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Introduction
      10 best ideas for 2016

A challenging start to 2016. Markets around the world have seen 
aggressive corrections, as concerns on China slowdown, and its 
global impact, accelerates. This has impacted UK stocks of all sizes, 
with the FTSE 100 down 8.9%, FTSE Small Cap is off 7.9%, and the AIM 
100 off 9.4%. However, we continue to believe that small caps offer 
more protection from these global pressures than most asset classes, 
having successfully outperformed in 2015 too.

This Sales Perspectives runs through 10 stocks that we believe offer 
significant upside potential. These are stocks we know well and ones 
we believe can outperform in testing market conditions. Most are 
value plays, where the rating is sitting at a substantial discount to 
either the peer group or the small cap index as a whole. Sometimes 
there are very good reasons for this, which we think are well known 
now, and are being fixed. Stocks where the upside potential is being 
substantially undervalued. 
 
A couple are growth opportunities that we believe will continue to 
fly high in the face of a global malaise. Where its momentum or its 
strong market presence will continue to see it win business, grow 
share and deliver double digit top and bottom line performance.

As we all know, the key to the stock market, and small caps in 
particular, is in picking the right stocks. We hope with this selection 
that we offer you some insight into our preferred plays. Some of these 
names may be new to you, whilst others we hope to test your opinion 
on. Either way, the best way to fully assess a stock is through meeting 
the management. As such, please do let your sales contact at finnCap 
know if you wish to meet any of the companies featured. We wish you 
all a prosperous 2016 and here’s to our 10 stocks turning into perfect 
10s for all of us.

Please Contact:

Rhys Williams
rwilliams@finncap.com
020 7220 0522

Malar Velaigam
mvelaigam@finncap.com
020 7220 0526

Christian Hobart
chobart@finncap.com
020 7220 0524

Tony Quirke
tquirke@finncap.com
020 7220 0517

Note: The views expressed in ‘Sales Perspectives’ are solely those of the 
finnCap sales team.



Castleton
      targeting a lucrative niche

Castleton came to market utilising the old Redstone listed shell, 
backed by experienced IT investors MXC Capital, and went on an 
acquisitive spree. Having made 6 acquisitions since June 2014, in 
mid-2015 its position in its chosen market and its future strategy 
became clear: Castleton is a software and managed services business 
specialising in solutions for housing associations. Its solutions provide 
its customers with significant improvements in service, performance 
and insight. It currently operates in over 450 of the UK’s total 1,700 
housing associations, though it has recently announced a partnership 
to target the same vertical in the Netherlands, a social housing market 
twice the size of the UK’s.

So what does Castleton actually do? It provides software that 
allows social housing associations to manage their operations more 
effectively. Sector specific software that supports finance services, 
customer relationship management, payment collection, document 
management as well as repairs and maintenance management. All 
of this is backed by a managed service offering, including hosting, on 
premise or remote and a cloud offering. It charges on a licence and 
annual subscription basis, building up an attractive recurring revenue 
stream, which already accounts for c.50% of turnover.

The best way to describe what the Castleton board has done, is that 
they have bought all the best in breed software created in this sector, 
and put it together to create a unique and highly attractive platform. 
This can be viewed in that the two key players in housing association 
software provision before were Capita and Civica. Despite being in 
the sector for many years, Capita can see the benefit of Castleton’s 
solutions, having since signed up as a partner to sell several products. 
The housing associations are also buying into this new platform, with 
H1 organic growth of 16%.

Castleton has a simple target of selling software solutions into the 
top 400 housing associations in the UK, generating £100k of recurring 
revenue per annum from each one, with additional services and fees 
on top. To put this long term target into perspective we forecast FY16 
revenue of £18m. EBITDA margins are already close to 20%, but we 
can see further appreciation with leverage. Cash generation will also 
improve now that its recent acquisitions have been bedded in. The 
stock is up over 100% in the last 12 months, but with demand for its 
solutions continuing to grow, and Castleton management targeting a 
£40m recurring revenue opportunity, we think 2016 could see further 
aggressive share price appreciation.

1 2

Providing software and 
infrastructure in the social 
housing, wider public & 
commercial sectors



Ticker   CTP

Price   77.5p

Target Price  90.0p

Upside   16.0% 

Market Cap  £60.5m

Net Debt  £6.2m

Castleton Technology*
      CORP

%  1M  3M  12M

Actual  +3.0  +30.3  +89.0

Relative +10.5  +44.7  +109.4

Year ending March (£m) 2014A 2015A 2016E 2017E

Data

Sales (£m) 0.0 6.1 18.2 20.3

Adj EBITDA (£m) -1.0 -0.1 3.5 4.5

Adj PBT (£m) -1.2 -0.3 3.2 4.2

Tax rate (%) 0 37 12 16

Adj EPS (FD) (p) 0.0 -0.7 3.4 4.0

DPS (p) 0.0 0.0 0.0 0.0

Ratios

EV/Sales (x) n/a 11.0 3.7 3.3

EV/EBITDA (x) n/a n/a 19.0 15.0

P/E (x) n/a n/a 22.9 19.3

Yield (%) 0.0 0.0 0.0 0.0

Cash flow yield (%) -5.2 2.9 0.1 4.8

EPS growth (%) n/a n/a 580.0 18.9

‘Castleton has 
bought all the best 
in breed software 
created in this 
sector...to create 
a unique and 
attractive platform’
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Source: Thomson Reuters

*  Denotes corporate client of finnCap. This research cannot be classified  
as objective under finnCap research policy. Visit www.finncap.com

Source: finnCap estimates
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Builds, designs & operates 
dark fibre networks  
across the UK

CityFibre       

      play on the data trend

Following the recent acquisition of Kcom’s fibre infrastructure assets 
(outside of Hull), 2016 is lining up to be a game changing year for 
CityFibre. The deal was truly transformational, bringing national scale 
to the business and favourably positioning it for its partners. CityFibre 
is now a fully functioning national alternative to BT Openreach, and 
we believe this will drive substantial opportunity to the group this year 
and beyond.
 
We have always liked the concept behind CityFibre’s strategy, as the 
data is compelling. Internet usage continues to surge, global IP traffic 
having increased 5x in the past 5 years, and will increase a further 3x 
in the next 5 years. Mobile data will grow 3x faster than fixed IP traffic. 
Metro traffic will account for 66% of total IP traffic by 2019. So demand 
is certainly there for fibre, and in particular for fibre in metro areas. 
However, the UK lags the rest of the western world in terms of fibre 
deployment, and BT continues to show limited desire to invest in fibre 
to the premise. This, in our opinion, leaves a gap in the market, which 
CityFibre plans to fill. Additionally, by operating as an infrastructure 
supplier, offering dark fibre to companies to operate themselves rather 
than targeting multiple end markets, CityFibre has created a simple 
model to understand and significantly reduces execution risk.   

Post the Kcom deal, CityFibre now offer infrastructure in 35 cities, and 
are targeting 50 cities in the medium term. This includes a presence in 
24 of the top 30 cities outside of London. It has the capability today 
to address 24,000 public sector sites, 245,000 businesses, and some 
7,000 mobile sites. This is now a scaled proposition that we believe will 
attract further partners as well as lead to an acceleration of revenue 
growth. It has signed agreements with key mobile phone players such 
as Vodafone, MBNL/3/EE in place already, but post deal, they can now 
roll out at a much faster pace. It is trialling fibre to the home with Sky 
and TalkTalk, and this too can be rapidly increased if required. It has 
35 ISP partners under contract, and now can target growing this to 
over 100 in the next 3 years. The deal also brought in a suitable debt 
facility, giving CityFibre the financing to roll out further connections, 
and meet its working capital requirements.
 
We expect share price momentum to come from announcements 
of more new cities, new service providers to provide the flow of 
connections, and further master services agreements as its scale begins 
to gain traction. Newsflow is the key to this year, which has started 
well, with the announcement of 100 new connections to represent an 
anchor agreement for further development of Bristol, an asset it has 
literally just acquired from Kcom.
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Ticker   CFHL

Price   58.5p

Target Price  130.0p

Upside   122.0% 

Market Cap  £155.4m

Net Cash  £24.1m

CityFibre*
      CORP

Source: Thomson Reuters

*  Denotes corporate client of finnCap. This research cannot be classified  
as objective under finnCap research policy. Visit www.finncap.com

%  1M  3M  12M

Actual  +2.6  -19.9  -14.0

Relative +10.1  -11.0  -4.7

Share Price Performance

Year ending December (£m) 2014A 2015A 2016E 2017E 2018E

Data

Sales (£m) 3.8 6.4 14.6 24.0 38.0

Adj EBITDA (£m) -3.6 -2.9 2.6 8.4 18.3

Adj PBT (£m) -4.7 -5.0 -12.5 -8.8 -3.2

Tax rate (%) 1 0 0 0 0

Adj EPS (FD) (p) -5.3 -4.1 -4.5 -3.1 -1.1

DPS (p) 0.0 0.0 0.0 0.0 0.0

Ratios

EV/Sales (x) 34.2 20.7 9.0 5.5 3.5

EV/EBITDA (x) n/a n/a 51.3 15.7 7.2

P/E (x) n/a n/a n/a n/a n/a

Yield (%) 0.0 0.0 0.0 0.0 0.0

Cash flow yield (%) -5.9 -14.9 -20.7 -10.5 -26.8

EPS growth (%) 77.4 21.8 8.1 29.6 64.0

‘a scaled 
proposition to 
attract future 
partners & lead to 
an acceleration of 
revenue growth’
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Communisis       

      positioned for outperformance

One of our preferred buy flags is when management’s incentive package is fully 
aligned with shareholders. This is most certainly the case with Communisis, where 
the LTIP granted to Executive Directors are clear and predicated on both share price 
growth (60% of the award), as well as EPS growth/return on sales (40%). The lowest 
share price level for 25% of the award is 56.8p, or some 46% higher than the current 
price. For the full award, the stock has to hit 105p, a whopping 171% uplift from here. 
In terms of return on sales, the minimum target for 25% pay-out is a margin of 7.5%, 
whilst the maximum is 10%. Whilst for EPS growth the minimum is 7.5% per annum 
for 3 years, with the maximum is 15%. Any which way you cut it, the targets needed 
for management to get paid offer big uplifts from here.

So why is the stock so lowly valued? We believe there are 3 main reasons; the history 
of the stock; the poor cash flow performance of the business; its poor recent trading. 
Taking each one in turn, we hope to show why we think better times are ahead.

Communisis has been listed for a long time, and is still viewed by many as an old 
fashioned print marketing service provider. However, this is no longer the case after 
the company has invested over £50m adding a new front end design service and 
widening the spread of services it can offer. Communisis now offers a full range of 
services, from digital to paper and design to production and logistics. In addition, 
it has also improved the quality of its revenue streams by targeting long-term 
contracts with blue chip clients. These days c.85% of sales is underpinned by multi-
year contacts, with the average length of 5 years. Examples of these include Lloyds 
Bank (10 year contract), Procter & Gamble (5 year contract) and Nationwide Building 
Society. This wider service offering is what will drive turnover growth (though we 
only forecast 3% per annum for the next 2 years, so highly cautious), in addition to 
margin appreciation, where we forecast operating margins to increase from 5% in 
FY15 to 5.4% in FY16. So we think the business has changed markedly, whilst the 
rating has not.  

Specialists in data driven 
multi channel marketing 
communications

In terms of cashflow, both FY14 and FY15 were negative, mainly due 
to the cost of the acquisitions and investment required to build a 
full service multi-channel marketing service provider. This led to net 
debt peaking at the end of FY15 at over £40m. However, now that 
this investment is over, we see the cash generation coming through 
strongly over the next few years, reducing its debt level, improving its 
dividend pay-out rates and having a positive effect on equity value. 
In FY16 we forecast FCF of £15m, reducing net debt by some £10m 
despite the dividend cost of £4.7m. In FY17, FCF rises to £16.5m, and 
debt is reduced by over £11m, even after a £5.2m dividend cost. Net 
debt will be down below £20m, or 0.6x EBITDA, at the end of FY17. 
The dividend yield will grow from a current 5.4% to 6.6% on our 
forecasts over the same time period. This is highly attractive.

With regards to current trading. FY15 saw a lot of positive momentum, 
with adjusted operating profit showing double digit growth over 
last year, and FCF improving substantially. However, the company 
failed to hit market expectations due to the lower than expected 
performance of one of its acquisitions, Life. This led to EPS cuts of 
6%, and a situation my analyst, Guy Hewett, calls ‘growing pains’. 
Despite our forecast cut, EPS still increased 13% year on year, and 
the direction of travel is clear. As such, the subsequent sell off in the 
share price from 51p to 39p looks overdone to us.

It will take time for management to rebuild credibility in the story, 
but at today’s share price and subsequent valuation, we believe you 
will be well rewarded for your patience. Trading on a FY16 P/E of 7x, 
or sub 4x EBITDA, and with a dividend yield of 6%, this looks great 
value to us.9 10



Ticker   CMS

Price   40.3p

Target Price  65.0p

Upside   61.0%

Market Cap  £84.2m

Net Debt  £43.4m

Communisis
      BUY

%  1M  3M  12M

Actual  +0.6  -25.5  -24.8 

Relative +7.9  -17.2  -16.6

Year ending December (£m) 2013A 2014A 2015E 2016E 2017E

Data

Sales (£m) 270.1 343.0 358.5 370.2 382.4

Adj EBITDA (£m) 20.8 26.5 30.8 32.8 34.9

Adj PBT (£m) 10.7 12.4 14.4 16.4 18.8

Tax rate (%) 26 25 23 24 25

Adj EPS (FD) (p) 4.2 4.6 5.2 5.8 6.5

DPS (p) 1.8 2.0 2.2 2.4 2.6

Ratios

EV/Sales (x) 0.5 0.4 0.4 0.3 0.3

EV/EBITDA (x) 6.1 4.8 4.1 3.9 3.7

P/E (x) 9.6 8.7 7.7 7.0 6.2

Yield (%) 4.5 5.0 5.4 6.0 6.6

Cash flow yield (%) -20.5 3.4 12.8 17.7 19.6

EPS growth (%) -7.1 10.0 12.8 10.9 12.0

‘we see cash 
generation coming 
through strongly 
over the next few 
years, reducing debt 
levels....and having 
a positive effect on 
equity value’

11 12

Source: Thomson Reuters
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Constellation Healthcare
       professionalising a $37bn market

Having floated Constellation late in 2014, the management have 
been busy in the 14 months since, acquiring 4 businesses as part of its 
strategy of adding scale to its operations and leveraging its offshore 
cost base to substantially boost profitability. But like all good stories, 
let’s start from the start.

Constellation is a billing services provider operating in the large and 
fragmented US medical market, specialising in physician billing. This 
market is huge, some $37bn huge, and is  highly complex, dominated 
by a multitude of insurance companies (all with thousands of different 
price plans), and with medical coding and rules (on what you can 
claim for and when) changing constantly. It’s this web of complexity 
which keeps the processing more manual led (and why we don’t 
see competition from non-specialised billing technology companies 
coming in), and allows the service providers to charge an industry 
average rate of 6.5%. The medical billing service market is also highly 
fragmented with over 2,000 suppliers. Many of these organisations 
are subscale and inefficient, and cannot keep up with the changing 
environment. This creates the opportunity to consolidate.

Constellation’s plan is to acquire smaller competitors on a lower 
rating than its own, centralise the back office functions, both in India 
and in the US, creating a substantial profit uplift. As such, for a $10m 
turnover billing company, traditionally, it would make $1.5m EBITDA, 
and can be acquired on a 5.5x EBITDA multiple. Constellation, with its 
centralised back office and offshoring, can make $5m EBITDA from the 
same turnover, so even using the same multiple, it will create huge 
value upside.  The company has successfully done this on a number of 
occasions and we believe through its recent fundraise, and its growing 
cashflow, that it has the bandwidth to continue. Sir Rodney Aldridge 
(Capita’s founder) seems to agree, having invested at the IPO and 
recent raise, and is now a Non-Exec.

Turning to valuation, the stock looks incredibly undervalued for the 
vast opportunity in front of it. This can be explained due to being 
relatively new to the market, being a US based stock (and the issue 
with reg S stock from a private client basis), a lack of UK knowledge on 
the US healthcare market (it takes some time to get your head around 
it), but also the history of its ‘entrepreneurial’ CEO (which hasn’t always 
been perfect, but generally has made money). Trading on FY16 P/E of 
9.6x with capital available for earnings enhancing acquisitions, it could 
be the stand out performer on AIM in 2016.

Operational efficiency services  
to the US medical billing market

13 14



Ticker   CHT

Price   146.5p

Target Price  310.0p

Upside   112.0% 

Market Cap  £129.5m

Net Debt  $15.1m

*  Denotes corporate client of finnCap. This research cannot be classified  
as objective under finnCap research policy. Visit www.finncap.com

%  1M  3M  12M

Actual  -14.3  -9.6  +10.6

Relative -8.1  +0.5  +22.5

Year ending December (US$m) 2013A 2014A 2015E 2016E 2017E

Data

Sales ($m) 52.0 54.6 69.7 121.3 126.8

Adj EBITDA ($m) 7.0 14.2 22.6 40.2 46.2

Adj PBT ($m) 3.4 9.8 15.6 30.3 35.3

Tax rate (%) 32 38 38 38 38

Adj EPS (FD) (c) 4.1 10.9 15.6 21.7 24.5

DPS (c) 0.0 2.9 0.0 0.0 0.0

Ratios

EV/Sales (x) 3.8 3.6 2.9 1.6 1.6

EV/EBITDA (x) 28.5 14.0 8.8 4.9 4.3

P/E (x) 50.3 19.0 13.3 9.6 8.5

Yield (%) 0.0 1.4 0.0 0.0 0.0

Cash flow yield (%) 0.9 1.7 1.5 9.1 14.9

EPS growth (%) 143.0 164.3 43.0 38.9 13.0

‘acquiring 
competitors on 
a lower rating, 
centralising back 
office functions, 
creating substantial 
profit uplift’

Constellation Healthcare*
      CORP

15 16

Source: Thomson Reuters

Share Price Performance
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dotDigital
      small cap with global prospects

finnCap have been big fans of dotDigital ever since we first met them back in 
2011, when it was trading at 10p. Having already been a ‘four bagger’ for us, 
we still believe the stock can continue to outperform, with tonnes of upside 
left in it. So, what is driving performance?
 
Simplistically, it is the consumers continued evolution of their habits. 
Consumers across the spectrum are increasingly shopping online, eschewing 
crowded high streets for the ease and relaxed nature of successfully concluding 
transactions over the net. In addition, there has been a dramatic shift in the 
way we all access and view media (less print, more internet based, less live 
TV watching, more streaming), altering how companies can target consumers 
through advertisement. dotDigital’s dotmailer technology allows marketers 
to plan, design, deploy and track customer interaction. It offers tools and 
solutions that deliver real measurable ROI for its customers. Having started 
initially by offering an email solution, it has progressed into providing a full 
suite of ‘marketing automation’ tools.
 
Marketing automation may be a new buzz word, but with measurable returns, 
it has taken off fast. Gartner think this market is worth $22bn, and is growing 
double digit per annum. It covers areas such as email, SMS/Mobile, social 
media and surveys. It includes CRM integration, advanced personalisation, 
and lead propensity and scoring. dotDigital has tools that cover all bases. This 
is allowing the group to geographically expand, moving into Asia Pacific in 
2015, having launched in the US in 2013. In addition, it is also helping the 
group work for larger companies, whilst also driving up revenue per client. 

Supporting its move into new territories, larger clients, 
and selling more solutions per customer is its exceptional 
relationship with Magento, the eCommerce platform (formerly 
owned by Ebay). Dotmailer is one of two platforms awarded 
with Magento’s Global Platinum Partner status (the other being 
Paypal, to put it into context). Dotmailer created a connector for 
Magento, helping customers on the platform to seamlessly use 
its software. Magento dominates the eCommerce space with 
26% penetration in North America, 31% in Europe, 24% in Asia 
and 47% in Australia/NZ. dotDigital’s revenue from Magento 
customers grew 261% last year, and we think it has a lot further 
to go.
 
The group has other positives to consider. Clients sign up to  
multi-year contracts, providing a high recurring revenue 
base. The group is highly cash generative, funding product 
development, capex investment, a dividend, as well boosting 
its balance sheet - net cash was last reported at £11.9m. 
Management itself, led by CEO Simone Barrett are incredibly 
impressive and we have every confidence that they will continue 
to deliver their plan.
 
Valuing such an exciting story is always tough, but for a company 
with a history of growing its top line by 30% per annum, is 
highly profitable and generates good levels of cash, its FY16 P/E 
of 29.2x (not cash adjusted) remains attractive.

Email marketing solutions
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Ticker   DOTD

Price   48.0p

Target Price  U/R

Upside   n/a

Market Cap  £140.9m

Net Cash  £14.8m

*  Denotes corporate client of finnCap. This research cannot be classified  
as objective under finnCap research policy. Visit www.finncap.com

%  1M  3M  12M

Actual  +7.9  +23.1  +60.0

Relative +15.7  +36.7  +77.3

Year ending June (£m) 2014A 2015A 2016E 2017E

Data

Sales (£m) 16.2 21.4 27.5 35.0

Adj EBITDA (£m) 4.7 6.8 7.1 10.3

Adj PBT (£m) 3.6 5.2 5.6 8.5

Tax rate (%) 5 11 15 15

Adj EPS (FD) (p) 1.2 1.6 1.6 2.5

DPS (p) 0.2 0.4 0.4 0.5

Ratios

EV/Sales (x) 7.8 5.9 4.6 3.6

EV/EBITDA (x) 26.6 18.6 17.7 12.3

P/E (x) 40.3 29.9 29.2 19.3

Yield (%) 0.4 0.8 0.8 1.1

Cash flow yield (%) 2.2 2.2 2.1 4.0

EPS growth (%) n/a 34.9 2.5 51.5

‘for a company 
with a history of 
growing its top line 
by 30% per annum, 
is highly profitable 
and generates good 
levels of cash, its 
CY16 P/E of 25x 
remains attractive’

dotDigital*
      CORP

19 20

Source: Thomson Reuters

Share Price Performance
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Norcros
      classic consumer confidence play

With regards to market conditions, new house builds is going well and 
is pretty strong, but retail, and in particular ‘big shed’ retail, remains 
soft. Consumer is still lacking confidence for repair, maintenance 
and improvement (RMI). In fact, the UK shower and tile market is still 
between 20-30% lower than its last peak in 2007. However, with the 
UK economy stable, and consumer confidence starting to come back, 
the company is cautiously optimistic. As such, we believe that 2016 
could see top line growth accelerating as market demand picks up.

Its growth strategy remains in place, targeting revenue almost 
doubling to £420m by 2018 and a pre-tax ROCE of 12-15%. This will be 
through both organic growth as well as acquisitive growth, whilst the 
company is also looking to maintain 50% of its revenue from overseas 
markets. With regards to organic growth it targets 5-10% per annum 
potential. For acquisitive growth it looks for complementary segments 
or geographies. Areas of interest includes bathroom controls and 
associated products, building or construction adhesives. The company 
has an active pipeline in place so we would also expect to see some 
accretive acquisitions in 2016 too.

Trading on FY16 P/E of 7.8x, falling to 7.0x for FY17, the valuation is 
already compelling. Add on the target to significantly increase revenue 
and profits in the next 2 years and we think Norcros is a very attractive 
stock.

Norcros is a very old business (established 1956) that expanded as 
a conglomerate, and thus was beset with the kind of issues that old 
unfocused companies have. Pension deficit - check, onerous leases - 
check, poorly performing non-core businesses – check! Management 
have worked hard over the last few years to bring focus to the group, 
reducing the impact from these type of issues. Today, Norcros operates 
as a clean business (aside from one final small leasehold to go, as well 
as the now under control pension deficit) that is focused on the UK and 
South Africa, whilst also having a clear and defined growth strategy 
to reach £420m turnover by 2018 (in comparison FY15 turnover was 
£222m).

Norcros operates 5 businesses in the UK, and 3 complementary 
businesses in South Africa, with strong positions in showers, taps, tiles, 
and adhesives, as well as bathroom accessories. It looks for market 
leading positions with strong brand names. This gives it a platform 
to outperform the market, and to produce above average growth 
through launching new products under the brand name, or extending 
its presence through new territories. This focus on strong brand names 
saw H1 UK revenue up 9.8% and South Africa ahead by 16.9% (at 
constant currency) despite mixed market conditions.

Supplier of innovative 
branded showers, taps and 
bathroom accessories

21 22



Year ending March (£m) 2014A 2015A 2016E 2017E 2018E

Data

Sales (£m) 210.7 218.7 222.1 237.8 253.0

Adj EBITDA (£m) 13.9 21.6 23.6 26.4 29.2

Adj PBT (£m) 10.0 5.8 11.0 17.6 19.8

Tax rate (%) 0 – – – –

Adj EPS (FD) (p) 9.5 22.8 21.0 22.4 24.8

DPS (p) 4.6 5.1 5.6 6.1 6.8

Ratios

EV/Sales (x) 0.6 0.6 0.5 0.5 0.5

EV/EBITDA (x) 8.7 5.6 5.1 4.6 4.1

P/E (x) 18.4 7.7 8.3 7.8 7.0

Yield (%) 0.3 0.3 0.3 3.5 3.9

Cash flow yield (%) – – – – –

EPS growth (%) – 140.0 -27.6 6.5 10.8

‘its growth strategy 
remains in place, 
targeting revenue 
doubling to £420m 
by 2018, and a  
pre-tax ROCE  
of 12-15%’

Norcros
      BUY
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Ticker   NXR

Price   175.0p

Target Price  300.0p

Upside   71.4%

Market Cap  £106.7m

Net Debt  £14.2m

Source: Thomson Reuters

Share Price Performance
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Petra Diamonds
       second time of asking

In 2014 we thought Petra Diamonds was excellently positioned, with 
its strategy in place to expand operations from 3m carats to 5m carats 
by 2019, in a market where diamond prices were stable (and with the 
potential for increases on the back of a return to global growth). How 
wrong could we have been! 2015 turned into an annus horribilis for 
the company, with the stock falling from January highs of 201.5p, to 
a low of 54p in November. This was due to two primary reasons; a 
global softening in diamond prices, and operational delays in starting 
to mine undiluted ore at its flagship Cullinan project in South Africa. 
In addition, management blotted its own book, having previously 
been known for its good management of market expectations, by not 
cutting forecasts deep enough the first time round, and presiding over 
3 downgrades.
 
So what gives us confidence that we are right this time? Well, with the 
average rough prices of diamonds falling 15% in 2015, recent evidence 
from Petra and its peer group suggests that prices have now levelled 
off, and market leaders De Beers and Alrosa have recently announced 
plans to reduce supply and stimulate demand through marketing 
spend (neglected in recent years). So Petra should benefit from a more 
stable market backdrop. In addition, first significant production of 
undiluted ore is now on track for H2 FY16 (Jan-Jun), and we expect the 
market will start to recognise the company is delivering on its plan.

Largest quoted 
Diamond mining group

So what does a plan to increase its production by 60% bring? First, 
we assume revenue will increase from $454m FY16 to $738m in FY18. 
We also expect gross margins to increase from 35.8% in FY15 to 42.4% 
in FY16 and 48.5% in FY17. Significant capex has been required to 
optimise production, and will continue this year as a result of the 
delays, but should drop significantly in FY17 as its projects near 
completion. This should, in turn, result in a substantial increase in cash 
generation and a rapid reduction of debt. We forecast FCF of $1.2m 
in FY17, rising to $199m in FY18. Petra is already paying a dividend 
(yielding 4% for FY16), but as the FCF improves, this could obviously 
be increased substantially. Our DCF valuation (using company’s now 
more conservative guidance of -10% diamond prices) gives a price 
target of 197p.
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Ticker   PDL

Price   70.8p

Target Price  197.0p

Upside   178.0% 

Market Cap  £369.9m

Net Debt  $306.2m

Petra Diamonds
      BUY

%  1M  3M  12M

Actual  +2.5  -25.2  -63.5

Relative +10.0  -16.9  -59.6

Year ending June ($m) 2014A 2015A 2016E 2017E 2018E

Data

Sales ($m) 471.8 425.0 454.4 605.6 737.7

Adj EBITDA ($m) 187.7 139.3 175.7 275.5 386.6

Adj PBT ($m) 134.7 85.0 120.1 216.9 329.0

Tax rate (%) 30 30 33 31 30

Adj EPS (FD) (c) 14.8 9.4 12.3 22.9 35.2

DPS (c) 0.0 3.0 4.0 6.0 8.0

Ratios

EV/Sales (x) 1.8 2.0 1.8 1.4 1.1

EV/EBITDA (x) 4.4 6.0 4.7 3.0 2.1

P/E (x) 6.8 10.6 8.2 4.4 2.9

Yield (%) 0.0 3.0 4.0 6.0 8.0

Cash flow yield (%) -2.5 -25.6 -31.5 0.2 38.0

EPS growth (%) 44.2 -36.4 30.2 86.2 53.8

‘Petra should 
benefit from a  
more stable 
backdrop....
the market will 
start to recognise 
the company is 
delivering on  
its plan’
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Source: Thomson Reuters

Share Price Performance

0

50

100

150

200

250

Jan Apr Jul Oct Jan Apr Jul Oct Jan

Source: finnCap estimates



Skyepharma
      keen valuation for a stellar performer

Meanwhile, Skyepharma earns solid revenues from 15 other approved 
products. These include Experel, an analgesic, which in December 
2015, was permitted to expand their addressable market in the US 
by more than 30m procedures, from 40m currently. Analysts expect 
Experel to generate $8m of revenues in 2016 and $32m next year, and 
aside from US taxes, these revenues will drop straight through to the 
bottom line.

So, whilst analysts expect Skyepharma to report FY15 revenue of 
£93.5m and PBT of £21m, this is expected to grow to £106.2m revenue 
and £24.3m PBT in FY16. This significant profit upside potential is also 
supported by a strong balance sheet buttressed by £35m of net cash. 
We also think highly of the impressive management team, led by 
CEO Peter Grant. With flutiform a clear jewel in Skyepharma’s crown, 
growing revenue streams from a multitude of successful products and 
a solid development pipeline, a rating of 18.9x (unadjusted for cash) 
looks compelling.

The change in the fortunes of Skyepharma in the last couple of years 
has been extraordinary, with the stock following suit and motoring 
from 100p to close to 400p. However, despite that stellar run we still 
feel that investors looking for a profitable and well established pharma 
stock, should look no further than Skyepharma.

This is due to its flagship product, flutiform, which has been hailed 
as a potential best in class combination asthma treatment. Flutiform 
has been launched in 30 markets, including 20 European countries as 
well as Japan. It has been licensed by privately-owned Mundipharma, 
which announced an early payment of €10m to Skyepharma earlier 
this month. This payment will help offset against €25m of development 
costs already announced, whilst we expect further payments and 
royalties to more than cover the outstanding development costs this 
year. In the longer term, expectations are for the drug to generate 
revenues of $407m by 2020, which would produce $37.6m in peak 
royalties based on existing markets. However, there are also 16 other 
countries where approvals for flutiform have been filed, and six 
countries where it has been approved and yet to be launched.

Expert drug delivering 
company, developing 
innovative oral and inhalation 
pharmaceutical products
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Ticker   SKP

Price   365.25p

Target Price  U/R

Upside   n/a

Market Cap  £387.8m

Net Cash  £35.0m

Skyepharma
      BUY

%  1M  3M  12M

Actual  +5.7  +14.1  +7.9

Relative +7.9  -17.2  -16.6

Year ending December (£m) 2013A 2014A 2015E 2016E 2017E

Data

Sales (£m) 62.6 73.8 93.5 106.2 123.6

Adj EBITDA (£m) 14.8 24.0 28.1 29.3 33.1

Adj PBT (£m) -0.70 17.2 21.0 24.3 28.9

Tax rate (%) 257 3 – – –

Adj EPS (FD) (p) 1.7 15.0 19.5 19.2 25.0

DPS (p) 0.0 0.0 0.0 0.0 0.0

Ratios

EV/Sales (x) 5.9 4.8 4.0 3.4 3.0

EV/EBITDA (x) 24.8 14.7 13.0 12.5 11.0

P/E (x) 222.9 23.8 18.9 19.2 14.8

Yield (%) 0.0 0.0 0.0 0.0 0.0

Cash flow yield (%) 2.1 6.9 – – –

EPS growth (%) n/a 802.4 3.4 -1.7 30.2

‘its flagship 
product, flutiform, 
has been hailed as 
a potential best in 
class combination 
asthma treatment’

31 32

Source: Thomson Reuters
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Somero       

       a way to play the rise of the web 2015 was a year of two halves for Somero, our latest brokership win. H1 
got off to a great start with excellent FY14 results and upgrades to FY15 
numbers. However, as the year progressed, investor sentiment turned, 
seeing the share price fall from over 150p, down to below 120p. This, 
we believe, was due to two mains reasons; fear of a China slowdown 
impacting profitability, and a possible turn in the construction cycle. 
Somero has always been viewed as a cyclical play to the US non-
residential construction market, and in the past, has had a torrid time of 
it. Post float, its earnings got decimated, and the company was forced 
to cut costs aggressively, particularly in light of its geared balance sheet, 
with over $20m of net debt. However, we believe there are a number of 
reasons to believe it will be different this time.
 
First, the geographical split of the business is much wider, having grown 
from 2 to 92 countries of operation in the last 10 years. Whilst the US 
remains its prime market, it has significantly broadened its business, 
and is much more global with operations. Secondly, its product range 
has also been expanded, now offering 10 products, meeting additional 
niches and presenting a wider range of price points. This should help 
offset its reliance on ‘big bits of kit’ like it had in the last slow down. Thirdly, 
its cost base has been realigned and is now on much surer footing. In 
fact, management continue to target further margin appreciation over 
the longer term. Finally, its balance sheet is much improved, with some 
$11m of net cash and none of that naughty debt left from before. A 
decent track record on cash generation, plus net cash means growth 
can comfortably fund growth.

Leader in concrete equipment.
Using cutting edge technology 
to support the speed of 
installation of perfectly flat 
concrete floors.

Underpinning all of this good stuff, is our view that 
the increasing need for distribution space will drive 
Somero’s financial performance, and offset any likely 
weakness from other areas of construction. Looking 
at this Christmas, the percentage of UK consumer 
spend that is now online is expected to top 15% 
(CRR), and continues to grow by double digit 
year-on-year. This is increasing the need for large 
distribution (‘sheds’) space – all of which requires a 
perfectly flat floor. We see this as a global trend, and 
that Somero are excellently placed to benefit from 
this. It remains dominant in its market, with a series 
of products that are IP protected, and the only brand 
name customers truly trust. Management continue 
to target $90m of revenue by 2018 (FY15e $66m), 
which would have the positive knock on effect to 
profits. A recent year end trading update pointed to 
a strong end to the year and with both revenue and 
profit exceeding management expectations. This 
trading momentum is expected to carry on into the 
New Year. Market forecasts still appear to offer some 
upside potential. The trading update has given a 
boost to the shares, but in our view they remain 
attractively rated. Trading on a FY16 P/E of 10.9x, an 
EV/EBITDA of sub 5x and offering a yield of 2.5%, we 
see plenty of upside.
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Somero*
      CORP Year ending December (US$m) 2013A 2014A 2015E 2016E 2017E

Data

Sales (US$m) 45.1 59.3 66.4 71.7 76.8

Adj EBITDA (US$m) 9.0 15.0 19.5 20.8 22.0

Adj PBT (US$m) 8.5 13.9 18.6 19.9 21.0

Tax rate (%) 16 c/r 35 35 35

Adj EPS (FD) (cents) 9.2 25.9 20.2 22.5 25.3

DPS (cents) 2.2 5.5 6.5 7.2 8.1

Ratios

EV/Sales (x) 2.1 1.6 1.5 1.4 1.3

EV/EBITDA (x) 10.8 6.3 5.0 4.7 4.4

P/E (x) 14.5 6.9 11.6 10.9 11.2

Yield (%) 1.1 2.8 2.4 2.5 2.6

Cash flow yield (%) 8.2 4.7 – – –

EPS growth (%) 117.2 182.3 -22.0 11.4 12.4

‘dominant in its 
market, with a 
series of products 
that are IP protected, 
and the only brand 
name customers 
truly trust’
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Ticker   SOM

Price   130.0p

Target Price  U/R

Upside   n/a

Market Cap  £75.7m

Net Cash  £6.6m

%  1M  3M  12M

Actual  +9.7  -1.9  +8.3

Relative +17.7  +9.0  +20.0

Source: Thomson Reuters

Share Price Performance
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Utilitywise       

       accounting for growth

Shareholders experienced a roller coaster of a ride in 2015, 
hitting a high of 280p in April, and falling as low as 125p in 
August.  The shares have somewhat recovered from these lows, 
but continue to trade on a P/E of 8x and offers a dividend yield 
of 3.4%. We believe the stock continues to offer considerable 
upside. A valuation comparison to its nearest direct quoted 
peer reveals a discount of 36% on a P/E basis and yield 
premium of 62%.
 
So what went wrong last year? Truthfully, quite a bit. First, 
forecasts came under pressure and saw a couple of downward 
revisions. Whilst not large, the cuts still hurt sentiment and 
certainly impacted the stock’s direction of travel. Secondly, 
investors were spooked by a series of management changes, 
with two of the founders moving on, including the deputy 
CEO. Finally, and probably most importantly, concerns 
increased over the rise in the group’s accrued income balance, 
and questions were asked about its accounting policies.

Providing utility contracts and 
consulting services

We believe that many of these points have now been answered, or are in the 
process of being answered, and that perception should improve as the year 
progresses. First, the forecasts have been set on a much more conservative basis. 
Its AGM statement in December stated it was trading in line with expectations, 
whilst investors can also look at its secured future revenue pipeline now moving 
upwards. So rather than hoping the company can achieve numbers, we can 
look at trading updates with more positivity and whether the company will 
beat numbers. Secondly, the departure of two founders has been offset by the 
introduction of new, more professional managers. This includes a new Finance 
Director (18 months ago), a new COO, a new MD of the Enterprise division, a 
new MD of the corporate division and new HR & marketing directors. This gives 
us confidence that the group is now much better managed and the board has 
a firmer grip on finances and direction of travel.
 
Finally, the company has already made a number of announcements regarding 
improving supplier terms, and we think it has further discussions on going. 
The issue was that extension work was done on less favourable terms to new 
contracts, where revenue was recognised at the time of the extension, but 
cash was received over the life of the contract (which could be up to 5 years in 
length). This pushed out the maturity profile of its trade receivables, and left 
a scarily large number on the balance sheet. With terms now on an improving 
trend (with cash being paid in line with revenue recognition), following 2 
suppliers matching the terms of new contract, we think trade receivable 
growth will slow and the numbers will begin to move in the right way.
 
With the issues now under control and the business beginning to perform 
again, we think this looks like a really cheap stock. Time to reassess? 
We believe so.       
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Ticker   UTW

Price   145.0p

Target Price  270.0p

Upside   86.0%  

Market Cap  £112.4m

Net Debt  £6.7m

Utilitywise*
      CORP

*  Denotes corporate client of finnCap. This research cannot be classified  
as objective under finnCap research policy. Visit www.finncap.com

%  1M  3M  12M

Actual  -14.3  -23.3  -39.6

Relative -8.1  -14.8  -33.1

Year ending July (£m) 2014A 2015A 2016E 2017E 2018E

Data

Sales (£m) 49.0 69.1 92.0 107.0 124.0

Adj EBITDA (£m) 14.5 17.8 20.2 25.2 30.0

Adj PBT (£m) 13.4 16.7 19.0 24.0 29.0

Tax rate (%) 16 18 20 20 20

Adj EPS (FD) (p) 14.0 17.9 19.4 24.6 29.7

DPS (p) 4.0 5.0 6.5 8.3 10.0

Ratios

EV/Sales (x) 2.4 1.7 1.3 1.1 1.0

EV/EBITDA (x) 8.2 6.7 5.9 4.7 4.0

P/E (x) 10.4 8.1 7.5 5.9 4.9

Yield (%) 2.8 3.4 4.5 5.7 6.9

Cash flow yield (%) 7.6 -5.9 9.3 11.8 14.8

EPS growth (%) n/a 27.6 8.8 26.4 20.8

‘the group is 
now much better 
managed and the 
board has a firmer 
grip on finances 
and direction  
of travel’
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Source: Thomson Reuters
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A marketing communication under FCA Rules, this document has not been prepared in accordance with legal 
requirements designed to promote the independence of investment research and is not subject to any prohibition on 
dealing ahead of the dissemination of investment research.

This research cannot be classified as objective under finnCap Ltd research policy. Visit www.finncap.com

The recommendation system used for this research is as follows. We expect the indicated target price relative to the FT 
All Share Index to be achieved within 12 months of the date of this publication. A ‘Hold’ indicates expected performance 
relative to this index of +/-10%, a ‘Buy’ indicates expected outperformance >10% and a ‘Sell’ indicates expected 
underperformance of >10%.

Approved and issued by finnCap Ltd for publication only to UK persons who are authorised persons under the Financial 
Services and Markets Act 2000 and to Professional customers. Retail customers who receive this document should ignore 
it. finnCap Ltd uses reasonable efforts to obtain information from sources which it believes to be reliable, but it makes 
no representation that the information or opinions contained in this document are accurate, reliable or complete. Such 
information and opinions are provided for the information of finnCap Ltd’s clients only and are subject to change without 
notice. finnCap Ltd’s salespeople, traders and other representatives may provide oral or written market commentary or 
trading strategies to our clients that reflect opinions contrary to or inconsistent with the opinions expressed herein. This 
document should not be copied or otherwise reproduced. finnCap Ltd and any company or individual connected with 
it may have a position or holding in any investment mentioned in this document or a related investment. finnCap Ltd 
may have been a manager of a public offering of securities of this company within the last 12 months, or have received 
compensation for investment banking services from this company within the past 12 months, or expect to receive or may 
intend to seek compensation for investment banking services from this company within the next three months. Nothing 
in this document should be construed as an offer or solicitation to acquire or dispose of any investment or to engage in 
any other transaction. finnCap Ltd is authorised and regulated by the Financial Conduct Authority, London E14 5HS, and 
is a member of the London Stock Exchange.

Please Contact:

Rhys Williams
rwilliams@finncap.com
020 7220 0522

Christian Hobart
chobart@finncap.com
020 7220 0524

Malar Velaigam
mvelaigam@finncap.com
020 7220 0526

Tony Quirke
tquirke@finncap.com
020 7220 0517


