
 

Northland Capital Partners Limited is a member of the London Stock Exchange and is authorised and regulated by the Financial Services 

Authority. Registered Office: 60 Gresham Street, London, EC2V 7BB. Registered in England No. 2617599. 

This research is intended for UK 

institutional investors only. It is not 

intended for retail customers and any 

retail customer should seek professional, 

independent advice before investing. 

TELECOMMUNICATIONS   22nd November 2011 

INTERIMS: ADEPT TELECOM  
  

BUY* 

VoIP contracts point to growth 
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Year-end March 2010A 2011A 2012E 2013E  Key Data  

Revenue (£m) 25.7 23.7 22.0 22.6 
 Rating (12 month) BUY 

EBITDA (£m) 3.6 3.6 3.3 3.3 
 Price Target 60p 

Adj. Pre-tax Profit (£m) 2.1 2.4 2.4 2.4 
 Risk Medium 

Adj. EPS (p) 9.3 10.2 10.2 10.2 
 Sentiment N/A 

DPS (p) 0.0 0.0 0.5 0.65 
 Ticker ADT.L 

Net Cash/(Debt) (£m) -9.2 -7.4 -5.8 -4.5 
 Shares in issue 21.1m 

     
 Market cap £7.2m 

P/E (x) 3.7 3.3 

 

3.3 3.3 
 12-mth price range 19.5p-43.5p 

Dividend yield (%) 0.0% 0.0% 1.5% 1.9% 
 Net debt £6.5m 

EV/EBITDA (x) 4.6 4.0 3.9 3.5 
 Next event  Prelims (July) 

SOURCE: Northland Capital Partners Limited estimates                #Priced at market close, 21st November 2011 

*Northland Capital Partners Limited is the Nominated Advisor and Broker to AdEPT Telecom and therefore 

this information should be viewed as Marketing Material. Northland Capital Partners Limited does not 

publish recommendations on all companies with which it has a corporate relationship.  

 

Interim results in line with forecast with underlying EBITDA flat at £1.95m in 

spite of an 8.2% decline in revenue – a function of a further drop in 

traditional outbound calls and lines. EBITDA margins of 17.5% (+150bps) are 

comfortably at the top end of the sector. VoIP for Business service is gaining 

traction with two substantial contracts secured and these will deliver 

revenue over the next three years. Net debt reduced a further £0.9m to 

£6.5m. Management’s confidence on AdEPT’s cash generative qualities is 

reflected in the maiden 0.5p dividend. No change to forecasts, BUY rating 

and 60p price target. 

 
 SCALE EFFICIENCIES & CROSS-SELLING: Ongoing focus on selling more 

products into larger customers is bringing scale efficiencies and cross-selling 

opportunities. Revenue from customers taking three of more products 

increased to 32.3% (H1 FY11: 27.2%). Historic reliance on traditional outbound 

calls and lines continues to fall (83.9% from 88.1%) while data and mobile 

revenues grew 25.4% to £1.30m.  

 ENTERPRISE VOIP SUCCESS: In H1, AdEPT secured two of the largest VoIP 

contracts ever awarded in the UK (£200k with an IT provider and £2.5m with 

the UK‟s largest electrical wholesaler). This represents a key area for growth 

and the seven configuration offering plus conventional calls and lines means 

AdEPT can help organisations transition to next generation communications.  

 MAIDEN DIVIDEND REFLECTS CONFIDENCE: The 0.5p dividend, although low in 

cash terms (c. £100k), signals management‟s confidence in AdEPT‟s cash 

generation profile. Rating of 3.3x FY12 remains anomalous among its peers 

particularly as the debt level becomes less of an issue. Our 60p price target 

implies a 5.9x PER or 5.6x EV/EBITDA FY12 and would still represent a discount 

to the peer group. 

COMPANY DESCRIPTION 

AdEPT Telecom is a communications 

integrator (fixed, mobile and data 

connectivity) to the SME segment. It 

operates a highly efficient service 

platform and AdEPT has some of the 

highest operating margins in the sector. 

It has built a particular strength in multi-

site and 21st Century Network-based call 

handling systems and has recently 

launched a VoIP business offering based 

around BT Wholesale. 
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INVESTMENT APPRAISAL 

AdEPT can offer its customers lower cost traditional calls and lines as well as a 

robust and highly flexible VoIP (voice over internet protocol) offering (from BT 

Wholesale). As such, it is well placed to help corporates with the migration to next 

generation communications. AdEPT is a „fast follower‟ of technology and spent 

several years waiting for a credible offering from a credible provider and believes 

the BT service has the necessary attributes. AdEPT has built a National VoIP 

Demonstration Centre at its Tunbridge Wells headquarters where it can showcase 

seven different ways of deploying VoIP for businesses depending on their 

requirements and existing networks. 

H1 saw AdEPT‟s first two substantial VoIP contracts secured – a £200k contract 

with a leading IT provider for 300 SIP (session internet protocol) trunks to replace 

ISDN channels in its main contact centre; and a £2.5m contract with the UK‟s 

largest electrical wholesaler for a full scale VoIP deployment. Both contracts will 

run for three years, increasing AdEPT‟s revenue visibility. It has also recently 

completed the implementation of a cloud-based contact centre for a leading 

UK airline. Functionality remains the key driver for VoIP‟s uptake. We believe these 

contracts are generating interest amongst potential customers and resellers but 

migration to VoIP will remain gradual. 

Whilst VoIP remains a medium term growth opportunity, AdEPT continues to push 

margins in its business in the interim. Adj. EBITDA margin increased 150 basis points 

to 17.5%. This is a function of focusing on larger customers that offer scale and 

cross-selling opportunities as well as a gradual shift in product mix. Traditional 

outbound calls and lines revenue represented 83.9% in H1 (H1 FY11: 88.1%) 

whereas data and mobile products accounted for 11.7% (H1 FY11: 8.6%). 

Ongoing regulatory changes to mobile interconnect rates will continue to reduce 

wholesale costs and support margins despite falling retail prices. 

Net debt that was built up through previous acquisitions was reduced a further 

£0.9m to £6.5m. Cash conversion (free cashflow/EBITA) was lower than last year at 

64% (H1 FY11: 79%), a function of payments to suppliers. We expect a further 

reduction in H2 net debt to £5.8m, in spite of the initial dividend payment (c. 

£100k). 

Traditional voice revenue will continue to fall as a result of the significant month 

on month changes to wholesale mobile termination rates plus a continuing 

depressed economic environment – we trim revenue FY12 forecasts by £0.5m to 

£22.0m and by £0.4m in FY13 to £22.6m. 

AdEPT is successfully diversifying its business away from traditional calls and lines 

with the addition of mobile, data and VoIP. It has pushed up margins through a 

focus on larger customers, has substantially reduced debt and is now paying a 

dividend. As such, it is undeserving of its PER rating of 3.3x FY12 earnings. We 

maintain our BUY rating and 60p price target.  

Helping customers 

transition to next 

generation comms 

First substantial VoIP 
contracts 

Sector leading margins 

Continues to pay 
down debt 

Maintain BUY rating 
and 60p price target 
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1. Northland Capital Partners Limited (“Northland”) acts as Nominated Advisor and/or broker to the company. 

2. Northland and/or its affiliates companies do beneficially own 1% or more of any class of the issuer‟s equity securities, as of 

the end of the month immediately preceding the date of issuance of the research report or the end of the second most 

recent month if the issue date is less than 10 calendar days after the end of the most recent month.  

3. The authoring analyst or any associate of the authoring analyst does maintain a long or short position in any of the issuer‟s 

securities directly or through derivatives, including options or futures positions. 

4. Northland, its affiliated companies, partners, officers, directors or any authoring analyst of Northland has provided services 

to the issuer for remuneration during the preceding 12 months other than investment advisory or trading services. 

5. Northland or any of its affiliated companies has performed investment banking services for the issuer during the 12 months 

preceding the date of issuance of the report.   

6. A partner, director, officer, employee or agent of Northland or any of its affiliated companies is an officer, director, 

employee or advisor of the issuer.  Disclosures are applicable for all companies  

7. The authoring analyst, or any associate of the authoring analyst, has viewed the material operations of the issuer.   

8. The authoring analyst, or any associate of the authoring analyst, received reimbursement for travel expenses.  

9. Northland makes a market in the securities of this company. 

DISCLAIMER    

This document is provided solely to enable clients to make their own investment decisions. It may therefore not be suitable for all 

recipients and does not constitute a personal recommendation to invest. It does not constitute an offer or solicitation to buy or 

sell securities or instruments of any kind. If you have any doubts about the suitability of this service, you should seek advice from 

your investment adviser. This document is produced in accordance with UK laws and regulations. It is not intended for any 

person whose nationality or residential circumstances may render its receipt unlawful. 

The past is not necessarily a guide to future performance. The value of shares and the income arising from them can fall as well 

as rise and investors may get back less than they originally invested. The information contained in this document has been 

obtained from sources which Northland Capital Partners Limited believes to be reliable. The Company does not warrant that 

such information is accurate or complete. All estimates and prospective figures quoted in this report are forecasts and not 

guaranteed. Opinions included in this report reflect the Company‟s judgement at the date of publication and are subject to 

change without notice. If the investment(s) mentioned in this report are denominated in a currency different from the currency 

of the country in which the recipient is a resident, the recipient should be aware that fluctuations in exchange rates may have 

an adverse effect on the value of the investment(s). The listing requirements for securities listed on AIM or PLUS markets are less 

demanding, also trading in them may be less liquid than main markets. 

Northland Capital Partners Limited and/or its officers, associated entities or clients may have a position, or other material 

interest, in any securities mentioned in this report. Northland Capital Partners Limited does not provide recommendations on 

securities of firms with which it has a corporate relationship. More information about our management of Conflicts of Interest, 

Investment Research Methodology & Definition of Recommendations can be found at www.northlandcp.co.uk  

Northland Capital Partners Limited is authorised and regulated by the FSA and a Member of the London Stock Exchange. 

Published by/copyright: Northland Capital Partners Limited, 2011. All rights reserved  
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CONTACTS 

    

RESEARCH    

Building Materials Simon Brown +44 (0)20 7796 8844 sbrown@northlandcp.co.uk 

Clean Tech Simon Miller                   +44 (0)20 7796 8841 smiller@northlandcp.co.uk 

Engineering Simon Miller                   +44 (0)20 7796 8841 smiller@northlandcp.co.uk 

Hardware, Software & IT Services David Johnson             +44 (0)20 7796 8840 djohnson@northlandcp.co.uk 

Housebuilders Simon Brown +44 (0)20 7796 8844 sbrown@northlandcp.co.uk 

Infrastructure Andy Hanson                +44 (0)20 7796 8842 ahanson@northlandcp.co.uk 

Media  David Johnson             +44 (0)20 7796 8840 djohnson@northlandcp.co.uk 

Mining Andrew McGeary        +44 (0)20 7796 8843 amcgeary@northlandcp.co.uk 

Mining Ryan Long        +44 (0)20 7796 8847 rlong@northlandcp.co.uk 

Oil & Gas Andrew McGeary        +44 (0)20 7796 8843 amcgeary@northlandcp.co.uk 

Special Sits Simon Miller                   +44 (0)20 7796 8841 smiller@northlandcp.co.uk 

Support Services  Andy Hanson                +44 (0)20 7796 8842 ahanson@northlandcp.co.uk 

Telecoms David Johnson             +44 (0)20 7796 8840 djohnson@northlandcp.co.uk 

    

SALES     

 John Howes                 +44 (0)20 7796 8870 jhowes@northlandcp.co.uk 

 Charles Vaughan        +44 (0)20 7796 8897 cvaughan@northlandcp.co.uk 

    

TRADING & MARKET MAKING    

 Zeg Choudhry             +44 (0)20 7796 8863 zchoudhry@northlandcp.co.uk 

 Lee Fox     +44 (0)20 7796 8866 lfox@northlandcp.co.uk 

 Ian Jones +44 (0)20 7796 8868 ijones@northlandcp.co.uk 

 Bernie Leaver               +44 (0)20 7796 8860 bleaver@northlandcp.co.uk 

 Sumayya Seth +44 (0)20 7796 8869 sseth@northlandcp.co.uk 

    

CORPORATE BROKING    

 Alice Lane                    +44 (0)20 7796 8899 alane@northlandcp.co.uk 

 Katie Shelton                +44 (0)20 7796 8896 kshelton@northlandcp.co.uk 

 John-Henry Wicks +44 (0)20 7796 8854 jwicks@northlandcp.co.uk 

    

CORPORATE FINANCE    

 Stuart Lane +44 (0)20  7796 8800 slane@northlandcp.co.uk 

 Tim Metcalfe +44 (0)20  7796 8824 tmetcalfe@northlandcp.co.uk 

 Luke Cairns +44 (0)20  7796 8820 lcairns@northlandcp.co.uk 

 Louis Castro +44 (0)20  7796 8821 lcastro@northlandcp.co.uk 

 Gavin Burnell  +44 (0)20  7796 8826 gburnell@northlandcp.co.uk 

 Shane Gallwey +44 (0)20  7796 8823 sgallwey@northlandcp.co.uk 

 Taryn Jones  +44 (0)20  7796 8818 tjones@northlandcp.co.uk 

 Rod Venables                  +44 (0)20  7796 8827 rvenables@northlandcp.co.uk 

 Edward Hutton        +44 (0)20  7796 8828 ehutton@northlandcp.co.uk 

 William Vandyk            +44 (0)20  7796 8822 wvandyk@northlandcp.co.uk 

 Lauren Kettle +44 (0)20  7796 8830 lkettle@northlandcp.co.uk 

 

Northland Capital Partners Ltd research is available on Bloomberg, Capital IQ, FactSet, & ThomsonReuters on-line platforms  

Please contact an Northland Capital Partners Ltd sales representative for entitlement through these channels  

 


