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The software and IT services business
specialising in digital retail technology and
enterprise software has announced interim
results for the six months ending 31 March
2018.

The target market for Sanderson products
and services are primarily SMEs, with whom
the Group fosters long-term relationships.
These relationships result in a high
proportion of sales arising from pre-
contracted recurring revenue,
complemented by incremental sales. This
robust revenue stream typically accounts
for around 90% of Group revenue.

Sanderson proprietary software is marketed
and sold under a ‘right to use’ licence, with
all sales, marketing, delivery, support and
services carried out by the Group’s own
expert staff. Both on-premise and cloud-
based solutions are available to customers
on a subscription basis.

- Anisa acquisition

The acquisition of the Anisa Group on 23
November 2017, which we commented on
in our note here, has significantly
enhanced the size and strength of the
Sanderson Enterprise Division. Anisa
specialises in the delivery of world-class
integrated supply chain and enterprise
resource planning ('ERP') solutions and on
acquisition had around 250 customers who
are provided with twenty-four hour support
on a worldwide basis throughout the year.
Anisa employs over 90 staff in offices
across the UK and in smaller operations in
Singapore and Australia.

The acquisition of Anisa considerably
enhances the range of solutions and
services which Sanderson can now offer

customers. In particular, managed services
provide an opportunity to exploit and to
accelerate expected market trends towards
subscription and cloud-based options for
product delivery going forward.

Long term commitment from Anisa
management

Following the acquisition, Anisa directors
hold shares representing 4.77% of the
issued share capital of Sanderson and in
turn, Mr David Renshaw, the Chief
Executive of Anisa, owns shares,
representing 3.48% of Sanderson share
capital. All of the consideration shares are
subject to a three year lock-in expiring on
23 November 2020, highlighting their long
term commitment to the enlarged business.

- Interim results

Interim results for the six months ended 31
March 2018 were slightly ahead of previous
management's expectations.

Income statement

Group revenue increased 34% to £14.61m
(H1 2017: £10.9m) and operating profit
(before the amortisation of acquisition-
related intangibles, share-based payment
charges, acquisition-related and
restructuring costs) increased 34% to
£2.08m (H1 2017: £1.55m).

On a 'like-for-like' basis, excluding the

acquisition, revenue rose to £11.08m (H1
2017: £10.9m) and operating profit grew
over 12% to £1.74m (H1 2017: £1.55m).

Gross margins continue to run at a high
level of over 80% and the all-important
pre-contracted recurring revenues
increased to above £8.25m (2017:£5.4m).
On a 'like-for-like' basis, excluding the
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impact of the Anisa, acquisition pre-
contracted recurring revenues ended the
first half of the financial year at £5.99m
compared with £5.4m for 2017. The focus
remains on building recurring revenues
including growing subscription, cloud
and managed services revenues.

Dividend

The progressive dividend policy has been
maintained with the interim dividend lifted
14% to 1.25p per share (2017: 1.10p).

Balance sheet

Operating cash inflow was £1.67m (2017:
£1.62m) and free cash flow £1.22m after
£321k (2017: £87k) of capitalised
development expenditure.

Net cash at the period end was £1.39m.
This followed the Anisa acquisition in
November 2017, which was satisfied from
the Group’s own cash resources, by the
assumption of Anisa’s utilised five-year
repayable term debt facility of £4.12m and
by the issue of 3,990,653 Sanderson shares
(locked-in until November 2020). The
Group’s cash balance at 31 March 2018,
excluding the loan facility, was £5.06m (31
March 2017: £4.51m).

We understand the Group is in discussion
with the scheme actuary and trustees
regarding the annual pension funding
requirement. It is likely contributions will
increase but are expected to remain within
an affordable level.

- Order book higher

The value of the Group order book
measured on a 'like-for-like' basis at the
end of March 2018, stood at £3.22m (2017:
£2.78m), being over 16% ahead of the
comparable order book value at the end of

March 2017. Management commented how
the order book is now much better
balanced and is now at a more manageable
level across the Group's businesses. The
total order book, which now includes the
acquisition and reflects the remaining
element of the large order gained in June
2017, was £8.61m at 31 March 2018.

- Divisional

Sanderson breaks down its business in
terms of a Digital Retail Division and an
Enterprise Software Division. The
Enterprise software division now includes
the recently acquired Anisa business, with
the remaining parts of the division
comprising 2 market-focused businesses
based on the Manufacturing sector and
the Wholesale Distribution and
Logistics sector.

The Digital Retail Division provides
comprehensive solutions for ecommerce,
mobile commerce and retail, including
cloud-based store solutions and works with
leading retailers such as JD Sports and
Superdry.
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In six-months to 31 March 2018, revenue
in Digital Retail grew over 20% to £4.25m
(2017: £3.54m). Operating profit almost
doubled to £0.7m (2017: £0.34m) and the
order book at 31 March 2018 stood at
£3.42m (2017: £0.84m). This includes the
remaining element of a large order gained
in June 2017 to be delivered over the next
15 months. Excluding this large order, the
order book was up by over 50% compared
with the order book at 31 March 2017.

Following a successful pilot scheme, a
Phase One order has been secured with a
‘well-known global iconic fashion brand’
(not named). Sales prospects remain
strong with pilot schemes for a number of
prospective customers being planned for
initial deployment in the current financial
year.

Sales orders were gained from a number of
customers including Richer Sounds,
Thorntons, Beaverbooks and Scotts of
Stow.

The Enterprise Division has benefited
from increased investment in sales and
marketing capability and has been

significantly enhanced and strengthened by
the acquisition of Anisa.

Enterprise — Manufacturing
Businesses in the engineering, plastics,
aerospace, electronics, print (‘general
manufacturing’) and food and drink
processing sectors represent the main
areas of specialisation for this division.
Activity in food and drink is a key driver,
where the traceability of ingredients
through the supply chain and compliance
with regulatory standards, are key industry
requirements and strong features of the
Group’s solution.

Profit from this part of the business was up
on the comparable period with large orders
from existing customers, included Newly
Weds Foods and Adelie Foods.

Enterprise - Wholesale Distribution and
Logistics

Sanderson supplies solutions to the
wholesale distribution, cash and carry and
fulfilment sectors, as well as to the
specialist warehousing and logistics
markets. Management commented that
businesses which focus on the wholesale
distribution and fulfilment sector remained
very profitable. The Group launched a suite
of digital solutions in the wholesale industry
at the end of the last financial year offering
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the opportunity to improve and increase
productivity. This is designed to capitalise
on digital transformation and the growing
use of mobile devices in the sector.

Enterprise — Anisa Supply Chain
Logistics

The results statement commented that
Anisa has made a good start as part of
Sanderson and several exciting sales
prospects are being developed, including a
major UK port, where a scoping exercise is
currently underway for a new supply chain
system. New orders were secured from
several customers including Moran
Logistics, a market leader in multi-
temperature food logistics, Culina and DHL
Supply Chain.

Enterprise Divisional revenue and operating
profit increased to £10.36m (2017:£7.36m)
and £1.38m (2017: £1.21m) respectively.

The Enterprise division order book at 31
March 2018, was valued at £5.19m (2017:
£1.93m).

With strong recurring revenue, a good
order book and a growing list of sales
prospects, the Enterprise division enters the
second half of the financial year well
positioned for further progress.

- Outlook

Having been strengthened by the Anisa
acquisition, Sanderson has a large order

book, robust recurring revenue and a
healthy balance sheet.

Management confirmed at having “a good
level of confidence that Sanderson will
make significant further progress during the
current financial year ending 30 September
2018.”

- Broker estimates

House broker forecasts for the Financial
Year ending September 2018 are for
adjusted EPS of 6.4p and 6.9p for FY 2019.

The forecast 2018 dividend of 2.9p, covered
over 2x by adjusted earnings, equates to a
yield of approx. 2.6% at the current share
price.

We are impressed how Sanderson has
now assembled a software and
services group supporting all elements
of the supply chain, from
manufacturing, through distribution,
warehousing and retail.

A very positive first half of the year
and the better-balanced order book
bodes well for the future.
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DISCLAIMER

This document is issued by Investors Champion. Investors Champion is a registered trade mark of Investors Champion Ltd who does not undertake investment business in the UK and
therefore does not buy or sell shares, although it and individuals and companies associated with it may own shares. Investor’'s Champion Ltd does not make recommendations.

The conclusions and opinions expressed in this commentary accurately reflect the views of Investor’'s Champion Ltd. The company commented on in this Commissioned Commentary pays
a fee to Investor’s Champion Ltd in order for the commentary to be made available. While the information in the commentary is believed to be correct, this cannot be guaranteed.

If a ‘Fair Value’ price is given in a commentary this is the theoretical result of a study of a range of possible outcomes, and not a forecast of a likely share price. This commentary is
issued in good faith but without legal responsibility and is subject to change or withdrawal without notice. This information does not constitute advice or a personal recommendation or
take into account the particular investment objectives, financial situations or needs of individual clients. You are recommended to seek advice concerning suitability from your investment
advisor.

Investors should be aware that past performance is not necessarily a guide to the future and that the price of shares, and the income derived from them, may fall as well as rise and the
amount realised may be less than the original sum invested. For AIM shares, it is the opinion of the regulator that risks are higher. Furthermore the marketability of these shares is often
restricted.

This commentary is based on current public information that we consider reliable, but we do not represent it is accurate or complete and it should not be relied on as such. This
commentary is not an offer to sell or the solicitation of an offer to buy or sell any security in any jurisdiction where such an offer or solicitation would be illegal. Our commentaries are
distributed primarily electronically and, in some cases, in printed form. No part of this commentary may be reproduced or distributed in any manner without the written permission of
Investors Champion Ltd. Investors Champion Ltd specifically prohibits the re-distribution of this report, via the Internet or otherwise, and accepts no liability whatsoever for the actions of
third parties in this respect. This document must not be accessed or used in any way that would be illegal in any jurisdiction.

Investor’'s Champion Ltd is not regulated by the Financial Conduct Authority (FCA)
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