY 19E   

£m unless stated Old New 

Change 

(%) Old New 

Change 

(%) 

Revenue 23.0 23.0 0.0% 24.3 25.2 3.7% 

Adj EBITDA 3.6 3.6 0.4% 4.4 4.5 3.8% 

Fully adj PBT 2.6 2.6 0.0% 3.3 3.4 4.2% 

Fully adj EPS (p) 11.5 11.5 0.0% 14.7 15.3 4.2% 
 

Source: Company data 

▪ FY 18E earnings estimates are largely unchanged compared with our previously 
published figures.  This is despite the fact that exchange rates have moved against 
the group – the forecasts have been maintained in the face of headwinds amounting 
to £0.9m for revenue and £0.3m at the EBITDA level.   

▪ For FY 19E, our increased revenue expectation is largely a result of an uplift in 
services revenues (which includes the SEND services wins described above).  This 
growth in revenues is partially offset by an anticipated expansion of the Pune (India) 
facility, resulting in a slight uptick in our opex expectation.  

 
The  following table summarises  our expectation of  Instem’s revenue progression. 
 

Instem – revenue progression 2018E – 2020E 
 

£m 2018E 2019E 2020E 

Licence fees 3.8 3.6 3.5 

Growth % - -5.0% -2.0% 

% of total 16.4% 14.2% 12.9% 

Annual support fees 9.1 9.7 10.2 

Growth % - 6.7% 5.2% 

% of total 39.6% 38.6% 37.4% 

SaaS subscription fees 4.9 5.3 5.9 

Growth % - 9.8% 9.6% 

% of total 21.1% 21.2% 21.4% 

Product & outsourced  

services 

5.3 6.5 7.8 

Growth % - 24.0% 18.6% 

% of total 22.9% 26.0% 28.4% 

Total 23.0 25.2 27.4 
 

Source: Company data 

▪ We continue to expect growth across Instem’s three key product lines.  

▪ We anticipate Professional services to be the fastest growing business line. This 
reflects positive development of the SEND opportunity and the group may choose to 
further segment this element in future reporting periods.  
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Financial Summary: Instem 

Year end: December (£m unless shown)      

      

PROFIT & LOSS 2016 2017 2018E 2019E 2020E 

Revenue 18.3 21.7 23.0 25.2 27.4 

Adj EBITDA 1.3 3.0 3.6 4.5 5.0 

Adj EBIT 0.7 2.3 2.6 3.4 3.8 

Reported PBT 0.0 0.8 1.6 2.4 2.8 

Fully adj PBT 0.5 2.2 2.6 3.4 3.8 

NOPAT 0.5 1.7 1.9 2.6 2.8 

Reported EPS 6.8 6.8 6.0 9.4 10.8 

Fully adj EPS 2.0 10.1 11.5 15.3 17.0 

Dividend per share 0.0 0.0 0.0 0.0 0.0 

      
CASH FLOW & BALANCE SHEET 2016 2017 2018E 2019E 2020E 

Operating cash flow 1.3 1.9 3.8 4.5 5.2 

Free Cash flow (0.2) 0.1 2.0 2.4 2.9 

FCF per share (1.2) 0.6 11.9 14.1 17.5 

Acquisitions (3.3) (0.7) (0.2) 0.0 0.0 

Disposals 0.0 0.0 0.0 0.0 0.0 

Capex (1.0) (1.6) (1.3) (1.3) (1.3) 

Shares issued 4.8 0.0 0.0 0.0 0.0 

Net cash flow 1.3 (0.8) 1.8 2.4 2.9 

Cash & equivalents 4.2 3.1 4.9 7.2 10.2 

Net (Debt)/Cash 4.2 3.1 4.9 7.2 10.2 

      
NAV AND RETURNS 2016 2017 2018E 2019E 2020E 

Net asset value 12.8 14.2 18.0 19.5 22.4 

NAV/share 82.0 91.2 115.2 125.2 143.3 

Net Tangible Asset Value (4.8) (3.2) 1.3 3.8 5.5 

NTAV/share (30.9) (20.6) 8.2 24.2 35.4 

Average equity 9.7 13.5 16.1 18.7 20.9 

Post-tax ROE (%) 10.9% 8.1% 6.3% 8.4% 8.7% 

      
METRICS 2016 2017 2018E 2019E 2020E 

Revenue growth 12.2% 18.3% 6.4% 9.4% 8.6% 

Adj EBITDA growth (50.0%) 136.4% 20.5% 27.5% 10.9% 

Adj EBIT growth (63.7%) 221.2% 11.4% 33.2% 10.8% 

Adj PBT growth (73.5%) 381.4% 18.6% 33.2% 11.0% 

Adj EPS growth N/A N/A 14.1% 33.2% 11.0% 

Dividend growth N/A N/A N/A N/A N/A 

Adj EBIT margins 3.9% 10.6% 11.1% 13.5% 13.8% 

      
VALUATION 2016 2017 2018E 2019E 2020E 

EV/Sales 1.5 1.2 1.2 1.1 1.0 

EV/EBITDA 21.5 9.1 7.6 5.9 5.3 

EV/NOPAT 53.7 15.6 14.0 10.5 9.5 

PER 93.5 18.8 16.4 12.3 11.1 

Dividend yield N/A N/A N/A N/A N/A 

FCF yield (0.6%) 0.3% 6.3% 7.4% 9.3% 
 

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

Copyright 2018 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. 


