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Computer

Stock Performance

The largest division within Sanderson, multi-channel software is
benefitting from structural changes in the retail market with UK
Ecommerce growing at circa 10% pa and m-commerce forecast to grow
by 77.8% in 2015 alone. However 70% of retailers offer neither a mobile
optimised web site nor app. This is likely to be more pronounced in
Sanderson’s target SME market. Sanderson is addressing these
opportunities with its strong range of predominantly proprietary software
solutions, and continues to invest in research and development enabling
it to also win larger clients such as Superdry. Growth in Sanderson’s
manufacturing division is more challenging to generate with revenue and
profit broadly flat year on year. Nonetheless Sanderson continues to win
new customers (eight in the period vs five in H1 2014) and is building a
niche in the food processing and manufacturing sector.
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The software and IT services business specialising in multichannel retail and manufacturing markets in the UK and Ireland
has this week delivered strong numbers with its interim results
for the six months to March 2015. The Group which now has over
52% recurring revenue, has an established record of delivering
revenue, earnings and dividend growth. The latest half year
figures saw revenue up 15%, operating profit up 13%, adjusted
diluted EPS up 10% and the interim dividend up 13%. The Board
has a good level of confidence that the strong balance sheet,
sales pipeline and order book (£2.84m +15%) will deliver FY
September 2015 results in line with expectations. We think they
may be a little better.
To complement organic growth the company’s strategy of making
selective acquisitions is proving successful. The 2013 acquisitions of Priam
(multi-channel e-commerce) and one iota (cloud-based mobile multichannel retail solutions) have been earnings enhancing and the outlook
for Proteus acquired in December 2014 is promising with some
rationalisation planned. Further acquisitions are possible in due course.
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The business is strongly cash generative with typically circa 100%
operating cash conversion. The first half year cash flow was 0.75m,
compared with £1.0m last year, with just under £500k of debtor payments,
slipping over the period end and which were received during the first five
days of the second half year in April. Cash generation and a strong balance
sheet enabled Sanderson to continue to increase its dividend despite
paying £1.8m in acquisition and deferred consideration payments in the
period. Cash stands at £3.9m and the pension deficit was down £0.2m to
£4.6m. We understand Sanderson is actively exploring options to reduce
the deficit and associated payments.

Company description
Sanderson is an established and profitable software
and IT services business specialising in the multichannel retail and manufacturing markets. Operating
primarily in the UK and Ireland, the Group delivers
solutions to organisations with turnovers typically
between £5m and £250m. Sanderson maintains a
strong market position due to the quality of its
products and services and its successful track record.

On 14.7x consensus earnings Sanderson stands at a reasonable discount
to the wider software sector which trades in the high teens. The company
is on track to deliver on its three year promises, and looking ahead we can
envisage pre-tax profits hitting £5m within the next three years. Even
without a re-rating that would equate to the shares reaching the £1 level,
and those who invest at the current share price level also stand to benefit
from a 2.8% dividend yield.
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Disclaimer
This document, which does not constitute research, has been issued by Hybridan LLP for information purposes only and should not
be construed in any circumstances as an offer to sell or solicitation of any offer to buy any security or other financial instrument,
nor shall it, or the fact of its distribution, form the basis of, or be relied upon in connection with, any contract relating to such action.
This document has no regard for the specific investment objectives, financial situation or needs of any specific entity and is not a
personal recommendation to anyone. Recipients should make their own investment decisions based upon their own financial
objectives and financial resources and, if any doubt, should seek advice from an investment advisor.
The information contained in this document is based on materials and sources that are believed to be reliable; however, they have
not been independently verified and are not guaranteed as being accurate. This document is not intended to be a complete
statement or summary of any securities, markets, reports or developments referred to herein. No representation or warranty, either
express or implied, is made or accepted by Hybridan LLP, its members, directors, officers, employees, agents or associated
undertakings in relation to the accuracy, completeness or reliability of the information in this document nor should it be relied upon
as such.
Any and all opinions expressed are current opinions as of the date appearing on this document only. Any and all opinions expressed
are subject to change without notice and Hybridan LLP is under no obligation to update the information contained herein. To the
fullest extent permitted by law, none of Hybridan LLP, its members, directors, officers, employees, agents or associated undertakings
shall have any liability whatsoever for any direct or indirect or consequential loss or damage (including lost profits) arising in any
way from use of all or any part of the information in this document.
This document should not be relied upon as being an independent or impartial view of the subject matter and, for the avoidance of
doubt, does not constitute “independent investment research” for the purposes of the Financial Conduct Authority rules. The
individuals who prepared this document may be involved in providing other financial services to the company or companies
referenced in this document or to other companies who might be said to be competitors of the company or companies referenced
in this document. As a result both Hybridan LLP and the individual members, directors, officers and/or employees who prepared
this document may have responsibilities that conflict with the interests of the persons who receive this document. Hybridan LLP
and/or connected persons may, from time to time, have positions in, make a market in and/or effect transactions in any investment
or related investment mentioned herein and may provide financial services to the issuers of such investments.
In the UK, this document is directed at and is for distribution only to persons who (i) fall within Article 19(5) (persons who have
professional experience in matters relating to investments) or Article 49(2) (a) to (d) (high net worth companies, unincorporated
associations, etc) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended) or (ii) are
Professional Clients or Eligible Counterparties (as those terms are defined in the rules of the Financial Conduct Authority) of Hybridan
LLP (all such persons referred to in (i) and (ii) together being referred to as “relevant persons”). This document must not be acted
on or relied up on by persons who are not relevant persons. For the purposes of clarity, this document is not intended for and
should not be relied upon by persons who would be classified as Retail Clients (as defined by the rules of the Financial Conduct
Authority).
Neither this document nor any copy of part thereof may be distributed in any other jurisdictions where its distribution may be
restricted by law and persons into whose possession this document comes should inform themselves about, and observe, any such
restrictions. Distribution of this report in any such other jurisdictions may constitute a violation of UK or US securities law, or the
law of any such other jurisdictions.
Hybridan LLP and/or its associated undertakings may from time-to-time provide investment advice or other services to, or solicit
such business from, any of the companies referred to in this document. Accordingly, information may be available to Hybridan LLP
that is not reflected in this material and Hybridan LLP may have acted upon or used the information prior to or immediately following
its publication. In addition, Hybridan LLP, the members, directors, officers and/or employees thereof and/or any connected persons
may have an interest in the securities, warrants, futures, options, derivatives or other financial instrument of any of the companies
referred to in this document and may from time-to-time add or dispose of such interests.
Neither the whole nor any part of this document may be duplicated in any form or by any means. Neither should this document, or
any part thereof, be redistributed or disclosed to anyone without the prior consent of Hybridan LLP.
Hybridan LLP is a limited liability partnership registered in England and Wales, registered number OC325178, and is authorised and
regulated by the Financial Conduct Authority and is a member of the London Stock Exchange. Any reference to a partner in relation
to Hybridan LLP is to a member of Hybridan LLP or an employee with equivalent standing and qualifications. A list of the members
of Hybridan LLP is available for inspection at the registered office, 2 Jardine House, The Harrovian Business Village, Bessborough
Road, Harrow, Middlesex HA1 3EX.
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