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Networking/communications: three stocks to watch    

   

● Summary: We launch coverage of our seventh mid-cap TMT vertical, networking 
and communications (N&C). While we have Buy ratings on the three stocks in 
question, Spirent, dotdigital and CentralNic, they are very different. What does 
connect them, however, is their top-three positions in niche and highly technical 
markets. We think all three stocks are often overlooked because they are viewed as 
cyclical, too expensive or too small. In this note we challenge these preconceptions 
and place our base-case price targets 30-120% above current share price levels. 

● Spirent (Buy, PT 310p – c30% upside): Spirent is a global leader in test and 
assurance solutions for the telecoms market, offering products and solutions that 
are used to test, assure and secure high-speed ethernet and internet protocols 
(IPs), mobile networks, clouds, devices and applications. Given the complexity of 
its services and the historical cyclicality of the business (linked to telecoms 
operators’ capex cycles), it has often been ignored by investors. However, there are 
reasons now to be more bullish, not least because the company is experiencing 5G 
rollout tailwinds, but it also has: 1) a new management team; 2) a new strategic 
focus powering a rapid shift towards recurring revenue; and 3) a new business mix 
with far less dependence on volatile device testing. With a long-term outlook for 
stable and predictable growth and short-term upside from the fact that Q1 5G deal 
volumes were annualising far above our FY 2021 estimates, plus the attempted 
acquisition of the company’s peer EXFO Inc for a multiple significantly higher than 
Spirent’s, we still see upside ahead. We initiate coverage with a Buy rating and 
310p price target, indicating c30% upside. 

● dotdigital (Buy, PT 290p – c35% upside): dotdigital is a mid-market leader in 
cloud-based marketing automation software (MarTech), serving both B2B and B2C 
customers. Users can connect customer data, gather powerful insights, and 
automate personalised marketing campaigns via email, SMS, live chat, and more. 
With dotdigital continuing to invest in building out an omni-channel marketing 
platform and a unified customer data view, we see considerable scope for upselling 
to customers. Through a mixture of greater upsell rates and faster client 
acquisition by the company’s key strategic partners (eg Adobe’s Magento, Shopify, 
Microsoft Dynamics, and Salesforce), we see a scenario where EPS could be 50% 
higher by FY 2024E. With a c40% ROCE and FCF having compounded at a 25% 
CAGR in recent years, we are not surprised by the stock’s high valuation. 
Nevertheless, given the rapid consolidation in the MarTech industry at multiples 
far in excess of dotdigital’s, we still see scope for the shares to perform. We initiate 
coverage with a Buy rating and a c290p price target, indicating c35% upside. 

● CentralNic (Buy, PT 180p – c120% upside): CentralNic is a global wholesale and 
retail supplier of domain names that also provides online monetisation solutions 
to B2B clients. With 99% SaaS-based recurring revenue, CentralNic is opting to use 
its highly visible FCF to consolidate what is currently a fragmented market. With a 
new business unit that offers potential for substantial organic growth, which we 
think has been largely overlooked by the market, we see scope for outperformance. 
Given that the business remains unknown to many investors, its c10x P/E 
valuation is also highly attractive despite its market opportunity. We initiate 
coverage with a Buy rating and a c180p price target, indicating c120% upside. 

● Valuation: The valuations of the three names are very different, with dotdigital, 
Spirent and CentralNic trading on a one-year forward P/E of c59x/22x/10x and a 
c1%/5%/9% FCF yield respectively. CentralNic is the clear outlier, in our view, 
given its growth potential and valuation.  

  Spirent BUY 
 

(Initiation)

Price target GBp 310 

Current price GBp 240 

21/06/2021 London Close 

 

dotdigital BUY 
 

(Initiation)

Price target GBp 290 

Current price GBp 217 

21/06/2021 London Close 

 

CentralNic BUY 
 

(Initiation)

Price target GBp 180 

Current price GBp 82 

21/06/2021 London Close 
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A strategic transformation    

   

● Summary: Spirent is a global leader in test and assurance solutions for the 
telecoms market, and offers products and solutions that are used to test, 
assure and secure high-speed ethernet and internet protocols (IPs), 
mobile networks, clouds, devices and applications. We forecast mid-
single-digit earnings growth for the coming years, but note that this could 
be meaningfully higher if 5G-related tailwinds play out as we think is 
possible. We initiate coverage with a Buy rating and 310p price target. 

● 5G and cloud tailwinds: We expect exponential increases in network 
complexity to usher in a major growth cycle for Spirent, driven by the 
evolution of 5G combined with an insatiable demand for higher-speed 
ethernet from the proliferation of public clouds. Early rollouts of lower-
speed 5G networks (non-standalone) have been lacklustre in driving 
customer adoption. Carriers are therefore accelerating the buildout of 
faster standalone 5G networks to offer a more differentiated experience to 
end-users. We expect momentum to pick up in 2022-23, though possibly 
with some delays due to the global chip shortage. On a multi-year view, 
this should still act as a tailwind to Spirent and could well drive growth 
significantly ahead of the single-digit rate we assume in our base case. 

● Top vendor with high-barriers to entry: Suppliers of network testing such 
as Spirent are deeply entrenched in customer operations, given their 
relevance to client business planning. With carriers preferring to deal with 
a limited number of larger testing suppliers also, this creates high barriers 
to entry. It does, however, create an elongated 6-18 month sales cycle that 
involves a complex proof-of-concept process. In short, it pays to have 
scale and resources in this market, and Spirent has both. By also offering 
a number of products that are superior to peers’, Spirent is definitely a 
top-three (if not top-two) vendor globally. We are therefore not surprised 
by its industry-leading c40% ROCE. 

● Lower cyclicality and higher revenue visibility: Spirent used to be more 
cyclical than it is today because: 1) its volatile device-testing business was 
a larger component of revenues; and 2) its high-speed ethernet testing 
revenues were dependent on the capex cycle of a select few big-
customers. Spirent today faces less cyclicality, because it: 1) has a smaller 
device-testing business; 2) faces a more elongated and overlapping 
ethernet cycle; 3) has a more diverse customer base; 4) has developed 
products and solutions to be a part of client opex rather than capex cycles; 
and 5) derives 60% of its revenues from software and services. All these 
changes have helped Spirent post an impressive 27% FCF CAGR over 2015-
20, a rare achievement in our TMT coverage universe. 

● Outperformance a real possibility: Spirent has already signed 180 5G deals 
in Q1 of 2021, implying 20% annualised growth. With revenues typically 
H2-loaded, this growth could be markedly higher too. We see capacity for 
c23% upside to our FY 2024 earnings forecasts, most of which is driven by 
the company’s lifecycle service assurance segment. 

● Valuation: We value Spirent using a blended approach of our base-case 
DCF and a target multiple. The stock trades on 22x P/E. 

  22 June 2021 

BUY (Initiation) 

Current price 
 

Price target 

GBp 240 
 

GBp 310 
21/06/2021 London Close 

Market cap (GBP -) 1,463 
Reuters SPT.L 
Bloomberg SPT LN 

Share data 

Shares outstanding (m) 610 

Enterprise value (GBP -) 1,324 
Daily trading volume 1,734,000 

Key data 

Price/book value 5.3 
Net gearing -45.7% 
CAGR sales 2021-2023 4.9% 
CAGR EPS 2021-2023 7.1% 
    

 
 

Y/E 31/12, USD m 2019 2020 2021E 2022E 2023E 

Sales 504 522 559 586 615 
Adj EBIT 93 104 113 121 130 
Adj EPS (diluted) 13.23 14.53 15.59 16.70 16.84 
Adj EBIT margin 18.4% 19.8% 20.3% 20.7% 21.2% 
ROCE (excl. cash) 35% 40% 46% 52% 56% 
EV/EBIT 20.3x 17.7x 16.4x 14.9x 13.5x 
P/E 25.5x 23.3x 21.7x 20.2x 20.1x 

Source: Company data, Berenberg 
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BUY    

  

Investment thesis 
 

22 June 2021 Reuters SPT.L 

  

● Summary:Summary:Summary:Summary: Spirent is a global leader in test and assurance solutions 
for the telecoms market, and offers products and solutions that are 
used to test, assure and secure high-speed ethernet and mobile 
networks, clouds, devices and applications. We forecast mid-single-
digit earnings growth for the coming years, but note that this could 
be meaningfully higher if 5G-related tailwinds play out as we think 
is possible. 

● 5G and cloud tailwinds:5G and cloud tailwinds:5G and cloud tailwinds:5G and cloud tailwinds: We expect an exponential increase in 
network complexity with the evolution to 5G, combined with an 
insatiable demand for higher speed ethernet from the 
proliferation of public clouds, to usher in a major growth cycle for 
Spirent. Carriers are accelerating the buildout of faster standalone 
5G networks and we expect momentum to pick up in 2022-23. On 
a multi-year view, this could well drive growth significantly ahead 
of the mid-single-digit rate we assume in our base case. 

● Top vendor with highTop vendor with highTop vendor with highTop vendor with high----barriers to entry:barriers to entry:barriers to entry:barriers to entry: Suppliers are deeply 
entrenched in customer operations in this industry, with sales 
personnel placed at customer sites; this makes barriers to entry 
high for small and new players. By offering a number of products 
that are superior to peers’, Spirent is definitely a top-three if not a 
top-two vendor in this space. 

● Valuation:Valuation:Valuation:Valuation: DCF and peer multiples.  

Bloomberg SPT LN 

Current price Price target   
  

GBp 240 GBp 310 
Market cap (GBP -) 1,463 

21/06/2021 London Close EV (GBP -) 1,324 

Trading volume 1,734,000 

Free float 99.56% 

Non-institutional shareholders Share performance 
  

None High 52 weeks GBp 304 

Low 52 weeks GBp 229 

Business description Performance relative to 
  

Spirent Communications plc specialises in 
test and assurance solutions for the 
telecommunications (telecoms) market. 

 SXXP FTSE 250 
  

1mth -5.9% -3.8% 

3mth -6.7% -4.1% 

12mth -25.3% -27.8% 

 

Profit and loss summary 

USD m 2019 2020 2021E 2022E 2023E 

Revenues 504 522 559 586 615 
EBITDA 116 125 136 145 154 
EBITA 95 105 115 122 131 
EBIT 93 104 113 121 130 
Associates contribution 0 0 0 0 0 
Net interest 1 0 -1 -1 -1 
Tax -12 -11 -15 -17 -25 
Minorities 0 0 0 0 0 
Net income adj. 82 89 96 103 104 
EPS reported 12.79 13.84 14.27 15.65 16.36 
EPS adjusted 13.23 14.53 15.59 16.70 16.84 
Year end shares 610 610 610 610 610 
Average shares 610 610 610 610 610 
DPS 5.39 6.04 7.01 7.51 7.58 

 

 
Cash flow summary 

USD m 2019 2020 2021E 2022E 2023E 

Net income 82 89 96 103 104 
Depreciation -23 -22 -22 -23 -24 
Working capital changes 18 14 3 2 2 
Other non-cash items 42 39 29 37 43 
Operating cash flow 119 121 106 119 125 
Capex -13 -10 -13 -19 -24 
FCFE 106 111 93 101 100 
Acquisitions, disposals -1 1 -55 0 0 
Other investment CF 3 2 2 2 2 
Dividends paid -29 -34 -69 -46 -46 
Buybacks, issuance -9 -12 -12 -12 -12 
Change in net debt 29 63 -35 52 59 
Net debt -174 -231 -196 -248 -307 
FCF per share 17.45 18.24 15.29 16.50 16.44 

 

  

Growth and margins 

 2019 2020 2021E 2022E 2023E 

Revenue growth 5.6% 3.7% 7.0% 4.9% 4.9% 
EBITDA growth 23.1% 7.8% 8.4% 6.7% 6.7% 
EBIT growth 20.5% 11.4% 9.6% 7.1% 7.1% 
EPS adj growth 23.1% 9.8% 7.2% 7.1% 0.8% 
FCF growth 120.7% 4.5% -16.2% 7.9% -0.3% 
EBITDA margin 23.0% 23.9% 24.2% 24.7% 25.1% 
EBIT margin 18.4% 19.8% 20.3% 20.7% 21.2% 
Net income margin 16.2% 17.1% 17.2% 17.5% 16.9% 
FCF margin 21.1% 21.3% 16.7% 17.2% 16.3% 

 

 
Key ratios 

 2019 2020 2021E 2022E 2023E 

Net debt / equity -37.3% -48.1% -45.7% -52.6% -58.2% 
Net debt / EBITDA -1.5 -1.8 -1.4 -1.7 -2.0 
Avg cost of debt 0.7% 0.1% 0.1% 0.1% 0.1% 
Tax rate 13.0% 13.6% 15.0% 15.0% 20.0% 
Interest cover -92.9 -1035.0 226.8 243.0 260.2 
Payout ratio 40.7% 41.6% 45.0% 45.0% 45.0% 
ROCE 35.2% 39.8% 46.3% 51.8% 55.8% 
Capex / sales 2.6% 1.9% 2.4% 3.2% 4.0% 
Capex / depreciation 53.1% 45.5% 58.5% 80.2% 100.6% 

 

  

Valuation metrics 

 2019 2020 2021E 2022E 2023E 

P / adjusted EPS 25.5 23.3 21.7 20.2 20.1 
P / book value 5.1 4.7 5.3 4.7 4.2 
FCF yield 5.2% 5.4% 4.5% 4.9% 4.9% 
Dividend yield 1.6% 1.8% 2.1% 2.2% 2.2% 
EV / sales 3.7 3.5 3.3 3.1 2.9 
EV / EBITDA 16.3 14.6 13.8 12.5 11.4 
EV / EBIT 20.3 17.7 16.4 14.9 13.5 
EV / FCF 17.7 16.5 20.0 18.0 17.5 
EV / cap. employed 4.2 3.7 4.2 3.7 3.2 

 

 
Key risks to our investment thesis 

● If consolidation in Spirent’s customer-industry continues, Spirent will 
become more dependent on some of these customers, increasing 
concentration risk.  

● Customers prefer not to increase their opex, so there could be 
pushback against Spirent’s software-as-a-service-based offering, with 
customers opting for test-as-a-service or lab-as-a-service, for 
example. Alternatively, pricing could move to a usage basis. 

● Network equipment makers such as Cisco could also start offering 
testing and assurance solutions or carriers themselves could build 
assurance solutions. Networks built using software rather than 
hardware could lower the barriers to entry to the testing and 
assurance market. 
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Spirent – investment thesis in pictures 

Spirent has become much less cyclical over 2015-20, driven by 

the lifecycle service assurance (LSA) segment which is focused 

on live networks; adjusted EBIT has grown at 20% CAGR over this 

period, and FCF at 27% CAGR 

Spirent has optimised its opex and now has the right-formula to 

take advantage of the industry tailwinds 

 
 

Source: Berenberg estimates, company reports Source: Berenberg estimates, company reports 
 

The company has pivoted from a lab-testing solution provider to 

1) assuring live networks, and 2) serving blue-chip companies 

and hyperscalers; Spirent’s largest customer represents just 7% 

of group revenue while the top ten make up 41% 

Spirent is a top-three (if not top-two) vendor with c60% of 

revenues from recurring software and services; it is no surprise 

that the company has an industry-leading gross margin of c73% 

and ROCE excluding cash of 40% 

 
Source: Berenberg estimates, company reports Source: Berenberg estimates, company reports 
 

We forecast a top-line CAGR of c5.5% and an adjusted EBIT 

CAGR of c8% over 2020-24E, which we think is conservative  

We expect 5G-related tailwinds to push top-line CAGR towards 

c11% over 2020-24, resulting in a 23% upside to 2024E base case 

adj EBIT or EPS estimates 

  
Source: Berenberg estimates, company reports Source: Berenberg estimates, company reports 

Business Division
Network & 

Security (N&S)

Connected 

Devices (CD)

Lifecycle Service 

& Assurance (LSA)

% of group revenues 

(2020)
60% 25%

5.6%
Reported revenue 

CAGR (2015-20)

Organic Revenue 

CAGR (2015-20)

Adj EBIT CAGR (2015-

20)

Adj EPS CAGR (2015-

20)

28%

24%

6.4%

% of group Adj EBIT 

(2020)*
63%

2.6% -9%

9% -5%

14%

0.6%

1.8%
Group revenue CAGR 

(2015-20)

20%
Adj EBIT CAGR (2015-

20)

15%

32%

17%

3.8%
Organic revenue 

CAGR (2015-20)

18%

24%
25%

25% 24%
23%

20%
19% 20% 20% 20% 20% 20%

19%

23%
25%

27% 27%
26% 26% 26%

24% 24% 24% 24% 23%

11%
12%

9% 9% 9%
10% 10% 10% 10%

9% 9% 9% 9%
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Spirent Communications: business overview 

Spirent is a global leader in test and assurance solutions for the telecoms market and 
offers products that are used to test, assure and secure high-speed ethernet and IP 
networks, mobile networks, clouds, devices and applications. The goal is to 1) reduce 
capex and opex for its customers, 2) accelerate time to revenue, 3) bring better-quality 
products to market, 4) automate the testing process, and 5) proactively identify and 
resolve live network problems. With a goal to solve wider business problems for its 
customers and to increase revenue visibility, the company has accelerated its focus on 
recurring software and services, which currently account for c60% of group revenues. 
Spirent has 1,100 customers across geographic regions and we expect it to make 
revenues of c$560m in 2021E. 

Spirent’s history 

History of Spirent 

 
Source: Company reports 

Founded in the 1930s with a focus on electric and electronic productsFounded in the 1930s with a focus on electric and electronic productsFounded in the 1930s with a focus on electric and electronic productsFounded in the 1930s with a focus on electric and electronic products    

Spirent was founded in 1936 by Jack Bowthorpe as Goodliffe Electric Supplies, in London, 
England. In 1948, the business was incorporated as Bowthorpe Holdings Ltd and moved to 
Crawley, West Sussex, where its corporate headquarters are today. It listed on the London 
Stock Exchange in 1955. In 1981, the company registered as Bowthorpe Holdings plc and 
changed its name to Bowthorpe plc the following year.  

AcquisitionAcquisitionAcquisitionAcquisition----led pivot towards the telecoms testing market in the 1990sled pivot towards the telecoms testing market in the 1990sled pivot towards the telecoms testing market in the 1990sled pivot towards the telecoms testing market in the 1990s    

Bowthorpe plc’s electronics business went through rapid growth in the 1990s due to the 
dot-com boom. The company changed its strategic direction during this time to focus on 
investments in high-technology markets with high growth potential. In 1995, the business 
entered the communications test market after acquiring Telecom Analysis Systems in New 
Jersey, US. After this, there were  numerous other acquisitions such as: 1) Adtech (1997), a 
digital test equipment concern; 2) Netcom Systems (1999), a US telecoms testing business, 
which made network equipment testers; 3) DLS (1999), a Canadian telecoms testing 
business; 4) Hekimian and Zarak (2000), both communication software businesses; and 
5) Net-Hopper (2000), an access systems specialist.  

Building a global leader in communications testing Building a global leader in communications testing Building a global leader in communications testing Building a global leader in communications testing and service assuranceand service assuranceand service assuranceand service assurance    

In 2000, the business changed its name to Spirent and focused on building itself into a 
global leader in communications testing and service assurance. In 2001, Spirent dual-listed 
on the New York Stock Exchange. It acquired Caw Networks in 2002 – a company that 
made network performance testing appliances such as Avalanche – and in 2006 it bought 
Scientific Software Engineering and Imperfect Networks. 

 

2017:2017:2017:2017:

Radvision operations and 

Mobilethink were disposed

1997:1997:1997:1997:

Acquired Adtech

1999:1999:1999:1999:

Divests its automotive 

business and acquired 

Netcom Systems and DLS

2000200020002000

Acquired Hekimian, Zarak 

and Net-Hopper

2011:2011:2011:2011:

Acquires Fanfare 

Software

2012:2012:2012:2012:

Acquired Mu Dynamics 

and Metrico Wireless.

2014:2014:2014:2014:

Acquired Radvision’s 

Technology Business 

Unit and Mobilethink A/S

2001:2001:2001:2001:

Listed on the New York 

Stock Exchange

2002:2002:2002:2002:

Acquired Caw Networks 

1990:1990:1990:1990:

Rapidly grows due to the 

dot-com boom

1995:1995:1995:1995:

Acquires Telecom 

Analysis System

2006:2006:2006:2006:

Acquired Scientific 

Software Engineering and 

Imperfect Networks

2007:2007:2007:2007:

Delisted from the NYSE

1955:

Listed on the LSE

1978:1978:1978:1978:

Jack Bowthorpe becomes 

Chairman of the company

1948:1948:1948:1948:

Business moves to Crawley, 

West Sussex

1936:1936:1936:1936:

Founded by Jack 

Bowthorpe as Goodliffe 

Electric Supplies in 

London, England

1938:1938:1938:1938:

Formed a joint venture 

with Hellermann Electric 

Ltd

1936 19901940 1950 1960 1970 2000 2005 2010 2015 20201980 1995

2021:

Acquired 
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The birth of “Spirent Communications”The birth of “Spirent Communications”The birth of “Spirent Communications”The birth of “Spirent Communications”    

In 2006, the company renamed itself Spirent Communications. The company voluntarily 
delisted from the New York Stock Exchange in 2007 but retailed its UK listing. After that, 
Spirent Communications went on to buy Fanfare Software, a US developer of the iTest 
automation software, in 2011. The following year it also acquired Mu Dynamics, a company 
that produces cloud and app testing products, and Metrico Wireless, a global leader in 
mobile device performance analytics.  

Focus on product development and sales/marketing to create longFocus on product development and sales/marketing to create longFocus on product development and sales/marketing to create longFocus on product development and sales/marketing to create long----term valueterm valueterm valueterm value    

In 2013, Spirent Communications began a new fresh long-term vision for the company 
under new leadership. There was an increase in investment in product development, sales 
and marketing, in order to create long-term value for the firm. Further acquisitions also 
took place in July 2014, when it bought Radvision’s Tel Aviv-based Technology Business 
Unit from Avaya. In September of the same year, it announced that it had acquired 
Mobilethink A/S and its wholly owned subsidiary, Tweakker ApS, a provider of mobile 
device solutions for mobile operators. However, in July 2017, the Tel Aviv operations and 
Mobilethink were spun off into a separate company, Softil, via a management buyout. In 
2021, the company bought Octoscope to become a leader in the Wi-Fi testing market.  

SharSharSharShare price performancee price performancee price performancee price performance    

Spirent’s share price has grown at c5% annually or delivered a c8% total shareholder return (TSR) including dividends since 2011; 

however, since the change in its strategy, Spirent has delivered a TSR of 30% annually over 2015-20A 

 
Source: Factset, Berenberg estimates 

What Spirent does 

Spirent is a global leader in the test and assurance solutions for the telecommunication 
market. It helps customers manage the complexity of their devices, networks and services, 
enabling them to keep the promises they make to their customers while reducing cost and 
accelerating time to revenue. Spirent’s products and solutions bring better-quality products 
and services to market faster, automate the testing process and proactively identify and 
resolve production network problems. 

Until 2020, Spirent reported three main business divisions – Network & Security (N&S), 
Lifecycle Service Assurance (LSA) and Connected Devices (CD) – which we briefly touch on 
below, and discuss in more detail later on. From 2021, the company is planning to merge 
the CD segment into the LSA segment. Also, $15m of wireless revenue from the N&S 
segment together with the Octoscope business is to be included in the “new LSA” segment. 

● Network & Security (60% of group revenue): This division provides performance and 
security testing solutions to accelerate the development and validation of new 
equipment, networks, and applications. This is the largest division of the group and it 
provides services for mobile networks, ethernet and IP, cloud, cybersecurity and PNT 
(positioning, navigation and timing). 
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● Lifecycle services assurance (25% of group revenue): This division seeks to transfer 
Spirent’s expertise in cutting-edge technologies gained in the lab into active test and 
assurance solutions that automate service turn-up, monitoring and troubleshooting of 
live 5G, LTE (long-term evolution), ethernet, SD-WAN (software-defined wide area 
networks) and cloud networks.  

● Connected devices (15% of group revenue): This segment consists of automated test 
solutions and service offerings for mobile devices and supported voice, video and 
location services in the lab or on operational networks. Innovative test solutions for 5G 
air interface technologies are supported as well. 

Spirent’s products and services at a glance 

 
Source: Company reports, Berenberg estimates 

The organisation and geographic exposureThe organisation and geographic exposureThe organisation and geographic exposureThe organisation and geographic exposure    

With corporate headquarters in Crawley, UK and operational headquarters in San José, 
USA, Spirent has c1,500 employees located in over 20 countries, but a large majority of 
them are based in the US and China. Sales/marketing and product development employ 
c32% of the workforce each.  

Spirent serves customers in over 50 countries but the Americas and Asia-Pacific make up 
c90% of group revenues. Around 20% of group revenues are exposed to China, while EMEA 
has the smallest contribution of c10%. 
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Spirent employs c1500 employees with c32% each in sales/ 

marketing and product development 

The Americas and Asia-Pacific account for c90% of group 

revenues; China exposure is c20% of group 

  
Source: Company reports Source: Company reports 

Business model 

GoGoGoGo----totototo----marketmarketmarketmarket    

● Product creation: As with all product companies, the business model for Spirent starts 
with hiring engineers to innovate and create new products and solutions. The company 
spends c$100m or c20% of revenue every year on product development, and almost all 
of it is expensed as incurred. Spirent uses contract manufacturers to manufacture a 
substantial amount of its products. One of its major contract manufacturers is located 
in Thailand. 

● Marketing: Marketing of the products is the next step and Spirent has pivoted to a more 
digital-first strategy in its attempt to adapt during the COVID-19 pandemic. It has gone 
live with a new corporate website and blog as well as a new social media programme.  

● Direct sales and partner channels: Using the leads generated from its marketing 
efforts, Spirent’s direct salesforce engages with potential customers. In the US, the 
company largely leverages its direct salesforce to land new customers and deals. 
However, in EMEA and Asia-Pacific, it largely uses a network of partners to source new 
deals. The chart below shows the company’s global partner footprint. 

Spirent – global partner footprint 

    
Source: Company reports 
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Spirent’s business model  

    
Source: Company reports 

● Customer acquisition: To land a new deal with a customer, Spirent, alongside any of its 
competitors, needs to analyse the customer’s requirements and revert with the cost of 
products and solutions it offers. Out of the seven to eight vendors who submit bids, two 
or three of them are selected for the trial period (proof of concept or PoC), which could 
last six months to 18 months depending on the complexity. During the PoC, Spirent 
needs to make available two to three engineers to support the customer. And finally at 
the end of the PoC, two vendors are selected or sometimes even three for big projects. A 
deal could be for multiple products and solutions. 

● Contracts and pricing: A typical product consists of the hardware, exclusive perpetual 
software licences and maintenance contracts, each of which is priced separately. 
Seemingly, there are software-only testing products as well. Managed services including 
test-as-a-service, lab-as-a-service, certification-as-a-service and deployment-as-a-
service, are also offered. Contracts generally are three to five years’ long and software and 
service revenues are recognised evenly over the duration of the contract. 

● Customer relationships and retention: In this industry, it is all about customer 
retention and growing the key accounts. For this to work in practice, the salesforce 
needs to be specialised, focusing on specific products and areas. Generally, experienced 
salespeople are hired, who already have an established relationship with the client. A 
large part of the salesforce is placed on customer sites to provide active support and 
assistance. This approach helps build long-term relationships with clients and allows 
for continuous feedback on products and solutions to be passed back to the product 
development team, which helps in future business planning. 

● Customer acquisition costs: The traditional telecommunication supply chain has a 
limited number of companies that could be customers of Spirent; however, we highlight 
in the next section how Spirent is now targeting a larger customer set. What this means 
is that Spirent works with almost all the players in the supply chain and therefore there 
is not really much cost involved in new customer acquisitions. 



Spirent Communications plc (SPT LN) 

UK Mid-Cap – Telecommunications  
 

 

13 

● Software and services account for c60% of group revenues: The focus of the key 
accounts programme is not just to grow share of wallet with existing customers but also 
to enable a move from transactional sales to solving business problems. Spirent’s 
strategy is to offer managed solutions for both the lab and live environments and to 
continuously increase the software and services component of revenues (c60% of group 
revenues in 2020). Through these recurring revenue streams, the company plans to 
counter cyclicality in its business – we explore this in more detail in Key investment 
point two. 

Spirent’s customersSpirent’s customersSpirent’s customersSpirent’s customers    

Spirent serves 1,100 customers across 49 countries.  

● Lab customers: These customers include carriers, network equipment makers (NEMs), 
cyber-security providers, chipset original equipment makers (OEMs) and US defence 
contractors who buy Spirent’s products for testing in the lab prior to deployment.  

● Live customers: Through the VisionWorks product, Spirent offers carriers a way to 
assure their live networks by proactively identifying and resolving network issues. 

● Target customers: Spirent plans to further diversify its customer base by providing 
cloud performance, testing and assurance services to the hyperscalers and other large 
enterprises including financial institutions. It has already had some success in this 
endeavour and the acquisition of Octoscope adds blue-chip clients such as Google and 
Facebook to its roster. 

Spirent – existing and target customers 

    
Source: Company reports, Berenberg estimates 

● Customer concentration is low but could get higher: Spirent serves eight of the top ten 
telcos so if the industry consolidates further, there could clearly be some concentration 
risk. Currently, however, no customer accounts for more than 7% of group revenue and 
the top ten customers make up 41% of revenues. 
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Largest customer accounts for 7% of group revenue and top 10 

customers make up 41% 

 
Source: Company reports, Berenberg estimates 

Overview of products and technology 

Networks & Security (N&S, 60% of sales) Networks & Security (N&S, 60% of sales) Networks & Security (N&S, 60% of sales) Networks & Security (N&S, 60% of sales) ––––    focused on testing and deploymentfocused on testing and deploymentfocused on testing and deploymentfocused on testing and deployment    

The products in this division are focused on testing, performance analysis, measurement 
and network validation of high-speed ethernet, mobile backhaul, cloud, virtual network 
functions, cybersecurity, and PNT products. We discuss products belonging to each of 
these categories below and we also note that high-speed ethernet and mobile testing 
products account for a large portion of N&S revenues. Our estimate is that they could 
account for 50% to 60% of this segment, with the rest divided between cloud, cybersecurity 
and PNT products (the company has not disclosed this number). 

● High-speed ethernet testing: Widely used to interconnect devices within offices, data 
centres, schools and homes, the ethernet has evolved from 1G in 1990s to 400G today. 
800G and 1600G are already here. All this change requires comprehensive testing to 
ensure that the network is reliable. Clearly, evolution of the ethernet creates more 
opportunities for Spirent. The company offers ethernet testing, validation and test 
automation capabilities through support for multiple protocols and interfaces. 
TestCentre is the main ethernet testing product on offer. We take a deep dive into 
ethernet-related tailwinds for Spirent in Key investment point one. 

TestCentre in action Technical explanation of what TestCentre does 

 

“TestCentre provides actionable analytics and flexible 

intuitive reports to better understand dynamic systems under 

stress and subsequently reduce unneeded complexity and 

final costs. The Spirent TestCenter Enhanced L4-7 unified 

QoE Assessment Tool helps generate full state application 

protocol traffic over emulated topology, to conduct 

concurrent Layer 2-3 and Layer 4-7 application traffic 

generation via single user interface, automation framework.” 

Source: Company reports Source: Company reports 
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Spirent – products and solutions for lab and live environments 

 
Source: Company reports, Berenberg estimates 
Note: CD segment is to be merged with LSA division from 2021 
Note: The list of products and solutions mentioned above is not comprehensive 

● Mobile networks: With millions of calls, videos, and internet-of-things (IoT) messages 
sent every second, the modern mobile network is under vast, unpredictable levels of 
stress. Spirent’s mobile network test portfolio recreates these real-world conditions in 
lab or pre-production environments and performs comprehensive validation tests. The 
products tested are radio and core networks, backhaul networks and base state 
receivers emulating radio frequency (RF) environments for multiple-input/multiple-
output (MIMO) testing. The main product here is Landslide, which is used for speeding 
up 5G core deployments, cloud functions testing and IoT compatibility and validation. 
The Landslide core network programme helps to deliver better results by leveraging on 
the library of automated test cases developed by 5G experts. This leads to a jump-start 
in 5G performance and subsequently IoT. We take a deep dive into 5G-related tailwinds 
for Spirent in Key investment point one. 
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Key - Main products 

• TestCentre: used for testing , performance analysis, 

measurement and network validation of high-speed ethernet, 

mobile backhaul, cloud and virtual network functions.

• iTest: used to design, build and deploy automated test suites 

that speed technology development by identifying critical 

bugs as early as possible.

• Velocity: automates lab environments for faster testing and 

reduced equipment utilisation.

• CyberFlood: Test the security, performance and scalability of 

app-aware solutions.
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• VisionWorks: drives synthetic traffic across a live network to 

validate performance and isolate issues. Active assurance is 

provided through proactive analysis and automated 

troubleshooting.
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Landslide – speeding up deployment with significantly less resources 

 
Source: Company reports 

● Cloud: Spirent’s test solutions are used for the acceleration of the design, development, 
and deployment of cloud and virtualised networks. This product helps users to 
understand the cloud structure better, leading to better decision-making. It assists 
customers with workload migration to the cloud and cloud visibility, which 
significantly reduces or eliminates poor cloud performance. CloudSure, OpenPerf and 
CloudLabs are the products on offer. 

Spirent – cloud testing, deployment and validation  

 
Source: Company reports 

● Cybersecurity: Spirent uses its network testing experience to evaluate the potential of 
different cybersecurity protocols and assesses their strengths and weaknesses in a safe 
laboratory environment. It does so by providing a hyper-realistic assessment based on 
real-world application, service and high-fidelity attack simulation. The intelligence 
generated by Spirent’s solutions guides future cybersecurity development. The main 
products include SecurityLabs, Avalanche and CyberFlood. 

● Positioning, navigation and timing (PNT): Spirent has world leadership in global 
navigation satellite system (GNSS) simulation solutions and services that it provides to US 
defence contractors. It provides test tools and support to the development and 
deployment of the Modernised Navstar Security Algorithm, a key element in GPS 
modernisation. By leveraging expertise gained in military applications, Spirent now 
serves PNT commercial customers by offering rigorous testing solutions, which assess the 
accuracy, integrity, continuity and reliability of 1) multi-sensor systems for connected cars 
and 2) large-scale over-the-air-applications. Currently, the four verticals covered are 
military and defence, space, autonomous vehicle and chipset and handset makers, but a 
large portion of the revenues from these products are from US defence contractors. 
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Spirent – security solutions 

 
Source: Company reports 

● Lab and test automation: According to industry veterans we spoke to, Spirent is well 
known in the industry for its large functional test suite, which automates the testing 
process. iTest is used to design, build and deploy automated test suites that speed 
technology development by identifying critical bugs as early as possible. Velocity 
automates lab environments for faster testing and reduced equipment utilisation. 

Lifecycle Service & Assurance (LSA, 25% of sales) Lifecycle Service & Assurance (LSA, 25% of sales) Lifecycle Service & Assurance (LSA, 25% of sales) Lifecycle Service & Assurance (LSA, 25% of sales) ––––    focused on live networks focused on live networks focused on live networks focused on live networks     

Products in this segment provide active test and assurance solutions that automate service 
turn-up, monitoring and troubleshooting of live 5G, LTE, ethernet, SD-WAN and cloud 
networks. From 2021, two changes are happening in the LSA segment: 1) the CD segment is 
merging with the LSA segment 2) the Octoscope acquisition and c$15 of Wi-Fi testing 
revenues from the N&S segment are to be included within LSA. In the “new LSA segment” 
we expect the breakdown to be as follows: 

● Landslide and VisionWorks each to make up c27% of the “new LSA” revenues; 

● Wi-Fi Testing to make up c11%; 

● Connected devices to make up c32%; 

● Others 3%. 

We already discussed Landslide earlier so here we focus on the other main product, 
VisionWorks. 

● VisionWorks drives synthetic traffic across a live network to validate performance and 
isolate issues. Active assurance is provided through the following features, which 
augment passive network monitoring: 

o end-to-end visibility – leverage both lab and live testing across the entire network 
to quickly identify network, service and user experience problems; 

o proactive analytics – verification of critical services and network performance 
before customer usage starts, when traffic levels are low, and as usage increases; 

o automated troubleshooting – leverage actionable data and signature-based analysis 
to detect irregularities and automatically initiate troubleshooting test procedures. 

● Wi-Fi testing and the Octoscope acquisition: The Octoscope acquisition combined with 
Spirent’s existing portfolio of Wi-Fi test solutions provides accurate, repeatable and 
automated wireless test solutions and methodologies to the wireless industry. By 
emulating real-world environments, it allows for testing of the latest Wi-Fi 6 and 6E 
technologies.  

● LSA products help customers reduce opex and capex: In the diagram below, we show 
some reported numbers from the company that quantify how LSA products help 
customers. In summary, customer opex and capex are reduced by a huge extent, while 
also speeding up the testing and deployment process by 300x.  

● Managed solutions are the future: Spirent has begun offering managed services 
including test-as-a-service, lab-as-a-service, certification-as-a-service and 
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deployment-as-a-service. The idea is to solve bigger business problems for customers. 
Services (including managed solutions, support and professional services) account for 
c28% of group revenues. We estimate that managed services currently accout for a third 
of that. The company has not disclosed this number except to say that it is still in a 
nascent stage. 

VisionWorks – an active assurance product 

 
Source: Company reports 

 

LSA products – quantifying how it helps customers  

 
Source: Company reports 

Connected Devices (CD, 15% of sales) Connected Devices (CD, 15% of sales) Connected Devices (CD, 15% of sales) Connected Devices (CD, 15% of sales) ––––    focused on lab networks focused on lab networks focused on lab networks focused on lab networks     

The products in this segment test smart devices and radio systems to ensure that they are 
working as they should.  

● Radio systems: Spirent’s Vertex RF Channel Emulation enables developers of 
endpoints, chipsets, base stations and access points to test their radio systems in a 
controlled lab environment. 

● Mobile user experience: Spirent’s Umetrix user experience solutions assess the 
experiences that users achieve from wireless devices and mobile networks. 

● Cellular device location and protocol test: Spirent’s 8100 5G mobile device test system 
is used for rigorous testing of the mobile services we depend on for emergency calls, 
location accuracy, voice connectivity and data. 
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Financial performance 

Spirent’s financial performance at a glanceSpirent’s financial performance at a glanceSpirent’s financial performance at a glanceSpirent’s financial performance at a glance    

We show below Spirent’s financial performance for the entire 2012-20 period and 
separately we show its performance for 2015-20. The reason we do so is to highlight that 
the Spirent of recent times is different and much less cyclical than that of the past. We 
explain why this is the case in more detail in Key investment point three. 

Spirent financial performance 2012-20 Spirent financial performance 2015-20 

  
Source: Company reports, Berenberg estimates Source: Company reports, Berenberg estimates 

Spirent’s financial Spirent’s financial Spirent’s financial Spirent’s financial performance in chartsperformance in chartsperformance in chartsperformance in charts    

● Revenue and EPS cyclicality: Historically, Spirent was a cyclical business; however, in 
Key investment point three, we discuss why we think the cyclicality will be more muted 
in the future – our revenue forecast reflects this as shown below. 

● Gross margin: Spirent has had very stable gross margins in the past 10 years, reflecting 
its pricing power, sticky customer base and the high barriers to entry. We discuss the 
competitive landscape at length in Key investment point two. 

● Opex costs and EBIT margin: R&D costs have had ups and downs since 2012 – we 
explain more about this in Key investment point three. Both R&D and S&M costs in 
2020 are close to normalised levels, as explained by management. S&M costs that are 
down in 2020 due to COVID-19 will go up in the future, but this will be more than offset 
by operating leverage from the merger of two business lines – LSA and CD. We expect 
some operating leverage in administrative costs as well. This will drive c200bp EBIT 
margin improvements by 2024E as compared with 2020. 
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Historical and forecast revenue by segment Historical gross margin, adjusted EBIT ($m), adjusted EBIT margin  

  
Source: Company reports, Berenberg estimates 
*CD to merge with LSA from 2021 

Source: Company reports, Berenberg estimates 
 

 

Historical and forecast gross margin by segment Historical and forecast adjusted EBIT margin by segment 

  
Source: Company reports, Berenberg estimates 
*CD to merge with LSA from 2021  

Source: Company reports, Berenberg estimates 
*CD to merge with LSA from 2021  

 

Historical and forecast opex as % of sales Historical and forecast EPS trend 

  
Source: Company reports, Berenberg estimates Source: Company reports, Berenberg estimates 
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Key investment point one: significant industry 
tailwinds for Spirent 

We expect exponential increases in network complexity with the transition to 5G, 
combined with an insatiable demand for higher-speed ethernet from the proliferation of 
public clouds, to usher in a major growth cycle for Spirent. According to GSMA, not only 
is 5G spend expected to be at least 50% more than 4G but the pace of 5G adoption is 
projected to be much faster with 40% of subscriptions expected to be 5G by 2026.  

Early rollouts of lower-speed 5G networks (non-standalone) have been lacklustre in 
driving customer adoption. Carriers are therefore accelerating the buildout of 
standalone 5G networks to offer a more differentiated experience to end-users. In April 
2021 Verizon announced a $10bn capex programme over three years (on top of its usual 
capex) to focus on 5G, and we think it will not be long before other carriers follow suit. 
We expect momentum in building out standalone 5G networks in 2022 and 2023; 
however, we do note that there could be some delays due to the global chip shortage. On 
a multi-year view, however, this should still act as a tailwind for Spirent and could well 
drive growth significantly ahead of the mid-single-digit rate we assume in our base case. 

Performing a crucial role in the digitisation of the world 

Bandwidth demand growth a sBandwidth demand growth a sBandwidth demand growth a sBandwidth demand growth a strong tailwindtrong tailwindtrong tailwindtrong tailwind    

To repeat what is now probably a cliché, “data is the new oil”. In 2020 alone, c300bn emails 
were sent and received each day and according to the World Economic Forum, the amount of 
data (bandwidth) in the world is estimated to be 59 zetabytes (one zetabyte is 1021 bytes). For 
seamless and error-free transfer of huge amounts of data across the world, the network 
connectivity needs to be good and reliable. Spirent is in the business of testing the equipment 
and ensuring that network connectivity remains viable while proactively identifying and 
fixing customer issues. The increasing popularity of cloud computing, IoT, gaming, video 
conferencing, etc, is driving bandwidth demand, which according to the World Economic 
Forum is set to soar to 175 zetabytes by 2025, providing strong tailwinds for Spirent. 

Start of a major growth cycle – seven markets to look out for  

Spirent’s solutions accelerate the development, testing, deployment and validation of new 
equipment, networks and applications for on-premise, cloud and mobile networks. 
Historically, the company focused solely on lab-based testing (making it more dependent 
on its customers’ capex), but since 2017 it is also monitoring and troubleshooting live 
networks (making it more opex-dependent) through the introduction of new SaaS business 
models. We track the following markets in which Spirent operates. 

1) High-speed ethernet testing market: Spirent is a market leader in the high-speed 
ethernet testing market. Mordor Intelligence expects the ethernet test equipment 
market to grow at a CAGR of 6.45% over 2020-26. We go into more detail on the market 
drivers later in this section under the heading Why spend with Spirent will increase, but 
here is a summary. The key drivers of the high-speed ethernet testing market are: 

o the transition of ethernet technology from 100G to 400G and beyond; 

o a quadrupling of growth in data centre capacity over 2019-22; and 

o increasing edge cloud deployments. 

2) Mobile network testing market: More competitive than the ethernet market, the mobile 
network testing market, which includes testing of 2G/3G/4G/5G RAN and core 
networks, has significant tailwinds in the form of 5G. The deployment of 5G networks, 
especially standalone ones, is expected to pick up more momentum in 2022 and 2023; 
however, we do note that there could be some delays due to the global chip shortage. 
We explore the market drivers in more detail later in this section under the heading 
Why spend with Spirent will increase, but here is a summary. The key drivers of the 
mobile network testing market are as follows. 

o GSMA estimates that expenditure on 5G will be at least 50% more than on 4G, which 
should increase demand for radio network, ethernet and core network testing. 
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o 5G substantially increases network complexity especially with increased 
virtualisation of the network, open RAN, hybrid and multi-cloud, network slicing 
and edge computing. All this complexity, combined with shorter software-based 
upgrade cycles, creates a need for more testing and proactive network or service 
assurance solutions. 

3) Service assurance market: Products in this market are focused more on the live 
network than on the lab. Spirent is one of the few companies to offer active assurance 
solutions (we discuss other peers who offer this in Key investment point two). 
MarketsAndMarkets estimates that the telecoms service assurance market (including 
passive and active assurance) will grow at a CAGR of 9.2% over 2020-25. Furthermore, 
our conversations with industry experts indicate that active assurance is expected to 
grow faster than the market average, for reasons we touched upon earlier – the 
exponential increase in complexity due to 5G creates a need for proactive network and 
service assurance.  

4) Connected device testing: With 5G adoptions projected to be much faster than was the 
case for 4G, 5G mobile subscriptions worldwide will be c40% of the total by 2026, 
according to the Ericsson Mobility Report – and this means more 5G-enabled 
smartphone models will be released, driving more demand for device testing. However, 
5G is not just about smartphones but other smart devices too. Testing of c13b new IoT 
devices by 2025 is expected to be a big driver of this market as well. 

5) Wi-Fi testing: With the acquisition of Octoscope combined with Spirent’s own Wi-Fi 
testing portfolio, Spirent is now considered the leader in Wi-Fi testing. The Wi-Fi 
business is growing at more than 15% pa driven by the emergence of new mission-
critical use cases in sectors such as healthcare and industry, and the expansion of 
applications including fixed wireless access and Wi-Fi offload. Wi-Fi applications 
continue to grow on the back of a robust technology roadmap (Wi-Fi 6/6E/7), the rise 
in remote working and expansion into new frequency bands around the world. 
According to the Ericsson Mobility Report published in November 2020, fixed wireless 
access (FWA)1 connections will more than triple by 2026, accounting for 25% of total 
mobile network data traffic globally. 

6) Location testing: Spirent has a c80% market share in the global navigation satellite 
simulation solutions that it provides to US military contractors (US defence, missile and 
drone makers). Spirent’s future focus will be on providing location testing services to 
the connected car market, which is to have c200m connected cars by 2025 (according to 
Juniper Research). We expect this to be a growth market for Spirent in the future. 

7) Cybersecurity testing: Products in this market involve testing hardware and software 
to ensure that networks, devices and applications are secure. As the cost to 
organisations from cyber-crimes continues to grow (over $100b a year currently), 
security demand for cybersecurity products outpaces budget growth. Although this is 
still a small business for Spirent, we expect that significant tailwinds in the industry to 
carry it forward, especially because security is a natural extension of the network 
testing that Spirent already specialises in. 

In the rest of this section, we spend some time cutting through the complex industry jargon 
before taking a closer look at the drivers of the markets we mention above. We believe that 
we are just at the start of a major growth cycle that could propel Spirent to new heights. 

Cutting through the jargon – seven terms investors need to know  

1) Multi1) Multi1) Multi1) Multi----andandandand----hybrid cloud and use hybrid cloud and use hybrid cloud and use hybrid cloud and use of cloudof cloudof cloudof cloud----native technologynative technologynative technologynative technology    

● What it is: Many organisations use (or want to use) a combination of private cloud, 
public cloud and on-premise for their IT infrastructure. In addition, companies (a good 
example would be Netflix) have moved from a monolithic architecture to one based on 
microservices (containers or serverless), so that they can deploy multiple changes 
simultaneously without affecting the rest of the infrastructure.  

● Why it is relevant: The resultant corporate network has a mix of devices, systems and 
technology stacks from multiple vendors. Thus, network testing and assurance tools need 
to be sophisticated enough to handle this and they need to constantly keep up with the 

                                                                    
1 Home or office broadband connectivity enabled by mobile network enabled customer premises equipment 
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changes in technology. A survey conducted in 2020 by IBM Institute revealed that by 
2023, on average across industries, there would be a c30% increase in the number of 
clouds used compared with 2020. 5G is making core networks complex: they may consist 
of multiple layers of cloud infrastructure, mesh networks, container managers, cloud-
native 5G network functions, applications and services. The network is made of hardware 
and software from multiple vendors, each conducting rapid releases at each layer on 
varying timetables. Therefore, a DIY approach to testing by telecoms operators is no 
longer feasible. Automated testing, validation and assurance of cloud infrastructure 
performance, resiliency, security and workload migration are the needs of the hour. 

Hybrid Multi-Cloud environment 

 
Source: Berenberg estimates, Company reports 

 

Forecast of average number of clouds by industry (survey results) 

 
Source: IBM Institute, Oxford Economics, Statista 

2) Open RAN, virtual RAN and virtualisation2) Open RAN, virtual RAN and virtualisation2) Open RAN, virtual RAN and virtualisation2) Open RAN, virtual RAN and virtualisation    

● What it is 

o Open RAN: In mobile or wireless networks there are two domains – the radio access 
network (RAN) and the core network (core). RAN is the link between the network 
and a mobile phone and it consists of antennae plus the base unit. Historically, the 
radio and the base units had to be from the same supplier (which is why the likes of 
Nokia and Ericsson did very well), but this is not the case with open RAN. The idea 
of open RAN is to increase innovation while creating more vendor options for 
telecoms operators. 
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o Virtual RAN: If software was capable of doing the task of hardware, then the 
hardware could be virtualised. Base units, made up of a distributed unit (DU) and a 
centralised unit (CU), are being virtualised. The remote radio head (RRU) will 
remain non-virtualised. 

o Virtualisation: In the 5G standalone networks that are now being built, most of the 
core network will be virtualised from the outset. The core has many functions: 1) it 
provides access control for user services; 2) it routes telephone calls over public-
switched telephone networks; 3) it enables operators to charge for calls and data 
use; 4) it connects users to rest of the world via the internet; 5) it ensures handovers 
when users move from the coverage of one RAN tower to the next. All these use 
cases are now being virtualised through virtual network functions, which are run on 
the cloud or cloud-native architecture (such as containers or serverless).  

● Why it is relevant: According to the Dell’Oro group, Open RAN revenues will grow in 
the double digits over 2020-25 and should account for 10% of the $100b RAN market in 
2025 (including hardware, software and firmware). When just one vendor was involved, 
it was simple to test and easy to lay blame if something went wrong. Now with multiple 
vendors and an array of network configurations there is a need for validating 
interoperability and automated and continuous real-time testing. The case for 
automated live testing becomes even stronger in the virtualised world because there is a 
new release every four to six weeks. This continuous need for testing services has led to 
the popularity of new SaaS business models such as test-as-a-service, lab-as-a-service, 
certification-as-a-service and deployment-as-a-service. We believe this trend will only 
get stronger as more and more functions are virtualised. 

Open RAN and virtual RAN 

 
Source: Company reports, Berenberg estimates 

3) SD3) SD3) SD3) SD----WANWANWANWAN    

● What it is: Historically, there were only on-premise data centres to which employees 
within the “office campus” could connect. The technology used was multiprotocol label 
switching (MPLS) or packet forwarding, which was expensive and complex to set up. A 
hybrid cloud setup and SaaS apps meant that this technology was too expensive and/or 
offered lower application performance and end-user experience. Software-defined wide 
area networks or SD-WAN offered a software solution (using multiple connectivity 
options such as MPLS, dedicated internet, broadband, wireless, etc), which allowed for 
easier management of multiple connection types while also providing for secure access 
for certain applications, depending on the configured internal security policy. It could also 
assign priority to different traffic types, for example for mission-critical traffic. 
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● Why it is relevant: According to IDC, SD-WAN infrastructure worldwide revenue will 
reach c$5.2bn by 2023, nearly 4x the revenue generated in 2018, as a result of more 
enterprises adopting SD-WAN. Testing kits will need to have visibility across all types 
of IT infrastructure and, given the abundant complexities involved, a lot of testing will 
be needed prior to deployment of SD-WAN. 

SD-WAN 

 
Source: Company reports, Berenberg estimates 

4) Network densification4) Network densification4) Network densification4) Network densification    

● What it is: 5G is expected to be 20x faster than 4G, which implies much higher data 
usage, especially in urban areas. Moreover, because of the higher frequency range in 
use in 5G, the radio waves have a shorter range and lower penetration capability. This 
means that there is a need for a greater number of cell towers – both macro cells and 
smaller cells. The smaller cells are more than 20x cheaper than macro cells and 
therefore more of them can be installed. This process is called network densification. 

● Why it is relevant: A wider network of cell towers implies more testing requirements. 

Network densification 

 
Source: Company data, Berenberg estimates 

5) Edge cloud5) Edge cloud5) Edge cloud5) Edge cloud    

● What it is: The lower-latency needs of many applications such as connected cars and 
cloud gaming require more distributed storage and computing capabilities (ie closer to 
the end-users), rather than the centralised architectures we have witnessed thus far. 
Thus, there is likely to be a greater magnitude of scaled-down data centres globally.  

● Why it is relevant: Just having a high speed radio network in 5G is not enough if the 
cloud infrastructure is using lower speeds. 400 GbE ethernet is to be used in cloud data 
centres which are expected to drive ethernet testing revenues. 
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Edge cloud 

 
Source: Company reports, Berenberg estimates 

6) Network slicing6) Network slicing6) Network slicing6) Network slicing    

● What it is: Network slicing is a need that has arisen to meet the emerging requirements 
of a wide range of users. An existing physical network is virtually sliced into a set of 
logical networks so that each type of user is offered a customised network connection. 
For example, some users such as connected cars will require ultra-low latency, whereas 
wireless broadband users will need higher bandwidth. 

● Why it is relevant: Network slicing increases testing complexity to ensure that each 
type of user is receiving the promised network connection. 

Network Slicing 

 
Source: Company reports, Berenberg estimates 

7) Massive multi7) Massive multi7) Massive multi7) Massive multi----inputinputinputinput----multimultimultimulti----output (Moutput (Moutput (Moutput (M----MIMO)MIMO)MIMO)MIMO)    

● What it is: Using MIMO, the same data is transmitted through multiple antennas over 
the same path in the same bandwidth, resulting in more reliable data. In a multi-user 
MIMO, data can be simultaneously transmitted to multiple Wi-Fi devices. Now with 5G, 
there is M-MIMO, which significantly increases the number of antennas in mobile 
devices to help improve throughput and efficiency. 

● Why it is relevant: Testing of the network and connected devices that use M-MIMO 
technology is much more complex. This will drive up revenues, especially with more 
vendors rolling out 5G devices. 
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Single-user and multi-user MIMO 

 
Source: Company reports, Berenberg estimates 

Why spend with Spirent will increase 

5G spend to be at least 50% more than 4G5G spend to be at least 50% more than 4G5G spend to be at least 50% more than 4G5G spend to be at least 50% more than 4G    

Based on a full-scale deployment of 5G (without any optimisation), the average annual cost 
of total ownership will be at least 50% higher (excluding energy costs) than for 4G, 
according to the GSMA. 

● RAN and fronthaul: GSMA estimates that network sharing, densification of network 
(greater number of macro and small cells), the fronthaul (connecting the Radio Unit to 
the Distributed Unit) and RAN virtualisation will result in a 65% increase in 5G RAN 
spend compared with 4G, the second highest delta after energy costs. This will drive up 
RAN testing revenues. 

● Backhaul (transport layer): Connecting the core network and the RAN, the backhaul 
should result in spend c58% higher for 5G than for 4G, according to GSMA. This will be 
driven by densification of the network, edge clouds and upgrading of existing copper 
cables to fibre optic, driving up 400G ethernet testing revenues. 

● Core network: Driven by network function virtualisation, the core network in the future 
will be run on the cloud as software. This implies a minimal increase in spend (+10%) on 
the core in 5G compared with 4G; however, there will be an increase in testing 
complexity because of this. 

5G versus 4G breakdown (baseline scenario for full-scale 

deployment), average annual total cost of ownership over five years 

    
Source: GSMA, Berenberg estimates 
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A simplified view of the 5G network 

    
Source: Company reports, Berenberg estimates 

5G took off in 2020…5G took off in 2020…5G took off in 2020…5G took off in 2020…    

● 5G capex doubled in 2020: Mobile operators’ capex has been dropping since 2015 (as 
shown in the chart below); however, this is set to change with spend on 5G ramping up 
from 2020. According to the Dell’Oro Group, mobile operators accelerated their 
spending on 5G network infrastructure from c$4bn (14.6% of total RAN spend) in 2019 
to c$8bn (28.4%) in 2020. Furthermore, GSMA estimates that 80% of the operators’ 
capex over 2020-25 will go to 5G. 

● Standalone 5G to offer differentiated experience: 5G non-standalone (upgrades on top 
of 4G networks) has failed to impress customers with its speed, thus operators are now 
focusing on standalone 5G networks. Rising competition among operators to offer a 
differentiated experience is cited as the reason for the pace of 5G adoption to accelerate. 
Ericsson estimates that 40% of all mobile connections will be 5G by 2026.  

…and it is a big driver of testing and assurance revenues…and it is a big driver of testing and assurance revenues…and it is a big driver of testing and assurance revenues…and it is a big driver of testing and assurance revenues    

● More than just mobile subscriptions: With theoretical peak speed capabilities of 
10Gbps (20x that of 4G LTE), 5G, unlike earlier generations of wireless technology, also 
looks set to drive a world of smart industries, smart cities and connected cars, 
collectively called the internet of things (IoT). GSMA forecasts 13bn new IoT 
connections by 2025, all of them connected to the cloud. We expect this to significantly 
accelerate network and device testing revenues over the years. 

Mobile operators – core and RAN infrastructure capex ($bn)  Mobile operators – RAN capex breakdown by generation ($bn) 

        
Source: Dell’Oro Group, Company reports, Berenberg estimates Source: Dell’Oro Group, Company reports, Berenberg estimates 
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Forecast of share of connections by generation 13bn new IoT connections by 2025 

    
    

Source: Berenberg estimates, GSMA GSMA, Berenberg estimates 

● New frequencies and capabilities: Regulators have assigned 5G spectrum in three 
broad ranges: 1) high bands (>10 GHz); 2) mid bands (1-10 GHz); and 3) low bands (<1 
GHz). The most popular bands have been in the 3.5 GHz range followed by mmWave 
(26 to 28 GHz band). Thus, 5G involves an upgrade to the frequencies used for wireless 
transmission and everyone wants a piece of the spectrum, including the private 
industry. We note new capabilities such as dynamic spectrum sharing and private 5G 
networks. These multiple frequency ranges and new technologies need a lot of testing 
before deployment. 

● Wi-Fi the saviour for working from home: COVID-19 has caused a possibly permanent 
change in working culture, with a more hybrid approach to be adopted by businesses. 
Adoption of working from home on a more permanent basis will result in a surge in 5G 
fixed-wireless-access and Wi-Fi 6 testing. 

● Complexity drives automation and SaaS models: 5G-driven complexity on the back of 
increased usage of virtualisation, open RAN, SD-WAN, hybrid cloud, network slicing 
and edge computing has muddied traditional testing workflows. Testing and assurance 
are now needed more frequently, driven by the rapid release cycles of virtualised 
software from multiple vendors operating on varying timetables. Automation of the 
testing process is also a major cost saver because of this. For these reasons, there is 
growing interest in SaaS models for testing, certification and deployment, which we 
expect will only increase with more 5G rollouts. 

● Just passive network assurance is not enough: Passive assurance, ie reacting to issues 
reported in the network (and then fixing them), is no longer feasible in the complex 5G 
era network. It is far too time-consuming and expensive. According to industry experts 
we spoke to, actively ensuring that the entire network is working as it should using 
automation is going to be the need of the hour. We expect more and more operators to 
adopt this in time. 

Evolution ethernet to boost testing revenues Evolution ethernet to boost testing revenues Evolution ethernet to boost testing revenues Evolution ethernet to boost testing revenues     

● Each upgrade cycle drives up testing revenues: The first iteration of the ethernet began 
with the release of the 10Mbps version in 1983. Widely used to interconnect devices in 
local area networks (LAN) and wide area networks (WAN), the ethernet is popular in 
offices, schools, homes, etc, because of its security, reliability and cheaper price. It has 
continued to evolve and keep pace with modern technologies: it now offers speeds of 
400Gbps and beyond and, more importantly, allows for backward compatibility. Every 
evolution generates more testing revenues for companies such as Spirent. According to 
Mordor Intelligence, the ethernet testing market will register a 6.45% CAGR over 2020-26. 
As shown in the diagram below, the ethernet upgrade cycle has become more compressed 
in recent years, with upgrades coming in shorter bursts. After a two-year inception/trial 
period, the adoption of the technology takes around four years. 

● Data centres and edge computing drive demand for higher speed ethernet: Due to 
demand for higher speeds from time-sensitive applications and edge computing, 
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higher-speed ethernet switch ports are proliferating in hyerscalers, tier-two clouds and 
some cloud-building large enterprises. With 5G expected to deliver much higher speeds, 
data centres will need to upgrade speeds as well, to be able to serve 5G customers. 
Google started deployment of 400Gbps in Q4 2018 while Amazon started deployment in 
Q4 2019, but the Dell’Oro group expects demand from the broader market to ramp up in 
2021. There is also the possibility that many data centres would directly go for 800Gbps 
or 1600 Gbps ethernet (see diagram below) to avoid the need for multiple upgrades. 
According to various industry sources, data centre capacity should grow 4x by 2022 
(compared with 2019) and furthermore, by 2024, more than 25% of port shipments 
should from 400GbE or higher speeds (compared with less than 7% in 2020). This will 
accelerate ethernet test equipment expenditure. 

● …but lower speed ethernet demand to remain resilient: As shown in the diagram 
below, lower speed ethernet will still account for more than 70% of the market in the 
medium term, but growth will largely come from higher speeds. 

Ethernet technology evolution General ethernet equipment market forecast 

    

    
Source: Company reports, Berenberg estimates Source: Company reports, Berenberg estimates 
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Key investment point two: established players not 
easy to displace 

Our discussions with customers and industry veterans indicate that network-testing 
suppliers (such as Spirent) are deeply entrenched in customer operations with 
relationships that have nurtured over long periods. A number of sales personnel are 
placed on customer sites, which increases cross-selling opportunities as well as allowing 
for continuous information exchange, facilitating business planning for customers and 
suppliers. Customers prefer to deal with a limited number of larger suppliers, such as 
Spirent, who are able to provide a comprehensive suite of testing products and solutions. 

A six to 18 month sales cycle, including PoC, combined with conservative risk-averse 
customers who prefer to stick to the tried-and-tested, makes it hard for a new entrant to 
gain any material traction. Spirent, with its strategy of focusing on managed solutions 
and solving live network issues for its customers, appears to have made the most 
progress (among its peers) in increasing software and services as a proportion of group 
revenues – currently at c60%. The company offers a number of superior products 
compared with peers and is definitely a top three if not a top two vendor in this space. 

Established players look securely ensconced 

The lay of the land in which Spirent operatesThe lay of the land in which Spirent operatesThe lay of the land in which Spirent operatesThe lay of the land in which Spirent operates    

● Offering a large portfolio of products and solutions is the right approach: In our 
discussions with industry experts and customers, we came across nine vendors who 
compete in the network testing and assurance market. Our research indicates that 
having a large portfolio of products and solutions on offer certainly helps vendors to 
land big customers because that way the big customers do not have to manage 
roadmaps with many vendors. As one big customer put it, “the smaller vendors quickly 
fall out of contention”. As shown below, Spirent, Keysight, Viavi and Exfo have the 
largest array of products and solutions and are the biggest players in this space.  

Competitive landscape – areas of focus 

 
Source: Company reports, Berenberg estimates 

● Elongated sales cycle makes barriers to entry high: Network testing and assurance 
companies such as Spirent serve carriers and network equipment makers (NEMs). 
According to some of the carriers we spoke to, these customers are rather conservative 
and tend to stick to suppliers/vendors that they trust because they do not want to risk 
any change that might disrupt what has been working for a decade or longer. Each 
potential supplier needs to gather requirements and revert with the cost of products 
and solutions they offer. And out of the seven to eight vendors who submit bids, two or 
three are selected for the trial period (PoC), which could last six months to 18 months 
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depending on the complexity. During the PoC, the vendor also needs to make two to 
three engineers available to the customer, which adds to customer acquisition costs. 
Finally, two vendors are selected or sometimes even three for large projects. This 
elongated sales cycle makes it challenging for small new entrants with untested 
products and solutions to take market share from the incumbents. 

● A deep integrated relationship helps cross-selling and preserves market share: A large 
portion of the sales personnel are placed on customer sites to provide technical support 
and assistance. This further improves the relationship, which allows for cross-selling of 
other products and services. Customer data on the challenges, issues and new 
requirements are fed back in real-time, which help prioritise decisions on product 
improvements and new product development efforts. In effect, this deep integrated 
relationship helps preserve vendor market share. One industry consultant we spoke to 
bluntly said: “Spirent is a strategic supplier to AT&T and probably will not be replaced”. 

Spirent Spirent Spirent Spirent ––––    a market leader and whya market leader and whya market leader and whya market leader and why    

● Largest breadth of products on offer and fully focused on telecoms market: As shown 
above, Spirent has one of the largest offerings with its end-to-end assurance and 
testing domain expertise and fully-integrated vertical stack solution. Keysight, Viavi 
and Exfo offer everything Spirent does but Exfo is much smaller with c$265m of 
revenues in 2020 compared with over $2.2bn for Keysight, $850m for Viavi and $520m 
for Spirent2. Spirent is the largest vendor completely focused on the network testing 
and assurance space and has the ability to assure all aspects of the network and cloud, 
including infrastructure, applications and services. 

● It offers a superior product in certain segments but overall it is a top three player: 
One customer we spoke to indicated that when it comes to testing of the core network, 
Spirent ranks highest followed closely by Keysight. In RAN testing, Viavi came out on 
top with Spirent third, but Viavi does not have the breadth that Spirent and Keysight do, 
even though on paper it appears all three offer similar solutions. Overall, we came away 
understanding that Spirent is among the top three vendors in this space and is number 
one in certain segments. 

● What Spirent does better 

o Spirent offers the highest number of functionality tests compared with peers and, 
with its products iTest and Velocity, it creates automated, reusable tests. Moreover, its 
automation engine can even work on competitor products such as those of Ixia 
(bought by Keysight in 2017). The idea is to automate the test deployment, integration 
and delivery process for networks to allow for faster time-to-market of upgrades. 

o It also offers a very good user interface, which is easy to use for customers, and the 
ability to easily change tests including batch changes. 

o Spirent combines a superior product with very good support staff, who are technically 
savvy especially in 5G, where there are very few subject-matter experts. 

Spirent Spirent Spirent Spirent ––––    why we think it can outperform peerswhy we think it can outperform peerswhy we think it can outperform peerswhy we think it can outperform peers    

● Industry-leading gross margins while growing at market pace: As shown below, 
Spirent has industry-leading gross margins of 73% higher than the 67% at Viavi or 63% 
at Keysight. And, this is while having c4% organic growth pa over 2015-19, behind only 
Keysight which has grown organically at a c9% CAGR over the same period. Given 
Spirent’s market leadership and its product superiority (as discussed earlier), we expect 
Spirent to continue making similar gross margins in the future. We explore this in more 
detail in Key investment point four. 

● Spirent leading in terms of focus on software and managed solutions: With nearly 
60% of group revenues coming from software and services, Spirent is leading the way 
and is well ahead of peers in improving revenue visibility (see diagram below). We 
discuss this in more detail in Key investment point three. Through offerings such as 1) 
lab-as-a-service, 2) test-as-a-service, 3) certification-as-a-service, 4) deployment-as-a-
service, the company’s current strategy is focused on solving bigger business problems 
for its customers. Spirent is offering these managed solutions for the live network (as 
opposed to just lab solutions historically), which will help it become a part of its 
customers’ opex rather than just capex. 

                                                                    
2 Note that for Keysight and Viavi, we refer to the telecoms-related testing and assurance revenues only 
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● The business generates outstanding returns on capital: Given the sustainable 
competitive advantages of Spirent that we have detailed earlier, we are not surprised 
that the business makes an impressive ROCE of c40% excluding cash. 

● Threat from NEMs and virtualisation - R&D spend needs to remain high: In Key 
investment point three we detail what happened when Spirent eased up on product 
development in the past. But in summary, it is clear that consistent R&D spend is 
critical to keep pace with the rapid technological progress being made in telecoms 
networks. We specifically note two threats below. 

o NEMs want a piece of the assurance market, which offers higher revenue visibility. 
This is illustrated by Juniper Networks’ acquisition of Netrounds in November 2020. 
But of course, it would be a difficult sell for NEMs when they want to sell equipment 
but also be the ones to assure or test it. 

o O-RAN and virtualisation have allowed new suppliers into the telecoms supply 
chain (eg Rakuten in Japan), competing against the likes of Nokia and Ericsson. 
Given that modern networks are likely to include standardised hardware with many 
software components, dominance of the testing and assurance market in this “new 
world” is clearly not a given.  

Should Spirent continue to innovate and keep pace with the technological changes as it 
is doing now with an appropriate R&D spend of c20% of revenues, we believe that it can 
outperform our base case. We explore this in more detail in Key investment point three. 

Competition – performance analysis 

 
Source: Company reports, Berenberg estimates 
*Note: For Keysight, Viavi and Anritsu growth and margin numbers are for operating segments focused on network testing and assurance (where available) 
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Key investment point three: lower cyclicality and 
higher revenue visibility  

Historically, Spirent was much more cyclical because: 1) its volatile wireless device testing 
business was much larger; and 2) high-speed ethernet testing revenues were dependent on 
the ethernet cycle and capex by a select few big players. Spirent today faces less cyclicality 
because it: 1) has a much smaller wireless device testing business; 2) faces a more 
elongated and overlapping ethernet cycle; 3) is dependent on diverse players who are in 
need of testing solutions (eg hyperscalers who use high-speed ethernet); 4) has developed 
products and solutions to be a part of the opex of its customers (eg live network); and 5) 
derives 60% of its revenues from software and services and is focused on growing its 
managed solutions recurring revenue offering. All of these changes have helped Spirent 
post an impressive 27% FCF CAGR over 2015-20. We believe that it has now optimised its 
opex (R&D and S&M) so that it is well prepped to ride the 5G tailwind.  

Good business making loads of cash 

Higher spend on R&D today imHigher spend on R&D today imHigher spend on R&D today imHigher spend on R&D today implies higher ROCE in the futureplies higher ROCE in the futureplies higher ROCE in the futureplies higher ROCE in the future    

● A period of underinvestment: Spirent underinvested in product development during 
2010-12 with just c18% of sales invested in R&D. Given the pace at which telecoms 
infrastructure has been changing with the advent of open RAN and virtualised 
components, this appears to have been a mistake in hindsight. This underinvestment 
combined with the cyclicality inherent in its core business resulted in much lower 
ROCE over 2013-16 (<20%) than in 2010-12 (c50% or more). 

● Make-up period: The company attempted to compensate for the prior years by 
investing heavily in product development over 2013-16. In fact, 23 new products and 
solutions were launched in 2015. For example, Spirent was the first to market 2.5G, 5G 
and 50G ethernet switch testing solutions.  

● Optimised R&D spend: After 2017, Spirent has consistently invested in product 
development with c$100m (c20% of sales) every year. We believe this to be an optimised 
figure, which will propel the company to new heights in future, especially with the huge 
catalyst of 5G looming. Our calculations imply c50% ROCE (excluding cash) by 2024 in 
our base case. 

Product development (R&D) costs over time  ROCE (excluding cash) over time 

 

 
Source: Company reports, Berenberg estimates Source: Company reports, Berenberg estimates 
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High quality of earningsHigh quality of earningsHigh quality of earningsHigh quality of earnings    

● FCF has grown tremendously over 2015-20: Prior to 2016, FCF was cyclical but we 
believe that will not be the case henceforth – more on this in the next section. Over 
2015-20, FCF has shown an astounding CAGR of c27%. We expect that FCF will continue 
to grow at a healthy pace but in our base case we do not give the company any of the 
working capital benefit that it has received in the recent past, which is why FCF appears 
to contract in 2021 and beyond. Moreover, if SaaS revenues increase (currently less than 
10% of group revenues), this could uplift our FCF forecasts significantly. 

● FCF has high conversion rate: We note that there were a few years with lower cash 
conversion in the past (see chart below) due to: 1) the cyclical trends of the past; and 
2) higher capex and working capital changes driven by a change in the business mix. 
However, the period 2010-20 in total saw a c100% cash conversion from adjusted net 
income to FCF, indicating that the earnings are of good quality. We expect FCF 
conversion to be close to c100% levels in the future, assuming flat working capital. 

● Stellar dividend growth: On the back of excellent FCF growth, Spirent has grown its 
DPS at a c9% CAGR over 2010-20 or a c12% CAGR over 2016-20. We expect a DPS CAGR 
of c8% over 2020-24. At the current market price, this implies a forward dividend yield 
of c1.8%. Although not very impressive, with a c3x FCF cover, it is certainly safe while 
we wait for the 5G tailwinds to play out. 

FCF has grown at c27% CAGR over 2015-20 and is expected to 

grow at a healthy pace and be less cyclical in the future  

DPS has grown at c9% CAGR over 2010-20 or c12% CAGR over 

2016-20 

  
Source: Company reports, Berenberg estimates Source: Company reports, Berenberg estimates 

Not as cyclical as before 

Historically, Spirent has been fairly cyclical just like its peers in this industry. In this 
section, we analyse the reason for its cyclicality and argue that cyclicality in the future will 
be much more muted. We refer to the two charts below to make our case. 

Year 2013 or “A” in the charts above Year 2013 or “A” in the charts above Year 2013 or “A” in the charts above Year 2013 or “A” in the charts above ––––    Spirent, a cyclical playSpirent, a cyclical playSpirent, a cyclical playSpirent, a cyclical play    

● The cyclical wireless device testing business was much bigger in 2013: Spirent in 2013 
had a wireless device testing business, which accounted for c40% of its revenues. This 
was considered a rather cyclical business because of its dependence on the lifecycle of 
mobile communication standards (1G to 5G). During this period, device makers, chipset 
developers and T-1 mobile operators turned their focus to 4G smartphone testing at the 
expense of 3G. This led to a drop in wireless testing revenues for Spirent starting in 
2013, as shown in “A” in the chart below. In the period 2014-2016 there was upheaval 
and consolidation in the smartphone and network equipment maker markets 
respectively. The arrival of Samsung, Apple and other Android-based smartphones 
displaced the likes of Nokia and Blackberry. Alcatel-Lucent was bought by Nokia. All 
this resulted in a lack of revenue visibility for Spirent. 
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Recent maturity cycle for 40G, 100G and 400G ethernet Spirent cyclicality analysis 

 

 
Source: Company reports, Berenberg estimates Source: Company reports, Berenberg estimates 

● Maturing high-speed ethernet cycle led to drop in revenues in 2013: Spirent’s core 
business in high-speed ethernet testing made up c50% of group revenues in 2013. This 
business too was cyclical with dependency on the generation of ethernet standards. 
Revenues from 40GbE ethernet testing were slow to begin with and did not offset the 
drop in 10GbE ethernet testing revenues. Hence, “A” shows a drop in high-speed 
ethernet testing revenues. 

● As a result, group-level revenues fell by c12% in 2013: Both of the above reasons 
contributed to a c12% yoy fall in group revenues for Spirent in 2013.  

Year 2017 or “B” in the charts above Year 2017 or “B” in the charts above Year 2017 or “B” in the charts above Year 2017 or “B” in the charts above ––––    Spirent showing reduced cyclicalitySpirent showing reduced cyclicalitySpirent showing reduced cyclicalitySpirent showing reduced cyclicality    

● The wireless device testing business was much smaller in 2017: In 2017, the wireless 
device testing business was just c18% of group revenues. There were two reasons for 
this: 1) Spirent had deliberately sold its Device Intelligence and Developer Tools 
businesses to improve revenue visibility, and 2) the smartphone device testing market 
was weak.  

● Ethernet cycles overlapped due to proliferation of public cloud: The high-speed 
ethernet testing business showed nearly flat revenues between 2016 and 2017. High 
demand for 100GbE ethernet testing from hyperscalers, much before 40GbE ethernet 
testing had ceased, was the main reason for the limited cyclicality. 

● As a result, group-level revenues fell by just c1% in 2017: The above two reasons helped 
Spirent reduce much of the cyclicality in the business. 

Year 2019 and beyond or “C” in the charts above Year 2019 and beyond or “C” in the charts above Year 2019 and beyond or “C” in the charts above Year 2019 and beyond or “C” in the charts above ––––    Spirent, a transformed look Spirent, a transformed look Spirent, a transformed look Spirent, a transformed look     

● Wireless device testing business to remain small but less cyclical: Spirent’s wireless 
device testing business is likely to remain small (currently c15% of group revenues). 
However, as mentioned in Key investment point one, unlike earlier generations of 
wireless technology which only focused on smartphones, 5G is also expected to drive a 
world of smart industries, smart cities and connected cars, collectively called the 
internet of things (IoT). GSMA forecasts 13bn new IoT connections by 2025, and we 
believe this will usher in a new era of increased revenue visibility for the wireless device 
testing market. 

● Elongated ethernet cycles and increased overlap in cycles: Historically, ethernet cycles 
were purely dependent on the capex cycles of carriers, network equipment makers and 
some large enterprises. Now, we can add the heavy-weight hyperscalers and tier-two 
cloud providers to the list, and the equation looks completely different. According to 
various industry sources Data centre capacity is expected to grow 4x by 2022 (compared 
to 2019) and many data centres would directly go for 800Gbps or 1600 Gbps ethernet 
(as explained in Key investment point one) to avoid the need for multiple upgrades. 
Overall, over the next three years, we expect growth from 400Gbe and higher speeds 
but lower speeds will still account for c70% of the market. 
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● Spirent will have high visibility and low cyclicality in the future:  The Spirent of today 
is strategically focused on solving bigger business problems for its customers. It is 
offering managed solutions for the live network (as opposed to just lab solutions 
historically) through its LSA business (c25% of group), which will help its services 
become part of its customers’ opex rather than just capex. Software and services 
account for c32% and c28% of group revenues respectively (60% combined). All this, 
coupled with the two points we mention, above gives us comfort that the Spirent of 
tomorrow will be much less cyclical. 

Now that we have detailed why we think the Spirent of tomorrow will be different in terms 
of its strategy and revenue visibility, in Key investment point four, we explain our base case 
and why we think there is a good chance of outperforming it.   
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Key investment point four: high possibility of 
outperforming our base case 

● Our base case revenue forecast is in line with consensus at 5.4% CAGR over 2020-24E; 
however, we forecast a more gradual step-up in adjusted EBIT margin than 
consensus does. Our 2024E adjusted EBIT margin is 21.6%, improving gradually from 
19.8% in 2020 due to a combination of operating leverage from the merging of the 
LSA and CD business lines and the natural operating leverage in administrative costs 
that comes from scaling up the business. 

● We believe there is a high possibility that Spirent can outperform our base case, with 
a blue-sky upside of c23% to our 2024E base-case EPS or EBIT forecasts. In our blue-
sky scenario, we have the company growing at an 11% CAGR over 2020-24E driven 
largely by the LSA segment. We think this is achievable because Spirent has already 
signed 180 5G deals in the first three months of 2021, after 600 deals in the whole of 
2020. We note that Spirent’s revenues are generally H2-loaded. 

● Additionally, if Spirent were to make further targeted acquisitions (as per its reported 
strategy), using the excess cash on its balance sheet, and at multiples similar to the 
Octoscope acquisition in 2021, we could see a further c10% upside to our 2024E base-
case earnings. 

● If we combine the organic and inorganic upside scenarios we could see earnings 
c30% higher than our base case on 2024E figures. 

Our base case and the reasons behind it 

Base case projections: we are in line with consensus** for 2020-24 revenue CAGR, but we forecast a more gradual step-up in EBIT 

margin than consensus does 

    
Source: Company reports, Berenberg estimates 
*Reported growth refers to growth with the inclusion of Octoscope and post-segment-reshuffle. As per management, from 2021, the Connected Devices 
segment is merging with LSA. Also, $15m of wireless revenue from the Network & Security segment together with the Octoscope business is to be included in 
the LSA segment. 
**Note that a very material outlier has been removed from the consensus average which if undone would have resulted in a 7.8% 2020-24 CAGR  

Our base case 2020Our base case 2020Our base case 2020Our base case 2020----24E reported revenue CAGR is in line with consensus 24E reported revenue CAGR is in line with consensus 24E reported revenue CAGR is in line with consensus 24E reported revenue CAGR is in line with consensus     

● Underlying organic 2020-24E revenue CAGR of 4.6%: We forecast underlying organic 
growth for the group over 2020-24E at 4.6% CAGR or 5.4% on a reported basis, in line 
with consensus (after excluding a material outlier from the consensus). 

● LSA to grow faster than the group: LSA with its new strategy of focusing on lab + live 
managed solutions has grown organically at c9.3% CAGR over 2015-20. According to 
management, from 2021, the LSA segment will include: 1) the Connected Devices 
segment; 2) c$15m of Wi-Fi related revenues from the N&S segment; and 3) the entirety 
of the Octoscope acquisition. We forecast the “new LSA” to grow organically at c6.3% 
CAGR over 2020-24E, which we believe is quite conservative given that the Wi-Fi and 
Octoscope business have shown c15% growth rates. 

● N&S to be much less cyclical: N&S segment has displayed long-term annual growth of 
c3.3%. In FY 2020 this business declined by.6% mainly because customers delayed 
spending due to COVID-19. We forecast 2020-24 organic revenue CAGR in this business 
at c3% but we expect future growth in this segment to be much less cyclical (as detailed 

Reported growth* Consensus growth

2012-20 CAGR 2015-20 CAGR 2020-24E CAGR Steady-state (2031E) Company guidance 2020-24E CAGR 2020-24E CAGR

Network  & Security 3.3% 6.4% 3.1% 2.0% NA 1.9% NA

LSA* 13.5% 9.3% 6.3% 2.0% NA 24.3% NA

Group 1.3% 3.8% 4.6% 2.0% 4% to 5% 5.4% 5.5%**

2012-20 Avg 2015-20 Avg 2020 2020-24E Avg Steady-state (2031E) Company guidance Consensus 2020-24E Avg

Cost of Sales 29.4% 28.2% 26.6% 26.6% 26.6% Flat at 2020 numbers 24.9%

R&D (incl D&A) 22.1% 21.8% 19.7% 19.9% 19.8% Small inc from 2020 NA

Sales & Marketing 24.7% 25.8% 23.6% 23.7% 22.6% Flat at 2020 numbers NA

Administrative Costs 10.0% 9.7% 10.2% 8.8% 8.4% Some Op leverage NA

Group adj EBIT margin 14.8% 14.4% 19.8% 20.9% 22.6% Flat at 2020 numbers 20.3%

Network  & Security EBIT margin NA 17.7% 20.7% 21.1% 21.6% NA NA

LSA EBIT margin* NA 16.4% 25.8% 24.4% 25.8% NA NA

Underlying organic growth
Top-line projections

Costs on a Adj EBIT basis
% of revenue
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in Key investment point three). We prefer to be conservative in our forecast until the 
Covid-19 situation plays out.  

Operating margin set to gradually increase over 2020Operating margin set to gradually increase over 2020Operating margin set to gradually increase over 2020Operating margin set to gradually increase over 2020----24E24E24E24E    

● Group adjusted EBIT margin to rise more gradually: We expect adjusted EBIT margin to 
gradually improve from 19.8% in 2020 to 21.6% in 2024E via c45bp increments every year. 
Consensus has c20bp step-ups in adjusted EBIT margin every year until 2023 but a big 
200bp increment in 2024. Our EBIT margin forecast is in line with consensus by 2024. 

● CD merging with LSA and administrative costs-related operating leverage to be the 
driver: We expect the merging of the LSA and CD businesses plus the natural operating 
leverage for administrative costs to drive the gradual improvement in EBIT margins. 

Berenberg base case revenue and adjusted EBIT 

    
Source: Company reports, Berenberg estimates 

Organic blue-sky scenario – could add 23% upside to forecasts  

LSA segment growth can be much higher LSA segment growth can be much higher LSA segment growth can be much higher LSA segment growth can be much higher     

● 5G tailwinds not fully factored into base case or consensus: Our base case (which is in 
line with consensus) has LSA/N&S/the group recording organic CAGRs of 6.3%/ 3.1%/ 
4.6% over 2020-24E. This is very conservative given that LSA has organically grown at a 
9.3% CAGR over 2015-20. We have not fully factored in all the 5G-related tailwinds that 
we detailed in Key investment point one mainly because of the current COVID-19-
related uncertainties as well as ongoing geopolitical issues between the west and China. 

● Standalone 5G deployment to gain momentum in 2022… 5G non-standalone 
(upgrades on top of 4G networks) failed to impress customers in terms of speed, with 
the result that carriers are now focusing on standalone 5G networks. We expect 
momentum in 5G standalone buildout in 2022 and 2023; however, we do note that the 
global chip shortage could result in some delays. 

● …driving up growth in ethernet testing: Standalone 5G deployments will also drive 
further investment to build out core networks apart from the RAN. A 4x projected 
increase in data centres by 2022 (compared with 2019) combined with more edge cloud 
deployments will further add to the tailwinds. All this basically amounts to: 1) increased 
ethernet testing revenues; and 2) increased cloud testing and validation revenues for 
the N&S segment. 

● Outperforming our base case is a high probability:    MarketsAndMarkets estimate that 
the telecoms service assurance market will record a CAGR of 9.2% over 2020-25. Spirent 
signed 250 and 600 5G deals in 2019 and 2020 respectively. Already in the first three 
months of 2021, 180 5G deals have been signed – a clear sign of acceleration. We expect 
Spirent to easily outperform our base case. 
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Upside to our base caseUpside to our base caseUpside to our base caseUpside to our base case    

We flex-up the N&S and LSA 2020-24 organic CAGR to compute the upside at different 
levels of growth while keeping margins at base-case levels (ie we assume no operating 
leverage). 

● Group 2020-24 revenue CAGR of c8% (Scenario 1): If N&S were to grow organically at a 
5% CAGR and LSA at a 9% CAGR, we would see 10% upside to our 2024E base-case adj 
EBIT or EPS forecast. 

● Group 2020-24 revenue CAGR of c9% (Scenario 2): If N&S were to grow organically at a 
6% CAGR and LSA at an 11% CAGR, we would see 16% upside to our 2024E base-case adj 
EBIT or EPS forecast. 

● Group 2020-24 CAGR of c11% (Scenario 3 or blue-sky): If N&S were to grow organically 
at a 7% CAGR and LSA at a 13% CAGR, we would see 23% upside to our 2024E base-case 
adj EBIT or EPS forecast. 

Upside to base-case EBIT or earnings in different growth 

scenarios 

Blue-sky scenario of a group 2020-24 revenue CAGR of c11% lifts 

our 2024 base case adj EBIT or EPS forecasts by c23%  

        
Source: Company reports, Berenberg estimates Source: Company reports, Berenberg estimates 

Targeted M&A – could add 10% upside to forecasts  

● Appetite and firepower for M&A: Management made it clear that the Octoscope deal 
marked the beginning of its targeted M&A programme. Clearly, the company has 
enough cash to pursue this with $221m on its balance sheet at the end of Q1 2021. 
Currently, Spirent has no debt. 

● M&A makes sense in this business: Tier-one carriers and NEMs are very conservative 
and tend to stick to trusted suppliers or vendors. As discussed in Key investment point 
two, they also prefer to deal with bigger vendors who have a large portfolio of products 
and solutions. Therefore M&A represents an easy way for companies such as Spirent to 
add to their product suite as well as to acquire new customers. For example, the 
Octoscope acquisition helped Spirent become the leader in Wi-Fi testing while adding 
blue-chip clients such as Google and Facebook, among others. 

● 10% accretive if acquired at right multiples: If we assume $30m is to be kept on the 
balance sheet for operations of the business, the remaining $191m can be used to 
acquire other businesses at multiples similar to the Octoscope acquisition (which was 
3.7x EV/Sales including the earn-outs and on a forward basis). This could add c10% 
upside to our 2024E base case revenues. 

● Organic plus in-organic upside: Combining the organic and inorganic upside scenarios 
we could see earnings c30% higher than our base case on 2024E figures. 
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Management 

 

Eric Updyke, CEO 

Joined: 2019 

Experience: Eric Updyke is the chief executive officer of Spirent 
Communications. He focuses on ensuring that the company is 
sustainable and profitable as well as a leader and trusted partner 
in technology testing and assurance solutions. He has over 30 
years of communications industry experience and has led 
various companies through vital growth periods worldwide. 
Before joining the company in April 2019, Mr Updyke was on the 
executive management team at Amdocs. As group president, he 
was responsible for the Managed Services, Testing and SI 
businesses. Before this, he was division president of North 
America at Amdocs. His duties in this role largely consisted of 
managing the relationship with North American 
communications service providers. Before working at Amdocs, 
he also held executive roles at Nokia Siemens Networks and 
AT&T. He is also currently on the board of directors at Symend. 
Mr Updyke holds an MBA in Finance as well as a bachelor’s 
degree in electrical engineering from Cornell University. 

 

 

Paula Bell FCMA CGMA, CFO and COO, joined 2016 

Experience: Paula Bell is the CFO and COO of Spirent 
Communications. She is an experienced FTSE 250 plc executive 
and non-executive board director and over the past 15 years, she 
has served on a number of boards of large, global companies 
that specialise in technology, engineering and manufacturing. 
Before joining Spirent in September 2016, Ms Bell was the CFO 
of John Menzies plc and the CFO of Ricardo plc. She has also 
held various other senior leadership positions such as at AWG 
plc and BAA plc. She was business development director for 
Rolls-Royce Transmission & Distribution group, where she 
worked for over 10 years, and was responsible for account 
management, marketing, M&A and leading the graduate 
programme. Ms Bell is currently a non-executive chairman of 
the audit committee at Keller Group plc, the world’s largest 
geotechnical technology specialist.  

 

 

Dave Larson, CTO, joined 2020 

Experience: Mr Larson is the CTO of Spirent Communications, 
where he has the responsibility for the overall company 
technology vision and strategy. He has over 25 years’ experience 
in networking, network security and cloud architecture. He has 
extensive experience working in both emerging technology 
start-ups and large public enterprises. Before Spirent, he was 
vice president and general manager of the Data Center 
Networking business and chief technologist for Networking, 
Security and Advanced Cloud Technology and Strategy at 
Hewlett Packard Enterprise. He was also COO and CTO for 
Corero Network Security, a developer of carrier-grade DDoS 
mitigation solutions. Before that, Mr Larson was vice president 
of Advanced Technology and CTO of HP Networking. He has a 
degree in physics from Gordon College in Wenham, 
Massachusetts. 
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Valuation and sensitivity analysis 

We value Spirent using a blended approach of our base-case DCF (75% weight) and a target 
EV/EBITDA multiple (25%). The result is a target price of 310p and upside of c30%. The 
implied EV/EBITDA multiple for our blended valuation is c17.5x, which is closer to the 
multiple at which closest peer Keysight is currently trading (c20x EV/EBITDA on 2021 
consensus numbers). We think this makes sense for reasons we explain below.  

We value Spirent using a blended approach; our price target of 310p leaves c30% upside 

 
Source: Company reports, Berenberg estimates 
*As computed on 21/06/2021 with Spirent share price at 240p 

Peer multiple approach 

● Keysight acquired Ixia for c16x EV/EBITDA: Ixia, which provides testing, visibility and 
security solutions for networks, was acquired by Keysight in 2017. Because this 
acquisition was back in 2017, we just give it a 25% weight in our blended valuation. 

● Keysight is the closest competitor: As detailed in Key investment point two, Keysight is 
Spirent’s closest competitor in terms of the product offering and is currently trading at 
c20x EV/EBITDA on 2021 consensus numbers. 

Spirent is outperforming Keysight on some metrics: Spirent has historically achieved an 
industry-leading gross margin of c73% compared with c63% for Keysight, though it lags 
behind on EBIT margins (20% versus Keysight’s 24%). With 60% of revenues from services 
and software, Spirent is making c40% ROCE (excluding cash) compared with Keysight which 
has just 33% revenues from software and services and makes just 23% ROCE (excluding cash). 
Consensus expects both these companies to grow at similar levels (c8%) over the next few 
years. Therefore, we do not think they should trade at significantly different valuations. 

Spirent – global telecoms testing and assurance peers 

 
Source: Factset, Berenberg estimates 
Note: Numbers as on 21/06/2021 

Base-case DCF 

Our base-case DCF valuation gives an equity value per share of 315p. We assume the 
following.  

● Long-run sales growth: We assume 2% sales growth over the long term with an 
increase of 0.5%, boosting our group DCF by $177m (c7%).  

● Long-run EBIT margin: We assume 22.6% in the long term with an increase of 1.0%, 
boosting our group DCF by $73m (c3%).  

● Group WACC: We use a 7% WACC with an increase of 0.5%, decreasing our group DCF 
by $214m (c8%).  

We believe that our base case growth assumptions are conservative at just 5.4% CAGR over 
2020-24, especially with the tailwinds that we have described in the key investment points. 
We believe that our base-case numbers have a high probability of being outperformed. 

25% 2364 1751 16.0x

75% 2616 1937 17.9x

Blended AverageBlended AverageBlended AverageBlended Average 2553255325532553 1891189118911891 17.4x17.4x17.4x17.4x

Target price (on a diluted share basis)Target price (on a diluted share basis)Target price (on a diluted share basis)Target price (on a diluted share basis) 415415415415 310310310310

Upside* 29%

Implied EV/EBITDAImplied EV/EBITDAImplied EV/EBITDAImplied EV/EBITDAWeightWeightWeightWeight $ m$ m$ m$ m £ m£ m£ m£ mBlended valuation methodology            (GBPUSD @ 1.35)Blended valuation methodology            (GBPUSD @ 1.35)Blended valuation methodology            (GBPUSD @ 1.35)Blended valuation methodology            (GBPUSD @ 1.35)

16x EV / EBITDA (close to the multiple Ixia was acquired for by Keysight)

Base case DCF (2% terminal growth, 22.5% EBIT margin, 7% WACC)

2021E 2022E 2021E 2022E 2021E 2022E 2021E 2022E 2021E 2022E EBITDA EBIT

Global telecom testing & assurance peers

Keysight Technologies 27,464 5.6x 5.3x 19.6x 17.7x 20.2x 18.1x 25.4x 23.1x 4.0% 4.6% 28.9% 27.9% 8.6% 12.9%

Viavi Solutions 3,969 3.3x 3.1x 13.7x 12.8x 15.9x 14.6x 21.8x 20.4x 4.4% 3.6% 24.3% 20.9% 5.0% 9.4%

Exfo Inc. 154 1.2x 1.1x 13.4x 11.5x 69.8x 28.7x 27.2x 22.0x 3.8% 5.4% 8.7% 1.7% NA NA

Anritsu Corporation 2,554 2.0x 1.9x 8.6x 7.7x 10.6x 9.4x 16.4x 14.6x 2.9% 5.9% 23.5% 19.0% 6.5% 11.4%

NetScout Systems 2,175 2.5x 2.4x 10.6x 9.6x 12.1x 10.9x 17.0x 15.3x 8.8% 8.9% 23.5% 20.7% 2.5% 6.3%

Mean 7,263 2.9x 2.8x 13.2x 11.9x 25.7x 16.3x 21.6x 19.1x 4.8% 5.7% 21.8% 18.0% 5.7% 10.0%

2021E margins 2021-23E 

Sales 

2021-23E 

EBIT

P / E
Company

Market 

Cap 

EV / Sales EV / EBITDA EV / EBIT FCFE Yield
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Spirent – base-case DCF 

 

Source: Company reports, Berenberg estimates 

 

USDmUSDmUSDmUSDm 2016A2016A2016A2016A 2017A2017A2017A2017A 2018A2018A2018A2018A 2019A2019A2019A2019A 2020A2020A2020A2020A 2021E2021E2021E2021E 2022E2022E2022E2022E 2023E2023E2023E2023E 2024E2024E2024E2024E 2025E2025E2025E2025E 2026E2026E2026E2026E 2027E2027E2027E2027E 2028E2028E2028E2028E 2029E2029E2029E2029E 2030E2030E2030E2030E

SalesSalesSalesSales 457.9457.9457.9457.9 454.8454.8454.8454.8 476.9476.9476.9476.9 503.6503.6503.6503.6 522.4522.4522.4522.4 559.2559.2559.2559.2 586.4586.4586.4586.4 615.0615.0615.0615.0 645.1645.1645.1645.1 676.8676.8676.8676.8 702.7702.7702.7702.7 729.7729.7729.7729.7 757.7757.7757.7757.7 786.8786.8786.8786.8 817.1817.1817.1817.1

  Growth -4.0% -0.7% 4.9% 5.6% 3.7% 7.0% 4.9% 4.9% 4.9% 4.9% 3.8% 3.8% 3.8% 3.8% 3.9%

EBITEBITEBITEBIT 46.546.546.546.5 58.958.958.958.9 77.177.177.177.1 92.992.992.992.9 103.5103.5103.5103.5 113.4113.4113.4113.4 121.5121.5121.5121.5 130.1130.1130.1130.1 139.6139.6139.6139.6 150.9150.9150.9150.9 158.1158.1158.1158.1 164.3164.3164.3164.3 170.8170.8170.8170.8 177.5177.5177.5177.5 184.5184.5184.5184.5

  Margin 10.2% 13.0% 16.2% 18.4% 19.8% 20.3% 20.7% 21.2% 21.6% 22.3% 22.5% 22.5% 22.5% 22.6% 22.6%

 (-) Tax (-) Tax (-) Tax (-) Tax 4444 (18)(18)(18)(18) (5)(5)(5)(5) (12)(12)(12)(12) (11)(11)(11)(11) (17)(17)(17)(17) (18)(18)(18)(18) (26)(26)(26)(26) (28)(28)(28)(28) (35)(35)(35)(35) (36)(36)(36)(36) (38)(38)(38)(38) (39)(39)(39)(39) (41)(41)(41)(41) (42)(42)(42)(42)

  Tax Rate 8.0% 37.8% 8.8% 12.9% 11.9% 15.0% 15.0% 20.0% 20.0% 23.0% 23.0% 23.0% 23.0% 23.0% 23.0%

NOPATNOPATNOPATNOPAT 50.250.250.250.2 41.341.341.341.3 71.771.771.771.7 81.381.381.381.3 92.192.192.192.1 96.596.596.596.5 103.3103.3103.3103.3 104.2104.2104.2104.2 111.8111.8111.8111.8 116.3116.3116.3116.3 121.9121.9121.9121.9 126.7126.7126.7126.7 131.6131.6131.6131.6 136.8136.8136.8136.8 142.2142.2142.2142.2

 (-) Capex (-) Capex (-) Capex (-) Capex (19)(19)(19)(19) (15)(15)(15)(15) (12)(12)(12)(12) (13)(13)(13)(13) (10)(10)(10)(10) (13)(13)(13)(13) (19)(19)(19)(19) (25)(25)(25)(25) (26)(26)(26)(26) (27)(27)(27)(27) (28)(28)(28)(28) (29)(29)(29)(29) (30)(30)(30)(30) (31)(31)(31)(31) (33)(33)(33)(33)

  Capex as % sales 4.1% 3.4% 2.5% 2.6% 1.9% 2.4% 3.2% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0%

  Capex / Depreciation 0.9x 0.8x 0.7x 0.6x 0.5x 0.6x 0.8x 1.0x 1.0x 1.0x 1.0x 1.0x 1.0x 1.0x 1.0x

 (+/-) Change in WC (+/-) Change in WC (+/-) Change in WC (+/-) Change in WC (4)(4)(4)(4) 12121212 (20)(20)(20)(20) 18181818 14141414 2222 2222 2222 3333 3333 3333 3333 3333 3333 3333

  WC as % sales (0.9%) 2.6% (4.3%) 3.6% 2.7% 0.4% 0.4% 0.4% 0.4% 0.4% 0.4% 0.4% 0.4% 0.4% 0.4%

 (+) Depreciation (+) Depreciation (+) Depreciation (+) Depreciation 20.020.020.020.0 18.818.818.818.8 17.117.117.117.1 23.123.123.123.1 21.521.521.521.5 23.023.023.023.0 24.124.124.124.1 25.325.325.325.3 26.526.526.526.5 27.927.927.927.9 28.928.928.928.9 30.030.030.030.0 31.231.231.231.2 32.432.432.432.4 33.633.633.633.6

  Depreciation as % sales 4.4% 4.1% 3.6% 4.6% 4.1% 4.1% 4.1% 4.1% 4.1% 4.1% 4.1% 4.1% 4.1% 4.1% 4.1%

Free Cash FlowFree Cash FlowFree Cash FlowFree Cash Flow 47.747.747.747.7 56.856.856.856.8 56.456.456.456.4 109.8109.8109.8109.8 117.5117.5117.5117.5 108.4108.4108.4108.4 111.2111.2111.2111.2 107.4107.4107.4107.4 115.2115.2115.2115.2 119.8119.8119.8119.8 125.6125.6125.6125.6 130.5130.5130.5130.5 135.6135.6135.6135.6 140.9140.9140.9140.9 146.4146.4146.4146.4 2,9812,9812,9812,981

  Growth 0.6% 19.1% (0.7%) 94.7% 7.0% (7.8%) 2.6% (3.4%) 7.2% 4.0% 4.8% 3.9% 3.9% 3.9% 3.9%

WACCWACCWACCWACC 7.0%7.0%7.0%7.0% 7.0%7.0%7.0%7.0% 7.0%7.0%7.0%7.0% 7.0%7.0%7.0%7.0% 7.0%7.0%7.0%7.0% 7.0%7.0%7.0%7.0% 7.0%7.0%7.0%7.0% 7.0%7.0%7.0%7.0% 7.0%7.0%7.0%7.0% 7.0%7.0%7.0%7.0% 7.0%7.0%7.0%7.0%

Period 0.0 1.0 2.0 3.0 4.0 5.0 6.0 7.0 8.0 9.0 10.0

Discount factor 1.0 0.9 0.9 0.8 0.8 0.7 0.7 0.6 0.6 0.5 0.5

Discounted FCFDiscounted FCFDiscounted FCFDiscounted FCF 108108108108 104104104104 94949494 94949494 91919191 89898989 87878787 84848484 82828282 80808080 1,5141,5141,5141,514

ValuationValuationValuationValuation USDUSDUSDUSD GBPGBPGBPGBP

Sum NPV 914 677 Market Risk Premium 5.5%
Terminal growth rate 2.0% 2.0% Market Cost of Equity 7.9%
Terminal multiple 20.4x 20.4x Beta 1.0

Discounted terminal value 1,514 1,121 Cost of equity 7.8%
Total EV 2,427 1,798

Gross cost of debt 4.9%
Net (Debt) / Cash 196 145 Tax rate 25.0%

Provisions Net cost of debt 3.7%

Pensions (8)

Total Equity Value 2,616 1,937 LT D/(D+E) 20%

Shares outstanding 615.8 615.8

Implied share priceImplied share priceImplied share priceImplied share price 425c425c425c425c 315p315p315p315p WACC (post-tax, nominal)WACC (post-tax, nominal)WACC (post-tax, nominal)WACC (post-tax, nominal) 7.0%7.0%7.0%7.0%

Current market share priceCurrent market share priceCurrent market share priceCurrent market share price 240p240p240p240p

Premium/Discount to current share price 31%

WACC calculationWACC calculationWACC calculationWACC calculation

Terminal Terminal Terminal Terminal 

ValueValueValueValue
Explicit Forecast PeriodExplicit Forecast PeriodExplicit Forecast PeriodExplicit Forecast PeriodActual FiguresActual FiguresActual FiguresActual Figures Fade PeriodFade PeriodFade PeriodFade Period
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Key risks 

● Consolidation in Spirent’s customer base: Customers of Spirent have substantial 
bargaining power because of their large market shares. If consolidation in this industry 
continues, Spirent will become more dependent on some of these customers. Currently 
no customer accounts for more than 7% of group revenue and the top 10 customers 
account for 41% of group revenue. 

● Customer pushback against LIVE solutions: No customer likes to increase opex, so 
there could be pushback against the SaaS-based revenue models that Spirent is 
offering, for example for test-as-a-service or lab-as-a-service. 

● Pricing could move to a usage basis: Software upgrade cycles are much shorter (weeks 
in some cases) than for hardware. With more network functions being virtualised, there 
will be a need for more frequent testing of the new upgrades. Currently, this is a 
tailwind for companies such as Spirent, but customers could ultimately push for a 
usage-based pricing model as opposed to a SaaS-based one. 

● Assurance solutions can increase traffic loads on customer networks: Assurance 
works by installing certain devices onto customer networks. These devices can 
sometimes increase traffic loads on customer networks and therefore lead to a negative 
perception about such products. 

● Technology obsolescence: Spirent may not be able to keep up with the technological 
changes by spending enough on R&D as compared to bigger peers such as Keysight, 
which could render the company’s testing suite obsolete. 

● Threat from NEMs and in-house solutions: NEMs such as Juniper Networks or Cisco 
can start offering testing and assurance solutions of their own to compete with the likes 
of Spirent and Keysight. The recent acquisition of Netrounds (a competitor to Spirent) 
by Juniper Networks is proof that this can happen. Also, carriers themselves can build 
assurance solutions for their networks to ensure superior customer experience (though 
we believe that there is a limit to how much the carriers are willing to spend on this). 

● Threat from software-focused vendors and AI: Open-RAN and virtualisation of 
network functions lower the barriers to entry in the testing and assurance market. 
Software-focused vendors could offer AI-based network testing and assurance 
solutions as more of the network components are implemented via software. 

● Skilled employee availability: With the coming of 5G, networks are set to become 
exponentially more complex, which means that Spirent will be competing for a limited 
pool of skilled talent. It is possible that in the future, the company could experience 
wage inflationary pressures. 

● Exposure to China: Relations between China and the west continue to deteriorate. 
Spirent has a material exposure to China (c20% of group revenue), which could be 
threatened by geopolitical developments and/or sanctions. 
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ESG 

Berenberg adjusted SDG framework 

Mapping to the UN’s Sustainable DevelopmenMapping to the UN’s Sustainable DevelopmenMapping to the UN’s Sustainable DevelopmenMapping to the UN’s Sustainable Development Goals (SDGs)t Goals (SDGs)t Goals (SDGs)t Goals (SDGs)    

In January, Berenberg’s ESG team launched the Berenberg Adjusted Sustainable 
Development Goal (BSDG) Framework, based on the UN Sustainable Development Goals 
(SDGs). The SDGs are a roadmap for sustainable economic growth, incorporating a balance 
of environmental, social and economic development factors. They are a “universal call to 
action to end poverty, protect the planet and ensure that all people enjoy peace and 
prosperity by 2030”. 

The framework was created by analysing each of the 169 targets supporting the UN’s 17 
SDGs, converting them into criteria that reflect corporate strategies. See the following 
notes for more information on Berenberg’s SDG mapping: Taking the BSDG Framework to 
continental Europe (dated 1 June 2020) and Impact and Valuation in Focus (dated 5 
November 2020). 

Spirent BSDG profile 

 
Source: Berenberg, Company reports 

How How How How Spirent maps ontoSpirent maps ontoSpirent maps ontoSpirent maps onto    the BSDG frameworkthe BSDG frameworkthe BSDG frameworkthe BSDG framework    

Spirent’s network testing and assurance services align strongly to SDG 9B’s criteria 
“Develop quality, sustainable, resilient and long lasting infrastructure, including 
technological infrastructure”. Spirent’s products innovate in industries such as 
telecommunications by developing and providing testing software that validates new 
technology deployed in these networks. For example, Spirent’s Umetrix Data product tests 
the customer’s experience of new 5G data services, ensuring the optimal use and rollout of 
5G networks. This helps in the development of technological infrastructure by improving 
the speed of developments. Network validation and continuous testing have resulted in 10x 
faster releases and upgrades and an 85% reduction in release and deployment cycles for 
Spirent’s customers. The Life Cycle Assurance business has the ability to carry out 
automated testing of live networks, ensuring the quality of technological infrastructure is 
actively maintained.  

Spirent also has c5% revenue alignment to SDG 11 “Sustainable Cities and Communities” by 
providing testing software for vehicle positioning systems. Autonomous vehicles rely on 
controlled reception pattern antenna (CRPA) systems to maximise reception for accurate 
and reliable navigation, and Spirent has developed a cost-efficient lab-based field testing 
software solution to ensure the reliability of these CPRA systems. This improves the 
accuracy and reliability of autonomous vehicles, making them more efficient. 

 

Goal 9BGoal 9BGoal 9BGoal 9B Goal 11Goal 11Goal 11Goal 11 Aggregate Aggregate Aggregate Aggregate 

SDG SDG SDG SDG Industry, Innovation and Infrastructure Sustainable Cities and Communities

BSDG criteria being met BSDG criteria being met BSDG criteria being met BSDG criteria being met 

"Develop quality, sustainable, resilient and long 

lasting infrastructure, including technological 

infrastructure"

"Provide efficient, sustainable and affordable 

public transport services" 

Revenue alignment bandRevenue alignment bandRevenue alignment bandRevenue alignment band Band 1 Band 5 Band 1

Direction of TravelDirection of TravelDirection of TravelDirection of Travel Positive Positive Positive

Our SDG viewOur SDG viewOur SDG viewOur SDG view

Network testing services and technologies 

facilitating innovation across technological 

infrastructure such as Cloud platforms within 

telecommunications. Cyber security testing 

products ensure resilient technological 

infrastructure.

Position testing technologies for  vehicles 

esnures accuracy of navigation systems, 

improving public transport efficiency.  

NegativeNegativeNegativeNegative Defence (12%)
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Sustainable development goal mapping 

UK Mid-Cap TMT coverage with BSDG revenue alignment 

 
Source:  Berenberg, United Nations 
Key:  

 
 
 

 

 

Current Revenue Exposure 71-100% 46-70% 26-45% 11-25% 1-10%

Direction of Travel Positive Positive Neutral Neutral Negative
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GovernanceGovernanceGovernanceGovernance    

In its 2020 annual report, Spirent confirmed that the board is committed to introducing 
measurable and quantifiable ESG elements into variable pay. In 2021, this will be included 
as an element of the strategic and operational objectives that form part of the annual 
incentive for executive directors, which will be cascaded down to senior management. In 
the longer term, it may also be incorporated into the long-term incentives. 

Spirent governance profile 

 
Source: Company reports, Berenberg estimates 

 

Spirent’s management’s remuneration structure 

 
Source: Company reports, Berenberg estimates 

Five key ESG questions for managementFive key ESG questions for managementFive key ESG questions for managementFive key ESG questions for management    

1) Does Spirent plan to link board pay to ESG targets? 

2) How does Spirent manage its exposure to the defence end-market? 

3) Is Spirent doing anything to manage the environmental impact of its customers that 
use its continuous software testing systems? 

4) How is Spirent managing energy use in its R&D process for new software? 

5) What is the company doing to ensure diversity at senior levels across the organisation?

MetricMetricMetricMetric SpirentSpirentSpirentSpirent Does Spirent have?Does Spirent have?Does Spirent have?Does Spirent have? ViewViewViewView

Board structure 
7 members. Chairman, CEO, CFO, 4 

independent NEDs.

More than 6 board members, more than half of whom are 

independent
����

Male/Female board 

representation 
71% / 29% At least 30% female board representation ����

Average board tenure 4 years Average board tenure of 2-7 years ����

Separate chairman / CEO Yes Separate CEO and Chairman ����

Shareholder structure 100% free float Largest shareholder <50%  voting rights ����

CEO-to-worker pay ratio 32-1

Board committees 
Audit, Disclosure, Nomination, 

Remuneration 

Management shareholdings 

CEO Eric Updyke owns 116,349 shares 

(£290,000 - 0.019% of free float). CFO 

Paulla Bell owns 364,080 shares (£ 910,200 

- 0.059% of free float)

Management compensation 

linked to ESG?
No

1,743

1,868

1,438

1,562
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Financials 

Profit & loss account 

 

Source: Company reports, Berenberg estimates 

 

Income StatementIncome StatementIncome StatementIncome Statement 2018A2018A2018A2018A 2019A2019A2019A2019A 2020A2020A2020A2020A 2021E2021E2021E2021E 2022E2022E2022E2022E 2023E2023E2023E2023E 2024E2024E2024E2024E

RevenueRevenueRevenueRevenue $ m$ m$ m$ m 477477477477 504504504504 522522522522 559559559559 586586586586 615615615615 645645645645

  Change (%) 5% 6% 4% 7% 5% 5% 5%

Networks & Security 285 320 315 307 317 328 340

Lifecycle Service Assurance 113 111 128 253 269 287 305

Connected Devices 79 73 80

Gross profitGross profitGross profitGross profit $ m$ m$ m$ m 345345345345 369369369369 383383383383 410410410410 430430430430 451451451451 473473473473

  Change (%) 6% 7% 4% 7% 5% 5% 5%

  Margin (%) 72% 73% 73% 73% 73% 73% 73%

OPEX (incl. D&A)OPEX (incl. D&A)OPEX (incl. D&A)OPEX (incl. D&A) $ m$ m$ m$ m (267)(267)(267)(267) (276)(276)(276)(276) (280)(280)(280)(280) (297)(297)(297)(297) (309)(309)(309)(309) (321)(321)(321)(321) (334)(334)(334)(334)

Product Development Costs (incl D&A) (97) (97) (103) (111) (117) (122) (128)

Selling and Marketing Costs (124) (129) (123) (135) (140) (145) (150)

Administration (47) (50) (53) (50) (52) (54) (55)

Adjusted EBITAdjusted EBITAdjusted EBITAdjusted EBIT $ m$ m$ m$ m 77777777 93939393 104104104104 113113113113 121121121121 130130130130 140140140140

  Change (%) 31% 20% 11% 10% 7% 7% 7%

  Margin (%) 16% 18% 20% 20% 21% 21% 22%

Networks & Security 56 74 65 64 67 70 73

Lifecycle Service Assurance 17 18 33 60 65 71 77

Connected Devices 11 10 15

Corporate (7) (9) (9) (10) (10) (11) (10)

AdjustmentsAdjustmentsAdjustmentsAdjustments $ m$ m$ m$ m (20)(20)(20)(20) (4)(4)(4)(4) (8)(8)(8)(8) (11)(11)(11)(11) (9)(9)(9)(9) (5)(5)(5)(5) (5)(5)(5)(5)

Reported EBITReported EBITReported EBITReported EBIT $ m$ m$ m$ m 58585858 89898989 96969696 103103103103 113113113113 125125125125 134134134134

DepreciationDepreciationDepreciationDepreciation $ m$ m$ m$ m (17)(17)(17)(17) (22)(22)(22)(22) (21)(21)(21)(21) (21)(21)(21)(21) (22)(22)(22)(22) (23)(23)(23)(23) (24)(24)(24)(24)

  Depreciation as % of sales 3% 4% 4% 4% 4% 4% 4%

Amortisation (excl acquired intangibles)Amortisation (excl acquired intangibles)Amortisation (excl acquired intangibles)Amortisation (excl acquired intangibles) $ m$ m$ m$ m (1)(1)(1)(1) (1)(1)(1)(1) (1)(1)(1)(1) (1)(1)(1)(1) (1)(1)(1)(1) (1)(1)(1)(1) (1)(1)(1)(1)

  Amortisation as % of sales 0.1% 0.2% 0.2% 0.2% 0.2% 0.2% 0.2%

Adjusted EBITDAAdjusted EBITDAAdjusted EBITDAAdjusted EBITDA $ m$ m$ m$ m 94949494 116116116116 125125125125 136136136136 145145145145 154154154154 165165165165

  Change (%) 21% 23% 8% 8% 7% 7% 7%

  Margin (%) 20% 23% 24% 24% 25% 25% 26%

Net Financial Expenses $ m 1 1 0 (1) (1) (1) (1)

Adjusted PBTAdjusted PBTAdjusted PBTAdjusted PBT $ m$ m$ m$ m 78787878 94949494 104104104104 113113113113 121121121121 130130130130 139139139139

  Change (%) 0 0 0 0 0 0 0

  Margin (%) 0 0 0 0 0 0 0

Reported PBTReported PBTReported PBTReported PBT $ m$ m$ m$ m 61616161 90909090 96969696 102102102102 112112112112 125125125125 134134134134

Tax $ m (5) (12) (11) (15) (17) (25) (27)

  Effective Tax Rate 9% 13% 12% 15% 15% 20% 20%

Adjusted Tax $ m (12) (12) (14) (17) (18) (26) (28)

  Effective Tax Rate 15% 13% 14% 15% 15% 20% 20%

Reported Net IncomeReported Net IncomeReported Net IncomeReported Net Income $ m$ m$ m$ m 56565656 78787878 84848484 87878787 95959595 100100100100 107107107107

Adjusted Net IncomeAdjusted Net IncomeAdjusted Net IncomeAdjusted Net Income $ m$ m$ m$ m 66666666 82828282 89898989 96969696 103103103103 104104104104 111111111111

  Change (%) 44% 23% 10% 7% 7% 1% 7%

  Margin (%) 14% 16% 17% 17% 18% 17% 17%

W.av Number of Shares (Basic) mil 610 610 610 610 610 610 610

W.av Number of Shares (Diluted) mil 617 617 616 616 616 616 616

EPSEPSEPSEPS

EPS (Basic) c/share 9.1c 12.8c 13.8c 14.3c 15.7c 16.4c 17.6c

  Change (%) 92% 40% 8% 3% 10% 5% 7%

EPS (Diluted) c/share 9.0c 12.6c 13.7c 14.1c 15.5c 16.2c 17.4c

  Change (%) 92% 40% 8% 3% 10% 5% 7%

EPS (Adjusted)EPS (Adjusted)EPS (Adjusted)EPS (Adjusted) c/sharec/sharec/sharec/share 10.7c10.7c10.7c10.7c 13.2c13.2c13.2c13.2c 14.5c14.5c14.5c14.5c 15.6c15.6c15.6c15.6c 16.7c16.7c16.7c16.7c 16.8c16.8c16.8c16.8c 18.1c18.1c18.1c18.1c

  Change (%) 44% 23% 10% 7% 7% 1% 7%

DPSDPSDPSDPS c/sharec/sharec/sharec/share 4.5c4.5c4.5c4.5c 5.4c5.4c5.4c5.4c 6.0c6.0c6.0c6.0c 7.0c7.0c7.0c7.0c 7.5c7.5c7.5c7.5c 7.6c7.6c7.6c7.6c 8.1c8.1c8.1c8.1c

  Change (%) 10% 20% 12% 16% 7% 1% 7%

DPS (Special) c/share 0.0c 0.0c 7.5c 0.0c 0.0c 0.0c 0.0c

DPS (Total) c/share 4.5c 5.4c 13.5c 7.0c 7.5c 7.6c 8.1c
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Balance sheet 

 
Source: Company reports, Berenberg estimates 

 

 

 

 

  

Balance SheetBalance SheetBalance SheetBalance Sheet 2018A2018A2018A2018A 2019A2019A2019A2019A 2020A2020A2020A2020A 2021E2021E2021E2021E 2022E2022E2022E2022E 2023E2023E2023E2023E 2024E2024E2024E2024E

Non-Current AssetsNon-Current AssetsNon-Current AssetsNon-Current Assets $ m$ m$ m$ m 224224224224 257257257257 253253253253 243243243243 239239239239 239239239239 239239239239

Intangible Fixed Assets 158 160 160 159 159 159 159

PP&E 36 30 26 17 12 13 13

Right of use assets 0 26 23 23 23 23 23

Trade and other Receivables 5 7 7 7 7 7 7

Assets to obtain a contract / investment in ass. 1 0 0 0 0 0 0

Defined benefit pension plan surplus 3 12 13 13 13 13 13

Deferred tax asset 22 22 24 24 24 24 24

Other Non-Current Assets 0 0 0 0 0 0 0

Current AssetsCurrent AssetsCurrent AssetsCurrent Assets $ m$ m$ m$ m 289289289289 348348348348 397397397397 373373373373 432432432432 500500500500 579579579579

Inventories 28 21 22 24 25 26 28

Receivables 138 143 132 142 149 156 163

Assets recognized from costs to obtain a contract 1 1 1 1 1 1 1

Other financial assets 0 0 0 0 0 0 0

Current tax asset 1 1 0 0 0 0 0

Cash and equivalents 122 183 241 206 258 317 387

Others 0 0 0 0 0 0 0

Total AssetsTotal AssetsTotal AssetsTotal Assets $ m$ m$ m$ m 513513513513 605605605605 650650650650 616616616616 671671671671 739739739739 818818818818

Current LiabilitiesCurrent LiabilitiesCurrent LiabilitiesCurrent Liabilities $ m$ m$ m$ m (130)(130)(130)(130) (154)(154)(154)(154) (155)(155)(155)(155) (174)(174)(174)(174) (181)(181)(181)(181) (189)(189)(189)(189) (197)(197)(197)(197)

Trade and other payables (63) (82) (74) (87) (91) (95) (99)

Contract liabilities (55) (56) (65) (70) (73) (77) (81)

Lease liabilities 0 (9) (8) (8) (8) (8) (8)

Current tax liability (1) (4) (2) (2) (2) (2) (2)

Provisions (11) (5) (6) (6) (6) (6) (6)

Others 0 0 0 0 0 0 0

Non-Current LiabilitiesNon-Current LiabilitiesNon-Current LiabilitiesNon-Current Liabilities $ m$ m$ m$ m (27)(27)(27)(27) (48)(48)(48)(48) (52)(52)(52)(52) (53)(53)(53)(53) (54)(54)(54)(54) (55)(55)(55)(55) (56)(56)(56)(56)

Trade and other payables (5) (1) (1) (1) (1) (1) (1)

Contract liabilities (14) (14) (19) (20) (21) (22) (23)

Lease liabilities 0 (25) (20) (20) (20) (20) (20)

Deferred tax liability 0 0 (2) (2) (2) (2) (2)

Defined benefit pension plan deficit (4) (6) (6) (6) (6) (6) (6)

Provisions (3) (3) (4) (4) (4) (4) (4)

Other Non-Current Liabilities 0 0 0 0 0 0 0

EquityEquityEquityEquity $ m$ m$ m$ m (355)(355)(355)(355) (402)(402)(402)(402) (443)(443)(443)(443) (389)(389)(389)(389) (436)(436)(436)(436) (495)(495)(495)(495) (565)(565)(565)(565)

Shareholders' Equity (355) (402) (443) (389) (436) (495) (565)

Minorities 0 0 0 0 0 0 0

Total Liabilities and EquityTotal Liabilities and EquityTotal Liabilities and EquityTotal Liabilities and Equity $ m$ m$ m$ m (513)(513)(513)(513) (605)(605)(605)(605) (650)(650)(650)(650) (616)(616)(616)(616) (671)(671)(671)(671) (739)(739)(739)(739) (818)(818)(818)(818)

Net Debt (Financial)Net Debt (Financial)Net Debt (Financial)Net Debt (Financial) $ m$ m$ m$ m 122122122122 183183183183 241241241241 206206206206 258258258258 317317317317 387387387387

Pension Provisions (4) (6) (6) (6) (6) (6) (6)

Other Debt Adjustments (3) (3) (4) (4) (4) (4) (4)

Financial Net DebtFinancial Net DebtFinancial Net DebtFinancial Net Debt $ m$ m$ m$ m 114114114114 174174174174 231231231231 196196196196 248248248248 307307307307 377377377377

IFRS16 Net DebtIFRS16 Net DebtIFRS16 Net DebtIFRS16 Net Debt $ m$ m$ m$ m 122122122122 150150150150 213213213213 178178178178 230230230230 288288288288 359359359359

Financial Net Debt/EBITDA -1.2x -1.5x -1.8x -1.4x -1.7x -2.0x -2.3x

IFRS16 Net Debt/EBITDA -1.3x -1.3x -1.7x -1.3x -1.6x -1.9x -2.2x

CapitalCapitalCapitalCapital

Capital Employed $ m 383 450 495 442 490 550 622
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Cash flow statement 

 

Source: Company reports, Berenberg estimates 

 

 

Cash FlowCash FlowCash FlowCash Flow 2018A2018A2018A2018A 2019A2019A2019A2019A 2020A2020A2020A2020A 2021E2021E2021E2021E 2022E2022E2022E2022E 2023E2023E2023E2023E 2024E2024E2024E2024E

PBT (Reported)PBT (Reported)PBT (Reported)PBT (Reported) $ m$ m$ m$ m 61616161 90909090 96969696 102102102102 112112112112 125125125125 134134134134

Finance income (1) (3) (2) (1) (1) (1) (1)

Finance costs 0 2 2 2 2 2 2

All intangibles amortisation 4 2 1 1 1 1 1

Depreciation of PP&E & right of use assets 17 22 21 21 22 23 24

Goodwill and acquired intangible asset impairement 0 0 0 0 0 0 0

Loss on disposal of PP&E or share of associate 0 0 0 0 0 0 0

Share-based payment 3 4 5 4 5 5 5

Working Capital Changes (20) 18 14 3 2 2 2

Inc/(dec) in provisions 8 (5) 1 1 1 1 1

Defined benefit costs (7) (6) (6) (12) (7) (8) (2)

Deferred compensation plan or Defined benefit plan re-meas 4 1 1 1 1 1 1

PBT (discontinued) 0 0 0 0 0 0 0

Other Operating Cash Flow (2) (0) 0 0 0 0 0

Cash From/(For) OperationsCash From/(For) OperationsCash From/(For) OperationsCash From/(For) Operations $ m$ m$ m$ m 66666666 125125125125 132132132132 123123123123 137137137137 151151151151 166166166166

Tax paid (6) (6) (11) (17) (18) (26) (28)

Net Cash inflow from operating activitiesNet Cash inflow from operating activitiesNet Cash inflow from operating activitiesNet Cash inflow from operating activities $ m$ m$ m$ m 60606060 119119119119 121121121121 106106106106 119119119119 125125125125 139139139139

Purchase of intangible assets 0 (2) (1) (1) (1) (1) (1)

Purchases of PP&E (12) (11) (10) (12) (18) (23) (25)

Acquisitions 0 (2) 0 (55) 0 0 0

Disposals / Sale of PP&E 1 1 1 0 0 0 0

Interest received 1 3 2 1 1 1 1

Lease payments received from finance leases 0 0 1 1 1 1 1

Repayment of loans to divested subsidiaries / investment in ass. 2 0 0 0 0 0 0

Other 0 0 0 0 0 0 0

Cash From/(For) InvestmentsCash From/(For) InvestmentsCash From/(For) InvestmentsCash From/(For) Investments $ m$ m$ m$ m (8)(8)(8)(8) (11)(11)(11)(11) (7)(7)(7)(7) (67)(67)(67)(67) (17)(17)(17)(17) (23)(23)(23)(23) (24)(24)(24)(24)

Share purchase into employee share ownership trust (3) (9) (12) (12) (12) (12) (12)

Share repurchase 0 0 0 0 0 0 0

Dividend (55) (29) (34) (69) (46) (46) (50)

Lease liability or loan principal repayment 0 (9) (10) (10) (10) (10) (10)

Lease liability interest paid 0 (2) (1) (1) (1) (1) (1)

Other 0 0 0 0 0 0 0

Cash From/(For) FinancingCash From/(For) FinancingCash From/(For) FinancingCash From/(For) Financing $ m$ m$ m$ m (57)(57)(57)(57) (48)(48)(48)(48) (57)(57)(57)(57) (93)(93)(93)(93) (69)(69)(69)(69) (70)(70)(70)(70) (73)(73)(73)(73)

Change in Cash (Continuing) (5) 61 57 (36) 51 58 69

Change in Cash (Discontinued) 0 0 0 0 0 0 0

Cash Flow Effect of FX (2) 1 1 1 1 1 1

Other Cash Flow Movements 0 0 0 0 0 0 0

Cash at Begining of PeriodCash at Begining of PeriodCash at Begining of PeriodCash at Begining of Period $ m$ m$ m$ m 128128128128 122122122122 183183183183 241241241241 206206206206 258258258258 317317317317

Net Change in Group CashNet Change in Group CashNet Change in Group CashNet Change in Group Cash $ m$ m$ m$ m (7)(7)(7)(7) 62626262 58585858 (35)(35)(35)(35) 52525252 59595959 70707070

Cash at End of PeriodCash at End of PeriodCash at End of PeriodCash at End of Period $ m$ m$ m$ m 122122122122 183183183183 241241241241 206206206206 258258258258 317317317317 387387387387
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The growth story continues    

   

● Summary: dotdigital is a mid-market leader in cloud-based marketing 
automation software (MarTech) serving both B2B and B2C customers. Users 
can connect customer data, gather powerful insights, and automate 
personalised marketing campaigns across email, SMS, live chat, and more. 
With continued investment in building out an omni-channel marketing 
platform and a unified customer data view, we see considerable scope for 
upselling to customers. We initiate coverage with a Buy rating and a c290p 
price target, indicating c35% upside. 

● A continuing growth story: Having grown its top-line in the high teens over 
the past five years, dotdigital continues to be propelled by significant 
tailwinds from the automating of B2C and B2B marketing campaigns for its 
clients and the harnessing of cross-platform data and artificial intelligence 
(AI) to gather customer insights. Omni-channel touch-points and data-
driven personalised marketing campaigns offered by dotdigital help 
marketers improve their customer conversion rates, thus elevating upselling 
revenue and customer lifetime value for dotdigital. While our base-case net 
retention rate (rate of revenue upselling minus churn) is held flat at 105%, we 
can see an upside scenario where it reaches 114% by 2024E. This scenario 
would be possible, through: 1) increased upselling of omni-channel 
messaging volume; and 2) faster new customer acquisitions in Asia-Pacific 
and through strategic partner integrations (Adobe’s Magento, Shopify, 
Microsoft Dynamics, and Salesforce, etc). The result would be c50% upside to 
our 2024E base-case EPS estimates. 

● A mid-market leader in marketing automation: Focused on retention 
marketing, dotdigital is largely unaffected by the changing regulatory 
landscape because it uses first-party customer data to create highly relevant 
marketing campaigns, which help its clients to retain customers. By offering 
a number of advanced features and unparalleled customer support, the 
company has managed to keep revenue churn at c6% compared with 
industry churn of 10-20%. With Emarsys (one of dotdigital’s main 
competitors) having been acquired by SAP in 2020 and dotdigital pivoting 
more towards enterprise clients, it has a good opportunity to dominate the 
mid-end of the MarTech landscape. 

● A consistent compounder: dotdigital has ploughed c40% of the cumulative 
CFO generated over 2015-20 back into product development. This continued 
product innovation and the creation of strong customer success/support 
teams have ensured high customer retention and increased upselling in the 
past few years for dotdigital. The company has a healthy lifetime value (LTV) 
to customer acquisition cost (CAC) ratio of over 7.5x (our conservative 
estimate) and ROCE of c40%. These healthy unit economics have helped it 
compound FCF at an impressive c25% over 2015-20. 

● Valuation: While the stock looks optically expensive, recent acquisition 
multiples for companies in the MarTech space are driving valuations. We use 
a blend of target multiple and base-case DCF to value dotdigital. 

  22 June 2021 

BUY (Initiation) 

Current price 
 

Price target 

GBp 217 
 

GBp 290 
21/06/2021 London Close 

Market cap (GBP m) 648 
Reuters DOTD.L 
Bloomberg DOTD LN 

Share data 

Shares outstanding (m) 299 

Enterprise value (GBP m) 623 
Daily trading volume 823,400 

Key data 

Price/book value 11.4 
Net debt/equity -51.9% 
CAGR sales 2021-2023 15.0% 
CAGR EPS 2021-2023 10.2% 
    

Source: Thomson Reuters Datastream 
 

Y/E 30/06, GBP m 2019 2020 2021E 2022E 2023E 

Sales 43 47 57 65 75 
adj EBIT 12 13 13 14 16 
adj EPS (diluted) 3.88 3.79 3.62 4.01 4.40 
Net debt (cash) -19 -25 -29 -36 -43 
EBIT margin 27.7% 27.6% 22.4% 22.0% 21.9% 
ROCE 38% 44% 32% 39% 41% 
EV/sales 14.8x 13.2x 11.0x 9.5x 8.1x 
EV/EBIT 53.3x 48.0x 49.1x 43.1x 37.2x 
P/E 56.0x 57.3x 59.9x 54.1x 49.3x 

Source: Company data, Berenberg 
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BUY    

  

Investment thesis 
 

22 June 2021 Reuters DOTD.L 

  

● Summary:Summary:Summary:Summary: dotdigital is a mid-market leader in marketing automation 

serving B2B and B2C customers. Users can connect customer data, 
gather powerful insights, and automate marketing campaigns across 
email, SMS, live chat, etc. 

● A continuing A continuing A continuing A continuing growth story:growth story:growth story:growth story: Having grown its top-line in the high-

teens in the past five years, dotdigital continues to be propelled by 
significant tailwinds from the automation of B2C and B2B marketing 
campaigns for its clients and the harnessing of cross-platform data 
and AI to gather customer insights. The increasingly sophisticated 
functionality, unique personalised insights and omni-channel touch-
points (email, SMS, social media etc) offered by dotdigital help 
marketers improve their customer conversion rates. This in turn: 1) 
improves upselling revenue for dotdigital; 2) increases customer 
lifetime value; and 3) reduces churn. 

● A midA midA midA mid----market leader in marketing automation:market leader in marketing automation:market leader in marketing automation:market leader in marketing automation: Focused on 

retention marketing, dotdigital is largely unaffected by the changing 
regulatory landscape because it uses first-party customer data to 
create highly relevant marketing campaigns. By offering advanced 
features and unparalleled customer support, the company has 
managed to keep revenue churn at c6%. 

● Valuation:Valuation:Valuation:Valuation: We value dotdigital using a blended approach of our base-

case DCF and a target multiple.  

Bloomberg DOTD LN 

Current price Price target   
  

GBp 217 GBp 290 
Market cap (GBP m) 648 

21/06/2021 London Close EV (GBP m) 623 

Trading volume 823,400 

Free float 90% 

Non-institutional shareholders Share performance 
  

Taylor Ian Rhys (9.99%) 
Huard Boris (0.01%) 

High 52 weeks GBp 228 

Low 52 weeks GBp 101 

Business description Performance relative to 
  

dotdigital is a mid-market leader in 
marketing automation serving both B2B and 
B2C customers. 

 SXXP FTSE AIM 
  

1mth 3.6% - 

3mth 19.7% - 

12mth 85.8% - 

 

Profit and loss summary 

GBP m 2019 2020 2021E 2022E 2023E 

Revenues 43 47 57 65 75 
EBITDA 15 18 18 20 23 
EBITA 14 17 17 20 23 
EBIT 12 13 13 14 16 
Associates contribution 0 0 0 0 0 
Net interest 0 0 0 0 0 
Tax 0 -2 -2 -2 -3 
Minorities 0 0 0 0 0 
Net income adj. 12 11 11 12 13 
EPS reported 2.82 3.39 2.75 3.63 3.94 
EPS adjusted 3.88 3.79 3.62 4.01 4.40 
Year end shares 298 298 299 299 299 
Average shares 298 298 299 299 299 
DPS 0.67 0.83 0.79 0.88 0.96 

 

 
Cash flow summary 

GBP m 2019 2020 2021E 2022E 2023E 

Net income 12 11 11 12 13 
Depreciation -3 -5 -5 -6 -7 
Working capital changes 2 -2 -1 -1 -1 
Other non-cash items 3 14 10 12 14 
Operating cash flow 13 18 15 18 20 
Capex -6 -7 -7 -8 -9 
FCFE 7 11 9 10 11 
Acquisitions, disposals 0 0 0 0 0 
Other investment CF -1 -4 -2 -1 -1 
Dividends paid -2 -2 -2 -2 -3 
Buybacks, issuance 0 0 0 0 0 
Change in net debt 4 6 4 7 7 
Net debt -19 -25 -29 -36 -43 
FCF per share 2.42 3.83 2.88 3.29 3.57 

 

  

Growth and margins 

 2019 2020 2021E 2022E 2023E 

Revenue growth 15.3% 11.5% 19.4% 15.0% 15.0% 
EBITDA growth 24.4% 23.5% -1.7% 13.5% 14.6% 
EBIT growth 24.9% 11.0% -3.0% 12.9% 14.5% 
EPS adj growth 33.2% -2.2% -4.4% 10.7% 9.7% 
FCF growth 32.0% 58.4% -24.8% 14.4% 8.4% 
EBITDA margin 34.6% 38.4% 31.6% 31.2% 31.1% 
EBIT margin 27.7% 27.6% 22.4% 22.0% 21.9% 
Net income margin 27.6% 24.2% 19.4% 18.7% 17.8% 
FCF margin 17.0% 24.1% 15.2% 15.1% 14.2% 

 

 
Key ratios 

 2019 2020 2021E 2022E 2023E 

Net debt / equity -46.6% -50.1% -51.9% -54.8% -57.1% 
Net debt / EBITDA -1.4 -1.5 -1.7 -1.9 -2.0 
Avg cost of debt 0.1% -0.3% -0.3% -0.2% -0.2% 
Tax rate 0.5% 12.7% 14.0% 16.0% 20.0% 
Interest cover -619.2 225.2 218.6 246.8 282.6 
Payout ratio 17.3% 21.9% 21.9% 21.9% 21.9% 
ROCE 37.9% 43.6% 31.5% 38.7% 40.9% 
Capex / sales 14.3% 14.3% 11.5% 12.0% 12.0% 
Capex / depreciation 205.4% 132.4% 125.0% 130.4% 130.4% 

 

  

Valuation metrics 

 2019 2020 2021E 2022E 2023E 

P / adjusted EPS 56.0 57.3 59.9 54.1 49.3 
P / book value 15.6 12.8 11.4 9.9 8.6 
FCF yield 1.1% 1.8% 1.3% 1.5% 1.6% 
Dividend yield 0.3% 0.4% 0.4% 0.4% 0.4% 
EV / sales 14.8 13.2 11.0 9.5 8.1 
EV / EBITDA 42.6 34.4 34.8 30.4 26.2 
EV / EBIT 53.3 48.0 49.1 43.1 37.2 
EV / FCF 87.0 54.8 72.5 62.7 57.2 
EV / cap. employed 26.7 20.3 19.0 17.5 16.1 

 

 
Key risks to our investment thesis 

● Loss of a strategic partner:Loss of a strategic partner:Loss of a strategic partner:Loss of a strategic partner: Revenues could be affected if a 
strategic technology partner was acquired, changed contractual 
terms, developed in-house solutions or lost market share. 

● Changes to policies on thirdChanges to policies on thirdChanges to policies on thirdChanges to policies on third----party platforms:party platforms:party platforms:party platforms: dotdigital’s third-
party platform partners (including WhatsApp, Facebook, Twitter and 
Google) can change platform policies harming dotdigital's business. 

● Regulation and customer preferences:Regulation and customer preferences:Regulation and customer preferences:Regulation and customer preferences: Regulatory changes and 
customer preferences may require product changes that can hurt the 
business temporarily, though we think this risk is low for dotdigital. 
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dotdigital Group plc – investment thesis in pictures 

Engagement Cloud, dotdigital’s core product, has evolved from a 

single channel (email) to a multi-channel marketing automation 

platform 

Engagement Cloud has strategic integrations with other software 

platforms and revenue from customers on these platforms makes 

up 49% of group, with the highest contribution from Magento 

customers (29% of group); rising popularity of these platforms… 

  
Source: Berenberg estimates Source: Berenberg estimates 

…along with industry tailwinds has helped dotdigital grow 

revenue at a c22% CAGR 2011-20; UK customers make up c70% of 

group revenue and 91% of the group is SaaS-based recurring 

revenue; we expect top line to grow at a 15% CAGR 2021-24E 

driven by continued investment in the creation of a unified view 

of customer data … 

…and omni-channel capabilities, which will further drive upsell 

revenue; AI can use the data on the platform to create 

personalised marketing campaigns to drive higher conversions, 

improving customer retention for dotdigital; all this will further 

differentiate dotdigital as a mid-market leader in marketing 

automation serving both B2C and B2B customers… 

 
 

Source: Berenberg estimates Source: Berenberg estimates 

…and growing adjusted EPS (diluted) at a low-double digit rate 

over 2021-24E in our base case; our EPS grows more slowly than 

the top line mainly because of higher sales of SMS and WhatsApp 

marketing messages, which have lower gross margins but 

increase customer retention and customer lifetime value 

We think our base case is conservative at just 15% top-line 

growth and a 105% flat NRR over 2021-24E; we think continued 

product innovation can increase upselling and improve NRR 

gradually to c114% (30% top-line CAGR over 2021-24E) in our 

upside scenario, adding c50% to our base-case EPS estimates 

  
Source: Berenberg estimates Source: Berenberg estimates 
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dotdigital: business overview 

dotdigital is a mid-market leader in cloud-based marketing automation software serving 
both B2B and B2C customers. Users can connect customer data, gather powerful 
insights, and automate personalised marketing campaigns across email, SMS, live chat, 
and more. The SaaS platform empowers 3,500+ brands, including British Airways, DHL, 
Virgin-Active, etc, across 150 countries. The company has strategic technology 
integrations with CRM platforms like Salesforce, Microsoft Dynamics 365 and 
ecommerce platforms like BigCommerce, Shopify, and Magento. Around 30% of group 
revenue comes from Magento customers. dotdigital has 91% recurring revenue and we 
expect it to generate revenues of c£65m in 2022E. 

History 

Summary: dotdigital historically focused only on email marketing with its dotmailer 
product but subsequently evolved to multi-channel (email, SMS, app notifications, landing 
pages and website chat) after it acquired Comapi (the trading name for Dynmark), a fast-
growing omni-channel messaging and cloud communication platform, for £10.7m. The 
acquisition at c8x trailing EBITDA or c1.4x trailing sales was a clever one, which enabled 
dotdigital to move with the times and market on trending platforms such as Facebook, 
Instagram and WhatsApp. It has also enabled two-way conversations between various 
channels and has therefore enhanced the quality of data. 

dotdigital’s evolution from single-channel to omni-channel 

 
Source: Company reports, Berenberg estimates 

Founding of dotmailer as a mail provider for the BBCFounding of dotmailer as a mail provider for the BBCFounding of dotmailer as a mail provider for the BBCFounding of dotmailer as a mail provider for the BBC    

dotdigital was founded in 1999 as Ellipsis Media, a web design agency based in Croydon, 
UK. Its mail provider was launched in 2002, built especially for the BBC. The company was 
soon renamed dotmailer. In 2008 dotmailer became a PLUS market-listed PLC, opened its 
first Manchester office and was included in Deloitte's Technology Fast 500.  

AIM listing and growthAIM listing and growthAIM listing and growthAIM listing and growth    

In 2010 dotmailer opened offices in Belarus and London. The company moved from PLUS 
to the AIM market in 2011, and the platform was translated into eight languages – UK 
English, US English, German, French, Spanish, Italian, Portuguese and Russian. In 2013 an 
office was opened in New York, and dotmailer was nominated in the European Business 
Awards. By 2014, the company’s market cap had grown to £100m and dotmailer was 
regarded as one of the three top mailer services in G2 Crowd’s crowd-sourced business 
software ratings. 

Change of trading brand name to dotdigital Change of trading brand name to dotdigital Change of trading brand name to dotdigital Change of trading brand name to dotdigital     

After acquiring Comapi in 2017, the company moved towards omni-channel marketing and 
changed its trading brand name to dotdigital in early 2019. Currently, dotdigital’s cloud-
based platform – the Engagement Cloud – is an omni-channel marketing automation 
platform that lets marketers use their data to send highly relevant messages across the 
customer lifecycle.  
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History of dotdigital 

 
Source: Company reports 

Share price performance 

According to Factset, dotdigital’s share price has grown at c40% annually since its AIM listing in 2011  

 

Source: Factset 

What dotdigital does 

dotdigital is a UK-based company selling cloud-based software to businesses in the mid-
market segment that helps them with omni-channel marketing communication and 
automation. Customer data is used to create personalised marketing campaigns on over 10 
channels including email, SMS, social (Facebook Messenger, Instagram, WhatsApp, etc), 
ads, mobile, website, chat and offline. The idea is to increase customer engagement by 
ensuring that the marketing is relevant and not construed as spam or abuse. It is all about 
– “the right message, right customer, right channel, at the right time”. 

dotdigital has strategic technology integrations with CRM platforms like Salesforce, 
Microsoft Dynamics 365 and ecommerce platforms like BigCommerce, Shopify, and 
Magento. This brings dotdigital’s powerful marketing automation technology to B2C and 
B2B customers on these partner platforms.  

The core product, Engagement Cloud, is dotdigital’s SaaS platform, which empowers more 
than 3,500 brands across 150 countries to acquire, convert, and retain customers. Using the 
platform, dotdigital’s customers sent out c21bn messages in 2020, and the volume of 
messages sent has grown at a CAGR of c40% over 2011-20.  
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dotdigital Engagement Cloud at a glance 

 
Source: Company reports, Berenberg estimates 

The organisation 

• Geographic exposure: dotdigital reports only a single business line and has c70% of its 
revenues coming from UK and the rest from other parts of the world. The geographic 
revenue breakdown is EMEA (80% of group), US (15%) and Asia-Pacific (5%). The 
Comapi technology (acquired via the Comapi acquisition in 2017), which provides the 
underlying logic (application programming interface – API) to send out marketing 
communication to customers across multiple channels, was integrated into the 
Engagement Cloud platform in May 2019. Revenue from selling these APIs to other 
marketing automation companies made up c14% of group revenues in FY 2020 and is 
being discontinued – the company intends to close it down by June 2021 because it does 
not want to compete in this space. We explain this in more detail in Key investment 
two. 

• Revenues from strategic partner integrations: Revenues from customers using the 
dotdigital platform via integrations with strategic partners both in ecommerce 
(Magento, Shopfiy, etc) and CRM (Salesforce, Microsoft Dynamics etc) have been rising 
and accounted for c49% of group revenues in FY 2020. The remaining 51% of revenue is 
from other customers. 

• Employee base: dotdigital has c350 employees, with c50% of them in sales and 
marketing and c30% in product development. 
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Revenue by geography Revenue via strategic partners (as a percentage of group) 

  
Source: Company reports; Berenberg estimates Source: Company reports 

Employees in each location Employees per function 

  
Source: Company reports Source: Company reports 

Product overview 

In 2020, dotdigital’s Engagement Cloud was rated as the market leader in the mid-market 
segment in G2’s marketing automation grid3.  

Engagement Cloud Engagement Cloud Engagement Cloud Engagement Cloud ––––    what it doeswhat it doeswhat it doeswhat it does    

As described earlier, Engagement Cloud is an omni-channel marketing solution for B2C, 
B2B, and not-for-profit marketers. Users of the platform can: 1) import customer data; 
2) build segments and triggers; and 3) create relevant marketing campaigns that engage 
customers on their favourite channels (email, SMS, push notifications, live chat, and social 
ads). Speed and ease of use (drag-and-drop; no code) is what the platform is known for. 
Customers have various goals: to increase marketing ROI, boost sales revenue, drive more 
qualified leads, or boost donor growth.  

Engagement Cloud Engagement Cloud Engagement Cloud Engagement Cloud ––––    how it workshow it workshow it workshow it works    

Once a dotdigital client has been onboarded and set up, it can start marketing products to 
its customers. We show below the broad set of actions the client can take. 

● Import and segment data: Connect customer data (contact data, personal data, 
transactional history, preferences etc.) and create segments on everything from orders 

                                                                    
3 Based on customer reviews and not analyst views 
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and preferences to demographics and CRM insights. As customers’ data builds over 
time from all the marketing channels, this unified view of a customer is used for future 
marketing.  

• Create messages: Build a professional-looking message for any channel using the drag-
and-drop (no-code) campaign building tool and dynamic content blocks for highly 
relevant messaging. A number of responsive pre-built templates are available to save 
time.  

dotdigital Engagement Cloud – features 

 
Source: Company reports 

 

Current conversational messaging tools on Engagement Cloud 

 
Source: Company reports 

● Automate campaigns: Build consumer lifecycle programs like welcome and post-
purchase campaigns or abandoned cart reminders. The marketing campaign can be 
completely automated and personalised for each customer/group of customers based 
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on the actions/decisions taken by the customer. The Engagement Cloud allows users to 
build a decision-tree-based automated campaign, as shown in the sample below. 

● Campaign optimisation: Campaigns can be further optimised by using customer data 
to power Facebook, Google or Instagram ads. Advanced personalisation and other 
insights can also be used to optimise a campaign. 

dotdigital Engagement Cloud – creating a sample automated campaign 

based on customer events/decisions 

 
Source: Company reports, Berenberg estimates 

• Report on success: Measure KPIs using campaign reports and customer dashboards; 
gain insights on click-through rates, RFM (recency, frequency and monetary) and 
return on investment. We go into more detail on the reporting features later. 

• Others: Well-timed push notifications (eg football game tickets for the next game after 
a win in today’s game), personalised SMS (or RCS/RBM) messages (containing unique 
discount codes, limited time competitions, early sales access, appointment reminders, 
etc) or AI-powered product recommendations can also be used to re-engage a 
customer. 

What being a strategic partner meansWhat being a strategic partner meansWhat being a strategic partner meansWhat being a strategic partner means    

Globally, dotdigital has partnered with c80% of ecommerce solution providers and c70% of 
CRM solution providers. So when these partner solutions grow, so does dotdigital. Any 
partner via whom end-customers contribute more than 10% of group revenue is considered 
a strategic partner. Using Engagement Cloud via a strategic partner entails the following. 

● It allows the customer to instantly access dotdigital Engagement Cloud. 

● It synchs storefront data with Engagement Cloud seamlessly and without any 
development work. 

● It allows partners to use most of the features on Engagement Cloud (depending on 
which partner solution is used) to market to customers. 

● It provides customer support from both the partner and dotdigital. 

Magento (Adobe-owned) and Shopify, Microsoft Dynamics 365 and Salesforce, respectively 
are the main integrated strategic partners for dotdigital in ecommerce and CRM.  

● Customers who use Magneto as their solution provider have grown in importance for 
dotdigital, contributing c30% of group’s revenues. dotdigital is a premier technology 
partner for Magento (Adobe) and appears to be the only external marketing automation 
provider, according to Magento’s website.  

● dotdigital is a Gold Partner to Microsoft and the partnership with Shopify has strong 
potential to grow – we go into more detail on this in Key investment point one. 
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Dotdigital’s strategic integration partner solutions 

 

Source: Company reports, Berenberg  

More on reporting and analyticsMore on reporting and analyticsMore on reporting and analyticsMore on reporting and analytics    

The Engagement Cloud allows the customer to view statistics on how well the marketing is 
going. 

● Easy campaign reports: These use insights to improve on marketing metrics. 

● Drill-down reporting: Reporting enables customers to dig deeper into the data to 
understand the bigger picture. 

● Customer dashboards: Customers are grouped by RFM personas and ecommerce 
metrics. Big spenders and infrequent shoppers are identified so that they can be 
targeted differently. 

● Advanced tracking: Customers can discover more by applying filters to contact groups 
and segments and understand what content makes them tick. 

● ROI reporting: ROI conversion rate tracking helps customers to grow their business. 

For technology geeks, here is a simplified version of how the above metrics are computed. 

• Tracking pixels: These are very small pieces of code that are embedded into an email 
and connect to the dotdigital server when it is opened. This helps track the open rate. 

• Multiple pixels: These track whether the person opening the email has scrolled through 
the entire message and at what point they stopped reading. 

• Slow loading pixels: These track how long the person spends reading the email. 

• Click tracking: A URL is included in the email/message that, when clicked on, directs 
the user to dotdigital’s website, after which an http-redirect is made to the actual link 
location. 

dotdigital customer reviewsdotdigital customer reviewsdotdigital customer reviewsdotdigital customer reviews    

dotdigital has received very positive reviews on G2.com and has a 4.3/5 overall rating. We 
go into more detail on its competitive advantages in Key investment point two. 
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An example of a dotdigital review on G2.com 

    
Source: G2 

Business model 

● Lead generation: dotdigital does not typically use resellers but it grows when its 
partners (such as Magento, Shopify, Salesforce and Microsoft Dynamics) grow. It 
spends c6% of revenue on marketing efforts to educate potential customers. Marketing 
efforts can include: 1) direct marketing at events; 2) search engine optimisation (SEO); 
3) websites; and 4) email marketing. According to an ex-sales employee we spoke to, 
the marketing team is responsible for c50% of the leads generated; c30% are via partner 
referrals; and c20% are outbound sales. Online incoming sales, ie those generated by 
customers filling in an online form, represent a small part of the marketing funnel, and 
system integrators (SIs) can also refer a client to dotdigital for a commission. 

● Sales cycle: The dotdigital sales team engage with the potential customer’s marketing 
director, marketing CRM executive or in some cases technical experts. The sales cycle is 
typically one to three months and can include a trial period. Once the deal is signed or 
once the trial account is set up, customers can usually log in immediately. With a 
dedicated sales person, and subsequently an account manager (or customer success 
manager) for every customer, the aim is to satisfy all of the customer’s bespoke needs. 

● Pricing: According to the company, every deal is a negotiation and there are no fixed 
prices. The pricing depends on the following three parameters: 

o the number of customer contacts that the client wants to upload onto the 
Engagement Cloud; 

o the volume of data that needs to be stored for all the customer contacts; and 

o the volume of marketing messages that is predicted to be sent across all marketing 
channels except SMS and WhatsApp. 

On top of this contract, the client can also add premium messaging, which basically 
includes SMS and WhatsApp marketing messages. 

● Contract: Based on the above parameters, a contract is struck for one to three years and 
includes a monthly subscription fee paid in advance. The average contract length is c20 
months.  

● Diverse customer base: Users of Engagement Cloud are mainly marketing teams of 
companies in sectors such as retail, media, tech/telecoms, business services, financials, 
education and travel. British Airways, Tottenham Hotspur, DHL, TM Lewin and Virgin-
Active are clients, to name a few. The company has both B2B and B2C customers, but it 
is worth noting that there is usually a long tail of small customer accounts, many of 
whom may be dormant at any point in time. According to the FY 2020 company 
reports, no customer accounts for more than 1% of group revenue and the top 100 
customers represent just c17% of group revenue. 



dotdigital Group plc (DOTD LN) 

UK Mid-Cap – Software & IT Services  
 

 

62 

Revenue recognition, mix and visibility 

As explained in the previous section, dotdigital negotiates one- to three-year contracts 
(average 20 months) with its customers and recognises the following sources of revenue. 

● Recurring revenue (91% of group): Around 90% of the recurring revenue is contracted. 
The non-contracted but recurring part relates to SMS and WhatsApp revenue. 
Recurring revenue is split as follows. 

o Licensing and functionality (36% of group): Customers are charged a licence fee to 
use the Engagement Cloud and associated functionality. Additionally, the contacts 
and data they synch with the Engagement Cloud are also charged – the more 
contacts and data, the higher the charge (the price to the contacts/data curve would 
be concave). Enhanced product functionality, an indication of the value created by 
R&D spend, and increasing contacts/data synching have been the key drivers of the 
revenue CAGR 2015-20 of 48% achieved from this source. 

o Messaging plan (55% of group): Customers can choose a messaging plan based on 
the volume of messages they intend to send for the contract period. This would 
cover messaging across platforms except premium messaging (SMS and WhatsApp), 
which are not contracted but still recurring. Revenue from this source has 
compounded at 20% over 2015-20. 

● Non-recurring revenues (9% of group): This is revenue related to the onboarding of 
new customers and their training. In addition, there could be occasional revenues from 
managed and design services. 

● Revenue recognition: Customers pay in advance and typically on a monthly basis; 
when customers prepay for the entire contract period (which happens in a few cases), 
revenue is recognised over the period of the contract and deferred revenues are 
recorded on the balance sheet (deferred revenues represented c12% of group revenues 
at the end of FY 2020). The company invoices the customer in the same month that the 
service agreement is signed; this is because the customer would usually have a trial 
account that would be converted to a permanent account and the customer can log in 
immediately. In rare cases only, a new account is set up immediately for the customer 
to log in. 

Group revenue mix (FY 2020) Revenue mix trend and CAGR 

  
Source: Company reports, Berenberg estimates Source: Company reports, Berenberg estimates 
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Financial performance 

dotdigital’s reported revenue CAGR of c22% (all operations) or 

20% organic revenue CAGR4 between 2011 and 2020 is quite 

impressive; we discuss our base case top-line projections in Key 

investment point one. 

Top-line growth slowed in FY20 due to uncertainty from the 

impact of COVID-19 in H2 2020; however, growth rebounded in 

H1 2021 (ie July to December 2021) 

  
Source: Company reports, Berenberg estimates Source: Company reports, Berenberg estimates 

Average revenue per user (ARPU) has a wide range across 

customers (£100 per month to £60k per month) and it has more 

than doubled since 2015, to just below £1,100 per month in FY 2020 

Message sending volume, customer satisfaction and email delivery 

rate as reported by the company have all improved over 2018-20 

  

Source: Company reports, Berenberg estimates Source: Company reports, Berenberg estimates 

SaaS-based recurring revenue and international revenue as a 

percentage of group continue to grow 

Until 2019, commissions paid to partners for referrals were also 

included in cost of sales, but from 2020 they have been 

reclassified under opex costs; gross margin from 2021 onwards… 

  
Source: Company reports, Berenberg estimates Source: Company reports, Berenberg estimates 

                                                                    
4 Computed by taking out c8m of revenue from the Comapi acquisition 
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… is expected to drop to c80% levels due to the increased mix of 

SMS and WhatsApp, which have 50-70% gross margin compared 

with c90% for the rest of the marketing channels (cost of messages 

is c$300 per million messages on other marketing channels) 

We expect adjusted EBITDA margins to be at c31%-32% levels or 

higher in the future 

  
Source: Company reports, Berenberg estimates Source: Company reports, Berenberg estimates 

 

We expect adjusted EBIT margin to be at c20-22% or higher in the 

future  

Operating costs breakdown – staff costs make c65% of the opex 

base 

  
Source: Company reports, Berenberg estimates Source: Company reports, Berenberg estimates 

Staff costs, other administrative costs, depreciation and 

amortisation as a percentage of sales 

Adjusted EPS (diluted) has grown at c20% CAGR over 2011-20, but 

we expect it to grow at a low-double-digit rate over 2021-24E, 

lower than top-line growth, mainly because of: 1) lower gross 

margins and 2) an increase in the effective tax rates assumed 

  
Source: Company reports, Berenberg estimates Source: Company reports, Berenberg estimates 
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Key investment point one: a continuing growth story 

Having grown its top line in the high teens over the past five years, dotdigital continues to 
be propelled by significant tailwinds from the automation of B2C and B2B marketing 
campaigns for its clients and the harnessing of cross-platform data and AI to gather 
customer insights. Omni-channel touch-points (email, SMS, social media etc) and data-
driven personalised marketing campaigns offered by dotdigital help marketers improve 
their customer conversion rates, thus boosting upselling revenue and customer lifetime 
value for dotdigital.  

We project a mid-teens top-line CAGR 2021-24E in our base case. While our base-case net 
retention rate (rate of revenue upselling minus churn) is held flat at 105% we can see a 
scenario where it reaches 114% by 2024E. This scenario would be possible, through: 
1) increased upselling of omni-channel messaging volume; and 2) faster new customer 
acquisitions in Asia-Pacific and through strategic partner integrations (Adobe’s Magento, 
Shopify, Microsoft Dynamics, and Salesforce, etc). The result would be c50% upside to our 
2024E base-case EPS estimates. 

Automation of marketing is the future 

More and more companies are increasingly focusing their efforts on becoming digitally fit for 
the twenty-first century business landscape. We see the shift from bricks-and-mortar to 
online in every industry, ranging from banking to gaming and even medicine. This tectonic 
shift means that every company must focus on digital marketing in order to stay competitive.  

Definition of marketing automation (MarTech)Definition of marketing automation (MarTech)Definition of marketing automation (MarTech)Definition of marketing automation (MarTech)    

● Automate repetitive tasks: Marketing automation (MarTech) is all about using software 
to automate marketing activities, especially repetitive tasks such as email marketing, 
social media posting, and even ad campaigns. The intention is to make the marketing 
process more efficient by automatically creating professional marketing campaigns 
using differ rent channels at appropriate points in time. 

Marketing automation (MarTech) and the use of data analytics to obtain better results; MarTech integrates with a CRM platform 

 
Source: Company reports, Berenberg estimates 
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● Personalised customer experience: Good marketing automation software also uses 
customer data across multiple channels to draw insights and create personalised 
marketing content for each customer or group of customers, thereby reducing 
irrelevant content. 

● AI helps target high-potential customers: AI offered on marketing automation 
platforms helps marketers focus their marketing on customers who have a propensity 
to spend. It does so by: 1) automatically analysing customer responses to products and 
new features; 2) discovering at what point customers become engaged; and 
3) discovering who tends to buy and who does not. 

How big is the market How big is the market How big is the market How big is the market and how quickly is it expected to grow?and how quickly is it expected to grow?and how quickly is it expected to grow?and how quickly is it expected to grow?    

● A large and growing market: According to Marketsandmarkets, the global MarTech 
market was valued at c$8bn in 2020 and is expected to record a CAGR 2020-26 of c20%. 
Various factors such as the growing need to provide seamless customer experience, a 
higher focus on better customer engagement via multiple channels, and adoption of 
advanced analytical solutions to leverage cross-platform customer data and reduce 
customer churn rates, are expected to be the drivers of this market. 

● Retention marketing to gain share: dotdigital largely does what is known as retention 
marketing, which basically means that its marketing software is used by marketers to 
send automated marketing content to their already existing and consenting customer 
base (explained in more detail in Key investment point two). This is different from 
acquisition marketing, which is used to acquire new customers. According to our 
conversation with an industry expert, c80% of the global marketing budget was 
historically focused on acquisition marketing; however, with all the new privacy and 
data protection rules, retention marketing is gaining share. With just a 20% share today, 
retention marketing has a long runway of growth ahead.  

● Email marketing to remain important: Email was one of the earliest forms of digital 
marketing, but numerous other channels such as social media and search are now also 
used. According to a survey by Adestra in 2019, email marketing is still rated as a 
channel with one of the highest ROIs. According to dotdigital, email marketing returns 
£42 for every £1 spent. dotdigital is known for email marketing; it was previously called 
dotMailer, but after the Comapi acquisition in 2017, it started offering an omni-channel 
marketing platform. The fact that email marketing remains important in the future 
bodes well for dotdigital’s prospects. 

MarTech market is expected to grow at a c20% CAGR over 2020-26, 

according to Marketsandmarkets 

74% of respondents rated email marketing as an excellent channel 

for return on investment in 2019 and dotdigital is known for its email 

marketing product – the group was previously called dotMailer  

  
Source: Marketsandmarkets, Berenberg estimates Source: Adestra, Statista 
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dotdigital to benefit from market tailwinds 

Our base case for dotdigitalOur base case for dotdigitalOur base case for dotdigitalOur base case for dotdigital    

● High-teens top-line growth historically: dotdigital has grown its top line at a CAGR 2015-
20 of more than 17%, driven by digitalisation and automation tailwinds that we described 
earlier. H1 2021 was particularly impressive with a lockdown-induced accelerated 
adoption of MarTech – the group reported 22% organic growth yoy. 

● Mid-teens top-line growth in our base case: We have the company growing at c19% for 
FY 2021 (year ending June) and at a 15% CAGR 2021-24E. In our opinion, this is 
conservative and we will explain why we think so from three perspectives: 1) growth 
levers that dotdigital can pull – which we explain in the rest of this Key investment point; 
2) competitive advantages that dotdigital possesses – which we explore in Key investment 
point two; and 3) how a customer-first focus can improve retention rates and customer 
lifetime value (LTV) – which we examine in Key investment point three. 

● Gross margin to be lower in future: We expect the company to have lower gross margins 
in 2021E (c80%, compared with c90% in the past) and think this will trend lower to c78.5% 
by 2024E. This is on the back of increased adoption of SMS, which grew 21% yoy in H1 
2021 after SMS was added as a marketing channel on dotdigital’s Engagement Cloud 
platform. SMS marketing has gross margins in the 50-70% range, whereas email 
marketing has a c90% gross margin. However, we think this is overall a positive for the 
company because SMS messages are complementary to emails because they are generally 
used for sending special discount offers, surveys, reminders, information updates, 
delivery updates, COVID-19 updates, etc, to customers. LTV tends to increase when 
customers use multiple channels – we go into more detail about this in Key investment 
point three. 

● EBIT margin to remain above 20%: We assume just 100bps of operating leverage 
gradually coming in over 2021-24E. Management expects the adjusted EBIT margin to 
remain in the range of 20-22%, or higher. 

Our base-case projections 

 
Source: Company reports, Berenberg estimates 

How we build our topHow we build our topHow we build our topHow we build our top----line projectionsline projectionsline projectionsline projections    

KPIs reported by the company: dotdigital does not disclose Annual Recurring Revenue 
(ARR), Net Retention Rate (NRR), churn or upselling revenue. It also does not regularly 
provide customer numbers. However, management claims that the group has 6-7% 
annualised revenue churn. On the other hand, the company does report ARPC (average 
revenue per customer) and percentage of recurring revenue for the group, using which we 
have computed ARR, NRR and new/upselling revenue but based on a few assumptions which 
we detail below. It is also important to note that given the wide range of per customer 
revenues, ARPC is not an adequate representation of all customers. 

● Constant churn assumption: We have assumed a constant 6% churn in our projections 
and we think this is fairly reasonable given our conversations with ex-employees, 
industry consultants and management. Moreover, what we really care about is the NRR 
(net of upselling and churn), which drives group revenue. Whatever our churn 
assumptions, the company must have had more “new and upsell” revenue to have 
grown its top line at the level it has in the past.  

2021E 2021-24E CAGR Steady-state (2031E)

Group 19.4% 15.0% 4.0%

2021E 2022-24E Avg Steady-state (2031E)

Cost of Sales 20.0% 21.0% 22.0%

OPEX 57.6% 57.1% 56.5%

Share expenses & adjustments 1.7% 1.9% 1.9%

Group adj EBIT margin 22.4% 21.9% 21.5%

% of revenue

BEGO - organic growth

Costs on a Adj EBIT basis

Top-line projections
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● New customer acquisition revenue: Management indicates that dotdigital 1) adds c50-
60 new customers a month or c600 per year and 2) has churned off customers who pay 
less than £500 per month; thus, the total customer count has not changed much over 
the years. Customers who churn are replaced by new customers who pay more than 
those lost, thereby increasing ARPC over the years. However, based on publicly reported 
ARPC figures, implied new customers have been added at an average of c8% (or only 
240 customers) per year in the past five years. And the CAGR 2015-20 for net new 
customers (new customers added minus churn) based on publicly available information 
is just c2%. We conservatively assume c50% of “new and upsell” revenue comes from 
upselling. We verify if this makes sense by performing the following analysis: if the 
new customers added (ie the c600 per year mentioned by management) spend c60% of 
the average group-level ARPC for the year, this would imply that 50% of the “new and 
upsell” revenue comes from new customers and the other half from upselling. We think 
this is a reasonable assumption. 

● Non-recurring revenue to remain 7% of group: We assume non-recurring revenue, 
which includes onboarding, training, managed and design services, to remain c7% of 
group in our projections. 

We show our revenue build below, but here is a summary of a few important observations. 

● NRR shot up in H1 2021: NRR has been rather flat over 2017-19 at c108%; however, it 
dropped to c104% in FY 2020 due to the uncertainties faced by businesses at the onset 
of COVID-19. In H1 2021 (ie July to December 2020) NRR shot back up to c110% driven 
by “new and upsell” revenue growing at c32% yoy. 

● Base case NRR flat at 105%: In our base case we conservatively project NRR flat at 105% 
over 2021-24E; in other words we grow “new and upsell” revenue at a slower pace of 
c21% even though pre-COVID it was growing closer to c27%. This implies a c15% group 
top-line CAGR (ie net of “new and upsell” revenue and churn) over 2021-24E, as we 
mentioned in the previous section. 

Berenberg revenue build 

 
Source: Company reports, Berenberg estimates 

Growth levers that the company can pull 

Broadly, dotdigital has three levers of growth: 

● organic product development (omni-channel, unified customer data view etc), which 
can drive upselling revenue and increase customer retention; 

● strategic partnerships to acquire new customers; 

● international growth to acquire new customers. 

Product innovation and developmentProduct innovation and developmentProduct innovation and developmentProduct innovation and development    

Over the past three years, dotdigital has invested an average of c13% of revenue in R&D to 
develop its product vision. There are three areas of focus for the company. 

 

Operating Model 2015A 2016A 2017A 2018A 2019A 1H20A 2H20A 2020A 1H21A 2H21E 2021E 2022E 2023E 2024E

Group Revenue (£m) 21.4 26.9 32.0 36.9 42.5 23.1 24.3 47.4 28.2 28.4 56.6 65.1 74.8 86.1

yoy% 26.0% 18.7% 15.4% 15.3% 14.9% 8.4% 11.5% 22.1% 16.8% 19.4% 15.0% 15.0% 15.0%

Non-recurring revenue (£m) 5.1 5.9 6.1 5.5 4.7 2.3 2.2 4.3 2.0 2.0 4.0 4.6 5.2 6.0

% of group 24% 22% 19% 15% 11% 10% 9% 9% 7% 7% 7% 7% 7% 7%

Recurring revenue % 76% 78% 81% 85% 89% 90% 91% 91% 93% 93% 93% 93% 93% 93%

Recurring revenue (£m) 16.2 21.0 25.9 31.4 37.8 20.8 22.1 43.1 26.2 26.4 52.6 60.5 69.6 80.0

yoy growth (£m) 4.8 4.9 5.5 6.5 2.7 2.2 5.3 5.4 4.3 9.5 7.9 9.1 10.4

Implied ARR (£m, estimate) 16.2 21.1 26.0 31.1 38.1 40.8 43.0 43.0 48.4 52.5 52.5 60.4 69.5 79.9

yoy growth% 29% 23% 21% 21% 15% 11% 14% 26% 19% 22% 15% 15% 15%

Churn (£m) (1.0) (1.3) (1.6) (1.9) (1.1) (1.2) (2.3) (1.2) (1.3) (2.6) (3.2) (3.6) (4.2)

Churn % (assumed) 6% 6% 6% 6% 6% 6% 6% 6% 6% 6% 6% 6% 6% 6%

New & upsell (£m) 5.7 6.2 7.0 8.4 3.8 3.4 7.6 6.7 5.4 12.1 11.1 12.7 14.6

New & upsell*  % 35% 29% 27% 27% 21% 17% 20% 32% 24% 28% 21% 21% 21%

NRR (£m) 1.9 1.8 2.0 2.3 0.8 0.5 1.5 2.1 1.4 3.5 2.4 2.7 3.1

NRR*  % 112% 109% 108% 107% 104% 102% 104% 110% 106% 108% 105% 105% 105%

* Assuming 50% each for new customer revenue and upsell revenue
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● Data and intelligence improves client retention: dotdigital largely does what is known 
as retention marketing, which basically means that its marketing software is used by 
marketers to send automated marketing content to their already existing and 
consenting customer base. First-party customer data (activity history, payment history, 
etc, from multiple channels, data provided by customers through surveys, forms and 
landing pages) are all combined to create a single customer view which is then used for 
building persona models, segmentation and scoring analytics. This allows marketers to 
create more targeted campaigns to get the right message to the right customer via the 
right channel at the right time, improving conversion rates. If clients see improved 
conversion rates, they tend to stick to dotdigital; ie customer retention improves. 

● Marketing automation increases efficiency and client retention: dotdigital offers 
drag-and-drop (no-code) user interfaces to create automated professional-looking 
marketing campaigns improving marketers’ efficiency and therefore their revenue 
generation potential. Once again, this can improve customer retention rates for 
dotdigital. The company plans to invest to further improve its: 1) end-user interface; 
2) reporting and analytics capability; and 3) its AI engine. 

● Omni-channel platform increases upselling opportunity: Over 10 marketing channels 
including email, SMS, live chat, WhatsApp, push notifications, Facebook messenger, 
etc, are offered to marketers to engage with their customers throughout the customer 
journey. This clearly benefits marketers but also dotdigital, because when multiple 
marketing channels are used, the customer LTV tends to increase. dotdigital plans to 
invest further to develop/improve its omni-channel capability, which will increase the 
upselling opportunity (we explain this further in the next section). 

dotdigital product vision 

 
Source: Company reports, Berenberg estimates 
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We now answer some questions that may have arisen. 

● Has the R&D investment borne fruit so far? dotdigital’s efforts have paid off with 
licensing and functionality revenue (c36% of group) growing at a 48% CAGR 2015-20, as 
shown in the Business overview section. Revenues from this source are derived from 
software licences, functionality upselling and volume of customer data stored on 
dotdigital’s platforms. On the other hand, messaging plan revenue (c55% of group), 
which is dependent on the volume of messages sent across all marketing channels, has 
also shown a c20% CAGR over the same period. 

● When customers use more than one marketing channel, how does it improve LTV? 
This happens in two ways: 1) when customers use more channels, there typically tends 
to be a larger customer contact list and more customer data. dotdigital’s contracts are 
based on the volume of customer data stored on its platform and therefore contract 
sizes go up; and 2) using multiple channels to send out marketing messages uses up the 
allowance for the volume of messages, as agreed under the contract. Thus, customers 
buy more messages; ie there is more upselling, which improves LTV. In H1 2021, 
dotdigital reported that 23% of customers use more than one channel. We expect that 
percentage to go up further as channels are further developed. 

● Stricter data regulation actually helps dotdigital: As explained earlier, dotdigital is 
largely a retention marketing platform. dotdigital’s software is used by marketers to 
send marketing only to their existing customers who opt to receive such content. 
Nobody wants to be subject to marketing of products that they are not interested in, so 
dotdigital provides a service to marketers where first-party customer data is analysed to 
only send relevant marketing. On receiving relevant content, an end-customer is more 
unlikely to opt out of receiving marketing. Peers who are more focused on new-
customer-acquisition-related-marketing may need to use third-party cookies and ads, 
and are therefore more exposed to regulatory or algorithmic changes. For someone like 
dotdigital, stricter data regulations can actually be beneficial at the expense of some 
peers. dotdigital’s Engagement Cloud stores data such as GDPR consent, customer 
preferences and double opt-ins (which basically consists of double checking with end-
customers if they are happy to receive marketing), all of which ensures that marketers 
only send out relevant marketing to their consenting customers. 

Strategic partnersStrategic partnersStrategic partnersStrategic partners    

dotdigital has partnered with certain global ecommerce and client relationship 
management (CRM) platforms to offer its marketing automation platform via integrations. 
Magento (Adobe-owned), Salesforce, Microsoft Dynamics and Shopfiy are some of its 
strategic partners as explained in the Business Overview section. Magento platform 
customers made up c29% of group revenue in FY 2020. In our view, integrating with these 
high-growth global partners is the right move because dotdigital’s prospects grow with 
increasing brand recognition on these platforms, ultimately leading to higher conversion 
rates, ie new customer acquisitions. Revenues via strategic partners represented c49% of 
group revenue in FY 2020 and grew at a c28% CAGR 2017-20.  

● Magento opportunity: ARPC per month for Magento customers is c60% higher than the 
group’s overall ARPC (as shown below) and the revenue from these customers was 
growing at c30% or more before slowing down to 15% in FY 2020 due to COVID-19. 
Revenue from these customers grew once again in H1 2021, at c27% yoy. We also note 
that Adobe’s Q1 2021 numbers (November year-end) showed just 27% yoy growth for its 
Experience Platform segment which houses Magento. We think revenue from Magento 
customers can grow at a minimum of 15% annually and contribute to at least c30% of 
dotdigital’s 2024E base-case growth. 

● Shopify opportunity: Shopify customers’ contribution to dotdigital revenue was just 
£1.2m in FY 2020; however, in H1 2021 it grew 115% yoy. Shopify has grown its top line 
at c77% over the past five years and we think that, given the low base for dotdigital’s 
Shopify customer revenue, it can grow at 50% annually. If our projections prove 
accurate, Shopify will contribute c25% to the group’s growth by 2024E. 

● Other partners: Overall, 55% of the growth by 2024E can come from Magento and 
Spotify, and that still leaves strategic partners such as Microsoft Dynamics, Salesforce 
(8% of group each in 2020) and Big Commerce. dotdigital is a gold partner for 
Microsoft, and in 2020 it hired a senior partner (who has experience with Microsoft), 
signalling its intention to invest further in growing revenues from the Microsoft 
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Dynamics CRM ecosystem. Non-integrated partners contributed c50% of group revenue 
in FY 2020 and they too will contribute to growth in 2024E. Hence, we think our 15% 
top-line CAGR for the group over 2021-24E is conservative. 

Revenue from Magento customers for dotdigital can contribute c30% to the 2024E base-case growth 

 
Source: Company reports, Berenberg estimates, Adobe reports 

 

Revenue from Shopify customers for dotdigital can contribute c25% to the 2024E base-case growth  

 

Source: Company reports, Berenberg estimates, Shopify reports 

International growthInternational growthInternational growthInternational growth    

dotdigital has adopted a two-pronged approach to growth: it uses both direct sales and 
partners. Partners can be strategic (integrated) like Magento or non-integrated. 

● EMEA (66% of group): In EMEA, the strategy is largely direct sales.  

● North America (15% of group): In North America the company largely adopts a partner 
approach. 

● Asia-Pacific (5% of group): This region is a new focus for the company. Its Australian 
team is now complemented by the newly formed Singapore team. Asia-Pacific 
contributed just c5% to group revenues in FY 2020; however, it grew 37% yoy in 
FY 2020 and c41% in H1 2021. The Asia-Pacific sales strategy is a combination of direct 
sales and partner channels. 

International (ie non-UK) revenues represented 31% of group revenues in FY 2020, up from 
3% in 2013. We think continued investment in the high-growth Asia-Pacific region could 
contribute materially to the group’s top-line growth in future through new customer 
acquisitions. 

dotdigital’s international revenue as a percentage of group revenue 

 
Source: Company reports, Berenberg estimates 

 

 

2017A 2018A 2019A 2020A 2021E 2022E 2023E 2024E

Dotdig Magento customer revenue 6.7 9.2 11.9 13.7 16.4 18.8 21.6 24.9

growth% 37% 29% 15% 19% 15% 15% 15%

Contribution to group base case growth 28% 29% 29% 29%

Number of Magento customers 460 670 510 716

Magento customer ARPC per month (£) 1,216 1,147 1,945 1,600

Group ARPC per month (£) 715 845 966 1,083

2020A 2021E 2022E 2023E 2024E

Dotdig Shopify customer revenue 1.2 2.6 3.9 5.8 8.7

growth% 115% 50% 50% 50%

Contribution to group base case growth 15% 15% 20% 26%

Number of Shopify customers 83
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Upside potential 

If the company delivers on a fully-loaded omni-channel/CDP functionality and its strategic 
partner investments bear fruit, we do not think even a 30% 2021-24E top-line CAGR is out 
of reach, especially given the growth that dotdigital achieved pre-COVID and in H1 2021. 

We flex our base-case scenario with increasing levels of top-line growth driven by “new 
and upsell” revenue. In doing so, we do not assume any further operating leverage and we 
keep churn constant at 6%. We derive the following results (which we also depict 
graphically below). 

● Scenario 1 – 109% NRR by 2024E with a 20% top-line CAGR: In this scenario, we see 
c17% upside to our 2024E revenue and EPS (diluted) estimates. 

● Scenario 2 – 111% NRR by 2024E with a 25% top-line CAGR: In this scenario, we see 
c30% upside to our 2024E revenue and EPS (diluted) estimates. 

● Scenario 1 – 114% NRR by 2024E with a 30% top-line CAGR: In this scenario, we see 
c50% upside to our 2024E revenue and EPS (diluted) estimates. 

dotdigital has tremendous potential to outperform as long as it continues to: 1) invest in 
product innovation and development so that it sustains its competitive positioning – which 
we explain in Key investment point two; and 2) maintain a customer-first focus – which we 
explain in Key investment point three. 

Upside scenarios – projected NRR Upside scenarios – upside to our base-case EPS estimates 

  
Source: Company reports, Berenberg estimates Source: Company reports, Berenberg estimates 

 

107% 108%
109%

104%

108%
109% 110%

111%
112% 113%

114%

98%

100%

102%

104%

106%

108%

110%

112%

114%

116%

2020A 2021E 2022E 2023E 2024E

Scenario 1: 109% NRR by 2024 (20% topline CAGR)

Scenario 2: 111% NRR by 2024 (25% topline CAGR)

Scenario 3: 114% NRR by 2024 (30% topline CAGR)

4%
10%

17%

8%

17%

30%

13%

29%

49%

0%

10%

20%

30%

40%

50%

60%

2021E 2022E 2023E 2024E

Scenario 1: 109% NRR by 2024 (20% topline CAGR)

Scenario 2: 111% NRR by 2024 (25% topline CAGR)

Scenario 3: 114% NRR by 2024 (30% topline CAGR)



dotdigital Group plc (DOTD LN) 

UK Mid-Cap – Software & IT Services  
 

 

73 

Key investment point two: a mid-market leader in 
marketing automation 

Focused on retention marketing, dotdigital is largely unaffected by the changing 
regulatory landscape because it uses first-party customer data to create highly relevant 
marketing campaigns, which help its clients to retain customers. By offering a number 
of advanced features and unparalleled customer support, the company has managed to 
keep revenue churn at c6% compared with industry levels of 10-20%. With Emarsys (one 
of dotdigital’s main competitors) having been acquired by SAP in 2020 and pivoting 
more towards enterprise clients, dotdigital has a good opportunity to dominate the mid-
end of the marketing automation market.  

Different marketing approaches 

● Outbound versus inbound marketing: Inbound marketing is intended to attract 
potential customers to the marketer’s website using various techniques such as search 
engine optimisation or social media posts. On the other hand, the process of explicitly 
reaching out to potential customers via email or cold calling is called outbound 
marketing. Hubspot is an example of an inbound marketing platform and dotdigital is 
an example of an outbound marketing platform. 

Inbound and outbound marketing 

 
Source: Company reports, Berenberg estimates 

Two kinds of outbound marketing: Acquisition and retention marketing are the two kinds 
of outbound marketing. Reaching out to complete strangers with the intention of 
onboarding them as customers is how we define acquisition marketing. Increasing privacy 
and data protection regulations have affected acquisition marketing budgets. As briefly 
mentioned in Key investment point one, dotdigital, through its software, largely facilitates 
what is known as retention marketing – which involves making sure that existing 
customers continue to remain with the company. This can involve: 1) making personalised 
and relevant product recommendations to the customer; 2) offering discounts at 



dotdigital Group plc (DOTD LN) 

UK Mid-Cap – Software & IT Services  
 

 

74 

appropriate times; and 3) ensuring that the customer is not burdened with irrelevant and 
non-consensual marketing content. Other peers that perform retention marketing include 
Klaviyo, ClickDimensions and Emarsys (now acquired by SAP). 

Backend communication enablers: At the backend, there are companies that focus on 
providing the underlying communication logic (application programming interface – API) 
that is needed for nearly every type of customer engagement. They sell these APIs to 
marketing automation companies (eg Klaviyo uses APIs sold by SendGrid). dotdigital has 
its own technology to do this. Twilio, Synch and Sendgrid (now merged with Twilio) are 
the best known examples of companies selling API-based solutions. Even Comapi, which 
was acquired by dotdigital in 2017, sold API-based solutions; however, dotdigital has 
decided to discontinue selling this but has instead integrated the technology to enhance its 
own marketing automation platform. So, dotdigital does not directly compete with the 
likes of Twilio and Synch. 

Marketing automation market (MarTech): competitive landscape 

MarTech competitive landscape is fragmented and competitive; dotdigital (shown in a red box) scores as a high-performing player with a 

material market presence, as per the G2 scoring grid; the leaders mentioned in the diagrams are Hubspot and Active Campaign 

 
Source: G2 

As shown in the diagram above, the MarTech landscape is fragmented and competitive. 
dotdigital (shown in a red box) scores as a high-performing platform with a material 
market presence (as per the G2 scoring grid). 

We now attempt to simply the landscape to focus on dotdigital’s true competitors. 

● Focus on outbound retention marketing peers: Firstly, we need to zoom in on 
outbound retention marketing peers, because the rest do not directly compete with 
dotdigital. This eliminates companies such as: 1) Hubspot, because it largely does 
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inbound marketing; and 2) Twilio because it provides the backend for marketing 
communications. We acknowledge that all peers shown in the G2 diagram above do 
indeed compete for a certain amount of budgeted marketing dollars; however, as 
mentioned in Key investment point one, the share of retention marketing is rising while 
acquisition marketing is a bit wobbly due to regulations. 

● Segmenting peers based on target customers: After completing the first step above, if 
we now segment peers based on target customers, we derive a simplified competitive 
landscape that we show in the diagram below. dotdigital’s products are geared mainly 
towards medium-sized companies and some large enterprises.  

Dotdigital – competitive positioning 

 
Source: Company reports, Berenberg estimates 

Let us take a closer look at this segmentation. 

● Low-end: The low-end segment offers the cheapest product with subscription prices of 
up to $250 per month and consequently the functionality is constrained with little or no 
client support. These products are mostly used by very small companies and are not 
suitable for high-volume businesses. The software in this segment is extremely easy to 
use and requires little or no integration. Examples are MailChimp, Klaviyo and 
Campaign Monitor. 

● Mid-end: The mid-segment offers subscriptions that cost anything between $250 and 
$30k per month and is targeted towards medium-sized businesses, although some 
peers including dotdigital also serve large enterprise clients. The focus here is on 
adding value, in contrast to the cost mindset of the low-end segment. A lot more 
features are offered and the products are harder to use (require integration) than in the 
low-end segment. dotdigital belongs to this segment along with peers such as Klaviyo 
(which competes on some mid-sized deals as well) and Emarsys (though after being 
acquired by SAP, it appears to be more focused on larger enterprise clients). 

● High-end: This is the most expensive segment, with subscription prices of more than 
$30k per month, but it also offers the highest number of features and integrations. The 
software is complex and requires integration in order to function properly. Examples 
include Salesforce Marketing Cloud and Adobe Marketing Cloud. As it is rather 
expensive, users are usually large corporations and established entities.  

dotdigital is opportunistically positioned in the mid-end 

Based on our conversations with customers, industry experts and management, we now 
focus on a few of dotdigital’s closest peers, with whom the company competes regularly for 
new customers. In the diagram below we compare these close peers across multiple factors. 

• Best of both worlds: By positioning itself in the mid-segment, dotdigital gains the “best 
of both worlds”: it has the flexibility to serve both large and small clients at a price 
proportionate to the functionality and service provided. Small businesses usually start 
with marketing automation software provided by someone like MailChimp and when 
they grow or are in the need of advanced data analytics/personalisation, they move to 
someone like dotdigital. The learning curve from MailChimp to dotdigital is not much, 
which is helpful. At the same time, dotdigital offers c80% of the functionality that a top-
tier automation software provides, albeit at a lower price and with extensive support. 
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How dotdigital compares with its closest peers 

 
Source: Company reports, Berenberg estimates 

• B2C and B2B customers: dotdigital is only company among its closest peers to have a 
material presence in both the B2B and the B2C space. Given the relatively crowded B2C 
marketing automation space, having a presence in B2B as well is a positive for 
dotdigital. The company has an established line of technology and solution partners 
(shown below): Microsoft Dynamics 365 and Salesforce are its most prominent strategic 
partners in the B2B space while Magento and Shopify are prominent partners in the 
B2C space. Although a number of dotdigital competitors are also on these partner 
platforms, dotdigital has premier partner status from Adobe and gold partner status 
from Microsoft – both feats that cannot be achieved overnight. 

dotdigital technology and solution partners 

 
Source: Company reports, Berenberg estimates 

● Extensive customer support: Peers in the low-end (eg MailChimp) do not have a 
dedicated customer support line and rely on automated chatbots and FAQ guides. High-
end peers such as Salesforce or Emarsys (after it was acquired by SAP) have good support, 
but they focus more on higher-paying enterprise clients. That effectively leaves just 
dotdigital in the mid-market segment offering extensive customer support for both B2B 
and B2C clients. We touch upon how dotdigital’s customer-first approach, supported by 
customer support and customer success teams, has been value-accretive to the company 
in Key investment point three.  

● Low churn: According to industry consultants we spoke to, churn in this industry can 
range from 10% to 20%. It tends to be higher in: 1) the enterprise space because the 
software is expensive and often underutilised; and 2) the smaller businesses space 
because of the high turnover of such businesses. According to management, dotdigital has 
6% revenue churn (half of it due to companies going into administration), which we think 
reflects its quality offering and the sweet spot (medium-sized businesses) it is targeting. 
Also, given that customers upload their end-customer data onto dotdigital’s platform, 
they prefer not to switch vendors, especially after the initial two-month period. 

● Building a quality marketing communication company is not easy: Although the 
MarTech industry is fragmented and there have been a number of new start-ups (shown 
in the G2 grid earlier), building a quality marketing communication company is not trivial. 
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o Quality contact lists: Globally, 80% of emails sent end up in a “black hole” (ie not 
even spam), therefore it is important to ensure that only relevant marketing emails 
are sent to consenting customers. Because, if many receivers of an email were to 
mark the email as spam, the reputation scores of the MTA (mail transfer agent) 
would decline. A lower reputation score implies that email providers (such as 
Microsoft Outlook or Gmail) will not deliver emails sent from that MTA. dotdigital 
has maintained an excellent reputation score and by having features such as double 
opt-ins (explained in the Business overview section) it has ensured that the contact 
lists that its clients store on its platform are of high quality.  

o Not dependent on third-party emailing technology: dotdigital has built its near-
perfect reputation score (>99.8%) over a number of years, and clearly a start-up 
cannot replicate dotdigital’s success on its own. However, this is where a Twilio or 
SendGrid steps in and provides an API for a start-up to be able to send out and 
deliver marketing emails in bulk. Many of dotdigital’s peers use Twilio and 
SendGrid, while dotdigital has its own technology. While we do not think it is a 
major differentiator, it is definitely a positive that dotdigital is not subject to price 
hikes from the likes of Twilio or SendGrid, who charge per million emails sent. 

● Omni-channel and cross-channel data analytics will be the true differentiator: 
dotdigital rates on a par with all its closest peers on G2.com for having a marketing 
automation interface. Our conversations with dotdigital’s customers reveal that the real 
differentiator is not just about having a marketing automation interface but requires: 
1) true omni-channel capability; 2) the comprehensive database containing cross-
platform customer data in a single view (customer data platform or CDP); and 3) the 
advanced functionality (data analytics) and AI that sits on top of the CDP. In Key 
investment point one, we already explained how cross-platform data analytics can help 
build more personalised marketing campaigns, leading to higher conversion rates for 
dotdigital’s clients. We think dotdigital’s CDP capabilities today are ahead of its closest 
peers except perhaps Emarsys, because dotdigital has not yet made available the unified 
customer data view to its clients, although it holds all the data in the backend. 
Management expects to have the CDP fully-ready in the next six to eight months. We 
believe that the omni-channel capability combined with a CDP platform could be a 
major differentiator for dotdigital in future. 

SAP acquired Emarsys in 2020 and may be pivoting it more towards large enterprise 
clients. This would leave room for a player like dotdigital to dominate the mid-end of the 
marketing automation market and the company’s continued investment in omni-channel 
and CDP capabilities should not only further differentiate its offering, but also improve 
customer retention. In Key investment point three, we explain how dotdigital has used its 
customer-first strategy to acquire and retain customers, leading to significant 
compounding of its business over the past five years. 
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Key investment point three: a consistent compounder 

dotdigital has ploughed c40% of the cumulative CFO generated over 2015-20 back into 
product development. This continued product innovation and the creation of strong 
customer success/support teams have ensured high customer retention and increased 
upsell in the past few years for dotdigital. The company has a healthy LTV/CAC ratio of 
c7.5x (our conservative estimate) and ROCE of c40%. These healthy unit economics have 
helped it compound FCF at an impressive c25% over 2015-20. Although we are fairly 
conservative in our base case with LTV/CAC going down over 2021-24E, we think further 
product investment in omni-channel capabilities and unified customer data layer can 
actually grow the LTV/CAC ratio over time. 

The customer comes first 

● More focused on customer retention and upselling: With a dedicated salesperson and 
consequently an account manager (or customer success manager) for every customer, the 
aim is to satisfy all a customer’s bespoke needs and in the process improve customer 
retention and upselling revenue. Our conversations with customers and ex-dotdigital 
employees indicate that dotdigital has historically focused more on customer retention 
and upselling than on new customer acquisition – although of course, this depends 
entirely on the region in question (eg, for EMEA accounts, upselling would be more 
material, whereas in Asia-Pacific, it would be the new accounts that matter). Our own 
calculation of the customer count (dotdigital does not report this officially) using the 
ARPC numbers reported by the company show that customer count has grown at a CAGR 
2015-20 of just c2%.  

● Customer support is a must… With a c30 member global customer support team, 
dotdigital offers 24/7/365 technical support to its clients with a focus on reliability and 
speedy resolution. The importance of customer support is well known and this is one of 
the main reasons for choosing dotdigital over a lower-tier peer such as Mailchimp or a 
higher-tier peer such as Salesforce (as explained in Key investment point two). Focused 
on the mid-market, dotdigital is a choice vendor for customers who want advanced 
support.  

● …but a customer success team is what sets dotdigital apart: While a customer support 
team is a must for a mid-market focused company such as dotdigital, a customer success 
team is what sets it apart. A customer success team: 1) reduces the technology adoption 
gap (by explaining new features to customers to make their life easier); 2) takes feedback 
on customer pain points and feeds it back to the product development team; and 3) 
answers advanced questions on data ingestion, personalisation and analytics. Having a 
customer success team increases customer retention and CTV. dotdigital has a c40-strong 
customer success team, which apart from what we mentioned above, also conducts free 
monthly clinics offering 1-2-1 advice and hosts open discussions designed to help 
customers achieve their marketing goals.  

● High message delivery rate: It is imperative that marketing emails sent by dotdigital’s 
clients reach customers’ inbox on time without being classified as spam. An interesting 
statistic shared by an industry consultant we spoke to was that c80% of emails that are 
sent out end up in a “black hole” (not even spam). So the 98.9% delivery rate (improved 
from 98.1% in 2018) and the 15 minute mean email delivery time (improved from 38 
minutes in 2018) that dotdigital reported for FY 2020 are quite impressive. 

● High customer satisfaction score: Given the investment made in customer support/ 
success teams and the impressive message delivery rates, it is no surprise that dotdigital 
has achieved 97-98% customer satisfaction scores (as reported by the company itself) in 
the past three years. We also compute the theoretical average life of a customer as c17 
years by taking the inverse of the company’s 6% churn rate. 

As we know, the economics of upselling are far better than those of acquiring new customers, 
so we now take a look at dotdigital’s unit economics. 
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dotdigital’s unit economics  

Our calculation of LTV/CAC for dotdigitalOur calculation of LTV/CAC for dotdigitalOur calculation of LTV/CAC for dotdigitalOur calculation of LTV/CAC for dotdigital    

KPIs reported by the company: dotdigital does not officially disclose churn, upselling or 
customer numbers. However, management claims that the group has 6-7% annualised 
revenue churn. On the other hand, it does report ARPC (average revenue per customer) and 
percentage of recurring revenue for the group. It is also important to note that, given the 
wide range, ARPC is not a very useful representation of all customers. Below, we highlight 
the assumptions we make in order to compute the lifetime value (LTV) of a customer and 
customer acquisition costs (CAC). Some of these assumptions are explained in more detail 
in Key investment point one. 

● Churn (assumed): We have assumed a constant 6% churn over 2021-24E and into 
perpetuity. This churn figure is based on our conversations with management and ex-
employees.  

● CAC (assumed): We assume that c20% of the total admin expenses reported by the 
company are for sales and marketing costs, as per management-provided information. 
We also project commissions and direct marketing costs as a fixed percentage of sales 
based on FY 2020 reported numbers. The sum of all three figures gives the total CAC. 

● ARPC per month to remain constant in our projections (assumed): We assume that 
the ARPC per month remains constant from 2021E to 2024E and equal to the ARPC 
reported by the company in H1 2021 (£1,196). 

● Customer count (assumed): In line with historical growth and as per the customer 
count implied from the publicly reported ARPC figures, we assume 2% annual customer 
growth over 2021-24E, even though management comments indicate that dotdigital: 
1) adds c50-60 new customers a month or c600 a year; and 2) has churned off 
customers who pay less than £500 per month. Management says that the total customer 
count has remained constant because of this, but that new customers spend more than 
those churned. 

● Gross margin (assumed): We use our base-case gross margin, which we explained in 
Key investment point one. 

dotdigital LTV/CAC calculation based on our assumptions; the company does not publicly report these details, but management has 

said that CAC per new customer is c£10k and that LTV is c£200k, implying a 20x LTV/CAC ratio 

 
Source: Company reports, Berenberg estimates 

Based on the above assumptions, we compute the following. 

● LTV: We compute LTV as (ARPC per month x 12 x gross margin) ÷ (% churn). For FY 
2020, each customer has a LTV of c£200,000. Note that this formula implies that a 

LTV/CAC 2015A 2016A 2017A 2018A 2019A 2020A 2021E 2022E 2023E 2024E

Reported ARPC per month (£) 445 575 715 845 966 1,083 1,196 1,196 1,196 1,196

yoy (%) 29% 24% 18% 14% 12% 10% 0% 0% 0%

Implied Customers 3041 3044 3018 3092 3265 3319 3386 3453 3522 3593

yoy 3 -26 75 172 55 66 68 69 70

yoy (%) 0% (1%) 2% 6% 2% 2% 2% 2% 2%

Gross Margin % 89.3% 87.4% 86.1% 87.5% 89.7% 92.0% 80.0% 79.5% 79.0% 78.5%

Churn % 6% 6% 6% 6% 6% 6% 6% 6% 6% 6%

LTV (£) 79,453 100,500 123,053 147,813 173,313 199,232 191,360 190,164 188,968 187,772

Sales & marketing @ 20% of Admin exp (£m) (2.8) (3.5) (3.9) (4.6) (5.3) (6.1) (6.5) (7.5) (8.5) (9.8)

Direct marketing costs (£m) (1.5) (2.0) (2.1) (2.5) (2.6) (1.7) (3.5) (4.0) (4.6) (5.3)

Partner commissions (£m) (0.4) (0.2) (2.4) (2.1) (1.8) (4.6) (5.5) (6.4) (7.3) (8.4)

Capitalised commisions (£m) (0.1) (0.3) (0.6) (0.9) (0.7) (0.4) (0.5) (0.6) (0.6) (0.7)

CAC total (£m) (4.8) (5.9) (8.9) (10.0) (10.3) (12.9) (16.0) (18.4) (21.1) (24.2)

Customer churn 182 183 181 186 196 199 203 207 211

New customers added* 185 157 256 358 250 266 271 276 282

% of total customers 6% 5% 8% 12% 8% 8% 8% 8% 8%

CAC per new customer (£) ** (15,914) (28,526) (19,644) (14,415) (25,708) (30,189) (34,012) (38,239) (42,990)

LTV/CAC** 6.3x 4.3x 7.5x 12.0x 7.7x 6.3x 5.6x 4.9x 4.4x

** Assuming 50% of total CAC is for new customer acquisition

* We use publically reported ARPC numbers and a constant 6% churn to imply new customer adds, though management have indicated that the company adds c600 

new customers every year



dotdigital Group plc (DOTD LN) 

UK Mid-Cap – Software & IT Services  
 

 

80 

customer will stay with dotdigital for c17 years (1 ÷ % churn); we think this is a fair 
estimate given that very few customers actually leave (according to management, some 
customers have been with the company for 10 years or longer). 

● CAC per new customer: In FY 2020, dotdigital spent c£26,000 to acquire each new 
customer. This implies that dotdigital breaks even if the customer stays with it for two 
years (based on £1,083 ARPC per month). Any retention greater than that is upside. 

● LTV/CAC: Healthy software firms have an LTV/CAC ratio of c3x or more. According to 
our calculations, dotdigital has very healthy LTV/CAC ratios, averaging c7.5x over the 
past five years, as shown in the table above. Our LTV/CAC calculation is based on 
publicly reported information; however, management has estimated the CAC per new 
customer at c£10k and LTV at c£200k, implying a 20x LTV/CAC ratio. 

● Sensitivities: 1) A 1% increase in churn reduces our LTV/CAC by 0.1x, while a 1% 
decrease in churn increases LTV/CAC by 0.2x. 2) A 1% increase (decrease) in gross 
margin increases (decreases) our LTV/CAC by 0.1x. 

Our LTV/CAC projections are conservative: Based on the above, we think our historical 
LTV/CAC ratio calculation is fairly conservative. And our base case has the LTV/CAC ratio 
dropping in the future (as shown in the diagram below) because we have assumed just a 2% 
implied customer growth and a flat ARPC. Given that the company has grown ARPC at 
double-digit rates in the past five years (or a c20% CAGR), we believe that even our base 
case is fairly conservative. It is also worth noting that, when a customer uses multiple 
marketing channels, the LTV tends to increase as well. Hence, with new investments in 
high-growth strategic partner integrations, omni-channel marketing and faster-growing 
regions (as explained in Key investment point one), we expect implied customer growth, 
LTV/CAC and ARPC to be materially higher than in our base case. 

dotdigital – LTV, CAC/ new customer and LTV/CAC 

 
Source: Company reports, Berenberg estimates 

Other unit economicsOther unit economicsOther unit economicsOther unit economics    

We did a quick check of how dotdigital fares in terms of per-employee unit economics and 
the results are shown below. The company rates middle of the pack but in line with other 
mid-cap software peers on an adjusted EBITDA/employee basis. This indicates a healthy 
level of workforce efficiency. The other comment to make on this chart is that multi-
product large software companies clearly benefit from significant operating leverage 
(which we have not assumed in our base-case or upside scenarios). 
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Adjusted EBITDA/Employee in $’000s for a selection of global software product peers and our mid-

cap software coverage 

 
Source: Factset, Company reports, Berenberg estimates 

Healthy unit economics generates cash 

The healthy unit economics we just described for dotdigital help it produce a lot of cash.  

● Cash conversion: dotdigital has consistently reported cash conversion of over 100%. 

● Capex and FCF: Even with c14% of sales spent on capex, the company has managed to 
compound FCF at an impressive 25% over 2015-20. 

● How the cash has been used: Nearly 10% of the cumulative CFO produced by the 
company over the past three years has been paid out as dividends, c50% has been 
ploughed back into the business (or specifically c40% has been ploughed back into 
product development) and the remainder sits on the balance sheet as cash.  

● Returns made by the business: dotdigital has made an average c50% ROCE (excluding 
cash, pre-tax) in the past three years. Given the industry tailwinds that we described in 
Key investment point one and the company’s competitive positioning in the mid-
market segment that we described in Key investment point two, we think the business 
can continue to make mid-double-digit returns in the future. 
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dotdigital has consistently reported cash conversion above 100%, 

and even with c14% of sales being spent on capex… 

…FCF (of continued and discontinued businesses) has 

compounded at 25% over 2015-20 

  
Source: Company reports, Berenberg estimates Source: Company reports, Berenberg estimates 

 

Around 10% of the cumulative CFO produced by the company over 

the past five years has been paid out as dividends and c50% has 

been ploughed back into the business (or an average c35% 

reinvestment rate) … 

…and the business has recorded an impressive ROCE (excluding 

cash and pre-tax) in the mid-double digits, as shown below 

  

Source: Company reports, Berenberg estimates Source: Company reports, Berenberg estimates 
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ESG 

Governance 

dotdigital’s governance profile 

 
Source: Company reports, Berenberg estimates 

 

dotdigital management’s remuneration structure 

 

Source: Company reports, Berenberg estimates 
*Share-based future pay-out; actual pay-out as per management is much 
lower 

Five key ESG questions for management 

• Does dotdigital plan to link board pay to ESG targets? 

• How does the company plan to implement ESG in its business model? 

• How is dotdigital managing energy usage? 

• Does dotdigital plan to increase board gender diversity?  

• Does dotdigital plan to start reporting on ESG metrics? 

 

MetricMetricMetricMetric SpirentSpirentSpirentSpirent Does Spirent have?Does Spirent have?Does Spirent have?Does Spirent have? ViewViewViewView

Board structure 
5 members.  CEO, CFO, non-exectuive 

Chairman and 2 independent NEDs.

More than 6 board members, more than half of whom are 

independent
����

Male/Female board 

representation 
80% / 20% At least 30% female board representation ����

Average board tenure c3 years Average board tenure of 2-7 years ����

Separate chairman / CEO Yes Separate CEO and Chairman ����

Shareholder structure 90% free float Largest shareholder <50%  voting rights ����

CEO-to-worker pay ratio N/A

Board committees 
Audit, Disclosure, Nomination, 

Remuneration 

Management shareholdings 
CEO Milan Patel owns 1,575,927 shares 

(£2.5 million - 0.53% of free float). 
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Key risks 

● Competition from platforms of strategic partners: Adobe, Microsoft, Shopify and 
Salesforce are dotdigital’s strategic partners; ie dotdigital offers its marketing 
automation technology to customers via these strategic partner platforms. However, 
Adobe has also acquired Marketo and Salesforce has its Pardot platform: both are 
marketing automation platforms, which could compete with dotdigital in the future. 
This could pose a risk to dotdigital; however, we note that it is not very easy to pivot to 
a different area of focus. For example, shifting from an enterprise focus to the mid-
market would require significant investment in customer support and customer success 
teams, and all this to acquire accounts that are materially smaller. 

● Customer data platform (CDP) investments by dotdigital face tough competition: 
Most of the enterprise-software companies globally are investing in building out their 
CDP capabilities either organically or inorganically. Customers may prefer to buy an all-
in-one solution from the likes of Salesforce, Adobe or Microsoft, making it difficult for 
dotdigital to sell its CDP capabilities to customers. 

● Loss of a strategic partner: Revenues could be affected if a strategic technology partner 
was acquired, changed contractual terms or lost market share. 

● Changes to policies on third-party platforms: dotdigital has invested in integrating 
with third-party platforms to provide an enhanced product feature set – eg on 
WhatsApp, Facebook, Twitter and Google. Any changes to third-party platform policies 
could harm dotdigital’s business. 

● Regulation and customer preferences: dotdigital’s marketing automation software is 
largely used by marketers in the retention marketing space, ie to ensure existing end-
customers remain as customers. Because the data used is first-party customer data, the 
risk of regulatory change is lower (compared with acquisition marketing, which deals 
with acquiring new customers); however, it does exist. For example, dotdigital’s 
business could be affected if regulations that require customer consent to be obtained 
to use their data become more stringent, or customers themselves “turn off” any 
marketing communication. Such regulatory changes may require further product 
tweaks by dotdigital, which could temporarily result in some lost business. 

● Brexit: A number of dotdigital’s staff are UK-based EU nationals, who may be forced to 
leave or may themselves decide to leave the country. This could lead to increased 
attrition and perhaps higher costs to hire back similarly skilled employees. Also, any 
Brexit-related divergences between the UK and EU in terms of data transfer policies 
could also affect dotdigital’s limited number of EU customers, leading to higher 
customer churn. However, the company does have an EU entity and it uses a Dutch data 
centre. If it needed to open a UK data centre, it would not take much time, nor would 
the cost be prohibitive. Hence, we think the Brexit risks are low as well. 

● Competition: Barriers to entry in the MarTech market are not very high and this has led 
to a proliferation of new entrants. These new companies, funded by deep-pocketed 
investors, could offer similar (or better) capabilities at lower prices leading to higher 
customer churn and/or increased customer acquisition costs for dotdigital. 

● Slowdown in top-line growth: Marketing budgets are still discretionary. They could fall 
in the event of a global crisis or slowdown, although we think it would only be 
temporary (especially for digital marketing budgets) if it did happen. 
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Management 

Milan Patel, CEO 

Joined: 2007 

Experience: Milan Patel is the CEO of dotdigital. He joined the 
company in 2007 and was appointed group company secretary 
in 2009. He then became CFO in 2015 and then CEO in 2016. 
Before becoming CEO, he was responsible for financial 
management, compliance, legal and corporate governance. Mr 
Patel has extensive strategic financial and commercial 
experience that he is able to bring to the board. He has led the 
group through landmark events, such as admission to the AIM. 
Currently, his duties largely consist of leading the executive 
team, vision and growth strategy of the business. His current 
focus is on growing internationally, accelerating product 
innovation, developing strategic partnerships and investigating 
possible acquisition targets. Mr Patel is a chartered accountant 
and an associate member of CISI. 

 

 

 

Paraag Amin, CFO 

Joined: 2018 

Experience: Paraag Amin is the CFO of dotdigital and has over 
15 years of finance experience. He is mostly responsible for the 
group’s function in financial management and reporting as well 
as compliance, legal and corporate governance. He has held 
several senior roles at various investment banks in different 
divisions. These include equity asset management, research and 
specialist sales. He has worked for Citi, ABN Amro, RBS, Credit 
Suisse, Peel Hunt and Canaccord Genuity in the past. Before 
dotdigital, he also had experience founding his own business in 
the digital marketing space. Mr Amin has been CFA-qualified 
since 2004.  

 

 

 

 

Steve Shaw, CTO 

Joined: 2014 

Experience: After joining dotdigital as director of technology in 
2014, Steve Shaw became the group’s CTO in 2015. He is 
responsible for the global strategy and delivery of the business’s 
technology services and infrastructure. This consists of product 
development, platform engineering, custom integrations, 
technical solutions, corporate ICT and information security. 
Before joining dotdigital he was head of technology and 
business solutions at the British Horseracing Authority, a 
governing and regulatory body for horseracing in Great Britain, 
where he led IT strategy in ICT operations and software 
development.  
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Valuation and sensitivity analysis 

We value dotdigital on a blended basis using a base-case DCF and a target multiple to 
derive a price target of 290p, which represents c35% upside to the current share price.5 

Blended equity valuation implies c35% upside to the current share price* 

 

Source: Company reports, Berenberg estimates 
*Valued on 21/06/2021 share price of 217p 

MarTech consolidation driving valuation multiples 

M&A a primary source of exit for marketing automation companiesM&A a primary source of exit for marketing automation companiesM&A a primary source of exit for marketing automation companiesM&A a primary source of exit for marketing automation companies    

According to a Q4 2018 report by LumaPartners, c$24bn has been invested in nearly 1,900 
companies in the MarTech space over the past decade. SaaS revenues and strong margins 
continue to attract investors, who have realised healthy returns from both public markets 
and M&A. Even dotdigital, for example, has had a stellar run with a c40% annualised share 
price return since its AIM listing. With interest from enterprise-software companies and 
private equity alike, M&A remains the primary source of exits for marketing automation 
companies. Over the past decade, there have been c1,750 deals in the industry, 128 of which 
were over $100m and 29 of which were over $1bn. 

Significant M&A deals iSignificant M&A deals iSignificant M&A deals iSignificant M&A deals in the MarTech spacen the MarTech spacen the MarTech spacen the MarTech space    

M&A picked up pace in 2013: Interest in marketing automation companies picked up pace 
in 2013, with: 1) Salesforce’s acquisition of ExactTarget (which had acquired Pardot earlier) 
for c5.5x EV/Sales according to the WSJ; and 2) Oracle’s back-to-back acquisitions of 
Responsys (c8x EV/Sales) and Eloqua (c11x EV/Sales) according to the WSJ. IBM acquired 
Silverpop in 2014 and after this there were a number of other deals, as mentioned above. 

Adobe acquires Magento and Marketo: More recently, in 2018, Adobe bought: 1) Magento, 
an ecommerce platform for $1.68bn at c10x EV/Sales, on our calculations; and 2) Marketo, a 
lead management and account-based marketing technology platform for the B2B space. 
According to LumaPartners, the multiple paid was c15x EV/Sales (based on 2017 revenues). 

Other acquisitions in 2020: Although 2020 faced a lot of market uncertainty due to the 
COVID-19 pandemic, there were several deals in the MarTech space: 1) Twilio acquired 
Sendgrid and Segment, each for c14x EV/Sales; 2) CM group acquired Selligent Marketing 
Cloud; 3) Salesforces acquired Evergage, a real-time personalisation customer data 
platform (CDP); and 3) SAP acquired Emarsys in November 2020 for an undisclosed 
amount. 

Increasing focus on CDP: We are witnessing increased interest in acquiring marketing 
technology companies, which have a CDP capability. Salesforce’s acquisition of Evergage 
and SAP’s acquisition of Emarsys are examples of this. 

dotdigital has c50% upside when valued on recent acquisition multipdotdigital has c50% upside when valued on recent acquisition multipdotdigital has c50% upside when valued on recent acquisition multipdotdigital has c50% upside when valued on recent acquisition multiplesleslesles    

We see recent acquisition multiples of c15x EV/Sales in the MarTech space. It is also worth 
noting that peers who were acquired had significantly lower margins or were just breaking 
even, whereas dotdigital has a mid-thirties EBITDA margin and has been profitable for the 
past 10 years. With dotdigital continuing to invest in its omni-channel and CDP 
capabilities, we think a 15x EV/Sales valuation is justified for the company. Valuing 
dotdigital based on 15x FY 2022 sales would imply a price target of 335p. 

                                                                    
5 Valued on 21/06/2021 share price of 217p 

70% 807 11.9x

30% 1012 15.0x

Blended equity valueBlended equity valueBlended equity valueBlended equity value 100%100%100%100% 869869869869 12.8x12.8x12.8x12.8x

Share price (diluted basis)Share price (diluted basis)Share price (diluted basis)Share price (diluted basis) 290p290p290p290p
Upside* 34%

Blended valution methodology          Blended valution methodology          Blended valution methodology          Blended valution methodology          

Target multiple of 15x EV/Sales applied on FY22 numbers

WeightWeightWeightWeight £ m£ m£ m£ m Implied EV/SalesImplied EV/SalesImplied EV/SalesImplied EV/Sales

Base case DCF (4% terminal growth, 21.4% adj EBIT margin, 6.5% WACC)
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Base-case DCF 

Our base-case DCF valuation gives an equity value per share of 265p (our DCF valuation 
model is shown below). We assume the following. 

● Long-run sales growth: We assume 4% sales growth over the long term with an 
increase of 0.5%, boosting our group DCF by £168m (c21%).  

● Long-run EBIT margin: We assume 21.5% in the long term with an increase of 1.0%, 
boosting our group DCF by £46m (c6%).  

● Group WACC: We use a 6.5% WACC with an increase of 0.5%, decreasing our group DCF 
by £122m (c15%).  

We believe that our base-case growth assumptions are conservative at just c15% organic 
CAGR 2021-24E, especially given the market tailwinds and the continued investment by 
dotdigital in building out its omni-channel and customer data platform (CDP) capabilities, 
which it can upsell to its c3,500 customer base. 

DCF 

 
Source: Company reports, Berenberg estimates 
*Valued on 21/06/2021 share price of 217p 

 

 

 

 

 

GBPmGBPmGBPmGBPm 2016A2016A2016A2016A 2017A2017A2017A2017A 2018A2018A2018A2018A 2019A2019A2019A2019A 2020A2020A2020A2020A 2021E2021E2021E2021E 2022E2022E2022E2022E 2023E2023E2023E2023E 2024E2024E2024E2024E 2025E2025E2025E2025E 2026E2026E2026E2026E 2027E2027E2027E2027E 2028E2028E2028E2028E 2029E2029E2029E2029E 2030E2030E2030E2030E

SalesSalesSalesSales 26.926.926.926.9 32.032.032.032.0 36.936.936.936.9 42.542.542.542.5 47.447.447.447.4 56.656.656.656.6 65.165.165.165.1 74.874.874.874.8 86.186.186.186.1 99.099.099.099.0 113.8113.8113.8113.8 125.2125.2125.2125.2 137.7137.7137.7137.7 144.6144.6144.6144.6 151.8151.8151.8151.8

  Growth 26.0% 18.7% 15.4% 15.3% 11.5% 19.4% 15.0% 15.0% 15.0% 15.0% 15.0% 10.0% 10.0% 5.0% 5.0%

EBITEBITEBITEBIT 6.26.26.26.2 8.28.28.28.2 9.49.49.49.4 11.811.811.811.8 13.113.113.113.1 12.712.712.712.7 14.314.314.314.3 16.416.416.416.4 18.818.818.818.8 21.321.321.321.3 24.524.524.524.5 26.926.926.926.9 29.629.629.629.6 31.131.131.131.1 32.632.632.632.6

  Margin 22.9% 25.8% 25.5% 27.7% 27.6% 22.4% 22.0% 21.9% 21.8% 21.5% 21.5% 21.5% 21.5% 21.5% 21.5%

 (-) Tax (-) Tax (-) Tax (-) Tax (1)(1)(1)(1) (1)(1)(1)(1) (1)(1)(1)(1) (0)(0)(0)(0) (2)(2)(2)(2) (2)(2)(2)(2) (2)(2)(2)(2) (3)(3)(3)(3) (3)(3)(3)(3) (4)(4)(4)(4) (4)(4)(4)(4) (5)(5)(5)(5) (5)(5)(5)(5) (6)(6)(6)(6) (6)(6)(6)(6)

  Tax Rate 13.6% 11.7% 7.9% 0.5% 12.7% 14.0% 16.0% 20.0% 20.0% 20.0% 20.0% 20.0% 20.0% 20.0% 20.0%

NOPATNOPATNOPATNOPAT 5.35.35.35.3 7.37.37.37.3 8.78.78.78.7 11.711.711.711.7 11.511.511.511.5 11.011.011.011.0 12.212.212.212.2 13.413.413.413.4 15.315.315.315.3 17.417.417.417.4 20.020.020.020.0 22.022.022.022.0 24.224.224.224.2 25.425.425.425.4 26.726.726.726.7

 (-) Capex (-) Capex (-) Capex (-) Capex (2)(2)(2)(2) (3)(3)(3)(3) (5)(5)(5)(5) (6)(6)(6)(6) (7)(7)(7)(7) (7)(7)(7)(7) (8)(8)(8)(8) (9)(9)(9)(9) (10)(10)(10)(10) (12)(12)(12)(12) (14)(14)(14)(14) (15)(15)(15)(15) (17)(17)(17)(17) (17)(17)(17)(17) (18)(18)(18)(18)

  Capex as % sales 7.7% 8.6% 13.4% 14.3% 14.3% 11.5% 12.0% 12.0% 12.0% 12.0% 12.0% 12.0% 12.0% 12.0% 12.0%

  Capex / Depreciation 1.2x 1.4x 2.0x 2.1x 1.3x 1.3x 1.3x 1.3x 1.3x 1.3x 1.3x 1.3x 1.3x 1.3x 1.3x

 (+/-) Change in WC (+/-) Change in WC (+/-) Change in WC (+/-) Change in WC (0)(0)(0)(0) (1)(1)(1)(1) (1)(1)(1)(1) 2222 (2)(2)(2)(2) (1)(1)(1)(1) (1)(1)(1)(1) (1)(1)(1)(1) (1)(1)(1)(1) (1)(1)(1)(1) (1)(1)(1)(1) (1)(1)(1)(1) (1)(1)(1)(1) (0)(0)(0)(0) (0)(0)(0)(0)

  WC as % sales (0.6%) (4.2%) (3.0%) 4.0% (5.2%) (1.1%) (0.9%) (0.9%) (0.9%) (0.9%) (0.9%) (0.6%) (0.6%) (0.3%) (0.3%)

 (+) Depreciation (+) Depreciation (+) Depreciation (+) Depreciation 1.81.81.81.8 2.02.02.02.0 2.42.42.42.4 3.03.03.03.0 5.15.15.15.1 5.25.25.25.2 6.06.06.06.0 6.96.96.96.9 7.97.97.97.9 9.19.19.19.1 10.510.510.510.5 11.511.511.511.5 12.712.712.712.7 13.313.313.313.3 14.014.014.014.0

  Depreciation as % sales 6.6% 6.4% 6.5% 7.0% 10.8% 9.2% 9.2% 9.2% 9.2% 9.2% 9.2% 9.2% 9.2% 9.2% 9.2%

Free Cash FlowFree Cash FlowFree Cash FlowFree Cash Flow 4.94.94.94.9 5.25.25.25.2 5.15.15.15.1 10.310.310.310.3 7.47.47.47.4 9.19.19.19.1 9.89.89.89.8 10.710.710.710.7 12.212.212.212.2 13.813.813.813.8 15.815.815.815.8 17.717.717.717.7 19.519.519.519.5 20.920.920.920.9 22.022.022.022.0 910.1910.1910.1910.1

  Growth 80.5% 7.5% (2.4%) 101.5% (28.1%) 23.4% 7.7% 8.4% 14.3% 13.0% 15.0% 12.1% 10.0% 7.2% 5.0%

WACCWACCWACCWACC 0.0%0.0%0.0%0.0% 6.5%6.5%6.5%6.5% 6.5%6.5%6.5%6.5% 6.5%6.5%6.5%6.5% 6.5%6.5%6.5%6.5% 6.5%6.5%6.5%6.5% 6.5%6.5%6.5%6.5% 6.5%6.5%6.5%6.5% 6.5%6.5%6.5%6.5% 6.5%6.5%6.5%6.5% 6.5%6.5%6.5%6.5%

Period 0.0 0.0 1.0 2.0 3.0 4.0 5.0 6.0 7.0 8.0 5.0

Discount factor 0.0 1.0 0.9 0.9 0.8 0.8 0.7 0.7 0.6 0.6 0.7

Discounted FCFDiscounted FCFDiscounted FCFDiscounted FCF 0.00.00.00.0 9.89.89.89.8 10.010.010.010.0 10.710.710.710.7 11.411.411.411.4 12.312.312.312.3 12.912.912.912.9 13.413.413.413.4 13.513.513.513.5 13.313.313.313.3 663.9663.9663.9663.9

ValuationValuationValuationValuation WACC calculationWACC calculationWACC calculationWACC calculation

Sum NPV 107 Market Risk Premium 6.0%
Terminal growth rate 4.0% Market Cost of Equity 9.0%
Terminal multiple 41.4x Beta 0.6

Discounted terminal value 664 Cost of equity 6.6%
Total EV 771

Gross cost of debt 6.0%
Net (Debt) / Cash 36 Tax rate 20.0%

Provisions Net cost of debt 4.8%

Pensions

Total Equity Value 807 LT D/(D+E) 5%

Shares outstanding 303.2

Implied share priceImplied share priceImplied share priceImplied share price 266p266p266p266p WACC (post-tax, nominal)WACC (post-tax, nominal)WACC (post-tax, nominal)WACC (post-tax, nominal) 6.5%6.5%6.5%6.5%

Current market share priceCurrent market share priceCurrent market share priceCurrent market share price 217p217p217p217p

Premium/Discount to current share price 23%

Actual FiguresActual FiguresActual FiguresActual Figures
Terminal Terminal Terminal Terminal 

ValueValueValueValue
Explicit Forecast PeriodExplicit Forecast PeriodExplicit Forecast PeriodExplicit Forecast Period Fade periodFade periodFade periodFade period
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dotdigital – comps  

 
Source: Factset, Berenberg estimates; *Valued based on 21/06/2021 numbers 

 

 

2021E 2022E 2021E 2022E 2021E 2022E 2021E 2022E EBITDA EBIT Sales EBITDA EBIT EPS

Global Peers

SAP 172,754 5.4x 5.1x 16.7x 15.9x 22.4x 22.7x 3.8% 3.8% 37.0% 29.5% 5.1% 1.4% 2.9% 1.0%

Oracle 224,887 6.4x 6.1x 13.2x 12.6x 16.8x 15.1x 5.9% 5.9% 48.2% 45.1% 3.1% 7.9% 11.7% 20.6%

Adobe 271,193 17.3x 15.0x 35.0x 30.4x 46.5x 40.6x 2.8% 2.8% 48.8% 45.2% 17.3% 17.5% 19.6% 17.3%

Salesforce 226,388 8.4x 7.0x 28.6x 23.9x 63.9x 56.6x 2.6% 2.6% 30.5% 18.0% 19.2% 14.0% 23.8% 2.0%

Average 223,806 9.3x 8.3x 23.4x 20.7x 37.4x 33.8x 3.8% 3.8% 41.1% 34.4% 11.2% 10.2% 14.5% 10.2%

Berenberg MidCap Coverage - UK Software and IT Services

GB Group plc 2,244 7.6x 6.9x 31.0x 27.3x 42.8x 37.7x 2.4% 2.7% 24.5% 21.2% 8.7% 1.4% 1.7% 0.1%

NCC Group plc 1,218 3.3x 2.8x 18.4x 13.3x 32.9x 23.8x 2.9% 3.8% 18.0% 12.5% 13.2% 22.5% 27.6% 24.5%

First Derivatives plc 850 2.5x 2.3x 18.6x 16.0x 57.1x 44.4x 0.5% 0.6% 13.5% 5.7% 13.6% 2.3% NA NA

Computacenter plc 4,047 0.5x 0.4x 9.8x 9.6x 19.2x 18.8x 6.0% 6.4% 4.6% 3.5% 9.5% 5.5% 4.3% 3.3%

FDM Group Holdings plc 1,500 3.9x 3.6x 19.3x 17.4x 31.5x 27.7x 3.2% 4.2% 20.1% 17.7% 7.5% 10.1% 11.0% 9.7%

Kainos Group plc 2,288 6.2x 5.6x 27.0x 25.2x 36.5x 34.9x 2.7% 2.7% 22.9% 21.7% 11.5% 3.8% 3.8% 3.1%

Softcat plc 4,771 2.7x 2.4x 27.8x 27.5x 37.0x 36.7x 2.2% 2.4% 9.8% 9.3% 15.4% 12.9% 12.9% 11.9%

Alfa Financial Software plc 521 4.8x 4.5x 20.6x 19.9x 37.4x 35.0x 3.0% 3.0% 37.7% 18.1% 3.8% NA NA NA

Blue Prism plc 1,022 3.6x 3.0x NA NA NA NA (0.9%) (0.9%) (30.5%) (21.1%) 21.6% NA NA NA

Boku Inc 681 9.5x 8.4x 35.1x 28.6x 62.6x 50.7x 2.1% 2.1% 27.1% 18.9% 14.6% 16.3% 19.7% NA

Craneware plc 1,001 12.5x 8.5x 35.9x 26.6x 45.4x 41.7x 1.1% 1.1% 35.2% 27.5% 19.6% 15.5% 19.7% 7.6%

essensys plc 204 6.4x 5.1x 107.3x 43.8x NA NA (0.7%) (0.7%) 19.2% (9.2%) 19.0% 11.7% 14.0% 105.4%

Learning Technologies Group plc 1,843 7.3x 6.8x 21.6x 19.0x 35.9x 31.3x 3.7% 3.7% 39.3% 28.6% 17.1% 14.5% 14.6% 12.5%

Shearwater Group plc 59 1.3x 1.1x 12.2x 8.0x 19.5x 12.6x NA NA 10.4% 3.8% 11.4% 25.9% 66.6% 26.3%

Avast 7,059 8.3x 7.8x 14.8x 13.9x 19.0x 17.7x 6.9% 6.9% 55.0% 53.0% 6.6% 7.2% 6.3% 6.3%

CentralNic 287 1.0x 1.0x 8.1x 7.4x 10.0x 9.1x 9.1% 9.1% 12.7% 7.3% 11.4% 16.0% 4.8% 7.7%

Average 1,850 5.1x 4.4x 27.2x 20.2x 34.8x 30.1x 3.0% 3.2% 20.0% 13.6% 12.8% 11.8% 15.9% 18.2%

2021E Margin 2020-23E CAGR
Company

Market 

Cap ($m)

EV / Sales EV / EBITDA P / E FCF Yield
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Financials 

P&L statement 

 

Source: Company reports, Berenberg estimates 

Income StatementIncome StatementIncome StatementIncome Statement 2019A2019A2019A2019A 2020A2020A2020A2020A 2021E2021E2021E2021E 2022E2022E2022E2022E 2023E2023E2023E2023E 2024E2024E2024E2024E

Revenue (continued)Revenue (continued)Revenue (continued)Revenue (continued) £ m£ m£ m£ m 42.542.542.542.5 47.447.447.447.4 56.656.656.656.6 65.165.165.165.1 74.874.874.874.8 86.186.186.186.1

  Change (%) 15.3% 11.5% 19.4% 15.0% 15.0% 15.0%

Revenue (all Ops)Revenue (all Ops)Revenue (all Ops)Revenue (all Ops) £ m£ m£ m£ m 51.351.351.351.3 54.954.954.954.9 58.158.158.158.1 65.165.165.165.1 74.874.874.874.8 86.186.186.186.1

Gross profit (continued)Gross profit (continued)Gross profit (continued)Gross profit (continued) £ m£ m£ m£ m 38.138.138.138.1 43.643.643.643.6 45.345.345.345.3 51.751.751.751.7 59.159.159.159.1 67.667.667.667.6

  Change (%) 18.2% 14.3% 3.8% 14.3% 14.3% 14.3%

  Margin (%) 89.7% 92.0% 80.0% 79.5% 79.0% 78.5%

D&A (reported) £ m (3.0) (5.1) (5.2) (6.0) (6.9) (7.9)

  % of revenue 7.0% 10.8% 9.2% 9.2% 9.2% 9.2%

Adj EBITDA (continued)Adj EBITDA (continued)Adj EBITDA (continued)Adj EBITDA (continued) £ m£ m£ m£ m 14.714.714.714.7 18.218.218.218.2 17.917.917.917.9 20.320.320.320.3 23.323.323.323.3 26.726.726.726.7

  Change (%) 24.4% 23.5% -1.7% 13.5% 14.6% 14.6%

  Margin (%) 34.6% 38.4% 31.6% 31.2% 31.1% 31.0%

Adj EBIT (continued)Adj EBIT (continued)Adj EBIT (continued)Adj EBIT (continued) £ m£ m£ m£ m 11.811.811.811.8 13.113.113.113.1 12.712.712.712.7 14.314.314.314.3 16.416.416.416.4 18.818.818.818.8

  Change (%) 24.9% 11.0% -3.0% 12.9% 14.5% 14.5%

  Margin (%) 27.7% 27.6% 22.4% 22.0% 21.9% 21.8%

EBITDA (all Ops)EBITDA (all Ops)EBITDA (all Ops)EBITDA (all Ops) £ m£ m£ m£ m 11.811.811.811.8 17.017.017.017.0 15.215.215.215.2 19.119.119.119.1 21.921.921.921.9 25.125.125.125.1

EBIT (all Ops)EBIT (all Ops)EBIT (all Ops)EBIT (all Ops) £ m£ m£ m£ m 8.98.98.98.9 12.212.212.212.2 11.711.711.711.7 13.213.213.213.2 15.015.015.015.0 17.117.117.117.1

Net Finance £ m 0.02 -0.06 -0.06 -0.06 -0.06 -0.06

PBT (continued)PBT (continued)PBT (continued)PBT (continued) £ m£ m£ m£ m 11.011.011.011.0 12.212.212.212.2 11.711.711.711.7 13.113.113.113.1 14.914.914.914.9 17.117.117.117.1

  Change (%) 26.9% 10.4% -4.3% 12.3% 13.9% 14.5%

  Margin (%) 26.0% 25.7% 20.6% 20.1% 19.9% 19.8%

PBT (all Ops)PBT (all Ops)PBT (all Ops)PBT (all Ops) £ m£ m£ m£ m 8.98.98.98.9 11.811.811.811.8 10.010.010.010.0 13.113.113.113.1 14.914.914.914.9 17.117.117.117.1

Tax (continued)Tax (continued)Tax (continued)Tax (continued) £ m£ m£ m£ m (0.1)(0.1)(0.1)(0.1) (1.6)(1.6)(1.6)(1.6) (1.6)(1.6)(1.6)(1.6) (2.1)(2.1)(2.1)(2.1) (3.0)(3.0)(3.0)(3.0) (3.4)(3.4)(3.4)(3.4)

Effective Tax Rate (%) 0.5% 12.7% 14.0% 16.0% 20.0% 20.0%

Net Income (all Ops)Net Income (all Ops)Net Income (all Ops)Net Income (all Ops) £ m£ m£ m£ m 8.58.58.58.5 10.310.310.310.3 8.38.38.38.3 11.011.011.011.0 11.911.911.911.9 13.713.713.713.7

Adj Net Income (continued)Adj Net Income (continued)Adj Net Income (continued)Adj Net Income (continued) £ m£ m£ m£ m 11.711.711.711.7 11.511.511.511.5 11.011.011.011.0 12.212.212.212.2 13.313.313.313.3 15.315.315.315.3

  Change (%) 34.1% -2.3% -4.1% 10.7% 9.7% 14.5%

  Margin (%) 27.6% 24.2% 19.4% 18.7% 17.8% 17.8%

Basic weighted shares (millions) 298.0 298.3 298.5 298.5 298.5 298.5

Diluted weighted shares (millions) 302.4 302.2 303.2 303.2 303.2 303.2

Earnings (continued)Earnings (continued)Earnings (continued)Earnings (continued) p/sharep/sharep/sharep/share

EPS (Basic) 3.68 3.57 3.36 3.68 4.00 4.58

EPS (Diluted) 3.63 3.52 3.31 3.63 3.94 4.51

Adj EPS (Basic) 3.93 3.84 3.68 4.07 4.47 5.12

Adj EPS (Diluted)Adj EPS (Diluted)Adj EPS (Diluted)Adj EPS (Diluted) 3.883.883.883.88 3.793.793.793.79 3.623.623.623.62 4.014.014.014.01 4.404.404.404.40 5.045.045.045.04

  Change (%) 33.2% -2.2% -4.4% 10.7% 9.7% 14.5%

Earnings (all Ops)Earnings (all Ops)Earnings (all Ops)Earnings (all Ops) p/sharep/sharep/sharep/share

EPS (Basic) 2.86 3.44 2.80 3.68 4.00 4.58

EPS (Diluted) 2.82 3.39 2.75 3.63 3.94 4.51

DPSDPSDPSDPS p/sharep/sharep/sharep/share 0.67p0.67p0.67p0.67p 0.83p0.83p0.83p0.83p 0.79p0.79p0.79p0.79p 0.88p0.88p0.88p0.88p 0.96p0.96p0.96p0.96p 1.10p1.10p1.10p1.10p

  Change (%) 5% 24% -4% 11% 10% 15%
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 Balance sheet 

 
Source: Company reports, Berenberg estimates 

 

  

Balance SheetBalance SheetBalance SheetBalance Sheet 2019A2019A2019A2019A 2020A2020A2020A2020A 2021E2021E2021E2021E 2022E2022E2022E2022E 2023E2023E2023E2023E 2024E2024E2024E2024E

Non-Current AssetsNon-Current AssetsNon-Current AssetsNon-Current Assets £ m£ m£ m£ m 22.422.422.422.4 29.029.029.029.0 30.330.330.330.3 32.132.132.132.1 34.234.234.234.2 36.636.636.636.6

Goodwill 9.7 9.7 9.7 9.7 9.7 9.7

Intangible Fixed Assets 11.7 14.1 15.6 17.5 19.6 22.0

PP&E 1.0 5.3 5.0 5.0 5.0 5.0

Current AssetsCurrent AssetsCurrent AssetsCurrent Assets £ m£ m£ m£ m 31.531.531.531.5 38.438.438.438.4 44.944.944.944.9 53.853.853.853.8 63.563.563.563.5 75.075.075.075.0

Receivables 12.2 13.0 15.5 17.8 20.5 23.6

Cash 19.3 25.4 29.4 35.9 43.0 51.4

Total AssetsTotal AssetsTotal AssetsTotal Assets £ m£ m£ m£ m 54.054.054.054.0 67.467.467.467.4 75.275.275.275.2 85.985.985.985.9 97.797.797.797.7 111.6111.6111.6111.6

Current LiabilitiesCurrent LiabilitiesCurrent LiabilitiesCurrent Liabilities £ m£ m£ m£ m (11.1)(11.1)(11.1)(11.1) (11.1)(11.1)(11.1)(11.1) (13.0)(13.0)(13.0)(13.0) (14.8)(14.8)(14.8)(14.8) (16.8)(16.8)(16.8)(16.8) (19.1)(19.1)(19.1)(19.1)

ST Debt (0.01) 0.00 0.00 0.00 0.00 0.00

Payables (11.1) (9.8) (11.7) (13.4) (15.5) (17.8)

Lease liabilities 0.0 (1.1) (1.1) (1.1) (1.1) (1.1)

Current tax payable 0.0 (0.2) (0.2) (0.2) (0.2) (0.2)

Non-Current LiabilitiesNon-Current LiabilitiesNon-Current LiabilitiesNon-Current Liabilities £ m£ m£ m£ m (1.4)(1.4)(1.4)(1.4) (5.6)(5.6)(5.6)(5.6) (5.6)(5.6)(5.6)(5.6) (5.6)(5.6)(5.6)(5.6) (5.6)(5.6)(5.6)(5.6) (5.6)(5.6)(5.6)(5.6)

LT Debt 0.0 0.0 0.0 0.0 0.0 0.0

Lease liabilities 0.0 (3.4) (3.4) (3.4) (3.4) (3.4)

Deferred tax (1.4) (2.2) (2.2) (2.2) (2.2) (2.2)

EquityEquityEquityEquity £ m£ m£ m£ m (41.5)(41.5)(41.5)(41.5) (50.7)(50.7)(50.7)(50.7) (56.6)(56.6)(56.6)(56.6) (65.6)(65.6)(65.6)(65.6) (75.4)(75.4)(75.4)(75.4) (86.9)(86.9)(86.9)(86.9)

Called up share capital (1.5) (1.5) (1.5) (1.5) (1.5) (1.5)

Share premium (6.8) (7.0) (7.0) (7.0) (7.0) (7.0)

Reverse acquisition reserve 4.7 4.7 4.7 4.7 4.7 4.7

Other reserves (0.7) (1.4) (1.4) (1.4) (1.4) (1.4)

Retranslation reserve (0.0) (0.1) (0.1) (0.1) (0.1) (0.1)

Retained earnings (37.2) (45.5) (51.5) (60.4) (70.2) (81.8)

Total Liabilities & EquityTotal Liabilities & EquityTotal Liabilities & EquityTotal Liabilities & Equity £ m£ m£ m£ m (54.0)(54.0)(54.0)(54.0) (67.4)(67.4)(67.4)(67.4) (75.2)(75.2)(75.2)(75.2) (85.9)(85.9)(85.9)(85.9) (97.7)(97.7)(97.7)(97.7) (111.6)(111.6)(111.6)(111.6)

Net Debt (Financial)Net Debt (Financial)Net Debt (Financial)Net Debt (Financial) £ m£ m£ m£ m 19.319.319.319.3 25.425.425.425.4 29.429.429.429.4 35.935.935.935.9 43.043.043.043.0 51.451.451.451.4

Lease liabilities £ m 0.0 (4.5) (4.5) (4.5) (4.5) (4.5)

Other Debt Adjustments £ m 0.0 0.0 0.0 0.0 0.0 0.0

Financial Net DebtFinancial Net DebtFinancial Net DebtFinancial Net Debt £ m£ m£ m£ m 19.319.319.319.3 25.425.425.425.4 29.429.429.429.4 35.935.935.935.9 43.043.043.043.0 51.451.451.451.4

IFRS16 Net DebtIFRS16 Net DebtIFRS16 Net DebtIFRS16 Net Debt £ m£ m£ m£ m 19.319.319.319.3 20.920.920.920.9 24.924.924.924.9 31.531.531.531.5 38.638.638.638.6 46.946.946.946.9

Financial Net Debt/EBITDA -1.4x -1.5x -1.7x -1.9x -2.0x -2.1x

IFRS16 Net Debt/EBITDA -1.4x -1.2x -1.5x -1.6x -1.8x -1.9x

CapitalCapitalCapitalCapital

Capital Employed (excl cash) £ m 23.5 30.9 32.8 35.2 38.0 41.1
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Cash flow statement 

 
Source: Company reports, Berenberg estimates 

Cash FlowCash FlowCash FlowCash Flow 2019A2019A2019A2019A 2020A2020A2020A2020A 2021E2021E2021E2021E 2022E2022E2022E2022E 2023E2023E2023E2023E 2024E2024E2024E2024E

PBT (all Ops)PBT (all Ops)PBT (all Ops)PBT (all Ops) £ m£ m£ m£ m 8.98.98.98.9 11.811.811.811.8 10.010.010.010.0 13.113.113.113.1 14.914.914.914.9 17.117.117.117.1

Currency revaluation 0.0 0.0 0.0 0.0 0.0 0.0

Amortisation 3.4 4.1 4.8 5.5 6.3 7.3

Depreciation 0.5 1.5 0.6 0.7 0.7 0.9

Exceptional costs 0.3 0.0 0.0 0.0 0.0 0.0

IFRS 15 reclassification (2.8) 0.0 0.0 0.0 0.0 0.0

IFRS 16 restatement 0.0 0.1 0.0 0.0 0.0 0.0

Gain on disposal of fixed assets 0.0 (0.0) 0.0 0.0 0.0 0.0

Loss on disposal of investments 0.0 0.0 0.0 0.0 0.0 0.0

Share-based payments 0.6 0.7 0.8 1.0 1.2 1.4

Finance income (0.0) 0.0 (0.0) (0.0) (0.0) (0.0)

Finance expense 0.0 0.1 0.1 0.1 0.1 0.1

(Inc)/dec in trade receivables 0.8 (1.2) (2.5) (2.3) (2.7) (3.1)

Inc in trade payables 0.9 (1.3) 1.9 1.8 2.0 2.3

Other 0.0 0.0 0.0 0.0 0.0 0.0

Gross CFOGross CFOGross CFOGross CFO £ m£ m£ m£ m 12.512.512.512.5 15.915.915.915.9 15.615.615.615.6 19.719.719.719.7 22.622.622.622.6 25.925.925.925.9

Tax paid (0.2) (0.1) (1.6) (2.1) (3.0) (3.4)

Net CFO (all Ops)Net CFO (all Ops)Net CFO (all Ops)Net CFO (all Ops) £ m£ m£ m£ m 12.312.312.312.3 15.815.815.815.8 14.014.014.014.0 17.617.617.617.6 19.619.619.619.6 22.522.522.522.5

Net cash generated from discont. Op. activ. £ m (1.0) (2.4) (1.1) 0.0 0.0 0.0

Net CFO (continued)Net CFO (continued)Net CFO (continued)Net CFO (continued) £ m£ m£ m£ m 13.313.313.313.3 18.218.218.218.2 15.115.115.115.1 17.617.617.617.6 19.619.619.619.6 22.522.522.522.5

CAPEX (6.1) (6.8) (6.5) (7.8) (9.0) (10.3)

Interest received 0.0 0.0 0.0 0.0 0.0 0.0

Acquisitions/Disposals 0.0 0.0 0.0 0.0 0.0 0.0

Other 0.0 0.0 0.0 0.0 0.0 0.0

Cash From/(For) Investments (all Ops)Cash From/(For) Investments (all Ops)Cash From/(For) Investments (all Ops)Cash From/(For) Investments (all Ops) £ m£ m£ m£ m (6.1)(6.1)(6.1)(6.1) (6.7)(6.7)(6.7)(6.7) (6.5)(6.5)(6.5)(6.5) (7.8)(7.8)(7.8)(7.8) (8.9)(8.9)(8.9)(8.9) (10.3)(10.3)(10.3)(10.3)

Dividend (1.9) (2.0) (2.5) (2.4) (2.6) (2.9)

Borrowings (0.0) 0.0 0.0 0.0 0.0 0.0

Payment of lease liabilities 0.0 (1.1) (1.1) (1.1) (1.1) (1.1)

Share issue 0.0 0.2 0.2 0.2 0.2 0.2

Other 0.0 0.0 0.0 0.0 0.0 0.0

Cash From/(For) Financing (all Ops)Cash From/(For) Financing (all Ops)Cash From/(For) Financing (all Ops)Cash From/(For) Financing (all Ops) £ m£ m£ m£ m (1.9)(1.9)(1.9)(1.9) (2.9)(2.9)(2.9)(2.9) (3.4)(3.4)(3.4)(3.4) (3.3)(3.3)(3.3)(3.3) (3.6)(3.6)(3.6)(3.6) (3.8)(3.8)(3.8)(3.8)

Net change in Cash from all Operations 4.3 6.1 4.1 6.6 7.1 8.4

Net change in Cash from Disc Ops 0.0 (2.5) (1.2) (0.0) (0.0) (0.0)

Effect of FX on Cash 0.0 (0.0) (0.0) (0.0) (0.0) (0.0)

Other 0.0 0.0 0.0 0.0 0.0 0.0

Cash & Equiv at Begining of Year £ m 15.0 19.3 25.4 29.4 35.9 43.0

Net Change in Group Cash £ m 4.3 6.1 4.0 6.5 7.1 8.4

Cash & Equiv at End of YearCash & Equiv at End of YearCash & Equiv at End of YearCash & Equiv at End of Year £ m£ m£ m£ m 19.319.319.319.3 25.425.425.425.4 29.429.429.429.4 35.935.935.935.9 43.043.043.043.0 51.451.451.451.4

Free Cash Flow (all Ops)Free Cash Flow (all Ops)Free Cash Flow (all Ops)Free Cash Flow (all Ops) £ m£ m£ m£ m 6.26.26.26.2 9.09.09.09.0 7.47.47.47.4 9.89.89.89.8 10.710.710.710.7 12.212.212.212.2

Free Cash Flow (continued)Free Cash Flow (continued)Free Cash Flow (continued)Free Cash Flow (continued) £ m£ m£ m£ m 7.27.27.27.2 11.411.411.411.4 8.68.68.68.6 9.89.89.89.8 10.710.710.710.7 12.212.212.212.2
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Hidden in plain sight    

   

● Summary: CentralNic is a global wholesale and retail supplier of domain 
names that also provides online monetisation solutions to its B2B clients. 
With 99% of its revenue recurring and based on software-as-a-service 
(SaaS), CentralNic has opted to use its highly visible FCF to consolidate 
what is currently a fragmented market. Thanks to a new business unit 
offering potential for substantial organic growth, we see considerable 
scope for outperformance. We initiate coverage with a Buy rating and a 
c180p price target, indicating c120% upside. 

● Stable cash-generating domain businesses: CentralNic operates across 
the entire domain-name supply chain; ie it is a top domain wholesaler, a 
leading domain backend provider and a retailer too. These domain 
businesses make c100% recurring revenue, and customers hardly change 
supplier. The group also offers value-added services (VAS) such as website 
building and hosting, Microsoft 365, etc, which we expect will drive the top 
line, with at least $15 of VAS being sold for every $100 of domain sales by 
2023E. With its focus on higher-growth underserved markets and exotic 
domains, CentralNic can grow in the mid-single digits annually, with VAS 
contributing nearly half of the growth in our base case. We think there is 
even potential to achieve $40 of VAS per $100 of domain sales (upside 
scenario), which could add c20% upside to our group 2023E base-case EPS. 

● Hidden high-growth online marketing business: eMarketer expects global 
digital advertising spend to reach c$455bn by 2023 with a projected CAGR 
of 8.5% over 2020-23E (our base case) and we expect this to be the main 
driver of the new online marketing business. This business provides 
software, which allows undeveloped websites (parked domains) to be 
monetised using ads. By taking a share of the ad revenue that domain 
owners make, CentralNic has a large $30bn total addressable market (TAM) 
opportunity from these sticky customers, who generate SaaS-based 
recurring revenues. Moreover, ads placed on parked domains do not use 
cookies and command high cost-per-click (CPC). Thus, top-line growth 
could be much higher than in our base case and we think the market has 
completely missed this. We believe that, in an upside scenario, this 
segment could grow at a c20% CAGR and outperform our base-case group 
EPS forecast for 2023E by as much as c30%.  

● M&A to provide further upside: CentralNic has been very successful at 
acquiring attractive acquisition targets at near distressed multiples in a 
fragmented market. With a focus on acquiring related recurring revenue 
businesses, funded using both debt and equity, it has grown adjusted EPS 
(diluted) at a c11% CAGR over 2015-20. For a company that essentially 
provides the nuts and bolts of the internet and has 99% recurring revenue, 
we think the current leverage of 2.8x net debt/EBITDA has room for 
expansion to fund further bolt-on acquisitions. If $60m were to be spent 
on acquisitions at 5x EV/EBITDA, we see c20% upside to our base-case 
2023E EPS. Our blue-sky scenario combining the organic and inorganic 
upside scenarios can add c70% to our base-case 2023E EPS estimate. 

● Valuation: We value CentralNic using a blend of base-case DCF, target FCF 
yield and blue-sky FCF yield. The stock trades at 9% FCF/EV yield. 

   22 June 2021 

BUY (Initiation) 

Current price 
 

Price target 

GBp 82 
 

GBp 180 
21/06/2021 London Close 

Market cap (GBP m) 179 
Reuters CNIC.L 
Bloomberg CNIC LN 

Share data 

Shares outstanding (m) 218 

Enterprise value (GBP m) 247 
Daily trading volume 133,986 

Key data 

Price/book value 2.4 
Net debt/equity 86.6% 
CAGR sales 2021-2023 7.5% 
CAGR EPS 2021-2023 6.1% 
    

 
 

Y/E 31/12, USD m 2019 2020 2021E 2022E 2023E 

Sales 109 241 315 339 365 
adj EBITDA 18 31 38 41 44 
adj EPS (diluted) 9.00 10.16 9.26 9.37 10.43 
Net debt (net cash) 75 85 86 74 52 
adj EBITDA margin 16.4% 12.7% 12.0% 12.0% 12.0% 
EV/EBITDA 15.3 10.1 8.8 8.1 7.1 
P/E 12.3x 10.9x 12.0x 11.8x 10.6x 
FCF/EV yield 4% 5% 5% 9% 10% 

Source: Company data, Berenberg 
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BUY    

 

 Investment thesis 

 

22 June 2021 Reuters CNIC.L 

  

• Summary:Summary:Summary:Summary: CentralNic is a global wholesale and retail supplier of 

domain names that also provides online monetisation solutions to 
its B2B clients. With 99% SaaS-based recurring revenue, 
CentralNic is opting to deploy its highly visible FCF into 
consolidating what is currently a highly fragmented market.  

• Stable cashStable cashStable cashStable cash----generating domain businesses:generating domain businesses:generating domain businesses:generating domain businesses: CentralNic 
operates across the entire domain-name supply chain; ie it is a 
top domain wholesaler, a leading domain backend provider and a 
retailer too. These domain businesses make c100% SaaS-based 
recurring revenue and customers hardly change supplier.  

• Hidden highHidden highHidden highHidden high----growth online marketing business:growth online marketing business:growth online marketing business:growth online marketing business: eMarketer 
expects global digital advertising spend to reach c$455bn by 
2023 with a projected 8.5% CAGR over 2020-23E (our base case) 
and we expect this to be the main driver of the new online 
marketing business. This business operates in a niche by 
providing software that allows undeveloped websites (parked 
domains) to be monetised using ads. We think top-line growth can 
be materially higher than in our base case and our sense is that 
the market has completely missed this. 

• Valuation methodology:Valuation methodology:Valuation methodology:Valuation methodology: We value CentralNic using a blend of 
base-case DCF, target FCF yield and blue-sky FCF yield. The 
stock trades at 9% FCF/EV yield. 

Bloomberg CNIC LN 

Current price Price target   
  

GBp 82 GBp 180 
Market cap (GBP m) 179 

21/06/2021 London Close EV (GBP m) 247 

Trading volume 133,986 

Free float 55% 

Non-institutional shareholders Share performance 
  

None High 52 weeks GBp 101 

Low 52 weeks GBp 73 

Business description Performance relative to 
  

CentralNic is a global wholesale and retail 
supplier of domain names that also provides 
online monetisation solutions to its B2B 
clients.  

 SXXP FTSE AIM 
  

1mth -0.4% - 

3mth -8.0% - 

12mth -27.1% - 

 

Profit and loss summary 

USD m 2019 2020 2021E 2022E 2023E 

Revenues 109 241 315 339 365 
EBITDA 18 31 38 41 44 
EBITA 17 29 35 38 41 
EBIT 8 16 20 22 23 
Associates contribution 0 0 0 0 0 
Net interest -4 -10 -9 -10 -7 
Tax 0 1 -4 -5 -7 
Minorities 0 0 0 0 0 
Net income adj. 16 21 22 24 26 
EPS reported -3.72 -4.28 -4.66 0.15 0.55 
EPS adjusted 9.00 10.16 9.26 9.37 10.43 
Year end shares 175 197 218 227 227 
Average shares 175 197 218 227 227 
DPS 0.00 0.00 0.00 0.00 0.00 

 

 
Cash flow summary 

USD m 2019 2020 2021E 2022E 2023E 

Net income 16 21 22 24 26 
Depreciation 10 15 18 19 20 
Working capital changes 9 3 1 1 1 
Other non-cash items -18 -18 -16 -6 -10 
Op CF (excluding int exp) 16 21 24 37 38 
Capex -6 -6 -6 -6 -7 
FCFE 7 5 9 21 23 
Acquisitions, disposals -77 -39 -9 -8 0 
Other investment CF 0 0 0 0 0 
Dividends paid 0 0 0 0 0 
Buybacks, issuance 2 35 0 0 0 
Change in net debt -78 -12 -1 12 22 
Net debt 75 85 86 74 52 
FCF per share 3.91 2.52 4.01 9.09 10.26 

 

  

Growth and margins 

 2019 2020 2021E 2022E 2023E 

Revenue growth 95.0% 120.9% 30.8% 7.6% 7.5% 
EBITDA growth 95.9% 70.7% 23.4% 8.2% 7.0% 
EBIT growth 158.3% 92.4% 26.2% 9.2% 6.5% 
EPS adj growth 89.0% 12.8% -8.8% 1.2% 11.3% 
FCF growth 175.0% 38.1% 19.7% 71.6% 0.7% 
EBITDA margin 16.4% 12.7% 12.0% 12.0% 12.0% 
EBIT margin 7.6% 6.6% 6.4% 6.5% 6.4% 
Net income margin 14.9% 8.6% 6.9% 6.9% 7.2% 
FCF margin 9.8% 6.1% 5.6% 9.0% 8.4% 

 

 
Key ratios 

 2019 2020 2021E 2022E 2023E 

Net debt / equity 97.3% 72.6% 86.6% 78.1% 52.0% 
Net debt / EBITDA 4.4 3.0 2.4 2.0 1.3 
Avg cost of debt -11.7% -7.6% 7.9% 7.9% 7.9% 
Tax rate 0.6% 10.4% 20.0% 20.0% 25.0% 
Interest cover 2.1 1.6 2.3 2.3 3.2 
Payout ratio 0.0% 0.0% 0.0% 0.0% 0.0% 
ROCE 14.3% 16.7% 15.8% 18.8% 20.9% 
Capex / sales 5.1% 2.4% 1.9% 1.9% 1.9% 
Capex / depreciation 58.3% 40.4% 34.1% 34.3% 34.3% 

 

  

Valuation metrics 

 2019 2020 2021E 2022E 2023E 

P / adjusted EPS 12.3 10.9 12.0 11.8 10.6 
P / book value 2.5 1.9 2.4 2.7 2.5 
FCF yield 3.9% 4.8% 5.3% 9.1% 9.9% 
Dividend yield 0.0% 0.0% 0.0% 0.0% 0.0% 
EV / sales 2.5 1.3 1.1 1.0 0.9 
EV / EBITDA 15.3 10.1 8.8 8.1 7.1 
EV / EBIT 32.9 19.3 16.5 15.1 13.2 
EV / FCF 25.5 20.9 18.8 10.9 10.1 
EV / cap. employed 1.3 1.1 1.3 1.5 1.5 

 

 
Key risks to our investment thesis 

• Fall in the number of parked or undeveloped domainsFall in the number of parked or undeveloped domainsFall in the number of parked or undeveloped domainsFall in the number of parked or undeveloped domains: Either 
organically or through regulation, there could be a drop in the 
number of parked or undeveloped domains or websites. This would 
affect revenues in CentralNic’s online marketing segment. 

• Serial acquirer risk: Serial acquirer risk: Serial acquirer risk: Serial acquirer risk: Although CentralNic has been quite successful 

in acquiring attractive targets, integrating them and deriving value 

out of them, the multitude of brand names it needs to operate, 

manage and market could potentially become more expensive and 

hurt margins.    
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CentralNic – investment thesis in pictures 

The acquisitions of Team Internet and Codewise have given 

CentralNic a new high-growth online marketing segment that 

augments its stable domain name businesses (indirect and direct 

segment), which according to management has normalised organic 

annual growth of 4-7% (our calculations indicate more than 10% 

organic CAGR over 2015-20, although it is difficult to be accurate) 

Driven by: 1) digitalisation tailwinds and sticky customers; 2) ads 

that do not involve cookies; and 3) high click-through ratios for ads 

on domains, CentralNic can grow its online marketing business in 

the high-teens for a long time to make the most of the $30bn TAM 

opportunity… 

  
Source: Berenberg estimates, Company reports Source: Berenberg estimates, eMarketer, Statitsa 

…and it can fund these higher-growth opportunities using the 

stable recurring cash flow that its domain businesses generate; 

CentralNic being a SaaS-based business with 99% recurring 

revenue its cash conversion remains high and even with its roll-

up strategy, the company has grown revenue/adjusted 

EBITDA/FCF/diluted-adj-EPS at a CAGR of c72%/44%/12%/11% 

respectively over 2015-20 

Our base case has top-line organically growing at c8% CAGR over 

2020-23E driven largely by the online marketing segment and 

value-added services (VAS); we think the market has missed 

1) this hidden online marketing business and 2) the cross-selling 

opportunity, which can accelerate VAS revenues at low 

incremental costs 

 
Source: Berenberg estimates Source: Berenberg estimates 

Our base case is fairly conservative, hence we flex online 

marketing segment growth to 20% annually (scenario 1) and we 

project $40 of VAS revenue for every $100 in domain sales 

(scenario 2); adding these together, we see c50% upside to our 

base-case diluted adjusted EPS number by 2023E 

Our blue-sky scenario offers up to c70% upside (50% from 

organic scenarios + 20% through $60m of acquisitions over the 

next three years financed from organic cash, debt and equity) to 

our 2023E base case EPS 

  
Source: Berenberg estimates Source: Berenberg estimates 

Indirect Segment
29% of Revenue

Wholesaler of 

domain names 

and 

associated 

products 

through a 

large network 

of well-known 

retailers & 

resellers

Direct Segment
15% of Revenue

Online Marketing
55% of Revenue

Reseller

26%

Registry

3%

Small 

business

12%

Corporate

3%

Team 

Internet

34%

Codewise

19%

Wando

2%
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back-end 

technical 
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store domain 

name related 

information
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domain names  
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added-

services 

(website 

building, 

hosting etc.)  

to small 

businesses 

Domain name 

services  

including 

domain 

portfolio 

management 

and brand 

protection to 

large 

corporate 

clients

Provides software & analytics

which allows a domain owner to

monetise their domains using

ads and also carry out

performance analytics. Ads are

shown to either organic traffic or

to traffic that is bought from

other media sources.

Global Advertising Market

$356bn

$30bn

$200bn

$455bn

$40bn

$270bn

Year 2020 2023E

Global advertising 

market size

US and EU 

advertising market 

size
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TAM based on 15% 
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8.5%

CAGR
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FCF Adj EBITDA Cash conversion (CFO / Adj Net income)

BEGO-reported growth

2020-23E CAGR Steady-state (2031E) 2020-23E CAGR

Indirect segment 6.2% 2.0% 6.2%

Direct segment 8.6% 2.0% 8.6%

Online marketing segment 8.5% 2.0% 22.6%

Group 8.0% 2.0% 14.8%

2020-23E Avg Steady-state (2031E)

Cost of Sales 67.3% 68.8%

Adj OPEX 19.9% 19.2%

Group adj EBITDA margin 12.0% 12.0%

Top-line projections
BEGO - organic growth

% of revenueCosts on a Adj EBITDA 

basis

18%
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CentralNic: business overview 

CentralNic is a UK-based domain name specialist that operates across the entire supply 
chain of the domain name industry. Specifically, it is a: 1) top wholesale supplier of domain 
names; 2) retailer (accredited registrar) of domain names to the public and businesses; 3) 
top technical backend outsourcing provider (registry services) for storing domain name 
information; and 4) leading provider of online monetisation solutions to make ad revenue 
on websites (domains). Operating a SaaS business with 99% of its revenues recurring, the 
company is a stable cash generator, which supports its successful roll-up strategy. 
CentralNic has hundreds of thousands of customers in nearly every country in the world 
and manages 45m domain names. We expect it to make c$315m of revenue in 2021E. 

History 

CentralNic’s history 

 
Source: Company reports, Berenberg estimates 

CentralNic Group plc is a British multinational internet services holding company, 
headquartered in London, UK. The company was founded in 1996 and adopted the name 
CentralNic in 2000. Over the years, CentralNic has developed its own proprietary software 
platforms for the global distribution of domain names. While we go through CentralNic’s 
history, we may need to use some industry jargon, so we suggest that readers refer to the 
next section, which should help demystify some of these terms. 

KickKickKickKick----starting growth and an AIM listingstarting growth and an AIM listingstarting growth and an AIM listingstarting growth and an AIM listing    

CentralNic deployed various growth strategies throughout 2011 and 2012. These included 
winning over 100 new registry clients in the generic top-level domain (gTLD) and country-
code top-level domain (ccTLD) categories, to provide registry distribution, DNS (domain 
name system), marketing, policy and abuse management services. In September 2013, 
CentralNic was listed on the AIM market of the London Stock Exchange. The same year, in 
December, it acquired DomiNIC, a domain management platform used by telecoms 
companies and other large corporations to manage sales of domain names. 

Acquisitions to grow the retail (registrar) businessAcquisitions to grow the retail (registrar) businessAcquisitions to grow the retail (registrar) businessAcquisitions to grow the retail (registrar) business    

In order to expand its registrar portfolio, CentralNic acquired Internet.BS (June 2014), a 
retail domain name registrar with customers in nearly 200 countries. In 2016 it also 
acquired dnsXperts, a German software development company that specialises in domain 
name management platforms, and the Instra Group, a large Australian ICAAN accredited 
registrar and supplier of associated services to small businesses and corporations under 
well-known brands including OnlyDomains, Instra and AsianRegistry. 

     

1996 20182013 2014 2015 2016 2020 20212017 2019

1996: 

Founded under the 

name of NomiNation

by Steve Dyer Robert 

Pooke in London, UK

2013:

Listed on the AIM 

market of the London 

Stock Exchange

Acquired DomiNIC

2014:

Listed on the AIM 

market of the London 

Stock Exchange

Acquired DomiNIC, 

Internet.BS and took 

stake in Accent Media

2016:

Acquired dnsXperts, 

Instra Group, 

2017:

Acquired SK-NIC

2018:

Merged with KeyDrive

Group and acquired 

GlobeHosting

2019:

Acquired TPP 

Wholesale, Hexonet

Group, I Want My 

Name, Ideegeo and 

Team Internet

2020:

Acquired Zeropark

and Voluum from 

Codewise

2021:

Acquired Safebrands & 

Wando
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A strategic shift and transformative acquisitionsA strategic shift and transformative acquisitionsA strategic shift and transformative acquisitionsA strategic shift and transformative acquisitions    

By 2016 CentralNic had a very high-margin business which traded premium domain names 
for its own account but in a strategic shift beginning in 2016 the company decided to wind 
down this business in favour of businesses offering recurring revenues, albeit with lower 
margins. Armed with this new strategy, CentralNic made a few transformative acquisitions 
starting with SK-NIC (December 2017), the domain name registry for the Slovakian domain 
extension .SK. In August 2018, CentralNic reached another milestone after it announced a 
merger with KeyDrive Group in a reverse takeover. The deal doubled the size of the 
company by bolstering its reseller (wholesale) platform and corporate domain 
management business. In September 2018, CentralNic finalised the acquisitions of 
GlobeHosting, a registrar and retailer of domain names, secure sockets layer (SSL) 
certificates and hosting services principally serving the Romanian and Brazilian markets. 

More acquisitions and other valueMore acquisitions and other valueMore acquisitions and other valueMore acquisitions and other value----added services (VAS)added services (VAS)added services (VAS)added services (VAS)    

CentralNic announced in May 2019, that it had plans to acquire TPP Wholesale, the leading 
Australian and New Zealand domain name and hosting reseller business. The acquisition 
introduced CentralNic to web services such as hosting and Office 365 at scale. This deal was 
followed by the acquisition of Hexonet Group (July 2019), a market leader in domain name 
platforms and services for thousands of reseller clients globally. In the same period, 
CentralNic also took over “I Want My Name”, a well known domain retailer offering the 
best-design user interfaces in the industry.  

Enter the domain monetisation businessesEnter the domain monetisation businessesEnter the domain monetisation businessesEnter the domain monetisation businesses    

In August 2019 CentralNic acquired an international domain name retailer Ideegeo Group 
Ltd and in November of the same year, it acquired Team Internet from Matomy Media. It 
also completed the acquisition of Zeropark and Voluum businesses of Polish company 
Codewise in November 2020. Both Team Internet and Codewise are in the business of 
domain name monetisation (in other words online marketing). In 2021, CentralNic has 
already acquired Safebrands, a French brand protection registrar, and Wando, a Berlin 
based tech-company operating in the fields of social marketing, display advertising and 
search engine marketing (SEM).  

Share price performance 

According to Factset, CentralNic’s share price has grown at c4% annually since its first trading record in August 2013 and is currently 

trading at c10x NTM P/E (adjusted) or c7x NTM EV/EBITDA (adjusted) 

 
Source: Factset, Berenberg estimates 

CentralNic currently has c40% of its business focused on selling domain names and c60% 
on the adtech market (online marketing). Before we take a closer look at these businesses, 
we demystify some of the most important jargon used in the domain name industry. 
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Domain names: demystifying the industry jargon 

Domain names, which enable people to access websites and create URLs, are composed of at 
least two character strings, separated by a dot. “google.com” is an example of a domain name. 

Why are domain names needed?Why are domain names needed?Why are domain names needed?Why are domain names needed?    

Domain names are essential when a business needs to have an online presence: for example, 
for emails or websites. Building a brand online is crucial for success these days; hence 
businesses of all sizes have jumped on the digitalisation bandwagon. Domain investors also 
buy the rights to domain names either for speculation or to monetise the domains using ads. 

What are domain-names used for? 

 
Source: Company reports, Berenberg estimates 

How much do domain names cost and who gets paid?How much do domain names cost and who gets paid?How much do domain names cost and who gets paid?How much do domain names cost and who gets paid?    

Domain names cannot be bought permanently but rather the rights to use a domain name 
can be purchased for a minimum of one year to a maximum of 10 years. On a yearly basis, 
domain names can cost from a few dollars to millions of dollars depending on how popular 
or sought-after they are. Examples of very expensive domains are “vacationrentals.com” or 
“carrentals.com”. In Key investment point two, we also show a chart with average prices of 
various domains. 

When a domain name is purchased from a retailer for a quoted price the following happens 
on a yearly basis for the duration of the contract. The exact numbers are dependent on the 
contract between the top-level-domain (TLD) owner, registry and the Internet Corporation 
for Assigned Names and Numbers (ICANN) – we define these terms on the next page. 

● The registered owner of the TLD receives the bulk of the payment. 

● A fee is paid to the registry (backend infrastructure) operator of the TLD. 

● A small fee is paid to ICANN. 

● The retailer and wholesaler each keep their respective margins. 

Market standard: For the sale of each domain name, it is market standard for the end-user 
to pay upfront for the entire duration of the contract (which can range from one to 10 
years); however, the global average contract length is c1.1 to 1.2 years. 

 

“Online trademarks” for “Online trademarks” for “Online trademarks” for “Online trademarks” for 

brandsbrandsbrandsbrands

Uses of domain names and web servicesUses of domain names and web servicesUses of domain names and web servicesUses of domain names and web services

Emails and websites for Emails and websites for Emails and websites for Emails and websites for 

businessbusinessbusinessbusiness

Inventory for domain Inventory for domain Inventory for domain Inventory for domain 

investorsinvestorsinvestorsinvestors

Businesses use websites to win 

customers, and online businesses 

also take orders and provide 

services via their websites

Two business models: 

reselling domains at a profit 

and monetisation

Brands also require internet 

monitoring to protect their 

domains and trademarks

Corporate emails require a Corporate emails require a Corporate emails require a Corporate emails require a 

domain namedomain namedomain namedomain name

Large corporations register Large corporations register Large corporations register Large corporations register 

thousands of domain names, thousands of domain names, thousands of domain names, thousands of domain names, 

requiring portfolio managementrequiring portfolio managementrequiring portfolio managementrequiring portfolio management

Approximately 100 million Approximately 100 million Approximately 100 million Approximately 100 million 

domain names are held by domain names are held by domain names are held by domain names are held by 

domain investorsdomain investorsdomain investorsdomain investors
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Domain names – demystifying the jargon 

 
Source: Company reports, Berenberg estimates 

Domain name

Domain names, which enable people to access websites and create URLs, are composed

of at least two character strings, separated by a dot. “google.com” is an example. Each

domain name needs to be unique.

Top-level domain 

(TLD) and generic top-

level domain (gTLD)

In the example “Google.com”, “.com” is the top-level domain, or TLD, and “Google” is

the second-level domain. To be more specific, “.com” is a generic top-level domain

name or gTLD because there are more specific categories of TLDs.

Domain Name System 

(DNS)

Every single device which connects to the internet has a unique numeric address called

an IP address. The IP address for “Google.com” is “142.250.69.196”. But instead of

remembering the numeric address we can instead remember the text “Google.com”

and a system called the Domain Name System (DNS) converts the text to its IP address ,

allowing us to connect to the device hosting Google’s online presence.

Country-code to-level 

domain (ccTLD)

A country code top-level domain (ccTLD) is a top-level domain generally used or

reserved for a country, sovereign state, or dependent territory. Examples are “.us”

(United States), “.uk” (United Kingdom), “.it” (Italy).

New top-level domain 

(nTLD)

Until 2011, only 22 TLDs were available for use, “.com” being the most famous. Since

then, ICANN has introduced over 1000 new top-level domains (nTLD) primarily because

it became increasingly difficult to find unused domain names that were short, concise

and affordable under the legacy TLDs. Examples are “.xyz”, “.icu”, “.online”.

Dot brand TLDs
ICANN since 2011 has allowed organisations to apply to set up their own gTLDs.

“.barclays”, “.audi”, “.bbc” are examples.

Internet Corporation 

for Assigned Names 

and Numbers (ICANN)

ICANN is a non-profit organisation formed in 1998 and is responsible for keeping the

internet secure, stable and interoperable. It is responsible for distribution of IP

addresses and for ensuring that each domain name is unique by maintaining a central

repository for IP addresses.

SSL certificates

SSL Certificates are small data files that digitally bind a cryptographic key to an

organization’s details. When installed on a web server, it activates the padlock and the

“https” protocol and allows secure connections from a web server to a browser.

Typically, SSL is used to secure credit card transactions, data transfer and logins, and

more recently is becoming the norm when securing browsing of social media sites

Domain registrar

Domain registrar is an ICANN accredited organization, like GoDaddy or CentralNic, that

sells domain names to the public and handles the process of updating the registry when

a customer purchases a new domain name. It also provides a search tool for customers

to find out what domain names are available.

Domain registry

A domain name registry is an organization that manages top-level domain names. They

create domain name extensions, set the rules for that domain name, and work with

registrars to sell domain names to the public. For example, VeriSign manages the

registration of “.com” domain names and CentralNic manages the registration of “.xyz”

domain names among others.

Domain registrant

A registrant is the person or company who registers a domain name. Registrants can

manage their domain name’s settings through their registrar. When changes are made

to the domain name, their registrar will communicate the changes to the registry to be

updated in the registry’s database. When you register a domain name, you become a

registrant!

Domain name 

management

Domain management refers to the on-going tasks of: (1) renewing, modifying or

terminating domain names; (2) determining hosting providers; (3) checking for similar

names that might be harmful to a brand’s reputation or authority; (4) tracking analytics

to see how it performs in searches; and (5) validating IP addresses associated with the

domain and checking for suspicious access to the domain.
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What CentralNic does 

Since 2021, CentralNic has had three reporting segments: 1) Indirect; 2) Direct (which now 
combines the historically reported Small and Corporate businesses); and 3) Online Marketing 
(historically called Monetisation). The Indirect segment is in the business of the wholesale 
supply of domain names; the Direct segment is the retailer business; and the Online 
Marketing segment is focused on monetising domains (websites) using ads. 

CentralNic – business segments 

 
Source: Company reports, Berenberg estimates based on 2020 pro-forma numbers of $295m (including the Wando 
acquisition) 

The organisation and business modelThe organisation and business modelThe organisation and business modelThe organisation and business model    

● Geographic exposure: CentralNic has grown tremendously in the past five years using a 
successful roll-up strategy. The company services customers in almost every country in 
the world; however, in 2020, c70% of the group’s revenue came from Europe, followed by 
c20% from North America (see chart below). 

● Domain exposure: Over 45m domain names use at least one of CentralNic’s platforms. 
This represents c12% of the 366m domain names registered globally at the end of 2020. 
19% of the domains serviced by CentralNic’s direct and indirect segment are “.com” 
domains, clearly highlighting the dominance of “.com” which still make up c40% of the 
registered domains globally. “.sk”, “.net” and “.io” are other popular domains that 
CentralNic services (see chart below). The domains serviced by the online marketing 
segment have not been disclosed by the company but we suspect they would largely be 
the new-TLDs (nTLDs) such as “.xyz” and “.online”.  

● Employee base: Supporting the company are 405 employees, of whom c35% are in 
technical functions and c20% in sales and marketing roles. The critical mass of the 
group’s technical and operations staff is concentrated in Germany and Poland, with 
regional staff in Australasia and the corporate headquarters in the UK. 

CentralNic’s revenues predominantly come from Europe (68%) 

followed by North America (17%) 

Revenue by customer location 

  

Source: Company reports, Berenberg estimates Source: Company reports, Berenberg estimates 
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CentralNic has 405 employees (2020) and c35% of them work in a 

technical function while c20% work in sales and marketing 

CentralNic – domain names that are serviced (2019) through its 

Direct and Indirect segments; Clearly, “.com” still dominates 

because it makes up c40% of registered domain names globally 

  
Source: Company reports, Berenberg estimates Source: Company reports, Berenberg estimates 

● Customers: The Indirect division counts some of the largest and best-known retailers of 
domains as its customers along with a long tail of over 25,000 resellers. Some examples 
include GoDaddy, Google, Web.com and GMO (a Japanese retailer of domain names). The 
Direct division has c200,000 active customers including SMBs and corporates. Lastly, the 
Online Marketing business has c15,000 customers including domain investors as well as 
other adtech players buying ad inventory. 

● Customer diversification: The Direct and Indirect segments have a diverse customer base 
with no customer representing more than 10% of group revenues and the top 10 
representing c30% of group revenue. In the Online Marketing segment, over c15,000 
domain investors (who use CentralNic software) sell ad inventory to a diverse group of 
advertisers. 

● Customer acquisition: We note that the cross-selling opportunity is large for the 
company because it can sell online marketing (domain monetisation) software to its 
wholesale, retail and registry clients while at the same time pitch its wholesale and 
registry services to its domain investor clients. Hence, customer acquisition costs tend to 
be low. 

o Wholesale and registry contracts: CentralNic typically lands a new wholesale or 
registry contract by using its own sales force to acquire brand new customers or 
customers from its other segments. A backend registry contract for a TLD typically 
includes an exclusive contract to wholesale the TLD. However, a contract to wholesale 
a TLD even if CentralNic is not a registry provider for it is also common. A contract 
can also stipulate the spending of some marketing dollars to promote a new TLD or 
the owner of the TLD can do this itself. 

o Retail and domain monetisation business: CentralNic spends on marketing to 
acquire new customers (SMBs or corporates). But apart from using its own sales force 
it also uses channel partners, which include prominent technology companies around 
the world. Through them the group reaches c2.4m domain registrants and c3m 
advertisers with minimal customer acquisition costs or customer service costs. Cross-
selling also helps keep customer acquisition costs low. 

● Strategy: CentralNic has three pillars to its strategy: 1) increase the number of domains 
on its platforms through new customer acquisitions and cross-selling across segments; 2) 
launch new products; and 3) acquire smaller businesses in the domain name and internet 
services industry that also have recurring revenues, high cash conversion and strong 
customer stickiness. 

With this information, we now take a closer look at the each of the business segments. 
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Indirect/Wholesale/Reseller segment (29% of group revenue6)  

This segment includes the following businesses, which together have c27m domain names 
under management. 

● Wholesale business (c26% of group revenue): This is the business of supplying domain 
names and other VAS (Microsoft Office 365, website building software, website security 
certificates and Amazon Web Services (AWS) hosting) to end-users via channel partners 
which include: 1) the largest and best-known retailers of domains; and 2) a long tail of 
over 25,000 resellers. The division distributes over 1,200 domain extensions in over 250 
countries via multiple brands (shown below). VAS from this segment makes up c1.4% (or 
$4m) of pro-forma group revenue, on our estimates1. 

● Registry business (c3%): This business provides technical backend infrastructure to 
ensure that domain name information is kept up to date in the master database. 
Customers include domain investors who own various nTLDs (“.xyz”, “.icu”, “.io”, etc), 
owners of UK higher-education and government domain extensions including “.gov.uk”, 
“.gov.scot” etc, and the domain owner of the “.london” domain extension. 

Reseller segment – brands Registry segment – brands 

  
Source: Company reports Source: Company reports 

What does a wholesalerWhat does a wholesalerWhat does a wholesalerWhat does a wholesaler    do?do?do?do?    

A wholesaler automates all the manual processes required in registering and editing domain 
names, centralises billing and payments with single invoices covering domains with 
hundreds of sources and a single customer service number to call. Through automated 
technology, it allows a retailer or registrar of domain names to procure and resell virtually 
any domain name in the world through a single application programming interface (API). To 
execute registrant/customer requests, this API automatically performs the following tasks. 

● It allows a registrar to directly access and check if a domain name already exists in the 
master database. 

● If the domain main does not already exist, it allows a customer to register itself as its 
owner for the length of the contract in return for an annual fee, which it determines. 

● If the domain main does already exist, it allows for editing or deleting of domain names. 

● Finally, it updates the master database with all the changes. 

We examine in more detail why a wholesaler is needed and why this is a stable business in 
Key investment point two. 

The registry businessThe registry businessThe registry businessThe registry business    

As a registry service provider, CentralNic runs the backend of a TLD on the TLD owner’s or 
leaser’s behalf and takes a flat fee for its efforts. It is responsible for the master database of 
the TLD and generates what are known as zone databases, which allow for the routing of 
internet traffic using the domain name system (DNS). 

There are two parts to the registry business. 

  

                                                                    
6 Berenberg estimates based on 2020 pro-forma numbers of $295m (including the Wando acquisition) 
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● Registry outsourcing service provider: As shown in the diagram below, a registry 
outsourcing provider provides backend registry infrastructure and technology to store 
and update the master registry for TLDs. TLD contracts include those for nTLDs (“.xyz”, 
“.icu”, “.io”, etc), “.gov.uk”, “.gov.scot”, “.london” domain extension, etc. 

● Registry operator channel for “.sk” ccTLD: In 2017, CentralNic acquired the business 
and assets of SK-NIC, the manager of the exclusive ccTLD for Slovakia (“.sk”). By 
migrating the registry backend for “.sk” to CentralNic’s infrastructure, over 360,000 
domains are offered to a diversified customer base. 

Domain name supply chain How a registrant’s request to add/modify/delete domain name 

information is executed on the registry via a registrar and a 

wholesaler 

 

 
Source: Company reports, Berenberg estimates Source: Company reports, Berenberg estimates 

Revenue modelRevenue modelRevenue modelRevenue model    

● Reseller/Wholesale channel: Revenues are derived by facilitating the sale of domain 
names and associated digital subscription products to registrars. Domain names are sold 
for a fixed term, which can vary from one to 10 years, but in practice the average contract 
term is just one year. Customers pay upfront before the start of the contract and 
CentralNic as the facilitator makes a wholesale margin on the sale. But the company also 
collects pass-through revenue when it sells domain names belonging to TLDs for which it 
is not the registry owner. This is one of the reasons why its gross margin is lower than it 
could be if it reported net revenues. 

o SaaS-based recurring revenue: Renewal rates for domain names are typically 6o% to 
90% but quickly go up to 95% or more the longer they have been in use. Moreover, the 
number of domains registered worldwide has always been greater than the number of 
domain expiries for the past 30 years, thus allowing CentralNic to make 100% SaaS-
based recurring revenues. We explain this in more detail in Key investment point two. 

● Registry channel: 

o Registry operator channel: CentralNic is an asset holder for ccTLD “.sk”, and 
therefore generates revenues through sales of domain names with the “.sk” extension 
to registrars.  

o Registry service provider channel: These revenues are generated by taking a flat fee 
for providing backend services to third-party TLDs on an exclusive basis, enabling the 
registrars to sell domain names to registrants.  

o SaaS-based recurring revenue: An invoice under both the registry channels is for a 
fixed term, which can vary from one to 10 years. Customers are sticky and the average 
contract typically tends to be for long periods. Cash is paid upfront for the entire 
duration of the contract and payments for future periods are recognised as deferred 
revenues. Clearly, both the registry channels are 100% SaaS-based recurring revenue 
businesses. 
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Financial performanceFinancial performanceFinancial performanceFinancial performance    

The indirect segment has recorded a top-line CAGR 2017-20 of 

126%, driven largely by the acquisitions of Keydrive, SK-NIC, 

Hexonet and TPP Wholesale; we expect it to achieve a c6% CAGR 

2020-23E, as explained in Key investment point two 

In 2017, CentralNic’s registry business (near 100% gross-margin) 

was much larger than the wholesale business (c23% gross margin) 

but now the registry business accounts for just c3% of group 

revenue and the wholesale business is 26%  

  
Source: Company reports, Berenberg estimates Source: Company reports, Berenberg estimates 

Direct segment (15% of group revenue7)  

The Direct segment involves CentralNic’s role as retailer/registrar of domain names. It has 
c2.3m domains under management which are sold via various brands (shown below). This 
segment too sells other VAS similar to those mentioned in the Indirect segment and in 
addition sells the company’s own webhosting services. The only difference between the 
Direct and Indirect segment is that no channel partners are used in the Direct segment. VAS 
in this segment makes up c1.4% (or $4m) of pro-forma group revenue, on our estimates. 

Historically, the Direct segment was reported as two separate subsegments – small 
businesses and corporate – but these have now been combined. 

Small business segment – brands Corporate business segment – brands 

  
Source: Company reports Source: Company reports 

Small businesses (12% of group revenue)Small businesses (12% of group revenue)Small businesses (12% of group revenue)Small businesses (12% of group revenue)    

The segment has a diverse customer base of more than 200,000 SMBs, retail customers, and 
domain investors, which CentralNic serves as a registrar/retailer. 

Revenue model: Revenues for the sale of domain names are SaaS-based recurring revenues 
derived from new registrations and renewals and can be on one- to 10-year contracts. 
However, in practice the average contract length is one year and customers pay upfront. 
These revenues are considered recurring for the same reasons explained in the section on 
the Indirect/Wholesale/Reseller segment. 

 

                                                                    
7 Berenberg estimates based on 2020 pro-forma numbers of $295m (including the Wando acquisition) 
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Corporate (3% of group revenue)Corporate (3% of group revenue)Corporate (3% of group revenue)Corporate (3% of group revenue)    

CentralNic works with more than 1,000 corporate clients, including various blue-chip and 
regional companies. These clients view domain names as a form of intellectual property 
similar to trademarks, which need to be secured and protected. The following services are 
offered: 

1) domain name management including buying domain names, administration, domain 
risk mitigation, online domain monitoring for proactive brand protection and expert 
domain advice and guidance; 

2) ensuring constant reachability for users and online presence; 

3) reputation and revenue protection through cybersecurity; 

4) helping clients to obtain, protect and develop their internet presence under a 
“DotBrand” top-level domain. 

Revenue model: Revenue recognition for the sale of domain names to corporates is similar 
to the small businesses subsegment. For any other strategic consultancy services that are 
offered, revenue is recognised on a completion-of-work basis. 

Financial performanceFinancial performanceFinancial performanceFinancial performance    

Through the acquisitions of Keydrive, Safebrands, Ideegeo, the 

direct segment has recorded a top-line CAGR 2017-20 of 22%; we 

expect it to achieve a CAGR 2020-23E of c9% as explained in Key 

investment point two 

The erstwhile corporate segment is a c65% gross margin business 

compared with c44% gross margin for the small business 

segment; our gross margin projections are going down marginally, 

with increasing contribution from VAS, as explained in Key 

investment point two 

  
Source: Company reports, Berenberg estimates Source: Company reports, estimates 

Online Marketing segment (55% of group revenue8)  

The Online Marketing segment is a newly formed division at CentralNic, created largely from 
the acquisitions of Team Internet, Codewise and Wando. At a high level, the business 
involves providing software and performance analytics to domain owners to allow them to 
monetise their domains using digital ads. CentralNic makes money via revenue sharing with 
these domain owners. 

In Key investment point one, we explain why we think revenue from this division is 100% 
recurring. The domains that we refer to here are either those that have expired or those that 
have not been developed. In other words, the websites of these domains do not have any 
actual content on them and they only display ads. Domain investors buy these so-called 
“parked” domains to be able to make ad revenue out of them. An example of a parked 
domain would be “bicycle.info”. 

 

 

                                                                    
8 Berenberg estimates based on 2020 pro-forma numbers of $295m (including the Wando acquisition) 
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Online marketing segment – brands 

 
Source: Company reports 

Team Team Team Team internet (34% of group revenue)internet (34% of group revenue)internet (34% of group revenue)internet (34% of group revenue)    

There are two parts to Team internet. 

● ParkingCrew (c17% of group revenue): A market leader in the domain parking space, 
ParkingCrew provides a self-service software platform that domain owners can use to 
display relevant ads on their parked websites. These parked websites receive organic traffic 
for various reasons (explained in more detail in Key investment point one) and when this 
traffic clicks on ads, the domain owners make money and therefore so does CentralNic. The 
main buyers of this ad inventory are advertisers or platforms acting on behalf of advertisers 
(these platforms are demand-side platforms, which we explain in Key investment one). 
ParkingCrew’s software also has a self-optimising feature that works in the background to 
automatically show more relevant ads depending on: 1) what the user “typed in” or “clicked 
on” to arrive at the parked website; 2) the location of the visitor and other information that 
is available, without the use of any cookies or search algorithms. 

● TONIC (c17% of group revenue): TONIC offers a self-service software platform to buy and 
sell internet traffic. Domain owners buy traffic with a CPC-based real-time bidding model. 
They bid for exclusive, high-quality traffic from social media platforms (eg Facebook), 
search platforms, native advertising (eg Taboola) etc, with multiple targeting options like 
geo, carrier, desktop/mobile, operating system, browser and many more. Domain owners 
can also sell the “bought” traffic by creating campaigns with auto-optimised keywords, 
templates and clickstream. Once again, advertisers or platforms activing on behalf of 
advertisers are the main buyers of this ad inventory. The underlying technology allowing 
this buying and selling of traffic from different sources is what the company refers to as SSL 
technology, which went live in August 2019.  

Codewise (19% of group revenue)Codewise (19% of group revenue)Codewise (19% of group revenue)Codewise (19% of group revenue)    

Before its acquisition, Codewise was one of Team Internet’s leading competitors. There are 
two parts to Codewise as well. 

● Voluum: A SaaS online marketing management suite for SMBs and brands enabling 
online ad analytics, tracking, media buying and AI-powered optimisation. Using Voluum, 
domain owners can purchase ads from various different sources, including social media, 
search and native advertising. 

● Zeropark: This platform provides: 1) monetisation revenues to domain investors and 
other customers by selling ad inventory to a diverse advertiser base or platforms acting 
on behalf of advertisers; and 2) marketing solutions for SMBs and brands to acquire web 
traffic and customers online. 

Wando (2% of group revenue)Wando (2% of group revenue)Wando (2% of group revenue)Wando (2% of group revenue)    

Wando is a domain owner (also called a domain publisher) and was one of Team Internet’s 
biggest customers. The business specialises in being able to buy and sell internet traffic 
from: 1) social to search; 2) search to search; and 3) native to search. With the acquisition of 
Wando, CentralNic can now buy and sell ad traffic for its own accounts. 
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Revenue modelRevenue modelRevenue modelRevenue model    

Based on agreements with domain owners, CentralNic makes money through revenue-
sharing, which is effectively SaaS-based recurring revenue (we explain this in more detail in 
Key investment point one). Revenue is recognised after either one of the following is 
registered: 1) a chargeable click on the advertiser’s advertisement placed on the parked 
domain – this revenue stream represents c60% of revenues; or 2) a chargeable redirect from 
a parked website to an advertiser’s website – this revenue stream represents c40% of 
revenues. Technically, CentralNic’s customer here should be the domain owner; however, 
because various platforms acting on behalf of advertisers buy the inventory and pay 
CentralNic, who in turn passes on the appropriate share to the domain owners, these 
demand side platforms are officially considered to be the customer. 

Financial performanceFinancial performanceFinancial performanceFinancial performance    

We expect a top-line CAGR 2020-23E of c23% including the full year 

contribution of Codewise & Wando; on an organic basis, we project a 

8.5% annual growth, as detailed in Key investment point one 

Gross margin for the segment is expected to increase by c60bp in 

2021E driven by Codewise, which optimised its strategy to focus on 

higher gross margins 

  
Source: Company reports, Berenberg estimates Source: Company reports, Berenberg estimates 

Group financial overview 

The group has recorded a CAGR 2015-20 of 72%, driven by more 

than 10 acquisitions; we expect a top-line CAGR 2020-23E of c15% 

(or c8% organically), as described in the Key investment points 

one, two and three; according to management, the domain 

businesses (indirect and direct segment) has normalised organic 

annual growth of 4-7% (our calculations indicate more than 10% 

organic CAGR over 2015-20, although it is difficult to be accurate 

given the acquisitions). 

Gross margin has dropped over the years mainly due to business 

mix; the online marketing segment has lower gross margins than 

the legacy CentralNic businesses; we expect gross margin to 

remain largely flat in the near term 

  
Source: Company reports, Berenberg estimates Source: Company reports, Berenberg estimates 
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Significant reinvestment in IT, corporate and other shared 

services combined with revenue mix (online marketing has lower 

margins) has led to a drop in adjusted EBITDA margins, though 

adjusted EBITDA has shown a c44% CAGR 2015-20 driven by 

acquisitions; we expect adjusted EBITDA margin to remain close 

to 12% in the future 

Adjusted EPS (diluted) has grown at an 11% CAGR 2015-20; 

looking ahead, our EPS projections are dampened due to: 1) 

reinvestment in the business; 2) the employee long-term incentive 

plan and share option plan; and 3) assumptions regarding an 

increase in the effective tax rate to 25% by 2023E 

  
Source: Company reports, Berenberg estimates Source: Company reports, Berenberg estimates 

 
 

FCF has grown at a c12% CAGR 2015-20 and we expect it to 

compound at c27% over 2020-23E; upfront cash payments by 

customers have kept cash conversions above 100% for the 

company 

 
Source: Company reports, Berenberg estimates 
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Key investment point one: the hidden high-growth 
online marketing business 

eMarketer expects global digital advertising spend to reach c$455bn by 2023 with a 
projected CAGR 2020-23E of 8.5%, and we expect this to be the main driver of revenues for 
the newly formed online marketing segment (base case). This business operates in a niche 
by providing software that allows expired or undeveloped websites (parked domains) to be 
monetised using ads. These ads make high cost-per-click (CPC) due to their high 
conversion potential; at the same time, they: 1) are not dependent on any algorithms; and 
2) do not use any cookies. By taking a share of the ad revenue that domain owners make, 
CentralNic has a huge $30bn TAM opportunity from these sticky customers who generate 
predictable recurring revenues. Thus, top-line growth for this SaaS-based recurring 
revenue business can be materially higher than in our base case and our sense is that the 
market has completely missed this. We believe that in an upside scenario this segment 
could record a c20% CAGR and outperform our base-case group EPS forecast for 2023E by 
as much as c30%. 

Digital advertising – a large and growing market 

eeee----commerce drives digital advertising commerce drives digital advertising commerce drives digital advertising commerce drives digital advertising     

● Growing share of e-commerce… The number of active internet users worldwide is rising. 
Currently, c60% of the global population uses the internet9 whereas ten years ago only 
c35% did. Consequently, more global commerce is taking place online. For example, e-
commerce’s share of total global retail sales was c7% in 2015 but has more than doubled 
to 18% in 2020. This share is going nowhere but up. eMarketer expects it to reach c21% in 
2023E. 

● …drives more digital advertising: Businesses are, therefore, increasingly engaging in 
digital advertising to attract customers to their websites to sell goods and services. 
According to Statista, global digital ad spend has surpassed traditional ad spend and 
accounted for c54% of the $657bn ad market in 2020. Digital advertising’s share is 
projected to reach c61% by 2023E: in other words, digital advertising will be a $455bn 
market by 2023E, growing at c8.5% yearly.  

Retail e-commerce sales ($trn) are growing at a CAGR 2020-24E 

of 10.5% and its share of total global retail sales is expected to 

reach c22% by 2024E… 

…this in turn is expected to drive a CAGR 2020-23E of 8.5% for the 

digital advertising spend ($bn), whose share of the total ad spend 

is projected to reach c61% by 2023E 

Source: eMarketer, Statista Source: Statista, eMarketer 

 

 

                                                                    
9 As per Joseph Johnson, April 2021 (Statista) 
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The digital advertising landscape 

Adtech landscape demystifiedAdtech landscape demystifiedAdtech landscape demystifiedAdtech landscape demystified    

As we can see in the diagram below, the adtech industry is fairly complicated. Globally, c80% 
of digital advertising is programmatic (ie not manual) and this share is expected to continue 
to increase, according to a report published by Statista Digital Market Outlook.  

Adtech landscape at a glance 

 
Source: Luma Partners, Berenberg estimates 

Below, we focus on a more simplified diagram of the adtech landscape, which we think is 
more relevant for the investment thesis on CentralNic. To understand the investment thesis 
better, we first explain the role of various entities shown in the diagram below along with 
examples of companies operating in each of these roles. Following this, we explain where 
CentralNic fits into this landscape. 

● Advertisers and agencies are known as the “buy-side”: Businesses want to attract 
potential customers to their websites and this is effectively what leads to the “demand 
for” and “buying of” internet traffic. Businesses (or advertisers) are the buyers of digital 
ad inventory to advertise their products and services and, when they have a message to 
disseminate, the advertising agencies help them plan and execute their marketing 
strategies, which often extend beyond the realm of digital advertising. Agencies employ 
trade desks to execute advertisers’ digital advertising plans. Trade desks are responsible 
for maximising an advertiser’s ROI by allocating spend across the most effective and 
efficient digital advertising channels. An example of an advertiser is Nestlé and an 
example of an agency is WPP. 

● Demand-side platforms (DSPs): As the name suggests, DSPs are platforms that facilitate 
the buying of digital advertising. DSPs range in functionality, but generally they: 1) 
automate advertising buys; 2) integrate disparate data sources; 3) connect buyers to 
source inventories (some of which are exclusive to a particular DSP); 4) optimise buying 
according to a range of pre-determined parameters; and 5) report back on how well the 
advertising performed. Agencies’ trade desks plug into DSPs for the purposes of 
executing its campaign orders. Google (DV360), Amazon and TradeDesk are the top DSPs, 
accounting for a majority of the DSP market. Google’s Adsense is a DSP for small to 
medium-sized publishers. 
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Simplified adtech landscape and CentralNic’s roles: CentralNic is number one in domain monetisation by selling internet traffic to 

various DSPs 

 
Source: Get Interactive, Statista Digital Market Outlook, Berenberg estimates 

● Facilitators: For the sake of brevity, we lump “the middle” into a category called 
facilitators. These players sit between the buy- and sell-side decision-making processes. 
Ad servers are used by advertisers and publishers to house the ads themselves, centralise 
and organise workflow, and gather performance metrics. Data management platforms 
(DMPs) pool data from a variety of sources (including data suppliers) for use in the 
targeting and personalisation of ads. Ad exchanges and networks fulfil similar roles, with 
ad networks in theory adding more value by offering unique categories and 
classifications of inventory. Exchanges are essentially clearing houses. The facilitators 
category also includes data verification and privacy controls. Google’s Ad X accounts for 
50% of the ad exchange market. 

● Supply-side platforms (SSPs): SSPs are the sell-side equivalents of DSPs. SSPs help 
publishers connect their available inventory to digital ad networks, exchanges, and 
ultimately DSPs. Just as DSPs help optimise campaign performance, SSPs help optimise 
publisher yields; so the two are inherently conflicted in their objectives. Google’s 
Doubleclick for publishers (also called Ad Manager) accounts for c70% of the SSP market. 
Other prominent SSPs are Rubicon, PubMatic and Magnite. 

● Publishers or ‘‘sell-side’’: Publishers are the content sources and destinations that have 
advertising inventory to sell. Websites, social media networks, search engines and other 
digital properties monetise their users (or traffic) by publishing ads. They earn money 
when users click on (cost-per-click) or view (cost-per-view) these ads. Publishers utilise 
SSPs to fill available advertising slots and maximise revenue per impression. Google 
Search, the Financial Times website, Facebook, YouTube and the Daily Mail website are 
examples of digital properties that can be monetised. It is also useful to note that, in 
2020, publishers spent large sums on “search advertising” (c43% of digital ad spend) 
followed by “social media” (c28%).  

We visually represent CentralNic’s role within the adtech market in the diagram above, but 
we go into more details on this in the next section. 

  



CentralNic Group plc (CNIC LN) 

UK Mid-Cap – Software & IT Services  
 

 

111 

How CentralNic fits into this market 

Domain name monetisationDomain name monetisationDomain name monetisationDomain name monetisation    

CentralNic takes the role of an SSP or of an intermediary sitting between DSPs and SSPs, as 
visually represented in the diagram above. But to appreciate the niche market that the 
company operates in, we need to better understand how domain name monetisation works. 

● Domain name monetisation: A domain name publisher is a type of publisher that owns 
certain websites or domains. There are two kinds of these: 1) those that historically used 
to host actual websites of businesses or products; or 2) those that sound similar to well-
known companies or products. These websites are typically parked: ie they do not have 
actual content on them, either because the businesses in question have closed down or 
because the products belonging to these businesses are no longer being sold. Domain 
investors buy these parked domains because they still attract a lot of organic internet 
traffic from people who 1) type in the website address in full, 2) use saved bookmarks, or 
3) use links that were shared historically. This organic traffic can be monetised by 
publishing ads on these parked websites. When someone clicks on these ads, the domain 
investor makes money. This is what we call domain name monetisation, the use of which 
has apparently earned savvy domain investors substantial sums of money. 

● Examples of parked websites or domains: As mentioned earlier,there are two kinds of 
parked websites. 

o Expired domains: These are domains that have not been renewed because the 
company has gone bankrupt, or the product has been discontinued or the company 
has not renewed them for some other reason. Initially, they make high ad revenue for 
the owners but revenues fall over time when people realise that they are no longer 
real websites with content.  

o Popular domains: Domain investors speculate that a particular domain will become 
famous and remain so for a while. They then buy rights to these domains. 
Hypothetical examples could be “barackobamamerchandise.com” or 
“harrypotterfanfiction.com”. “Classiccars.com” is a real domain that has existed for a 
long time; we show a snapshot of how it looks below. 

Domain investors use various software tools to play around with the design, the look and feel 
of their parked websites to maximise ad performance. 

“Classiccars.com” is a parked website (no real content) owned by 

domain investors who publish ads on this domain; when any of the 

ads are clicked on… 

…the advertiser’s website shows up as shown below; the 

advertiser would then need to pay the domain investor an agreed 

CPC, irrespective of whether there is an actual purchase 

 
 

Source: Company data Source: Company data 

● Declining traffic: People will obviously eventually stop visiting these websites, but the 
decline rate is typically slow (10-30% decline in traffic every year). So even after 10 years, a 
parked website will still receive c3% of the original traffic. Moreover, around 140m domains 
are due to expire each year, taking just the “.com” or “.net” TLDs, and c20% of them are not 
renewed by their owners. Domain investors keep buying these expired domain names, ie 
those that are not renewed by their former owners, and try to arbitrage the price they 
initially pay for them against the advertising revenue they can ultimately make from them. 
This effectively keeps the market running forever. According to CentralNic, c100m domain 
names or c27% of all domains in existence are held by domain investors, who monetise 
them either by placing ads (as already explained) or by reselling them at a profit. 
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• CentralNic’s role: As detailed in the Business Overview section earlier, CentralNic 
provides software and performance analytics to allow domain owners to monetise their 
parked domain websites. The company does this in two ways. 

o CentralNic as an SSP: CentralNic provides software to publish advertising on parked 
domains to target the organic internet traffic that visits domains. In other words, the 
software allows for the sale of ad inventory or digital ad space. In this scenario, 
CentralNic is acting as an SSP. 

o CentralNic as an Intermediary: CentralNic provides software which allows domain 
investors to arbitrage by buying and selling traffic from different buyers and sellers 
including other DSPs and SSPs. 

CentralNic makes money through a revenue-share with the domain investors as described in 
the Business Overview section.  

Domain traffic from parked domain declines from 10% (best case) 

to 30% (worst case) per year… 

… but that is not a problem because domain investors keep buying 

newly expired domains; of the c140m domains that are due for 

expiry every year (as shown below), c20% are not renewed, 

implying that there are c30m newly expired domains every year, 

just considering “.com” and “.net” 

  
Source: Berenberg estimates, Company reports Source: Berenberg estimates, VeriSign reports 

CentralNic is a leader in domain monetisation 

CentralNic largely acts as an SSP or intermediary to domain owners or domain publishers. 
The company is number one in monetisation of domain traffic by selling it to various DSPs. 
The domain monetisation business is a result of its Team Internet, Codewise and Wando 
acquisitions. 

Recurring high quality revenueRecurring high quality revenueRecurring high quality revenueRecurring high quality revenue    

● Traffic to parked domains is high-quality… Traffic to parked domains can be 1) organic 
traffic; or 2) traffic acquired for a cost by its owners from cheaper sources and then sold 
at a profit to higher bidders. Both these sources of traffic are high-quality: ie they have 
very high conversion rates to actual purchases and are therefore coveted by advertisers. 
For example, if someone types in say “www.bicycle.info”, this person has a high 
probability of purchasing bicycles that can be monetised by placing bicycle ads on the 
parked domain. Similarly, let us assume that a domain investor has purchased traffic 
from Facebook for a cost. If a user were to now click on the relevant ad in Facebook, they 
would be redirected to the parked domain where multiple relevant ads are shown. 
Imagine that the user then clicks on the ads shown in these parked domains. Clearly 
advertisers would be willing to pay for a click from such a user because the user has been 
“whetted” through multiple clicks and is considered high-conversion traffic.  

● …and commands high CPC: Our conversations with CentralNic management reveal that 
that the CPC paid for this high-quality traffic can range from a few cents to a few dollars 
(best-case scenario), mainly because of the high conversion potential, as explained above. 
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● All revenue generated this way is recurring: Although in theory, domain investors and 
therefore CentralNic make money only when ads are clicked, in reality the entire online 
marketing segment of CentralNic has what we believe to be SaaS-based recurring 
revenues. This is because: 1) there is no dearth of parked domains for investors to buy 
and place ads on; globally, c100m domain names out of 366m (c27%) are owned by 
domain investors; and 2) with increasing internet penetration and proliferation of social 
media, there is a constant 24/7 stream of organic and inorganic traffic visiting parked 
domains and clicking on the ads placed there. 

● Immune to algorithm changes, and no cookies used: The monetised domains do not 
appear in search results and are therefore immune to algorithm changes. Moreover, 
domain ads also do not use cookies to target customers; therefore this revenue stream is 
immune to cookie-related changes.  

Traffic to parked domains is high-quality using both approaches to domain monetisation 

 
Source: Company reports, Berenberg estimates 

Hardly any mainstream competitionHardly any mainstream competitionHardly any mainstream competitionHardly any mainstream competition    

● Not much mainstream competition: Our discussions with industry veterans suggest 
that, apart from Sedo and GoDaddy, there is not much mainstream competition in this 
space. The likes of PubMatic or Magnite will probably not enter this space and even if 
they do CentralNic has a huge lead because it has 23m parked domains under 
management serving 10,000 customers on the advertiser side and 5,000 customers on 
the publisher side.  

● Competitive edge: CentralNic should always have a competitive edge in domain 
monetisation because it offers solutions for the entire domain name supply chain: 1) it 
provides registry and reseller portal services to c30m domains worldwide and is one of 
the largest wholesalers of domain names in the world (through its Indirect segment); 2) it 
directly offers domain names to small businesses and enterprises (through its Direct 
segment); and 3) it offers domain monetisation solutions to domain investors (through 
its Online Marketing segment). This presents a huge cross-selling opportunity for each of 
its segments but more importantly it gives the company an information edge and a 
pipeline of potential acquisitions that it can make to further consolidate the fragmented 
domain name market. In Key investment point two, we go into more detail about 
CentralNic’s stable and cash-generating Indirect and Direct segments. The recurring cash 
generated from these segments will be used to grow the high-potential online marketing 
segment. In Key investment point three, we go into more detail on the M&A related 
upside for CentralNic. 

● High customer stickiness: Domain investors make sticky customers for CentralNic. The 
company says that more than 90% have been with it for over three years.  
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Calculating the TAM for CentralNic’s Online Marketing segment 

The value chainThe value chainThe value chainThe value chain    

Based on our conversations with industry consultants, we have constructed the value chain 
for the adtech industry and CentralNic. Because CentralNic offers domain monetisation 
using two approaches, as mentioned earlier, we show two separate value chain diagrams 
below. But in both cases, CentralNic has on an average a 10-20% revenue share with its 
domain investor clients.  

Approach number one to domain monetisation: CentralNic works 

as an SSP by providing software that allows domain owners to 

monetise their parked domains by selling the organic traffic that 

comes to their domains to a DSP 

 
Source: Industry consultations, Berenberg estimates 

 

Approach number two to domain monetisation: CentralNic works as an intermediary by providing 

software that allows domain owners to monetise their parked domains by buying traffic from one 

source and selling to another for a profit 

 
Source: Industry consultations, Berenberg estimates 
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Computing the TAMComputing the TAMComputing the TAMComputing the TAM    

Given that c85% of CentralNic’s revenues are generated in Europe and US, we prefer to use 
the size of the adtech market in these locations (ie $200bn in 2020) for our TAM calculation. 
Since CentralNic receives a revenue share of 10-20% (average of 15%) for every dollar of 
digital advertising spend, we simply compute it’s TAM as 15% of $200bn. This results in a 
huge $30bn TAM for just the online marketing segment of CentralNic in 2020. 

At an average of 15% revenue share of the US and Europe digital advertising spend, we compute the 

TAM for CentralNic’s online marketing segment at $30bn today or $40bn in 2023E 

 
Source: eMarketer, Statista, Berenberg estimates 
(1) Based on eMarketer’s projections 

Our base case for the Online Marketing segment and upside  

Online Marketing segment: base case projections in line with the adtech marketOnline Marketing segment: base case projections in line with the adtech marketOnline Marketing segment: base case projections in line with the adtech marketOnline Marketing segment: base case projections in line with the adtech market    

● High-growth potential: On a pro-forma basis, as reported by the company, the Online 
Marketing segment grew c13% yoy in FY 2020. The Team Internet (a recent acquisition) 
part of the business (which is c64% of this segment) actually grew at 35% yoy organically 
in FY 2020. Codewise, which was acquired in November 2020, makes up c35% of this 
segment; this part of the business suffered a 15% fall in pro-forma revenues yoy but that 
was expected at the time of acquisition and was due to an attempt by CentralNic to 
increase gross margins. The experiment was successful and the gross margin for the 
Codewise part of the business has increased from c25% to c30%. Overall, we believe that 
the Online Marketing segment has a mid-to-high-teens long-term growth potential; this 
outlook was supported by the recently released Q1 2021 results, with the online 
Marketing Segment recording c19% organic growth yoy. 

● We are conservative in our base case: Given that Online Marketing is still a relatively 
new business for CentralNic compared with its traditional domain businesses, we prefer 
to be conservative and await further evidence of execution. Our base-case 2020-23E 
revenue CAGR is in line with adtech market growth of 8.5%. 

Upside to the base caseUpside to the base caseUpside to the base caseUpside to the base case 

● Small relative to the market: On a pro-forma basis in FY 2020, the size of the Online 
Marketing segment is just c$156m or less than 0.5% of its computed TAM. Even if the 
business were to grow at 20% CAGR for the next 10 years, it would still be less than 2% of 
the TAM.  

● Domain ads have high click-through ratios: Domain ads have a much higher click-
through ratio than other digital ads because the traffic is of higher quality (as explained 
earlier). Naturally, advertisers like to use this as a source of traffic. Hence we believe that 
the Online Marketing segment of CentralNic can grow much faster than the global adtech 
spend. 
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• Upside scenarios: We run three scenarios to compute the upside to our base-case 
earnings by flexing just the growth rate to 1) 10%; 2) 15%; and 3) 20%, but we assume no 
further improvements in gross margin or operating leverage (ie we continue to assume 
c15% drop-through EBITDA margins as in the base case). 

o Scenario one (Online Marketing revenue 2020-23E CAGR of 10%): In this scenario, 
we see 4% upside to our base-case 2023E earnings forecast. 

o Scenario two (Online Marketing revenue 2020-23E CAGR of 15%): In this scenario, 
we see 18% upside to our base-case 2023E earnings forecast. 

o Scenario three (Online Marketing revenue 2020-23E CAGR of 20%): In this scenario, 
we see 33% upside to our base-case 2023E earnings forecast. 

If CentralNic executes well, we think a 20% revenue CAGR 2020-23E is eminently achievable 
given the tailwinds in the industry, and this represents c30% upside to our 2023E base-case 
earnings. 

We see c30% upside to our base-case 2023E earnings if CentralNic 

can grow its online marketing segment at a CAGR 2020-23 of 20%, 

compared with 8.5% in our base case 

 

Source: Company reports, Berenberg estimates 
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Key investment two: stable cash-generating domain 
businesses 

● CentralNic operates across the entire domain-name supply chain. It is: 1) a top two 
domain wholesaler; 2) a top five domain registry backend provider; and 3) a top ten 
domain retailer. All these domain businesses make up a $5bn market, growing at c3% 
annually (according to VeriSign) driven by c6% growth in the number of registered 
domain names. Domain name revenues are considered recurring because: 1) there 
have always been more domain registrations than domain expiries in the past c30 
years given that registrations are inextricably linked to the number of net new 
businesses and products in the global economy; 2) renewal rates of domain names 
increase to more than 90%, the longer they are in use; and 3) customers hardly change 
supplier as long as service levels remain high. 

● The group also offers VAS such as website building, security certificates, Microsoft 365 
and AWS hosting, which we expect will make $15 of revenue for every $100 of domain 
sales by 2023E. Being more focused on higher-growth underserved markets and exotic 
domains, CentralNic can grow in the mid-single digits annually, with VAS contributing 
nearly half of the growth in our base case. We think there is even potential to generate 
$40 of VAS per $100 of domain sales (upside scenario), which could add c20% upside to 
our group 2023E base-case EPS. 

● These stable SaaS-based recurring revenue domain businesses (Direct and Indirect 
segment) contribute c55% of the group’s FCF, funding the high-growth Online 
Monetisation business and further bolt-on acquisitions. 

The ever-growing domain name market 

Why domain names are requiredWhy domain names are requiredWhy domain names are requiredWhy domain names are required    

Domain names are needed to create corporate emails and online brands and as long as there 
are net new businesses and/or products and brands added globally, there will always be 
demand for new domain names. As we show in the chart below, for a long time now there 
have always been more domain name registrations than expiries. Globally, every year 20% to 
30% of domain names expire but more are registered. We expect this trend to continue, 
further bolstered by the rush to establish an online presence due to the COVID-19 pandemic. 

Human creativity drives entrepreneurship 

 
Source: Godaddy, US Bureau of Labor Statistics 
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Market size and growthMarket size and growthMarket size and growthMarket size and growth    

● Domain name market: The business of selling domain names to SMEs and enterprises 
(registrar business) along with the backend IT infrastructure (registry and wholesaler 
businesses) needed to support this is a $5bn market opportunity which is growing 
consistently at c3% annually, according to Verisign (the owner of “.com”) and GoDaddy 
(the largest domain name retailer globally). The domain name market is quite 
fragmented and CentralNic, which has 45m domains using at least one of its platforms, 
still makes up just 12% of the market. 

● Domain-related VAS significantly increase the TAM: VAS related to and bundled with 
domains add another $45bn to CentralNic’s TAM10. This includes website builders, 
website hosting, SSL certification, Office 365 software, AWS hosting, online brand 
protection and email software. In 2020, CentralNic derived only a tiny portion of its 
revenues (c3% of group) from these VAS, but the company has decided to pursue this 
large, albeit competitive market where peers such as GoDaddy, Wix and Squarespace are 
growing in the double digits every year. If executed well, VAS could certainly add material 
upside to our base case, especially because the opportunity to cross-sell is huge at a low 
incremental cost. 

Where CentralNic fits into this marketWhere CentralNic fits into this marketWhere CentralNic fits into this marketWhere CentralNic fits into this market    

As described in the Business Overview section, CentralNic offers solutions for the entire 
domain name supply chain. Its wholesale distribution platform is directly integrated with 
well-known registrars/retailers globally and through them the channel reaches out to an 
extensive network of resellers who sell to end-users/registrants. In the following sections we 
look at the competitive advantages, our base case and upside for each of these CentralNic 
businesses. 

● The Indirect segment (29% of group revenues) includes the Wholesaler (c26% of group) 
and Registry businesses (3%). This includes VAS, which makes up c1.4% of group 
revenues. 

● The Direct segment (15% of group revenues) includes the registrar/retail business serving 
SMEs and enterprises. This also includes VAS, which makes up c1.4% of group revenues. 

CentralNic offers solutions for the entire domain name supply chain: registry, wholesale and registrar 

 
Source: Company reports, Berenberg estimates 

                                                                    
10 Based on GoDaddy calculations for Online Presence | Branded email TAM opportunity 
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Top domain name wholesaler operating across the supply chain 

The importance The importance The importance The importance of CentralNic registry servicesof CentralNic registry servicesof CentralNic registry servicesof CentralNic registry services    

To recap what we explained in the Business Overview section earlier, as a registry service 
provider, CentralNic runs the backend of a TLD on the TLD owner’s or leaser’s behalf and 
takes a flat fee for its efforts. Up until 2020, there were two parts to this business: 1) registry 
services for nTLDs; and 2) registry services for “.sk” ccTLD.  

● Among the top five registry providers globally: With over 120 TLDs exclusively using its 
registry services, CentralNic is ranked in the top five globally; it is, however, the number 
one registry provider for nTLDs, having a c45% the market share by volume11. This 
business has been further bolstered by the following new contracts in 2021: 

o Jisc, the not-for-profit company supporting UK higher education, awarded a registry 
and domain management contract for critical domain extensions including “.gov.uk”, 
“.gov.scot”, “.gov.wales” and “.llyw.cymru”. 

o “.london” registry services contract was awarded to CentralNic 

● Registry services support the wholesale business: Being a registry service provider gives 
CentralNic the technical and operational knowledge, not to mention the reputation to 
play a major role in the wholesale domain name market. 

The “.xyz” nTLD was made famous by Alphabet, when it bought 

rights to “abc.xyz”. “.xyz” accounts for c14% of nTLDs by volume 

in May 2021 

CentralNic has the highest market share in providing registry 

solutions to nTLDs; nTLDs account for just c7% of total domain 

name population but have grown at CAGR 2014-20 of 39% 

  
Source: ntldstats.com, Berenberg estimates Source: ntldstats.com, Berenberg estimates 

Why wholesalers are neededWhy wholesalers are neededWhy wholesalers are neededWhy wholesalers are needed    

To recap what we explained in the Business Overview section earlier, a wholesaler provides 
the technology for a retailer/registrar of domain names (someone like GoDaddy) to procure 
and resell virtually any domain name in the world through a single application programming 
interface (API) in return for a wholesale margin that it adds to the price of the domain name 
sold. A wholesaler is critical for the domain name supply chain to function (as we explain 
below) and CentralNic is a leader in this market. 

● Wholesalers automate, centralise and simplify the process: A wholesaler automates all 
the manual processes required in registering and editing domain names. It also 
centralises billing and payments with single invoices covering domains with hundreds of 
sources and a single customer service number to call. 

● Cost advantage: The presence of a wholesaler saves resellers and retailers the need to 
work with dozens of additional suppliers around the world, each with their own unique 
protocols, technologies, manual processes and billing, thus providing cost advantages for 
all players in the ecosystem. 

  

                                                                    
11 According to ntldstats.com 
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● Market-leading technology platform for any domain name: Using CentralNic’s market-
leading technology platform, it is possible to access virtually any domain name in the world 
belonging to any TLD, irrespective of who is providing registry services for that TLD. For 
example, Verisign is the registry service provider for “.com” TLDs but a registrar (such has 
GoDaddy) can access the master database that is managed by Verisign via CentralNic’s API. 

● CentralNic is a top domain name wholesaler: With the acquisitions of Keydrive in 2018 
and Hexonet, TPP Wholesale in 2019, CentralNic is now a number two domain name 
wholesaler by volume globally after Tucows, a NASDAQ-listed Canadian company. As a 
wholesaler, CentralNic supplies domain names and other services to the largest and best 
known retailers of domains (eg GoDaddy, Web.com, Google) as well as to a long tail of over 
25,000 resellers. In this business alone, the company has c27m domain names under 
management.  

● Hardly anyone switches supplier: Our discussions with industry consultants imply that 
customers (domain owners or other registrars) hardly ever switch supplier (for registry or 
wholesale services) because the cost benefit would be marginal. Though not prohibitive, 
there are certain costs involved in switching because the API that the registrars need to call 
to access the registry needs to be changed. An example would be the new nTLD “.xyz” for 
which CentralNic has provided exclusive registry and wholesale services since 2014. In 2017, 
the contract for “.xyz” was extended until 2032. Customers typically stick to a supplier as 
long as everything is working well. According to CentralNic, less than 2% of domains switch 
a domain registry supplier every year – and this is largely driven by domain investors who 
buy and sell domains for a profit and prefer to use a single wholesaler for all their domains. 

Retail domain business offers subscriptionRetail domain business offers subscriptionRetail domain business offers subscriptionRetail domain business offers subscription----based recurring revenuebased recurring revenuebased recurring revenuebased recurring revenue    

To recap from the Business Overview section of the note, CentralNic also sells domain names 
with over 1,200 domain extensions (TLDs) directly to retail customers, SMBs and domain 
investors via more than 12 online retail brands and websites.  

● Recurring subscription-based revenue: Almost 100% of the revenue from this 
subsegment is SaaS-based recurring revenue with renewal rates between from 60% and 
90%. As mentioned earlier, for domain names that have been in use for a while, the 
renewal rate typically jumps to more than 90%. Additionally, there have always been 
more net domain registrations than expiries for the past 30 years (we explain this in 
more detail in the next section); hence we consider revenue from this segment to be 
recurring, although it may have low renewal rates early on. 

● Focus on underserved higher-growth markets and domains: CentralNic has historically 
managed to grow faster than the overall domain name market by: 1) focusing on markets 
not well served by peers (such as emerging markets) – c20% of group revenues; and 2) 
focusing on higher-growth TLDs, including ccTLDs such as a) “.sk”, b) “.la”, which 
represents Laos but is a proxy for Los Angeles; and c) “.co”, which represents Colombia 
but is a proxy for “.com”. 

Corporate (enterprise) business has good potentialCorporate (enterprise) business has good potentialCorporate (enterprise) business has good potentialCorporate (enterprise) business has good potential    

Large corporations view domain names as a form of intellectual property similar to 
trademarks, which need to be secured and protected. CentralNic offers domain name 
management and brand protection services to nearly 1,000 corporate clients, including 
various blue-chip companies. 

● High gross margin and renewal rate: CentralNic buys all domain names that are 
required on the customer’s behalf, manages their domain portfolio and protects their 
brand from being compromised. This is a high gross margin business (c65%) and the 
domain names that these corporates own are renewed with a high probability (93-99% 
renewal rate) even if other services are not always mandatorily taken up.  

● The business has good potential: During 2020, corporates delayed spending on some of 
the discretionary services offered by CentralNic due to the COVID-19 pandemic. Based on 
how this business was performing prior to the pandemic, we think CentralNic has a good 
opportunity to grow it in at least the low double digits in the medium term when physical 
marketing is again allowed. The acquisition of SafeBrands (2021), which has a strong 
presence in French-speaking markets, was a good move, in our opinion, because it offers 
a gateway into French companies along with cross-selling opportunities. 
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● Calculating the upside: BrandShield Systems, another AIM-listed stock, is a SaaS 
provider, whose technology enables corporate clients to detect and remove phishing 
threats, online brand abuse, trade infrigements, etc. This company makes an ARR of 
c$5m (FY 2021, estimated) and trades at c5x EV/Sales. CentralNic’s brand protection 
businesses make c$10m SaaS-based recurring revenue and, if valued at similar multiples 
to BrandShield, it could directly add c$50m to CentralNic’s market cap. 

What drives growth for the domain businesses?What drives growth for the domain businesses?What drives growth for the domain businesses?What drives growth for the domain businesses?    

● 100% SaaS-based recurring revenue business: Owners of domain names need to renew 
each year. Around 79% of “.com” domain names renew each year increasing to over 90% 
for more established domain names. Other domains that are not yet as well established 
as “.com” are showing similar trends and, according to CentralNic, on an average c80% of 
revenue comes from existing customers. Now a 80% renewal rate does not sound too 
“recurring”, but we should not forget that new business registrations have always 
exceeded business closures over the past 30 years, as shown in the chart at the start of 
this Key investment point. To prove our case further, the chart below shows that 
registered domain names across TLDs globally have recorded a CAGR 2010-20 of 6%, 
driven by ccTLDs (7% CAGR) and – since 2014 – nTLDs (39% CAGR). Therefore, even if 
renewal rates are initially lower, from CentralNic’s perspective, the revenue from 
domains is 100% recurring. 

Registered domain names (millions) across all TLDs have grown at 

a 6%CAGR since 2010 driven by ccTLDs (7%CAGR) and since 2014 

nTLDs (39% CAGR) 

 
Source: Verisign domain name industry brief, Statista, Berenberg estimates 

● Growth comes mainly from volume of domain name registrations: A wholesale TLD 
contract typically takes a wholesale margin for each domain name sold while the registry 
business operates on a fixed fee basis per TLD per year (sometimes with an option to 
increase prices based on the number of domains managed). So logically, growth for 
CentralNic comes from either the selling price of a domain or from the volume of domain 
names sold. 

o Domain pricing: Our research indicates that, due to the competitive nature of the 
domain name market, there is significant pricing pressure on some domain prices, 
while others can command a huge mark-up. With some domains costing less than $10 
per year and others costing millions per year, it is not easy to unravel the effect of 
domain price movements on CentralNic’s top line. Moreover, with ICANN having 
introduced over 1,000 nTLDs since 2014 and given the growing popularity of ccTLDs, 
we do not think domain prices are going to contribute significantly to growth. Having 
said that, there are certain exotic TLDs and domain names that do sell for a premium. 
Examples include “vacationrentals.com” or “carrentals.com”. In the charts below we 
show price ranges and average prices of domains. 

o Volume of domain names sold: The number of domain names sold by CentralNic 
depends on: 1) the new TLD contracts that the company makes and how much each 
customer buys from CentralNic; 2) new domain name registrations within a TLD; and 
3) renewal of domain names. As we now know, the last two items combined are a net 
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positive over the medium to long term. We also know that CentralNic has been 
successful in obtaining new TLD contracts in recent years and in FY 2020 alone it 
grew seven of the ten key reseller accounts by up to 63%. Therefore, we expect that 
the volume of domain names sold will drive CentralNic’s revenues in future. 

 

Price ranges of domains from one retailer Average and median prices of domains by TLD from one retailer 

 
 

Source: Global Domain Report 2021, InterNetX, Berenberg estimates Source: Global Domain Report 2021, Sedo, Berenberg estimates 

Shown below are two quotes from experts in the industry which succinctly summarise the 
future of domain name markets. 

New businesses and acquisitions imply more domain name 

registrations 

Some domain names command a premium price, which may reflect 

positively in CentralNic’s numbers 

  
Source: Global Domain Report 2021, Berenberg estimates Source: Global Domain Report 2021, Berenberg estimates 

Our base case and upside potential 

Base caseBase caseBase caseBase case    

● Domain registrations have slowed… The number of domain names registered globally 
has slowed in recent years, as shown in the chart below; however, as explained earlier, 
CentralNic has focused on underserved markets and more exotic domains, which have 
higher growth. 

● …but domains per thousand internet users are set to reverse course… As we show in the 
chart below, the number of domains per thousand worldwide internet users has dropped 
precipitously in the past few years to c79 compared with the long term average of c100. 
This has happened because of accelerated internet penetration has meant that internet 
users are being added faster than net domain registrations. We think that the ratio will 
reverse course in the medium term driven by net new business starts and acquisitions. 

● …which should drive domain registration growth: If the ratio reverted to 100 in the next 
five years (the same time it took for it to fall to 79), we would expect at least 5% annual 
growth in domain registrations over this period, and this is based on keeping the number 
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of internet users constant (which would be unlikely). We have already seen some 
evidence of this in the 13% organic growth posted by CentralNic for Q1 2021. We also 
expect c1% annual pricing pressure depending on the mix of domain names sold by the 
company; however, this will probably be more than offset by some sales of exotic 
domains, as has happened in the past. 

Although the number of domains registered globally grew at a 

CAGR 2010-20 of 6%, this growth has slowed to c3% in the past 

five years… 

…but when we look at domains per thousand internet users 

globally, the ratio has dropped in the past few years because of 

accelerated internet penetration; we expect domain registrations 

to grow and the ratio to revert closer to 100 (its long-term 

average) over the medium to long term 

  
Source: Verisign domain name industry brief Source: Verisign domain name industry brief, Statista, Berenberg estimates 

● Growth from VAS: TPP Wholesale, which is owned by CentralNic, sells c$60 to $70 of 
VAS for every $100 of domain sales in Australia. Management wants to replicate this 
success in Europe and the RoW as well (currently the company sells just $10 of VAS for 
every $100 of global domain sales) and the company has already noted some success on 
this front in Q1 2021.  

● Conservative base-case projections: In our base case, we project organic growth in 
domain businesses (in both the Direct and Indirect segment) at 5%/4%/4% in 
2021E/2022E/2023E in line with our explanations above. To this, we add growth from 
VAS. We conservatively expect the company to be able to sell up to $15 of VAS for every 
$100 of global domain sales by 2023E (see table below). We expect c20% of every dollar 
revenue of VAS to drop through to the bottom line pre-tax (opportunity to cross-sell at a 
low incremental cost) in the Indirect segment while we expect 30% drop-through in the 
Direct segment (we provide our reasoning on the next page). In total, we have the top line 
growing at a CAGR 2020-23 of c6%/c8.5% for the Indirect/Direct segments respectively, 
which we think is conservative. Our gross margins are slightly higher for 2021, in line 
with the numbers reported by the company in Q1 2021; however, we expect this number  
to drop marginally with increasing contributions from VAS.  
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Direct and indirect segment – our base case projections 

 
Source: Company reports, Berenberg estimates 

Upside to the base caseUpside to the base caseUpside to the base caseUpside to the base case    

If management is able to at least partially replicate the success of TPP Wholesale and to sell 
$40 of VAS for every $100 of domain sales, then we see up to c20% upside to our base-case 
EPS numbers by 2023E. We assume that c20% of every dollar revenue of VAS drops through 
to the bottom line (pre-tax) in the Indirect segment, whereas for the Direct segment we 
assume c30% drops through. Our reasoning is as follows. 

● VAS includes the company’s own high-margin hosting business, which could have gross 
margins as high as c70% (based on what we estimate at GoDaddy). Similarly, VAS 
includes CentralNic’s website building solutions, which can have higher gross margins 
than domain sales. The Direct segment sells more of these solutions because in the 
Indirect segment someone like GoDaddy or Google will sell its own hosting solutions.  

● VAS also includes sale of third-party software such as Office 365, SSL certificates and 
AWS hosting. Both the Direct and Indirect segments sell third-party software and the 
margin for this is typically in the range of 15-20% probably reported on a gross revenue 
basis, because this is how the company reports domain sales. 

● The company does not disclose details but depending on the exact mix of services that 
are sold, pre-tax-drop-through margin can range between 20% and 30%, on our 
estimates. We conservatively assume 20% drop-through for Indirect and 30% for Direct, 
although it is possible that this could be higher. GoDaddy, for example, mentions that its 
VAS margins are higher than those for domain sales. 

Upside scenario from increased selling of VAS; we see up to c20% 

upside to our base case EPS by 2023E if management is 

successful in its efforts to accelerate sales of VAS to up to $40 

per every $100 of domain sales 

 
Source: Company reports, Berenberg estimates 

 

2020A 2021E 2022E 2023E

Domain-businesses revenue 121.1 127.2 132.3 137.6

Value-Added-Services (VAS) 8.0 12.7 16.5 20.6

Total (direct + indirect segment) 129.1 139.9 148.8 158.2

VAS per $100 of domain revenue $7 $10 $12.5 $15

Indirect segment 2020A 2021E 2022E 2023E

Core domain business 81.8 85.9 89.3 92.9

growth% 5.0% 4.0% 4.0%

% of indirect segment 95% 93% 92% 90%

Value-Added-Services 4.0 6.0 7.8 9.8

growth% 50% 30% 25%

% of indirect segment 4.7% 6.5% 8.0% 9.5%

Total 85.8 91.9 97.1 102.6

growth% 7.1% 5.7% 5.7%

Direct segment 2020A 2021E 2022E 2023E

Core domain business 39.4 41.3 43.0 44.7

growth% 5% 4% 4%

% of direct segment 91% 86% 83% 80%

Value-Added-Services 4.0 6.7 8.7 10.9

growth% 68% 30% 25%

% of direct segment 9% 14% 17% 20%

Total 43.4 48.1 51.7 55.6

growth% 10.8% 7.6% 7.5%

2020A 2021E 2022E 2023E

Domain-businesses revenue 121.1 127.2 132.3 137.6

Value-Added-Services (VAS) 8.0 25.4 39.7 55.0

VAS per $100 of domain revenue 7% 20% 30.0% 40%

Incremental EBITDA added 2.5 4.6 6.9

Incremental Net Income added 2.0 3.7 5.2

Incremental diluted adj EPS (cents) 0.87 1.47 2.05

Upside to base case EPS 9.4% 15.7% 19.7%
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Tying it together: domain businesses are stable cash generators 

Domain businesses make a material contribution to group FCF… Our ballpark estimates 
reveal that the domain businesses including the registry, retail and wholesale (in other words 
the Direct and Indirect segment) contributed c55% (or c$8m) of the group’s FCF in FY 2020.  

… and fund further bolt-on acquisitions: As we have explained in this Key investment point, 
FCF generated by the domain businesses are of good quality and recurring in nature. It has 
also grown at CAGR 2010-19 of c25%, but dropped in 2020 because of significant 
reinvestment in IT, corporate and other shared services to support future growth. We expect 
that it will continue to grow in the future (shown in Key investment point three) and will 
fund further bolt-on acquisitions as well as the high-growth adtech business, which we have 
explained in Key investment point one. 

Around 55% of the group’s FCF comes from domain businesses, 

and it achieved a CAGR 2010-19 of c25%; this dropped in 2020 

because of significant reinvestment in IT, corporate and other 

shared services to support future growth 

 
Source: Company reports, Berenberg estimates 
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Key investment point three: M&A to provide further 
upside 

CentralNic has been very successful at acquiring attractive targets (9 since 2018) at near 
distressed multiples (average 5x EV/EBITDA) in a fragmented market and successfully 
extracting value from them. With a clear focus on acquiring domain-name-related 
recurring-revenue businesses, funded from both debt and equity, the company has still 
managed to grow adjusted EPS (diluted) at a CAGR 2015-20 of c11%. For a company that 
essentially provides the nuts and bolts of the internet and has 99% recurring revenue, we 
think the current leverage of 2.8x net debt/EBITDA has room to expand up to 3.5x to fund 
bolt-on acquisitions. This leaves c$40m headroom for net debt expansion and the 
company plans to use equity also. If $60m were to be spent on acquisitions (using organic 
cash, debt and equity) at 5x EV/EBITDA, we see c20% upside to our base-case 2023E EPS.  

Why M&A makes sense in the domain name industry 

Why M&A makes senseWhy M&A makes senseWhy M&A makes senseWhy M&A makes sense    

● Growing market share: Customers are very sticky in the domain business and typically 
do not change suppliers as long as services levels are good, because the cost benefit to do 
so would be marginal. So, both winning and losing clients to other suppliers is relatively 
rare. According to Statista and DomainState, the domain name market is quite 
fragmented and M&A is a risk-free way to “buy” customers and grow market share.  

● Cost benefits: M&A provides significant cost synergies by consolidating the backend into 
one platform. Moreover, the presence of a big wholesaler saves resellers and retailers the 
need to work with dozens of additional suppliers around the world, each with their own 
unique protocols, technologies, manual processes and billing, thus providing cost 
advantages for all players in the ecosystem. 

CentralNic is an efficient acquirer consolidating the domain name industryCentralNic is an efficient acquirer consolidating the domain name industryCentralNic is an efficient acquirer consolidating the domain name industryCentralNic is an efficient acquirer consolidating the domain name industry    

CentralNic’s recent acquisition history 

 
Source: Company reports, Berenberg estimates 

● Good pipeline of deals: CentralNic operates across the entire domain supply chain, which 
puts it in a unique position to build a constant pipeline of deals and source attractive 
acquisition targets. The fragmented nature of the market with a long tail makes it 
difficult for other players who are not exclusively focused on domains names to have 
access to the same kind of information as CentralNic does.  
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Acquired KeyDrive 

for $35.8m at 6.1x 

EV/EBITDA

Revenue $58.3m, adj 

EBITDA $5.9m

Acquired 

GlobeHosting for 

€2.6m  

Acquired TPP 

Wholesale for $24.4m
Acquired Hexonet for 

€10m  

Acquired Ideegeo for 

$3.4m at  5.4x 

EV/EBITDA

Revenue $4.3m, adj 

EBITDA $0.6m

Acquired Team 

Internet for $48m at 

3.9x EV/EBITDA

Revenue $74m, adj 

EBITDA $12.3m

Acquired Codewise 

for $36m at 4.9x 

EV/EBITDA

Revenue $60.7m,  adj 

EBITDA $7.4m

Acquired SafeBrands 

for $4.4m at 0.9x 

EV/Sales

Revenue $4.9m , adj 

EBITDA $0

Acquired Wando for 

$13m ($6.5m in cash 

and rest contingent 

on stretched targets)

at a 9.2x EV/EBITDA

Revenue $5.6m, 

EBITDA $1.4m
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● Earnings quality remains an acquisition criterion: As we know, in 2015, CentralNic had 
a very high-margin business, which traded premium domain names for its own account. 
Beginning in 2016, the company wound down that business and instead focused on 
recurring revenue and subscription businesses. Today, its criteria for future acquisitions 
remain very simple. It prefers businesses that: 1) are related to domain names; 2) have 
recurring revenue; 3) operate in growth markets; and 4) have high earnings quality. 

● Acquisitions at distressed multiples have been earnings-accretive: As we show in the 
timeline chart above, the group has been rather successful in acquiring companies across 
the supply chain at near distressed multiples – an average of c5x EV/EBITDA. Acquiring 
at these multiples has proven to be earnings-accretive for the business with diluted 
adjusted EPS growing at a c11% CAGR since 2015. This would have been meaningfully 
higher if CentralNic shares had been rated on a sensible multiple closer to that of listed 
peers and our price target. The company has tapped both equity and debt markets to fund 
its acquisitions since 2015 and we expect it to tap both in the future as well. 

● Why debt is not a cause for concern: CentralNic currently has a net debt/adjusted 
EBITDA of 2.8x and its covenant threshold is 6x. For a company that essentially provides 
the nuts and bolts of the internet and has c99% recurring revenues, we think c3.5x 
interest coverage from an adjusted EBITDA perspective provides enough room for 
manoeuvre during periods of turmoil (eg the company felt no negative impact from 
COVID-19). We believe that the company can comfortably increase leverage up to 3.5x net 
debt/adjusted EBITDA (which still means that interest expense is covered c2.5x by 
adjusted EBITDA) and that leaves headroom for further c$40m of net debt that can be 
raised by the company for bolt-on acquisitions. Note that the headroom for further 
borrowing and the interest coverage has been computed based on FY 2021 adjusted 
EBITDA and based on the conservative assumption that the entire amount will be 
borrowed in FY 2021 itself. 

How well did CentralNic perform with aHow well did CentralNic perform with aHow well did CentralNic perform with aHow well did CentralNic perform with all these acquisitions?ll these acquisitions?ll these acquisitions?ll these acquisitions?    

An acquisitive company can report slightly higher CFO or FCF than a company that grows 
organically. This is mainly because of how the accounting rules work. Typically, after an 
acquisition, working capital gets a boost. This means that the company can now have an 
operating cash inflow without having had an operating cash outflow (example by collecting 
receivables) because the cost of the acquisition goes into cash flow from investments. 

However, we do not think this applies to CentralNic, which we find is a highly cash-
generative business making a good ROCE. We have performed some analysis to make our 
case, which we show in charts below. 

Even without any working capital benefit, FCF has grown at a 

CAGR 2015-20 of c27%, indicating the company’s cash-generating 

prowess; we expect this trend to continue in the future 

ROCE (excluding cash, pre-tax) is still at healthy levels and 

improving even after numerous acquisitions; FCF return on three-

year average capital also shows positive trends – implying that 

the group has been successful in acquiring companies and 

realising cost synergies 

  
Source: Company reports, Berenberg estimates Source: Company reports, Berenberg estimates 
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● The company typically acquires negative working capital businesses: Most of 
CentralNic’s acquisitions are recurring revenue businesses with negative working capital. 

● FCF excluding working capital is growing: FCF excluding any working capital benefit is 
also growing for CentralNic at a CAGR 2015-20 of c27%, and this is conservative because 
CentralNic, after all, is a negative working capital business so in reality it does benefit 
from working capital. 

● Returns indicate successful acquisitions: Being an acquisitive business, ROCE (pre-tax) 
for CentralNic has dropped since it went on an acquisition spree from 2015; however, as 
we show below, it is still healthy and on an upward trend. We also calculate a FCF-return 
on the past three-year average capital; this shows improving trends as well. These 
numbers give us further reassurance that CentralNic has been quite successful in 
acquiring companies, integrating them and realising cost synergies. 

Upside to our base case 

Berenberg base caseBerenberg base caseBerenberg base caseBerenberg base case    

● Top line: We forecast a top-line CAGR 2020-23E of c15% on a reported basis and c8%on 
an organic basis. 

● Costs of sales: We have average cost of sales over 2020-23E at c67%, rising to c69% by 
2031E due to an increasing contribution from VAS – although depending on the exact 
mix of VAS (details are not yet disclosed by the company), group gross margin may 
remain flat or even increase over this period. 

● Opex: We forecast opex as a percentage of sales at c20%, dropping marginally to c19.2% 
from operating leverage by 2031E. Our operating leverage assumptions are conservative 
mainly because we assume further reinvestment in the business for future growth, 
especially in VAS and adtech. 

Our base case  

    
Source: Company reports, Factset, Berenberg estimates 

M&A upside: c20% on top of our 2023E baseM&A upside: c20% on top of our 2023E baseM&A upside: c20% on top of our 2023E baseM&A upside: c20% on top of our 2023E base----case EPScase EPScase EPScase EPS    

If CentralNic were to spend a total of $60m on M&A over the next three years ($20m in each 
year) to acquire targets at similar multiples to the past (c5x EV/EBITDA) and finance this 
with an equal split of organic cash (of which it had c$29m as at end-FY 2020), debt and 
equity, we see c20% upside on our base-case 2023E earnings estimate. 

 

BEGO-reported growth

2020-23E CAGR Steady-state (2031E) 2020-23E CAGR

Indirect segment 6.2% 2.0% 6.2%

Direct segment 8.6% 2.0% 8.6%

Online marketing segment 8.5% 2.0% 22.6%

Group 8.0% 2.0% 14.8%

2020-23E Avg Steady-state (2031E)

Cost of Sales 67.3% 68.8%

Adj OPEX 19.9% 19.2%

Group adj EBITDA margin 12.0% 12.0%

Top-line projections
BEGO - organic growth

% of revenue
Costs on a Adj EBITDA basis
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If acquisition multiples are similar to those of the past and $60m 

is spent (financed using organic cash, debt and equity) on M&A 

spread across the three years… 

…we see potential for c20% upside on our base case 2023E 

earnings 

        
Source: Company reports, Berenberg estimates Source: Company reports, Berenberg estimates 

 

M&A spend EBITDA Multiple Equity Raise

Total 60 5.0x Share price

Organic Cash 20 90

Debt 20 # total new shares

Capital Raised / vendor shares 20 16.4

Spend per year 20 Debt Raise

Shares issued per year 5.5 Interest rate

6.0%

Total shares issued (m) 16.4

% of shares outstanding 8%

Sales aquired per year 33.4

Margin (similar to group FY21): 12.0%

EBITDA acquired per year 4.0

Month of Acquisition in FY21 9.0

Month of Acquisition in FY22 6.0

Month of Acquisition in FY23 6.0

Inputs ($m except share price which is in cents) 2020A 2021E 2022E 2023E

Group revenue (base case) 241.2 315.5 339.3 364.9

Group adj EBITDA (base case) 30.6 37.8 40.9 43.7

Group adj Net Income (base case) 20.8 21.7 23.5 26.2

Group adj diluted EPS (base case) 10.16 9.26 9.37 10.43

Incremental revenue 8.4 52.6 91.3

Cumulative incremental adj EBITDA 1.0 6.3 10.9

(-) Incremental Depreciation 0.0 (0.4) (0.7)

(-) Incremental interest expense (0.4) (0.8) (1.2)

(-) Incremental tax (0.1) (1.0) (2.2)

Cum incremental adj Net Income 0.5 4.1 6.7

Adj Net Income 22.2 27.6 32.9

Diluted shares 235.6 259.4 264.8

Adj diluted EPS 9.41 10.65 12.43

Upside to base case 1.6% 13.6% 19.2%

Net debt / EBITDA 2.6x 2.1x 1.7x

Interest coverage 4.1x 4.5x 6.4x

Impact from $60m M&A totally over the next 3 years at 5x EBITDA multiple
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Key risks 

● The number of parked or undeveloped domains could decrease: Either organically or 
through regulation, there could be a drop in the number of parked or undeveloped 
domains or websites. This would affect CentralNic’s online marketing revenues. 

● Customers could jump ship: Although CentralNic’s customers are generally sticky, 
especially in the legacy domain businesses, lack of investment in technology could 
prompt them to jump ship to a competitor. Customers of the Online Marketing segment 
are mainly interested in monetising their investment in domains and if CentralNic is 
unable to offer them good software to do so, there is nothing stopping them from moving 
to a competitor. 

● Exposure to new-top-level-domains (nTLD): CentralNic has material exposure to nTLDs. 
While this has been a growth driver for the company, nTLDs are always competing 
against the more widely accepted “.com” domain names. End-users generally perceive 
websites ending with “.com” to be more trustworthy. With ever-growing cybersecurity 
threats plaguing the world today, this could be a negative for nTLDs. 

● Serial acquirer risk: Although CentralNic has been quite successful in acquiring 
attractive targets, integrating them and deriving value out of them, the multitude of 
brand names it needs to operate, manage and market could potentially become more 
expensive and hurt margins. 

● Competition for value-added-services (VAS): CentralNic plans to invest in growing its 
domain-related VAS business. This sector is quite competitive, dotted with heavyweights 
such as GoDaddy, Wix and Squarespace; however, these competitors are largely focused 
on the US market, so there is plenty of space for a domain name specialist such as 
CentralNic to focus on underserved markets. 

● Disintermediation risk: If a retailer becomes big enough it will probably directly connect 
to the registry operator for a TLD, making CentralNic’s wholesale business obsolete. 
However, playing to CentralNic’s favour is the proliferation of alternatives to “.com” (in 
other words, more registry operators), which means that there are too many TLDs for 
even someone as big as GoDaddy to connect to directly, thus making a wholesaler 
imperative for the industry to function at low cost. 

● Corporate customers are expensive to acquire: CentralNic’s Direct segment aims to 
grow accounts with corporates to provide them with domain management and brand 
protection services. However, compared with the rest of the group’s businesses, acquiring 
a corporate customer is more expensive and, moreover, services such as brand protection 
are more discretionary in nature: ie, they are not as recurring as a domain name 
subscription business. 

● Domain name prices could fall: Given the increasing number of top-level domains that 
are now available such as nTLDs, ccTLDs or even dot brands, prices of domain names 
could fall in the future, with consequences for CentralNic’s top line.  
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Management 

Ben Crawford, CEO 
 
Joined: 2009 

Experience: Ben Crawford is the CEO of CentralNic and has a 
demonstrated history of leading complex internet-related 
businesses. In 2013, he successfully guided CentralNic to a public 
listing on the AIM market of the London Stock Exchange as well as 
through acquisitions of several companies. Roles he held before 
CentralNic include being the founding president of Louise Blouin 
Media, where he integrated 11 acquisitions in three countries. He 
was also chief marketing officer at MutualArt.com, a leading 
provider of art market data. Before this he was managing director 
and finance director at SportsBusiness Group, a global sports 
publisher. He was also an executive producer of the official 
website of the Sydney Olympic Games. Mr Crawford holds a first-
class honours degree from the University of Sydney and has an 
MBA from the University of Sydney Business School.  

 
 
 
 
 

 
Michael Riedl, CFO  
 
Joined: 2019 

Experience: Michael is the CFO of CentralNic. He was the CFO of 
KeyDrive from August 2011, where he was responsible for 
overseeing the growth of the company for the next seven years. 
Before working at KeyDrive, Mr Riedl held several managing 
positions in the private equity and ICT industries. He began his 
career at Roland Berger Strategy Consultants, where he was 
focused on performance improvement programmes. He later 
became chief restructuring officer at Group Saint-Paul in 
Luxembourg from 2004 to 2007. He then joined DZ Equity 
Partners, a private equity firm, in Frankfurt in 2007. The following 
year he started at BIP Investment Partners, where he gained 
experience working on private equity opportunities, primarily on 
buyouts until joining KeyDrive. Mr Riedl has a degree in computer 
science from James Madison University and an LLM from 
Frankfurt School of Finance and Management. He is also a 
Charted Management Accountant.  
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ESG: Berenberg adjusted SDG framework 

Berenberg adjusted SDG framework 

Mapping to the United NatMapping to the United NatMapping to the United NatMapping to the United Nation’s sustainable development goals (SDGs)ion’s sustainable development goals (SDGs)ion’s sustainable development goals (SDGs)ion’s sustainable development goals (SDGs)    

In January, Berenberg’s ESG team launched the Berenberg adjusted sustainable development 
goal (BSDG) framework, based on the UN’s sustainable development goals (SDGs). The SDGs 
are a roadmap for sustainable economic growth, incorporating a balance of environmental, 
social and economic development factors. They are a “universal call to action to end poverty, 
protect the planet and ensure that all people enjoy peace and prosperity by 2030”. 

The framework was created by analysing each of the 169 targets supporting the UN’s 17 
SDGs, converting them into criteria that reflect corporate strategies. See the following notes 
for more information on Berenberg’s SDG mapping: Taking the BSDG Framework to 
continental Europe (dated 1 June 2020) and Impact and valuation in focus (dated 5 November 
2020). 

CentralNic BSDG profile 

    
Source: Berenberg, Company reports 

How does CentralNic map to the BSDG Framework?How does CentralNic map to the BSDG Framework?How does CentralNic map to the BSDG Framework?How does CentralNic map to the BSDG Framework?    

As a global internet domain name provider, CentralNic has high revenue alignment (50%) to 
SDG 9B, “Industry, Innovation and Infrastructure”. The company supplies domain names, 
such as ‘.sk’ and “.gov.uk” alongside backend website infrastructure to operate these 
domains. It also provides VAS such as website building and hosting, allowing businesses to 
have an internet presence. CentralNic’s registry services validate users’ website addresses, 
which underpin internet access, a primary form of technological infrastructure. CentralNic 
also improves the resilience of this infrastructure by providing proactive brand protection 
and website security certificates. 

Additionally, the company has a targeted domain name and service business for SMEs 
aligned to SDG 8 “Decent Work and Economic Growth”, specifically the criterion “provide 
services, including financial services, to support SMEs” accounting for c12% of group 
revenues. The company’s “Only Domains” brand offers a wide range of domain names and 
related products that helps SME customers create and publish websites. By providing over 
2.3m domain names and additional services such as email and web hosting, CentralNic helps 
these businesses to reach larger audiences and increase their global visibility. 

 

 

Goal 8Goal 8Goal 8Goal 8 Goal 9BGoal 9BGoal 9BGoal 9B Aggregate Aggregate Aggregate Aggregate 

SDG SDG SDG SDG Decent Work and Economic Growth Industry, Innovation and Infrastructure

BSDG criteria being met BSDG criteria being met BSDG criteria being met BSDG criteria being met 
"Provide services, including financial services, to 

support SMEs"

"Develop quality, sustainable, resilient and long 

lasting infrastructure, including technological 

infrastructure"

Revenue alignment bandRevenue alignment bandRevenue alignment bandRevenue alignment band Band 4 Band 2 Band 1

Direction of TravelDirection of TravelDirection of TravelDirection of Travel Positive Positive Positive

Our SDG viewOur SDG viewOur SDG viewOur SDG view
Website services for SMEs, supporting online 

offerings.

Centralnic provides domain names, a key feature 

of internet infrastructure.

Impact StatImpact StatImpact StatImpact Stat
Over 350,000 small businesses use Centralnic's 

domain names

As of December 2019, Centralnic had supplied c28 

million domain names
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Berenberg adjusted sustainable development goal mapping 

UK Mid-Cap TMT coverage BSDG map 

 
 

Source: Berenberg, United Nations 
Key:  

Current Revenue Exposure 71-100% 46-70% 26-45% 11-25% 1-10%

Direction of Travel Positive Positive Neutral Neutral Negative
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Governance 

CentralNic’s profile currently meets three of our governance criteria, with a favourable 
shareholder voting structure and average board tenure, as well as a separate CEO and 
chairman. However, there are no female board members. We would like to see the company 
work towards a more even gender split in this regard as well as plan to increase the number 
of board members overall, especially independent non-executive directors. As the company 
does not currently link management pay to ESG metrics, this is another area of improvement 
for CentralNic. The CEO-to-worker pay ratio is also something it could disclose. 

In its the 2020 annual report, CentralNic confirmed that the board will take into account 
environmental, social and governance issues raised by stakeholders in its decision-making 
process. The company will add a dedicated segment for ESG reporting in the next couple of 
months, which will be included in all future annual reports.  

CentralNic’s governance profile 

 
Source: Company reports, Berenberg estimates 

 

CentralNic management’s remuneration structure 

 

Source: Company reports, Berenberg estimates 

 

  

MetricMetricMetricMetric CentralnicCentralnicCentralnicCentralnic Does Centralnic have?Does Centralnic have?Does Centralnic have?Does Centralnic have? ViewViewViewView

Board structure 
7 members. Chairman, CEO, CFO, 3 

independent NEDs.

More than 6 board members, more than half of whom are 

independent
����

Male/Female board 

representation 
100% / 0% At least 30% female board representation ����

Average board tenure N/A Average board tenure of 2-7 years ����

Separate chairman / CEO Yes Separate CEO and Chairman ����

Shareholder structure 61% free float Largest shareholder <50%  voting rights ����

CEO-to-worker pay ratio N/A

Board committees Audit, Nomination, Remuneration 

Management shareholdings 
CFO Michael Riedl owns 1,141,268 shares 

(£1 million - 0.49% of free float)

Management compensation 

linked to ESG?
No

1,600

2,686

375

1,477

0
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2019 2020 2019 2020
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Five key ESG questions for management 

1) How is CentralNic aiming to improve gender diversity across its board? 

2) Is the company planning to link board pay to ESG targets? 

3) How does CentralNic manage any potential negative ESG impacts of its customers that 
use its domain names? 

4) How is CentralNic managing its energy use? 

5) Does CentralNic have any plans to improve board independence?  
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Valuation and sensitivity analysis 

We value CentralNic using a blended approach of: 1) base-case DCF; 2) target 5% FCF yield in 
FY 2022; and 3) our blue-sky 6% FCF yield in FY 2023. Based on a 10%/45%/45% weight 
respectively, we derive a price target of 180p, which represents c120% upside from current 
levels12 at an implied 17x EV/EBITDA valuation. We think this is reasonable for the following 
reasons. 

● CentralNic’s domain name and adtech peers together (excluding outlier Wix) are trading at 
an average of c30x EV/EBITDA or c3.5% FCF yield (see peer multiples at the end of this 
section). 

● CentralNic has a hidden online marketing business that can potentially grow at c20% 
annually (upside scenario one) over a long period, given the huge TAM opportunity of 
$30bn (described in Key investment point one). 

● The company also has the opportunity to cross-sell value-added-services (VAS) at low 
incremental costs (upside scenario two), as described in Key investment point two. 

Our blended valuation implies a price target of 180p, implies c120% upside  

 
Source: Company reports, Berenberg estimates 
*calculated based on the share price of CNIC of 82p, CoB 21/06/2021 

Base-case DCF 

Our base-case DCF valuation gives an equity value per share of 150p (our DCF valuation 
model is shown at the end of this section). We assume the following. 

● Long-run sales growth: We assume 2% sales growth over the long term with an increase 
of 0.5%, boosting our group DCF by $28m (c6%).  

● Long-run EBIT margin: We assume 6.5% in the long term with an increase of 1.0%, 
boosting our group DCF by $45m (c10%).  

● Group WACC: We use an 8% WACC with an increase of 0.5%, decreasing our group DCF 
by $40m (c9%).  

We believe that our base-case growth assumptions are conservative at just c8% organic 
CAGR 2020-23, especially because we believe that the market has not recognised the value of 
the hidden adtech business. We believe that our base-case numbers have a high probability 
of being outperformed. 

Target 5% FCF yield for FY 2022 

CentralNic’s peers trade at average 3.5% FCF yield. If we were to conservatively value 
CentralNic based on a target 5% FCF yield for FY 2022, we would arrive at a 160p price target. 

  

                                                                    
12 Calculated based on the share price of CNIC of 82p, market close 21/06/2021 

10% 482 357 15.0x

45% 494 366 14.9x

45% 637 472 18.1x

Blended equity valueBlended equity valueBlended equity valueBlended equity value 100%100%100%100% 557557557557 413413413413 17.0x17.0x17.0x17.0x

Share price (diluted basis)Share price (diluted basis)Share price (diluted basis)Share price (diluted basis) 240c240c240c240c 180p180p180p180p

Upside* 120%

Target 5% FCFF yield in FY22

Blue sky at 6% FCFF yield in FY23

Blended valution methodology            (GBPUSD @ 1.35)Blended valution methodology            (GBPUSD @ 1.35)Blended valution methodology            (GBPUSD @ 1.35)Blended valution methodology            (GBPUSD @ 1.35)

Base case DCF (2% terminal growth, 5.9% adj EBIT margin, 8% WACC)

WeightWeightWeightWeight $ m$ m$ m$ m £ m£ m£ m£ m Implied EV/EBITDAImplied EV/EBITDAImplied EV/EBITDAImplied EV/EBITDA
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Blue sky (organic plus inorganic): 70% upside to our base-case 2023E 

EPS  

CentralNic is in the business of domain names, on which all three of its reporting segments 
are focused. This presents a great opportunity for the company to cross-sell domain 
monetisation services to its wholesale, retail and registry clients while at the same time 
pitching its wholesale and registry services to its domain investor clients. Additionally, it 
offers VAS, which can be cross-sold along with domain names. If executed well, this entire 
cross-selling opportunity could prove to be very accretive for the group’s operating margins 
and EPS because of the minimal incremental customer acquisition costs involved.  

Blue-sky scenario: In our opinion, the blue-sky scenario capturing the organic and inorganic 
upside scenarios (mentioned below) has a high probability of playing out and offers up to 
c70% upside to our base-case 2023 EPS numbers. If we were to value CentralNic under our 
blue-sky scenario at 6% FCF yield for FY 2023E, we would have a price target of 200p. 

Below are the upside scenarios that make up the blue-sky. 

Organic upside scenario one (online marketing business): Our Key investment point one 
goes into detail on our organic upside scenario one driven by the online marketing business. 
If we take the best of those scenarios, we would see c30% upside to our 2023E base-case EPS. 

Organic upside scenario two (VAS): Our Key investment point two goes into detail on our 
organic upside scenario two driven by domain-related VAS. If by 2023, $40 of VAS is sold for 
every $100 of domain sales, we see c20% upside to our 2023E base case EPS. 

Inorganic upside: As detailed in this Key investment point, CentralNic can make targeted 
and well-timed acquisitions, which can offer up to c20% upside to our 2023E base-case EPS. 

Blue-sky scenario offering up to c70% upside (30% organic 

scenario one + 20% organic scenario two + 20% inorganic) to our 

2023E base-case EPS 

 
Source: Company reports, Berenberg estimates 
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Base case DCF valuation 

 
Source: Company reports, Berenberg estimates 
*valued as of 21/06/2021 at a share price of 82p 

 

 

 

USDmUSDmUSDmUSDm 2016A2016A2016A2016A 2017A2017A2017A2017A 2018A2018A2018A2018A 2019A2019A2019A2019A 2020A2020A2020A2020A 2021E2021E2021E2021E 2022E2022E2022E2022E 2023E2023E2023E2023E 2024E2024E2024E2024E 2025E2025E2025E2025E 2026E2026E2026E2026E

SalesSalesSalesSales 30.030.030.030.0 31.431.431.431.4 56.056.056.056.0 109.2109.2109.2109.2 241.2241.2241.2241.2 315.5315.5315.5315.5 339.3339.3339.3339.3 364.9364.9364.9364.9 388.1388.1388.1388.1 412.9412.9412.9412.9 437.0437.0437.0437.0

  Growth 88.8% 4.7% 78.4% 95.0% 120.9% 30.8% 7.6% 7.5% 6.4% 6.4% 5.8%

EBITEBITEBITEBIT 4.54.54.54.5 2.52.52.52.5 3.23.23.23.2 8.38.38.38.3 16.016.016.016.0 20.220.220.220.2 22.122.122.122.1 23.523.523.523.5 25.025.025.025.0 26.626.626.626.6 28.228.228.228.2

  Margin 14.9% 7.9% 5.8% 7.6% 6.6% 6.4% 6.5% 6.4% 6.4% 6.4% 6.5%

 (-) Tax (-) Tax (-) Tax (-) Tax (0)(0)(0)(0) (0)(0)(0)(0) (1)(1)(1)(1) 0000 1111 (4)(4)(4)(4) (5)(5)(5)(5) (7)(7)(7)(7) (8)(8)(8)(8) (9)(9)(9)(9) (10)(10)(10)(10)

  Tax Rate 17.5% 25.5% (28.6%) 0.6% 10.4% 20.0% 20.0% 25.0% 25.0% 25.0% 25.0%

NOPATNOPATNOPATNOPAT 4.24.24.24.2 2.02.02.02.0 1.81.81.81.8 8.48.48.48.4 17.017.017.017.0 15.715.715.715.7 17.217.217.217.2 16.216.216.216.2 16.716.716.716.7 17.217.217.217.2 17.717.717.717.7

 (-) Capex (-) Capex (-) Capex (-) Capex (1)(1)(1)(1) (1)(1)(1)(1) (5)(5)(5)(5) (6)(6)(6)(6) (6)(6)(6)(6) (6)(6)(6)(6) (6)(6)(6)(6) (7)(7)(7)(7) (7)(7)(7)(7) (8)(8)(8)(8) (8)(8)(8)(8)

  Capex as % sales 2.2% 2.1% 8.8% 5.1% 2.4% 1.9% 1.9% 1.9% 1.9% 1.9% 1.9%

  Capex / Depreciation 0.2x 0.2x 0.8x 0.6x 0.4x 0.3x 0.3x 0.3x 0.3x 0.3x 0.3x

 (+/-) Change in WC (+/-) Change in WC (+/-) Change in WC (+/-) Change in WC (0)(0)(0)(0) 0000 8888 9999 3333 1111 1111 1111 1111 1111 1111

  WC as % sales (1.1%) 1.1% 13.9% 8.2% 1.2% 0.3% 0.2% 0.3% 0.2% 0.2% 0.2%

 (+) Depreciation (+) Depreciation (+) Depreciation (+) Depreciation 3.03.03.03.0 2.92.92.92.9 5.95.95.95.9 9.69.69.69.6 14.614.614.614.6 17.617.617.617.6 18.818.818.818.8 20.220.220.220.2 21.521.521.521.5 22.922.922.922.9 24.224.224.224.2

  Depreciation as % sales 9.9% 9.4% 10.6% 8.8% 6.0% 5.6% 5.5% 5.5% 5.5% 5.5% 5.5%

Free Cash FlowFree Cash FlowFree Cash FlowFree Cash Flow 6.26.26.26.2 4.64.64.64.6 10.610.610.610.6 21.321.321.321.3 28.628.628.628.6 28.128.128.128.1 30.330.330.330.3 30.530.530.530.5 31.531.531.531.5 33.233.233.233.2 34.434.434.434.4 700.4700.4700.4700.4

  Growth (29.9%) (24.7%) 128.2% 101.5% 34.1% (1.8%) 8.0% 0.7% 3.3% 5.3% 3.8%

WACCWACCWACCWACC 0.0%0.0%0.0%0.0% 0.0%0.0%0.0%0.0% 0.0%0.0%0.0%0.0% 0.0%0.0%0.0%0.0% 8.0%8.0%8.0%8.0% 8.0%8.0%8.0%8.0% 8.0%8.0%8.0%8.0% 8.0%8.0%8.0%8.0% 8.0%8.0%8.0%8.0% 8.0%8.0%8.0%8.0% 8.0%8.0%8.0%8.0%

Period 0.0 0.0 0.0 0.0 0.0 1.0 2.0 3.0 4.0 5.0 6.0

Discount factor 0.0 0.0 0.0 0.0 1.0 0.9 0.9 0.8 0.7 0.7 0.6

Discounted FCFDiscounted FCFDiscounted FCFDiscounted FCF 0.00.00.00.0 0.00.00.00.0 0.00.00.00.0 0.00.00.00.0 28.128.128.128.1 28.128.128.128.1 26.226.226.226.2 25.025.025.025.0 24.424.424.424.4 23.523.523.523.5 325.0325.0325.0325.0

ValuationValuationValuationValuation $m$m$m$m £m£m£m£m WACC calculationWACC calculationWACC calculationWACC calculation

Sum NPV 243 180 Market Risk Premium 6.4%
Terminal growth rate 2.0% 2.0% Market Cost of Equity 9.4%
Terminal multiple 17.1x 17.1x Beta 1.0

Discounted terminal value 325 241 Cost of equity 9.4%
Total EV 568 420

Gross cost of debt 3.1%
Net (Debt) / Cash (86) (64) Tax rate 25.0%

Provisions Net cost of debt 2.3%

Pensions

Total Equity Value 482 357 LT D/(D+E) 20%

Shares outstanding 234.2 234.2

Implied share priceImplied share priceImplied share priceImplied share price 206c206c206c206c 152p152p152p152p WACC (post-tax, nominal)WACC (post-tax, nominal)WACC (post-tax, nominal)WACC (post-tax, nominal) 8.0%8.0%8.0%8.0%

Current market share priceCurrent market share priceCurrent market share priceCurrent market share price 82p82p82p82p 82p82p82p82p

Premium/Discount to current share price 86%

Terminal Terminal Terminal Terminal 

ValueValueValueValue

Actual Actual Actual Actual 

FiguresFiguresFiguresFigures
Explicit Forecast PeriodExplicit Forecast PeriodExplicit Forecast PeriodExplicit Forecast Period Fade PeriodFade PeriodFade PeriodFade Period
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CentralNic’s global domain name and adtech peers 

 
Source: Factset, Company reports, Berenberg estimates 
*Figures as on CoB 21/06/2021 

2021E 2022E 2021E 2022E 2021E 2022E 2021E 2022E

Domain name peers

GoDaddy 14,176 4.5x 4.1x 17.7x 17.5x 67.8x 46.0x 7.1% 7.1% 27.3% 11.2% 6.1% NA

VeriSign 25,264 19.6x 18.3x 28.3x 26.0x 40.6x 35.2x 3.4% 3.4% 68.8% 6.0% NA 12.3%

Tucows 836 NA NA NA NA NA NA NA NA 16.4% NA NA NA

Wix 16,154 12.4x 9.9x 207.9x 116.8x NA NA 1.1% 1.1% 8.6% 26.3% 48.1% NA

GMO Internet 3,056 1.2x 1.1x 5.9x 5.3x 24.2x 21.6x 4.5% 4.5% 19.3% 13.2% 17.2% 18.3%

Average 11,897 9.4x 8.3x 65.0x 41.4x 44.2x 34.3x 4.0% 4.0% 28.1% 14.2% 23.8% 15.3%

Adtech peers

Pubmatic 1,460 7.7x 6.4x 26.5x 21.5x 86.3x 67.2x 2.1% 2.1% 33.9% 23.1% 18.1% (3.3%)

Trade Desk 26,367 23.0x 18.0x 65.8x 51.4x 97.8x 81.7x 1.2% 1.2% 33.9% 31.2% 31.4% 11.6%

Magnite 3,867 9.5x 7.4x 33.3x 24.0x 51.2x 35.6x 2.9% 2.9% 19.4% 40.9% 75.5% 94.8%

Average 10,565 13.4x 10.6x 41.9x 32.3x 78.4x 61.5x 2.0% 2.0% 29.1% 31.7% 41.6% 34.4%

Other global domain name & adtech peers

Alphabet 1,549,305 6.5x 5.5x 16.8x 14.5x 27.9x 25.7x 4.2% 4.2% 37.2% 20.0% 21.2% 23.5%

Tencent 729,732 8.1x 6.7x 22.6x 19.0x 31.9x 27.1x 4.5% 4.5% 40.8% 22.8% 17.5% 10.1%

Average 1,139,518 7.3x 6.1x 19.7x 16.7x 29.9x 26.4x 4.4% 4.4% 39.0% 21.4% 19.4% 16.8%

Berenberg MidCap Coverage - UK Software and IT Services

GB Group plc 2,244 7.6x 6.9x 31.0x 27.3x 42.8x 37.7x 2.4% 2.7% 24.5% 8.7% 1.4% 0.1%

NCC Group plc 1,218 3.3x 2.8x 18.4x 13.3x 32.9x 23.8x 2.9% 3.8% 18.0% 13.2% 22.5% 24.5%

First Derivatives plc 850 2.5x 2.3x 18.6x 16.0x 57.1x 44.4x 0.5% 0.6% 13.5% 13.6% 2.3% NA

Computacenter plc 4,047 0.5x 0.4x 9.8x 9.6x 19.2x 18.8x 6.0% 6.4% 4.6% 9.5% 5.5% 3.3%

FDM Group Holdings plc 1,500 3.9x 3.6x 19.3x 17.4x 31.5x 27.7x 3.2% 4.2% 20.1% 7.5% 10.1% 9.7%

Kainos Group plc 2,288 6.2x 5.6x 27.0x 25.2x 36.5x 34.9x 2.7% 2.7% 22.9% 11.5% 3.8% 3.1%

Softcat plc 4,771 2.7x 2.4x 27.8x 27.5x 37.0x 36.7x 2.2% 2.4% 9.8% 15.4% 12.9% 11.9%

Alfa Financial Software plc 521 4.8x 4.5x 20.6x 19.9x 37.4x 35.0x 3.0% 3.0% 37.7% 3.8% NA NA

Blue Prism plc 1,022 3.6x 3.0x NA NA NA NA (0.9%) (0.9%) (30.5%) 21.6% NA NA

Boku Inc 681 9.5x 8.4x 35.1x 28.6x 62.6x 50.7x 2.1% 2.1% 27.1% 14.6% 16.3% NA

Craneware plc 1,001 12.5x 8.5x 35.9x 26.6x 45.4x 41.7x 1.1% 1.1% 35.2% 19.6% 15.5% 7.6%

essensys plc 204 6.4x 5.1x 107.3x 43.8x NA NA (0.7%) (0.7%) 19.2% 19.0% 11.7% 105.4%

Learning Technologies Group plc1,843 7.3x 6.8x 21.6x 19.0x 35.9x 31.3x 3.7% 3.7% 39.3% 17.1% 14.5% 12.5%

Shearwater Group plc 59 1.3x 1.1x 12.2x 8.0x 19.5x 12.6x NA NA 10.4% 11.4% 25.9% 26.3%

Average 1,589 5.1x 4.4x 29.6x 21.7x 38.2x 32.9x 2.2% 2.4% 18.0% 13.3% 11.8% 20.4%

Company
Market 

Cap ($m)

2020-23E Sales 

CAGR

2020-23E 

EBITDA CAGR

2021E EBITDA 

margin

2020-23E EPS 

CAGR

EV / Sales EV / EBITDA P / E FCF Yield
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Financials 

CentralNic – P&L  

 

Source: Company reports, Berenberg estimates 

 

Income StatementIncome StatementIncome StatementIncome Statement 2018A2018A2018A2018A 2019A2019A2019A2019A 2020A2020A2020A2020A 2021E2021E2021E2021E 2022E2022E2022E2022E 2023E2023E2023E2023E

RevenueRevenueRevenueRevenue $ m$ m$ m$ m 56.056.056.056.0 109.2109.2109.2109.2 241.2241.2241.2241.2 315.5315.5315.5315.5 339.3339.3339.3339.3 364.9364.9364.9364.9

  Change (%) 78.4% 95.0% 120.9% 30.8% 7.6% 7.5%

Indirect/Wholesale (Reseller) segment 27.3 60.7 85.8 91.9 97.1 102.6

Direct segment 28.7 46.6 43.4 48.1 51.7 55.6

Small Business (Retail) 24.2 35.9 0.0 0.0 0.0 0.0

Online Marketing 0.0 1.9 112.1 175.6 190.5 206.7

Gross profitGross profitGross profitGross profit $ m$ m$ m$ m 25.925.925.925.9 42.842.842.842.8 76.376.376.376.3 101.8101.8101.8101.8 108.0108.0108.0108.0 115.5115.5115.5115.5

  Change (%) 37.4% 65.1% 78.4% 33.3% 6.1% 7.0%

  Margin (%) 46.3% 39.2% 31.6% 32.3% 31.8% 31.7%

Adjusted EBITDAAdjusted EBITDAAdjusted EBITDAAdjusted EBITDA $ m$ m$ m$ m 9.19.19.19.1 17.917.917.917.9 30.630.630.630.6 37.837.837.837.8 40.940.940.940.9 43.743.743.743.7

  Change (%) 68.8% 95.9% 70.7% 23.4% 8.2% 7.0%

  Margin (%) 16.3% 16.4% 12.7% 12.0% 12.0% 12.0%

EBITDAEBITDAEBITDAEBITDA $ m$ m$ m$ m 2.32.32.32.3 6.86.86.86.8 15.015.015.015.0 20.820.820.820.8 33.733.733.733.7 36.036.036.036.0

D&AD&AD&AD&A (5.9)(5.9)(5.9)(5.9) (9.6)(9.6)(9.6)(9.6) (14.6)(14.6)(14.6)(14.6) (17.6)(17.6)(17.6)(17.6) (18.8)(18.8)(18.8)(18.8) (20.2)(20.2)(20.2)(20.2)

as % of sales 0.1 0.1 0.1 0.1 0.1 0.1

Adjusted EBITAdjusted EBITAdjusted EBITAdjusted EBIT $ m$ m$ m$ m 3.23.23.23.2 8.38.38.38.3 16.016.016.016.0 20.220.220.220.2 22.122.122.122.1 23.523.523.523.5

  Change (%) 30% 158% 92% 26% 9% 6%

  Margin (%) 6% 8% 7% 6% 7% 6%

EBITEBITEBITEBIT $ m$ m$ m$ m (3.6)(3.6)(3.6)(3.6) (2.8)(2.8)(2.8)(2.8) 0.40.40.40.4 3.23.23.23.2 14.914.914.914.9 15.715.715.715.7

Net Financial Expenses $ m (1.4) (3.9) (9.8) (9.0) (9.7) (7.3)

Adjusted PBTAdjusted PBTAdjusted PBTAdjusted PBT $ m$ m$ m$ m 7.57.57.57.5 16.116.116.116.1 19.819.819.819.8 26.226.226.226.2 28.428.428.428.4 33.533.533.533.5

  Change (%) 62% 115% 23% 32% 9% 18%

  Margin (%) 13% 15% 8% 8% 8% 9%

Tax $ m (1.4) 0.0 1.0 (4.5) (4.9) (7.3)

  Effective Tax Rate -28.6% 0.6% 10.4% 20.0% 20.0% 25.0%

Net Income (accounts)Net Income (accounts)Net Income (accounts)Net Income (accounts) $ m$ m$ m$ m (6.4)(6.4)(6.4)(6.4) (6.5)(6.5)(6.5)(6.5) (8.4)(8.4)(8.4)(8.4) (10.2)(10.2)(10.2)(10.2) 0.30.30.30.3 1.21.21.21.2

0 0 0 0 0 0

Adjusted Net IncomeAdjusted Net IncomeAdjusted Net IncomeAdjusted Net Income $ m$ m$ m$ m 6.16.16.16.1 16.216.216.216.2 20.820.820.820.8 21.721.721.721.7 23.523.523.523.5 26.226.226.226.2

  Change (%) 46% 167% 28% 4% 9% 11%

  Margin (%) 11% 15% 9% 7% 7% 7%

Number of Shares

W.av Number of Shares (Basic) 127.5 175.1 196.7 218.0 227.4 227.4

W.av Number of Shares (Diluted) 127.5 180.5 204.7 234.2 251.2 251.2

EPS (Basic) c/share (5.04c) (3.72c) (4.28c) (4.66c) 0.15c 0.55c

  Change (%) -467% -26% 15% 9% -103% 264%

EPS (Diluted) c/share (5.04c) (3.61c) (4.11c) (4.34c) 0.14c 0.49c

  Change (%) -478% -28% 14% 6% -103% 264%

Adj EPS (Basic) c/share 4.76c 9.28c 10.57c 9.95c 10.35c 11.52c

  Change (%) 9% 95% 14% -6% 4% 11%

Adj EPS (Diluted)Adj EPS (Diluted)Adj EPS (Diluted)Adj EPS (Diluted) c/sharec/sharec/sharec/share 4.76c4.76c4.76c4.76c 9.00c9.00c9.00c9.00c 10.16c10.16c10.16c10.16c 9.26c9.26c9.26c9.26c 9.37c9.37c9.37c9.37c 10.43c10.43c10.43c10.43c

  Change (%) 13% 89% 13% -9% 1% 11%
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CentralNic – balance sheet 

 

Source: Company reports, Berenberg estimates 

 

 

Balance SheetBalance SheetBalance SheetBalance Sheet 2018A2018A2018A2018A 2019A2019A2019A2019A 2020A2020A2020A2020A 2021E2021E2021E2021E 2022E2022E2022E2022E 2023E2023E2023E2023E

Non-Current AssetsNon-Current AssetsNon-Current AssetsNon-Current Assets $ m$ m$ m$ m 132.3132.3132.3132.3 217.5217.5217.5217.5 271.8271.8271.8271.8 266.6266.6266.6266.6 254.3254.3254.3254.3 241.0241.0241.0241.0

PP&E 0.9 1.7 2.2 2.4 2.8 3.1

Right-of-use assets 0.0 4.7 6.5 6.5 6.5 6.5

Intangible assets 127.3 206.1 257.0 251.6 238.9 225.2

Other non-current assets 1.1 0.7 0.7 0.7 0.7 0.7

Investments 1.4 1.8 0.1 0.1 0.1 0.1

Deferred tax assets 1.6 2.5 5.4 5.4 5.4 5.4

Others 0.0 0.0 0.0 0.0 0.0 0.0

Current AssetsCurrent AssetsCurrent AssetsCurrent Assets $ m$ m$ m$ m 51.451.451.451.4 67.467.467.467.4 77.677.677.677.6 101.3101.3101.3101.3 87.287.287.287.2 94.894.894.894.8

Inventories 3.9 0.5 1.0 1.3 1.4 1.5

Trade and other receivables 24.4 40.8 47.9 62.7 67.4 72.5

Cash 23.1 26.2 28.7 37.3 18.3 20.7

Liquid Assets 0.0 0.0 0.0 0.0 0.0 0.0

Assets Held for Sale 0.0 0.0 0.0 0.0 0.0 0.0

Other Current Assets 0.0 0.0 0.0 0.0 0.0 0.0

Total AssetsTotal AssetsTotal AssetsTotal Assets $ m$ m$ m$ m 183.7183.7183.7183.7 285.0285.0285.0285.0 349.4349.4349.4349.4 367.9367.9367.9367.9 341.5341.5341.5341.5 335.8335.8335.8335.8

Current LiabilitiesCurrent LiabilitiesCurrent LiabilitiesCurrent Liabilities $ m$ m$ m$ m (62.4)(62.4)(62.4)(62.4) (78.8)(78.8)(78.8)(78.8) (94.4)(94.4)(94.4)(94.4) (121.3)(121.3)(121.3)(121.3) (129.9)(129.9)(129.9)(129.9) (139.2)(139.2)(139.2)(139.2)

ST Debt (2.3) (2.2) (5.8) (5.8) (5.8) (5.8)

Trade & other payables and accruals (59.7) (75.7) (87.3) (114.1) (122.7) (132.0)

Lease liabilities 0.0 (0.9) (1.3) (1.3) (1.3) (1.3)

Taxation payable (0.5) 0.0 0.0 0.0 0.0 0.0

Other Current Liabilities 0.0 0.0 0.0 0.0 0.0 0.0

Non-Current LiabilitiesNon-Current LiabilitiesNon-Current LiabilitiesNon-Current Liabilities $ m$ m$ m$ m (43.2)(43.2)(43.2)(43.2) (129.2)(129.2)(129.2)(129.2) (137.9)(137.9)(137.9)(137.9) (147.4)(147.4)(147.4)(147.4) (116.7)(116.7)(116.7)(116.7) (96.9)(96.9)(96.9)(96.9)

LT Debt (22.9) (99.0) (107.8) (117.4) (86.6) (66.8)

Lease liabilities 0.0 (3.8) (5.2) (5.2) (5.2) (5.2)

Deferred tax liabilities (12.6) (22.6) (22.0) (22.0) (22.0) (22.0)

Other payables (7.7) (3.8) (2.9) (2.9) (2.9) (2.9)

Other Non-Current Liabilities 0.0 0.0 0.0 0.0 0.0 0.0

EquityEquityEquityEquity $ m$ m$ m$ m (78.1)(78.1)(78.1)(78.1) (77.0)(77.0)(77.0)(77.0) (117.1)(117.1)(117.1)(117.1) (99.2)(99.2)(99.2)(99.2) (94.9)(94.9)(94.9)(94.9) (99.8)(99.8)(99.8)(99.8)

Shareholders' Equity (78.1) (77.1) (117.1) (99.2) (94.9) (99.8)

Share capital (0.2) (0.2) (0.3) (0.3) (0.3) (0.3)

Share premium (69.2) (74.8) (39.8) (39.8) (39.8) (39.8)

Merger relief reserve (2.3) (5.3) (5.3) (5.3) (5.3) (5.3)

Share-based payments reserve (3.3) (6.1) (11.0) (11.0) (11.0) (11.0)

FX translation reserve/ hedging reserve (4.2) 0.3 (1.4) (1.4) (1.4) (1.4)

Accumulated (profits)/losses 1.2 9.1 (59.3) (41.4) (37.1) (41.9)

Minorities (0.0) 0.1 0.0 0.0 0.0 0.0

Total Liabilities and EquityTotal Liabilities and EquityTotal Liabilities and EquityTotal Liabilities and Equity $ m$ m$ m$ m (183.7)(183.7)(183.7)(183.7) (285.0)(285.0)(285.0)(285.0) (349.4)(349.4)(349.4)(349.4) (367.9)(367.9)(367.9)(367.9) (341.5)(341.5)(341.5)(341.5) (335.8)(335.8)(335.8)(335.8)

IFRS16 Net DebtIFRS16 Net DebtIFRS16 Net DebtIFRS16 Net Debt $ m$ m$ m$ m (2.1)(2.1)(2.1)(2.1) (79.7)(79.7)(79.7)(79.7) (91.5)(91.5)(91.5)(91.5) (92.5)(92.5)(92.5)(92.5) (80.7)(80.7)(80.7)(80.7) (58.5)(58.5)(58.5)(58.5)

Net Debt (Financial)Net Debt (Financial)Net Debt (Financial)Net Debt (Financial) $ m$ m$ m$ m (2.1)(2.1)(2.1)(2.1) (75.0)(75.0)(75.0)(75.0) (85.0)(85.0)(85.0)(85.0) (85.9)(85.9)(85.9)(85.9) (74.1)(74.1)(74.1)(74.1) (51.9)(51.9)(51.9)(51.9)

IFRS16 Net Debt/EBITDA 0.2x 4.4x 3.0x 2.4x 2.0x 1.3x

Financial Net Debt / EBITDA 0.2x 4.2x 2.8x 2.3x 1.8x 1.2x

CapitalCapitalCapitalCapital

Operating Capital $ m 123.5 209.3 262.2 253.8 218.7 203.8

Capital Employed $ m 80.2 152.0 202.1 185.2 169.0 151.7
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CentralNic – cash flow 

 

Source: Company reports, Berenberg estimates 

Cash FlowCash FlowCash FlowCash Flow 2018A2018A2018A2018A 2019A2019A2019A2019A 2020A2020A2020A2020A 2021E2021E2021E2021E 2022E2022E2022E2022E 2023E2023E2023E2023E

PBTPBTPBTPBT (5.0)(5.0)(5.0)(5.0) (6.6)(6.6)(6.6)(6.6) (9.4)(9.4)(9.4)(9.4) (5.7)(5.7)(5.7)(5.7) 5.25.25.25.2 8.58.58.58.5

Depreciation 0.3 1.3 2.1 2.6 2.7 2.9

Amortisation of intangible assets 5.6 8.3 12.5 15.0 16.1 17.3

Fair value movement of investment 1.3 0.0 0.0 0.0 0.0 0.0

Profit on investment in associate (0.0) (0.1) (0.2) (0.2) 0.0 0.0

Net Finance cost 1.4 3.9 9.8 9.0 9.7 7.3

Share-based payments 0.5 2.9 5.1 6.7 7.2 7.7

Reclassification of intangible assets 0.0 0.0 0.0 0.0 0.0 0.0

Working Capital 7.8 9.0 2.9 0.8 0.8 1.1

Income tax paid (3.0) (2.3) (2.0) (4.5) (4.9) (7.3)

Other Operating Cash Flow 0.0 0.0 (0.3) 0.0 0.0 0.0

Cash From/(For) OperationsCash From/(For) OperationsCash From/(For) OperationsCash From/(For) Operations $ m$ m$ m$ m 8.88.88.88.8 16.316.316.316.3 20.720.720.720.7 23.723.723.723.7 36.836.836.836.8 37.537.537.537.5

CAPEX (0.4) (0.8) (1.3) (2.8) (3.1) (3.3)

Acquisitions/Disposals & Development CAPEX (4.5) (14.7) (1.1) (9.6) (3.4) (3.6)

Payment of deferred consideration (0.7) (2.9) (5.5) (2.2) (7.8) 0.0

Acquisition of subsidiaries, net of cash (12.0) (60.9) (37.1) 0.0 0.0 0.0

Purchase of investments 0.0 0.0 0.0 0.0 0.0 0.0

Other Investment Cash Flow 0.0 0.0 0.0 0.0 0.0 0.0

Cash From/(For) InvestmentsCash From/(For) InvestmentsCash From/(For) InvestmentsCash From/(For) Investments $ m$ m$ m$ m (17.6)(17.6)(17.6)(17.6) (79.3)(79.3)(79.3)(79.3) (45.0)(45.0)(45.0)(45.0) (14.6)(14.6)(14.6)(14.6) (14.2)(14.2)(14.2)(14.2) (6.9)(6.9)(6.9)(6.9)

Equity Issue/Buyback 32.3 2.1 34.7 0.0 0.0 0.0

Cost from share issue (1.4) 0.0 0.0 0.0 0.0 0.0

Proceeds from borrowings 3.1 103.4 2.2 18.2 0.0 0.0

Bond arrangement fees 0.0 (2.4) (0.6) 0.0 0.0 0.0

Repayment of debt (14.9) (27.8) 0.0 (8.6) (30.7) (19.8)

Payment of finance leases 0.0 (0.5) (1.1) (1.1) (1.1) (1.1)

Interest paid (0.7) (2.0) (9.5) (9.0) (9.7) (7.3)

Other Financing Cash Flow 0.0 0.0 0.0 0.0 0.0 0.0

Cash From/(For) FinancingCash From/(For) FinancingCash From/(For) FinancingCash From/(For) Financing $ m$ m$ m$ m 18.418.418.418.4 72.872.872.872.8 25.625.625.625.6 (0.5)(0.5)(0.5)(0.5) (41.5)(41.5)(41.5)(41.5) (28.2)(28.2)(28.2)(28.2)

Change in Cash (Continuing) 9.6 9.8 1.4 8.6 (19.0) 2.4

Change in Cash (Discontinued) 0.0 0.0 0.0 0.0 0.0 0.0

Cash Flow Effect of FX (1.2) (6.7) 1.1 0.0 0.0 0.0

Other Cash Flow Movements 0.0 0.0 0.0 0.0 0.0 0.0

Cash at Begining of PeriodCash at Begining of PeriodCash at Begining of PeriodCash at Begining of Period 14.714.714.714.7 23.123.123.123.1 26.226.226.226.2 28.728.728.728.7 37.337.337.337.3 18.318.318.318.3

Net Change in Group CashNet Change in Group CashNet Change in Group CashNet Change in Group Cash $ m$ m$ m$ m 8.48.48.48.4 3.13.13.13.1 2.52.52.52.5 8.68.68.68.6 (19.0)(19.0)(19.0)(19.0) 2.42.42.42.4

Cash at End of PeriodCash at End of PeriodCash at End of PeriodCash at End of Period 23.123.123.123.1 26.226.226.226.2 28.728.728.728.7 37.337.337.337.3 18.318.318.318.3 20.720.720.720.7
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Please note that the use of this research report is subject to the conditions and restrictions set forth in the “General invePlease note that the use of this research report is subject to the conditions and restrictions set forth in the “General invePlease note that the use of this research report is subject to the conditions and restrictions set forth in the “General invePlease note that the use of this research report is subject to the conditions and restrictions set forth in the “General investmentstmentstmentstment----related related related related 
disclosures” and the “Legal disclaimer” at the end odisclosures” and the “Legal disclaimer” at the end odisclosures” and the “Legal disclaimer” at the end odisclosures” and the “Legal disclaimer” at the end of this document. f this document. f this document. f this document.     

For analyst certification and remarks regarding foreign investors and countryFor analyst certification and remarks regarding foreign investors and countryFor analyst certification and remarks regarding foreign investors and countryFor analyst certification and remarks regarding foreign investors and country----specific disclosures, please refer to the respective specific disclosures, please refer to the respective specific disclosures, please refer to the respective specific disclosures, please refer to the respective 
paragraph at the end of this document.paragraph at the end of this document.paragraph at the end of this document.paragraph at the end of this document.    

Disclosures in respect of Article 20 of Regulation (EU) No. 596/2014Disclosures in respect of Article 20 of Regulation (EU) No. 596/2014Disclosures in respect of Article 20 of Regulation (EU) No. 596/2014Disclosures in respect of Article 20 of Regulation (EU) No. 596/2014    of the European Parliament and of the of the European Parliament and of the of the European Parliament and of the of the European Parliament and of the 

Council of 16 April 2014 on market abuse Council of 16 April 2014 on market abuse Council of 16 April 2014 on market abuse Council of 16 April 2014 on market abuse and the UK Market Abuse Regulationand the UK Market Abuse Regulationand the UK Market Abuse Regulationand the UK Market Abuse Regulation (market abuse regulation (market abuse regulation (market abuse regulation (market abuse regulation ––––    
MAR)MAR)MAR)MAR)    

CompanyCompanyCompanyCompany    DisclosuresDisclosuresDisclosuresDisclosures    
  Spirent Communications plc 4 
dotDigital Group plc 2, 5 
CentralNic Group plc no disclosures 
 
(1) Joh. Berenberg, Gossler & Co. KG (hereinafter referred to as “the Bank”) and/or its affiliate(s) was Lead Manager or Co-

Lead Manager over the previous 12 months of a public offering of this company. 
(2) The Bank acts as Designated Sponsor/Market Maker for this company. 
(3) Over the previous 12 months, the Bank and/or its affiliate(s) has effected an agreement with this company for investment 

banking services or received compensation or a promise to pay from this company for investment banking services. 
(4) The Bank and/or its affiliate(s) holds 5% or more of the share capital of this company. 
(5) The Bank holds a long position of more than 0.5% in shares of this company. 
(6) The Bank holds a short position of more than 0.5% in shares of this company. 
 
Positions held within investment funds managed by the Bank fall within disclosure (5) above and are calculated using the latest 
available data at the time of publication of this report. 
 
Production of the recommendation completed: 22.06.2021, 16:26 GMT 
 
Historical price target and rating changes for Historical price target and rating changes for Historical price target and rating changes for Historical price target and rating changes for Spirent Communications plcSpirent Communications plcSpirent Communications plcSpirent Communications plc    in the last 12 months in the last 12 months in the last 12 months in the last 12 months     
    
DateDateDateDate        Price target Price target Price target Price target ----    GBpGBpGBpGBp    RatingRatingRatingRating    First dissemination GMTFirst dissemination GMTFirst dissemination GMTFirst dissemination GMT    Initiation of coverageInitiation of coverageInitiation of coverageInitiation of coverage    

22 June 21 310 Buy - 22 June 21 
 
Historical price target and rating changes for Historical price target and rating changes for Historical price target and rating changes for Historical price target and rating changes for dotDigital Group plcdotDigital Group plcdotDigital Group plcdotDigital Group plc    in the last 12 months in the last 12 months in the last 12 months in the last 12 months     
    
DateDateDateDate        Price target Price target Price target Price target ----    GBpGBpGBpGBp    RatingRatingRatingRating    First dissemination GMTFirst dissemination GMTFirst dissemination GMTFirst dissemination GMT    Initiation of coverageInitiation of coverageInitiation of coverageInitiation of coverage    

22 June 21 290 Buy - 22 June 21 
 
Historical price target and rating changes for Historical price target and rating changes for Historical price target and rating changes for Historical price target and rating changes for CentralNic Group plcCentralNic Group plcCentralNic Group plcCentralNic Group plc    in the last 12 months in the last 12 months in the last 12 months in the last 12 months     
    
DateDateDateDate        Price target Price target Price target Price target ----    GBpGBpGBpGBp    RatingRatingRatingRating    First dissemination GMTFirst dissemination GMTFirst dissemination GMTFirst dissemination GMT    Initiation of coverageInitiation of coverageInitiation of coverageInitiation of coverage    

22 June 21 180 Buy - 22 June 21 
 
 
Click here for a list of all recommendations on any financial instrument or issuer that were disseminated during the preceding 12-
month period. 
BerBerBerBerenberg Equity Research ratings distribution and in proportionenberg Equity Research ratings distribution and in proportionenberg Equity Research ratings distribution and in proportionenberg Equity Research ratings distribution and in proportion    to investment banking servicesto investment banking servicesto investment banking servicesto investment banking services, as of , as of , as of , as of     
1 April 20211 April 20211 April 20211 April 2021    
 
Buy 57.38 % 15.79 % 
Sell 5.46 % 0.00 % 
Hold 37.17 % 1.88 % 
  

 
Valuation basis/rating keyValuation basis/rating keyValuation basis/rating keyValuation basis/rating key    
The recommendations for companies analysed by Berenberg’s Equity Research department are made on an absolute basis for 
which the following three-step rating key is applicable: 

Buy:Buy:Buy:Buy:  Sustainable upside potential of more than 15% to the current share price within 12 months; 

Sell: Sell: Sell: Sell:  Sustainable downside potential of more than 15% to the current share price within 12 months; 

Hold: Hold: Hold: Hold:     Upside/downside potential regarding the current share price limited; no immediate catalyst visible. 
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NB: During periods of high market, sector, or stock volatility, or in special situations, the recommendation system criteria may be 
breached temporarily. 
 

 
Competent supervisory authorityCompetent supervisory authorityCompetent supervisory authorityCompetent supervisory authority    

Financial Conduct Authority, 12 Endeavour Square, London E20 1JN, United Kingdom; Bundesanstalt für 

Finanzdienstleistungsaufsicht (BaFin) - Federal Financial Supervisory Authority, Graurheindorfer Straße 108, 53117 Bonn and 

Marie-Curie-Str. 24-28, 60439 Frankfurt am Main, Germany. 

General investmentGeneral investmentGeneral investmentGeneral investment----related disclosuresrelated disclosuresrelated disclosuresrelated disclosures    
Joh. Berenberg, Gossler & Co. KG (hereinafter referred to as “the Bank”) has made every effort to carefully research all information 
contained in this financial analysis. The information on which the financial analysis is based has been obtained from sources which 
we believe to be reliable such as, for example, Thomson Reuters, Bloomberg and the relevant specialised press as well as the 
company which is the subject of this financial analysis. 

Only that part of the research note is made available to the issuer (who is the subject of this analysis) which is necessary to properly 
reconcile with the facts. Should this result in considerable changes a reference is made in the research note. 

Opinions expressed in this financial analysis are our current opinions as of the issuing date indicated on this document. The 
companies covered by Berenberg are continuously followed by the analyst. Based on developments with the relevant company, the 
sector or the market which may have a material impact on the research views, research reports will be updated as it deems 
appropriate. 

The functional job title of the person/s responsible for the recommendations contained in this report is “Equity Research Analyst” 
unless otherwise stated on the cover. 

The following internet link provides further remarks on our financial analyses:The following internet link provides further remarks on our financial analyses:The following internet link provides further remarks on our financial analyses:The following internet link provides further remarks on our financial analyses:    
https://www.berenberg.de/files/Investment Banking/Equity Research/Hinweise_zu_Finanzanalysen_ENG.pdfhttps://www.berenberg.de/files/Investment Banking/Equity Research/Hinweise_zu_Finanzanalysen_ENG.pdfhttps://www.berenberg.de/files/Investment Banking/Equity Research/Hinweise_zu_Finanzanalysen_ENG.pdfhttps://www.berenberg.de/files/Investment Banking/Equity Research/Hinweise_zu_Finanzanalysen_ENG.pdf    

Legal disclaimerLegal disclaimerLegal disclaimerLegal disclaimer    
This document has been prepared by Joh. Berenberg, Gossler & Co. KG (hereinafter referred to as “the Bank”). This document does 
not claim completeness regarding all the information on the stocks, stock markets or developments referred to in it. 

On no account should the document be regarded as a substitute for the recipient procuring information for himself/herself or 
exercising his/her own judgements.  

The document has been produced for information purposes for institutional clients or market professionals. 

Private customers, into whose possession this document comes, should discuss possible investment decisions with their customer 
service officer as differing views and opinions may exist with regard to the stocks referred to in this document. 

This document is not a solicitation or an offer to buy or sell the mentioned stock. 

The document may include certain descriptions, statements, estimates, and conclusions underlining potential market and company 
development. These reflect assumptions, which may turn out to be incorrect. The Bank and/or its employees accept no liability 
whatsoever for any direct or consequential loss or damages of any kind arising out of the use of this document or any part of its 
content. 

The Bank and/or its employees may hold, buy or sell positions in any securities mentioned in this document, derivatives thereon or 
related financial products. The Bank and/or its employees may underwrite issues for any securities mentioned in this document, 
derivatives thereon or related financial products or seek to perform capital market or underwriting services. 

Analyst certificationAnalyst certificationAnalyst certificationAnalyst certification    
I, Edward James, hereby certify that all of the views expressed in this report accurately reflect my personal views about any and all 
of the subject securities or issuers discussed herein. 

In addition, I hereby certify that no part of my compensation was, is, or will be, directly or indirectly related to the specific 
recommendations or views expressed in this research report, nor is it tied to any specific investment banking transaction 
performed by the Bank or its affiliates. 

I, Benjamin May, hereby certify that all of the views expressed in this report accurately reflect my personal views about any and all 
of the subject securities or issuers discussed herein. 

In addition, I hereby certify that no part of my compensation was, is, or will be, directly or indirectly related to the specific 
recommendations or views expressed in this research report, nor is it tied to any specific investment banking transaction 
performed by the Bank or its affiliates. 
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I, Bharath Nagaraj, hereby certify that all of the views expressed in this report accurately reflect my personal views about any and 
all of the subject securities or issuers discussed herein. 

In addition, I hereby certify that no part of my compensation was, is, or will be, directly or indirectly related to the specific 
recommendations or views expressed in this research report, nor is it tied to any specific investment banking transaction 
performed by the Bank or its affiliates. 

I, Sean Thapar, hereby certify that all of the views expressed in this report accurately reflect my personal views about any and all 
of the subject securities or issuers discussed herein. 

In addition, I hereby certify that no part of my compensation was, is, or will be, directly or indirectly related to the specific 
recommendations or views expressed in this research report, nor is it tied to any specific investment banking transaction 
performed by the Bank or its affiliates. 

RemarksRemarksRemarksRemarks    
The preparation of this document is subject to regulation by German law, where prepared by analysts in Germany. Where prepared 
by analysts in the UK, preparation of this document is subject to UK law. The distribution of this document in other jurisdictions may 
be restricted by law, and persons into whose possession this document comes should inform themselves about, and observe, any 
such restrictions. This document is meant exclusively for institutional investors and market professionals, but not for private 
customers. It is not for distribution to or the use of private investors or private customers. 

United States of AmericaUnited States of AmericaUnited States of AmericaUnited States of America    
This document has been prepared exclusively by the Bank. Although Berenberg Capital Markets, LLC (“BCM”), an affiliate of the Bank 
and registered US broker-dealer, distributes this document to certain investors, BCM does not provide input into its contents, nor 
does this document constitute research of BCM. In addition, this document is meant exclusively for institutional investors and market 
professionals, but not for retail investors or private customers. It is not for distribution to or the use of retail investors or private 
customers. BCM accepts responsibility for this research document’s contents and institutional investors receiving this research and 
wishing to effect any transactions in any security discussed herein should do so through BCM and not the Bank. 

Please contact Berenberg Capital Markets, LLC (+1 646 949 9000) if you require additional information. 

ThirdThirdThirdThird----party research disclosures party research disclosures party research disclosures party research disclosures     
 
CompanyCompanyCompanyCompany    DisclosuresDisclosuresDisclosuresDisclosures    
  Spirent Communications plc no disclosures 
dotDigital Group plc no disclosures 
CentralNic Group plc no disclosures 
 
(1)   BCM or its affiliates owned 1% or more of the outstanding shares of any class of the subject company by the end of the prior 

month. 

(2)  The subject company is or was, during the 12-month period preceding the date of distribution of this report, a client of BCM or 
its affiliates.  BCM or its affiliates provided the subject company non-investment banking, securities-related services. 

(3) BCM or its affiliates received compensation from the subject company during the past 12 months for products or services other 
than investment banking services.    

(4) During the previous 12 months, BCM or its affiliates has managed or co-managed any public offering for the subject company. 

(5) BCM is making a market in the subject securities at the time of the report.   

(6) The subject company is or was, during the 12-month period preceding the date of distribution of this report, a client of BCM or its 
affiliates.  BCM or its affiliates provided the subject company investment banking, securities-related services. 

(7) BCM or its affiliates received compensation for investment banking services in the past 12 months, or expects to receive such 
compensation in the next 3 months.  

(8) There is another potential conflict of interest of the analyst(s), BCM, of which the analyst knows or has reason to know at the 
time of publication of this research report. 

(9) The research analyst or a member of the research analyst’s household serves as an officer, director, or advisory board member 
of the subject company 

(10) The research analyst or a member of the research analyst’s household has a financial interest in the equity or debt securities of 
the subject company (including options, rights, warrants, or futures). 

(11) The research analyst has received compensation from the subject company in the previous 12 months. 

* For disclosures regarding affiliates of Berenberg Capital Markets LLC please refer to the ‘Disclosures in respect of section 34b of the 
German Securities Trading Act (Wertpapierhandelsgesetz – WpHG)’ section above. 
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CopyrightCopyrightCopyrightCopyright    
The Bank reserves all the rights in this document. No part of the document or its content may be rewritten, copied, photocopied or 
duplicated in any form by any means or redistributed without the Bank’s prior written consent. 

© 2021 Joh. Berenberg, Gossler & Co. KG 
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