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A Good Deal of Potential  

The M&A Prospects Beyond Millstream  

The Millstream acquisition should generate substantial shareholder 
value in our view. It boosts adjusted EBIT by c.50% for just a £15.5m 
price tag, and the complementary customer set and product base 
create excellent cross selling opportunities. We raise our FY17 
adjusted EPS estimate to 7.6p and introduce a FY18 estimate of 9.6p. 
PROACTIS is building its reputation for intelligent M&A and shrewd 
organic delivery; we expect to see further delivery on both fronts. 

 The financial logic. In Spending Power (Aug-16) we highlighted 

PROACTIS’ track record of creating shareholder value via acquisitions. 
Four deals over two years have effectively added £2m of adjusted EBIT 
for £10m. Millstream could be similarly beneficial. Assuming £0.5m of 
(readily achievable) annualised cost savings, we see it boosting  
adjusted EBIT by £1.9m (or 50%) for just £15.5m. It makes financial 
sense on this basis alone but there is also scope to accelerate 
Millstream’s growth by reducing churn and selling adjacent, 
complementary modules into the buy side customer base.   

 A Complementary Deal. This deal also furthers PROACTIS’ strategic 

ambitions in four ways: 1) accelerating the drive to scale 2) further 
raising profitability – a key differentiator vs peers 3) enhancing cross 
selling opportunities to help sustain current rapid organic growth, and  
4) broadening the customer base to include suppliers for the first time.  

 Continuing to perform well organically. PROACTIS’ investor story is 
not just about M&A, however. Recent FY16 results demonstrated rising 
revenue growth, margins and cashflow in the core business during H2 
(even stripping out the impact of Due North) and very healthy forward-
looking indicators (see Delivering on the Plan – Oct 16). The company 
remains on track for growth of at least 5% in organic revenues and 18% 
adjusted EBIT in FY17.    

This note examines the Millstream deal and PROACTIS’ M&A track record 
more broadly. In our view, Millstream provides further evidence of the value 
PROACTIS can create through acquisitions and we see scope for more 
deals in this fragmented market. Integration, and optimising the acquired 
business is likely to take priority in the near term, however. We will examine 
in detail the other (organic) avenues for value creation (cross selling and 
APF) in future notes.   
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FYE JULY FY14A FY15A FY16A FY17E FY18E 

Revenue 10.2 17.2 19.4 24.3 28.0 

Adjusted EBITDA 2.0 4.8 5.3 7.2 8.7 

Adjusted EBIT 1.1 2.9 3.1 5.0 6.2 

Adjusted EPS (p) 2.6 5.8 6.8 7.6 9.6 

EV/Adj. EBITDA 40.2x 17.1x 15.5x 11.4x 9.5x 

EV/Adj. EBIT 73.1x 28.6x 26.4x 16.5x 13.1x 

P/E 60.8x 27.5x 23.4x 21.0x 16.6x 

Source: Company Information and Progressive Equity Research estimates 
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Summary and investment thesis 

This note aims to achieve two things; it describes the recent Millstream acquisition (and 
incorporates the upgrade to our estimates that the deal delivers) and it explains how 
M&A more generally fits with the PROACTIS strategy. 

Millstream 

The Millstream deal is intelligent in what it delivers – a high-margin business with a 
complementary product suite but in a fairly adjacent market (buyers and suppliers with 
a Public Sector focus). 

The transaction delivers a very significant (c.50%) uplift to group profitability, and it offers 
a good degree of cross-selling and post-acquisition business optimisation (through some 
relatively modest changes to the operating model).  On this basis, it appears to justify 
the optically-high price tag (c. 3x sales / 8x EBITA) for a small and unquoted company.   

The bigger point around Millstream, however, relates to how it fits within the PROACTIS 
M&A strategy – it builds critical mass, scale and product breadth, as well as extending 
customer reach.  The deal appears well-thought-out in its own right, fits the strategy (see 
below) and we would suggest that successful origination and execution of a relatively 
material deal should help investors build trust in the group’s ability to deliver on additional 
deals in the future.  

M&A within a strategic context 

PROACTIS management have a clear view of the strategic plan – strong organic 
performance, augmented by intelligent and cumulatively-material acquisitions, to deliver 
long term shareholder value creation.  

Organic growth has been (and is being) delivered well – 2016 saw strong performance 
in terms of revenue and profit delivery, but more importantly record figures on new name 
business and up-selling.  Our estimates for the current year suggest ongoing delivery, 
and although year-to-year performance is unlikely to be entirely predictable, the trend in 
revenue growth and profitability is clear. 

The acquisition history is described in the relevant section below, but the strategic 
evolution of the group speaks for itself – adding customer groups, software platforms 
and geographic presence, all within and around the “spend control” arena.  For large 
companies looking to manage and control procurement (and tendering), and smaller 
players looking to interact seamlessly with their large customers, PROACTIS offers a 
compelling and well-referenced solution.  The opportunity for small companies to 
accelerate payments from their customers represents potential high-margin “icing on the 
cake” and could further differentiate the PROACTIS proposition.  

The main driver of M&A is not, however, scale for its own sake – it is clear that scale 
drives valuation multiple, as both public markets and large corporations are prepared to 
value mature and highly-capable businesses more richly than even successful fast-
growth niche providers.   

The PROACTIS group has been successful in its early fast-growth phases, and this 
position is now being augmented (and the growth to scale accelerated) through the M&A 
programme.   

If delivered successfully, this should create a much larger group, valued on a richer set 
of multiples – this is the opportunity that management are looking to address, and we 
believe that Millstream is a sensible and useful step along this path.  
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The Millstream deal 

PROACTIS’ acquisition of Millstream makes financial sense in our view. The £15.5m 
price tag implies a 3.1x forward year revenue multiple, a modest discount to PROACTIS’ 
current valuation and in line with other transactions in the eProcurement sector (see 
below). More significantly, after factoring in £0.5m of cost savings, the 8.2x adjusted 
EBIT multiple represents a nearly 40% discount to PROACTIS’ current rating.  

Recent Revenue Multiples in eProcurement M&A 

  

Source: PROACTIS, Progressive Research 

These cost savings should be readily achievable. The majority (~£0.4m) reflect lower 
management fees as the current team steps down and there will be £0.3m benefit from 
the absence of one-offs (partially offset by increased rental charges following a sale and 
lease back of the property). Post restructuring, Millstream will become PROACTIS’ most 
profitable business with margins close to 40%. Consequently, while it only adds £5m to 
the top line (25%), it boosts adjusted EBIT by £1.9m or 50%. With no change to our 
underlying forecasts we raise our FY17 adjusted EBIT estimate by 28% to £5.0m and 
our FY17 adjusted EPS by 4% to 7.6p. We introduce a FY18 revenue estimate of £28.0m 
assuming pro-forma growth of 7%. With Millstream consolidated for a full year we 
forecast adjusted EBIT of £6.2m, a 44% rise from our standalone estimates and implying 
8% growth on a pro-forma basis. We forecast adjusted EPS of 9.6p.  

The Impact of Millstream on Forecasts  

   

Source: PROACTIS, Progressive Research 
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Revenue (£m) PROACTIS M'stream Total % increase PROACTIS M'stream Total % increase

 - Consol.  21.4  2.9  24.3  13.5  23.0  5.0  28.0  21.7 

 - Pro-Forma  21.4  4.8  26.2  22.4  23.0  5.0  28.0  21.7 

 - PF Growth (%)  5.4  4.0  7.5  4.0  6.8 

Adj EBIT (£m)

 - Consol.  3.9  1.1  5.0  27.7  4.3  1.9  6.2  44.2 

 - Pro-Forma  3.9  1.8  5.7  46.2  4.3  1.9  6.2  44.2 

 - PF Margin (%)  18.2  37.5  21.8  18.7  38.1  22.1 

Adj EPS (p)  7.3  0.3  7.6  3.8  8.0  1.6  9.6  20.1 

FY2017 FY2018
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Aside from the pure financial logic, the Millstream product set and customer base is also 
highly complementary. For example, its myTenders product is adjacent to ProContract, 
the tender and contract management software acquired through PROACTIS’ acquisition 
of Due North earlier this year, creating a very straightforward cross selling opportunity. 
We estimate that a 30% adoption of myTenders amongst PROACTIS’ public sector 
customers could generate up to £1m of incremental revenue. Over time, the ability to 
bundle the two products together should become a competitive advantage; making 
PROACTIS even more difficult to dislodge where it is the incumbent, and further 
differentiating its offer to prospective customers.  

Table 2: Millstream by Product Line 

 

Source: Company Data, Progressive Research  

A complementary customer base and product set acquired on a modest multiple justifies 
the deal alone, but PROACTIS believes it can also improve Millstream’s underlying 
revenue growth rate. Higher rates of churn in a supplier (rather than buyer) focussed 
business is to be expected but the current 25% level offers scope for improvement in 
PROACTIS’ view. By widening its cash collection capability, tightening renewal 
processes and adding multi-year options it believes it can cut churn without impacting 
customer growth. A 1ppt reduction in churn would boost revenue growth by the same 
amount and, given a large amount of the businesses costs are in customer acquisition, 
this should also improve profitability. The success of these initiatives are unlikely to be 
apparent immediately but over time could lift Millstream’s growth closer to PROACTIS’ 
corporate average (before the benefits of cross-selling).  

In summary, we see Millstream as a well-priced and strategically strong acquisition.  The 
business adds materially to group operating profit, and there are a number of clear 
opportunities to deliver further value post-acquisition:  

 Business improvement – reducing the current level of churn within the Millstream 
supplier customer base would add to growth and improve margin even above current 
levels 

 Cross-selling – taking the Millsteam myTenders product to PROACTIS’ existing 
supplier customers could add useful incremental revenue (and provide meaningful 
additional value to the existing customer base) 

 Scale & scope – the deal adds to the PROACTIS platform both in terms of products 
and customers, but also in terms of group “scale”.  This appears to be an important 
factor in terms of valuation and value-creation, and in the next sections we explore 
the track record that PROACTIS has delivered to date, and some of the valuation 
metrics around players in the sector.  

  

Revenue Proportion Customers Product Description

 (£m) of total (%)

 3.5  71.9 4,000+ suppliers tendersdirect - a subsription sevice for suppliers targetting contracts 

in the public sector. It uses a proprietary algorithm to generate 

tailored opportunities. Contracts are 12 months. 25% churn

 0.6  12.5 Scott/Welsh Gov Customised public sector procurement portals "Sell2Wales" and "My 

Contract Scotland". Both are longstanding, recently renewed (to 

2018 and 2021 respectively) contracts containing fixed and project 

based revenue.

 0.5  10.4 50-60 Public Sector myTenders - A tailored public sector procurement platform. A free 

standard version is offered to a further 400 organisations 

 0.3  5.2 Consultancy revenue from training buyers and suppliers on the 

procurement process
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The M&A Track Record  

As we highlighted in Spending Power (Aug-16) PROACTIS’ management team has an 
impressive M&A track record, both in terms of finding and then integrating targets.  
Aggregate revenue growth for the first three deals accelerated to 8% in FY15 while 
adjusted EBIT margins nearly doubled. It is too early to assess the performance of Due 
North but we forecast that by the time it makes its first full year contribution in FY17, 
PROACTIS’ first four acquisitions should collectively generate over £10m of revenue 
and £2m of Adjusted EBIT. Effectively the group has more than doubled the profit 
generation of its acquisitions in less than three years. Reducing costs in multiple 
businesses simultaneously, while maintaining or boosting growth is impressive 
execution in our view. Millstream may be PROACTIS’ largest deal by some margin, but 
this track record that should give investors confidence that the group can manage the 
integration successfully. 

Acquisitions Are Performing Well and Have Created Value 

 

Source: PROACTIS, Progressive Research 

It is not just PROACTIS’ integration that has been impressive. As the table highlights, it 
has also acquired relatively cheaply. The aggregate 1x forward revenue multiple for its 
first three deals represents a substantial discount to other transactions in the sector. Due 
North was closer to 3x. Millstream may be more expensive, but is also still below the 
sector median of 3.5x. The sharp margin uplift post consolidation makes the deals look 
even better on profit-based metrics. Effectively PROACTIS paid 5x adjusted EBIT for 
the last four companies it acquired – less than half its current multiple. M&A has been, 
in our view, a highly cost-effective way to grow the business. 

  

Date Net Price

Company Cons.  Paid (£m) Summary FY14 FY15 FY16E FY17E FY14 FY15 FY16E FY17E

EGS Feb-14 2.2             Rev 2.4    2.3    0.9    0.9    

 Adj EBIT 0.4    0.7    5.5    3.2    

Margin (%) 17    29    

Intesource Jun-14 1.7             Rev 3.0    3.3    0.6    0.5    

 Adj EBIT 0.2    0.5    8.7    3.4    

Margin (%) 7      15    

Intelligent Capture Aug-14 1.4             Rev 1.5    2.1    0.9    0.7    

 Adj EBIT 0.2    0.7    7.0    2.1    

Margin (%) 13    32    

Due North Feb-16 4.5             Rev 1.9    1.8    1.8    1.9    2.4    2.5    2.5    2.4    

 Adj EBIT 0.2    0.1    0.1    0.4    22.5  45.0  45.0  11.3  

Margin (%) 11    6      6      21    

Pro-forma total 9.8             Rev 8.8    9.5    9.9    10.3  1.1    1.0    1.0    1.0    

 Adj EBIT 1.0    2.0    2.1    2.4    9.8    5.0    4.7    4.1    

Margin (%) 11    21    21    23    

Consolidated total 9.8             Rev 1.7    7.7    9.0    10.3  5.7    1.3    1.1    1.0    

 Adj EBIT 0.4    1.9    2.1    2.4    26.9  5.3    4.7    4.1    

Margin (%) 21    24    23    23    

 UK sourcing vendor in 

public sector with 300+ 

new clients.  

Financial perform. (£m) Valuation multiple (x)

 UK competitor in public 

sector with 70 new clients 

 US e-auction provider 

with 50 clients (25 new) 

 UK document scanning 

and OCR vendor with 40 

new clients 
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Potential For Further M&A?  

While we would expect PROACTIS to focus on integrating Millstream in the near term, 
M&A is likely to remain a big part of its growth story. The company is keen to scale 
quickly and, in a highly fragmented market, it sees plenty of opportunities.  

Recent M&A in Procurement Software 

 

 

Source: PROACTIS, Progressive Research 

Quantifying this opportunity is not straightforward, however. While the company has 
identified over 100 players in the broader e-procurement space, not all of these are 
suitable targets. The attributes PROACTIS primarily evaluates potential acquisitions 
against are scale, profitability, growth rate and contracted revenue (“visibility”) – attributes 
which are at the core of its approach to running its own business. Alongside this 
geographic and product exposure are also important. Previously, PROACTIS has 
indicated that it is interested in both capitalising on its relatively strong market position in 
the UK as well as building out its more nascent positions in the US and Northern Europe. 
It is also looking for products which can be cross sold into its existing customer base. 
Honing its list down to sensible opportunities is an important, ongoing effort. Judging by 
the success of previous deals, it appears to be becoming a core competence of the group.  

Negotiating price is the final hurdle in any deal. As we highlighted on page 4 this is an 
area where management have been particularly successful – the £2m of adjusted EBIT 
added from the four deals prior to Millstream was acquired at a 5x multiple (1x revenue). 
Management has been understandably cautious about its ability to sustain this level of 
value creation in a consolidating market. Multiples have risen over recent years; our 
analysis of recent eProcurement M&A suggests the average revenue multiple currently 
stands at 3-4x. Nevertheless we are confident that as the value created by PROACTIS’ 
M&A strategy becomes ever more obvious (selecting high quality assets and integrating 
them successfully), investors should become more comfortable with its ability to generate 
shareholder returns even when paying these higher multiples. The company will use the 
metrics of scale, profitability, growth rate and revenue visibility to determine the “quality” 
of each opportunity and will price potential M&A accordingly.   

 

  

Company Description

Rev Growth (%) Adj EBIT Margin (%) Rev Adj EBIT Mkt Cap EV

Acquisition multiples

Prior Acquis. Previous PROACTIS acquisition (blended) 9.6        8.0          2.2           22.9         1.0           4.5                11            10             

Millstream PROACTIS acquisition 5.1        4.0          1.9           37.3         3.0           8.2                16            16             

SciQuest ** US based, KKR acquired 110.0   3.0          5.5           5.0           3.9           77.8             509          428          

Ariba ** Acquired by SAP in May 2012 588.4   12.0        41.2         7.0           6.9           98.4             4,300      4,054       

Verian ** Acquired by Basware in April 2016 10.5      n/a n/a n/a 3.4           n/a 36            36             

Procserve * Acquired by Basware in April 2015 9.6        n/a n/a n/a 2.7           n/a 26            26             

Total/Average 733.1   6.2           nm 4,897     4,569      

Financial Profile (+1 FY)* Valuation Multiple (x) Valuation (£m)
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Valuation 

Given so few of PROACTIS’ nearest peers are profitable it is impossible to use any profit 
based multiple as a useful valuation guide. And with revenue multiples range from sub 
1x for small, unprofitable players to over 10x for the recently listed Coupa Software this 
does little to help narrow the range!  In our view this broad range predominantly reflects 
investors’ perception of organic revenue growth: recently US listed Coupa appears to be 
currently growing organically at over 30% a year.  In comparison PROACTIS’ growth 
rate over the last five years, including acquisitions is 25%, and it is profitable while 
Coupa’s operating margins are currently -30%! So in short, PROACTIS’ growth rate is 
nearly as impressive and it is certainly able to grow more cheaply. Its nearest peer, 
Basware currently trades on 3.4x and is slower growing and less profitable.  

Valuation of nearest peers 

  

Source: PROACTIS, Progressive Research 

 

As we have already highlighted there is significant M&A activity in the eProcurement 
market currently. Aside from the deals listed on page 6 there have been three 
transactions within the last year where financial terms have not been released (Wax 
Digital, Jcatalog and Puridiom). As its scale and margins increase, PROACTIS could 
become an attractive target in its own right in our view and therefore arguably the 
prospect of being acquired should be reflected in the share price to some extent. Taking 
the median forward year EV/Sales multiple from recent transactions of 3.6x and applying 
this to PROACTIS would imply a share price of 170p, still above the current price. 

 

A Good Deal of Potential  

As described above, the Millstream deal, in our view, does two things; it provides a 
material boost to earnings with a credible and logical extension to the group’s current 
position, and it points the way to future potential M&A as the group continues its 
evolution.  It is unlikely that the group’s acquisitive (or even organic) development will 
track to a well-defined straight line, but the recently-described organic performance, 
augmented by acquisitions whenever they can be delivered, should be capable of driving 
growth and shareholder value for many years to come.  
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SUMMARY FINANCIALS 

 

Source: Company information, Progressive Equity Research estimates 

 

PROFIT & LOSS FY-13A FY-14A FY-15A FY-16A FY-17E FY-18E

Revenue 8.0 10.2 17.2 19.4 24.3 28.0

Adj EBITDA 1.3 2.0 4.8 5.3 7.2 8.7

Adj EBIT 0.6 1.1 2.9 3.1 5.0 6.2

Reported PBT 0.3 0.1 1.5 1.8 3.8 5.4

Fully adj PBT 0.6 1.1 2.8 3.0 4.9 6.2

NOPAT 0.7 1.4 3.4 3.7 6.0 7.5

Reported EPS (p) 1.1 0.9 4.9 5.9 5.5 8.7

Fully adj EPS (p) 1.9 2.6 5.8 6.8 7.6 9.6

Dividend per share (p) 1.0 1.1 1.2 1.3 1.4 1.5

CASH FLOW & BALANCE SHEET FY-13A FY-14A FY-15A FY-16A FY-17E FY-18E

Operating cash f low 1.1 1.6 3.4 5.4 6.6 8.8

Free Cash f low  (£m) (0.3) 0.1 0.8 2.5 1.7 3.6

FCF per share (p) (1.1) 0.3 1.9 5.9 3.3 7.0

Acquisitions 0.0 (3.9) (1.1) (4.5) 0.0 0.0

Disposals (0.0) 0.0 (0.0) 0.0 0.0 0.0

Shares issued 0.0 3.1 0.2 0.2 0.0 0.0

Net cash flow (0.3) (0.7) (0.1) (1.9) 1.7 3.6

Overdrafts / borrow ings 0.0 (1.5) (1.9) (4.0) (4.0) (4.0)

Cash & equivalents 2.3 3.1 3.4 3.6 5.3 8.9

Net (Debt)/Cash 2.3 1.6 1.5 (0.5) 1.3 4.9

NAV AND RETURNS FY-13A FY-14A FY-15A FY-16A FY-17E FY-18E

Net asset value 6.4 9.5 11.5 13.0 15.2 19.0

NAV/share (p) 20.2 28.1 29.4 32.6 31.0 38.7

Net Tangible Asset Value (0.4) (5.8) (5.1) (8.6) (7.7) (4.1)

NTAV/share (p) (1.3) (17.3) (13.2) (21.7) (15.6) (8.4)

Average equity 6.3 7.9 10.5 12.2 14.1 17.1

Post-tax ROE (%) 5.5% 4.1% 19.2% 20.3% 20.2% 26.0%

METRICS FY-13A FY-14A FY-15A FY-16A FY-17E FY-18E

Revenue grow th 7.0% 26.2% 69.6% 12.5% 25.4% 15.2%

Adj EBITDA grow th 27.6% 55.6% 129.6% 10.5% 38.8% 20.5%

Adj EBIT grow th 198.1% 146.0% 191.9% 9.5% 73.0% 29.9%

Adj PBT grow th 110.6% 85.9% 153.2% 8.0% 60.5% 26.8%

Adj EPS grow th 110.1% 38.8% 121.0% 17.7% 11.5% 26.8%

Dividend grow th 33.3% 10.0% 9.1% 8.3% 7.7% 7.1%

Adj EBIT margins 7.1% 11.1% 16.6% 16.0% 20.4% 22.3%

VALUATION FY-13A FY-14A FY-15A FY-16A FY-17E FY-18E

EV/Sales 10.2 8.1 4.8 4.2 3.4 2.9

EV/EBITDA 62.5 40.2 17.1 15.5 11.4 9.5

EV/NOPAT 109.5 59.7 24.3 22.0 13.8 11.0

PER 84.4 60.8 27.5 23.4 21.0 16.6

Dividend yield 0.6% 0.7% 0.8% 0.8% 0.9% 0.9%

FCF yield -0.7% 0.2% 1.2% 3.7% 2.1% 4.4%
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