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Sanderson Group~
Results in line/ key pick for income

Full year results are in line with October’s trading update with an 11% increase in
revenue to £21.3m (higher than originally forecast) and a 10% increase in adjusted PBT.
Both divisions contributed to this growth, Digital Retail growing by 9% and Enterprise by
12%. The full year dividend of 2.4p a share is a circa 4% beat on consensus (WHI 2.3p)
and the 3.5% yield cements SND’s position as a key pick for income in the sector. A
90%+ increase in business from new customers was a key standout in these results and
Sanderson starts FY17 with an impressive 25% y-o-y increase in its order book. The
shares should go higher this morning trading on 12.3x current year fully diluted EPS.
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Key results takeaways These were the first full year results to be presented under the
new segmentation of Digital Retail (e-commerce, m-commerce and “bricks and mortar”
retail) and Enterprise (food manufacturing, wholesale distribution/ logistics). Business at
Digital Retail picked up in H2 (+9% y-o-y vs +5% at the H1 stage) with the latest ecommerce solution gaining orders from a number of customers. Enterprise grew revenue
by 12% but significant improvements in efficiency led to a 39% improvement in operating
profit. Overall gross margin fell slightly from 85% to 84% although this was mix related:
OneIota operates off the AWS cloud platform hence there is a higher cost of sale vs simple
licencing.
Strong start to FY17 A large order received in September at the Digital Retail division
benefited H2 and will also help FY17 get off to a strong start. This, together with a healthy
new business pipeline, has led to SND starting FY17 with an order book of £3m, up 25%
y-o-y. One stat worth repeating from the statement is that pre-contracted revenues (=
recurring) account for 50% of total group revenue, with the gross margin from recurring
revenues covering over 60% of group overheads. This de-risks the investment to some
degree and gives confidence in market forecasts.
Get rich slowly Sanderson has developed a knack of steady growth (three-year CAGR in
adjusted EPS of 7.3%) achieved partly organically and partly through acquisition. For some
in the sector, this may seem a little pedestrian although we would counter that Sanderson
has a strong track record of meeting (or exceeding) expectations and the growth in EPS
has been more than matched by dividend growth, supported by cash generation and a
strong balance sheet (£4.3m cash). This deserves recognition and a rating closer to 16x
current year earnings (~92p target). In our view, the medium term exit will likely be M&A.
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WH Ireland Recommendation Definitions
Buy
Expected to outperform the FTSE All Share by
15% or more over the next 12 months.
Outperform
Expected to outperform the FTSE All Share by
5/15% over the next 12 months.
Market Perform
Expected to perform in line with the FTSE All
Share over the next 12 months.
Underperform
Expected to underperform the FTSE All Share
by 5/15% or more over the next 12 months.
Sell
Expected to underperform the FTSE All Share
by 15% or more over the next 12 months.
Speculative Buy
The stock has considerable level of upside but
there is a higher than average degree of risk.
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we consider to be reliable but its accuracy and
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Ireland Ltd and are subject to change without
notice. The report is not an offer or solicitation to
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which they are based. WH Ireland is or may be
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investment services in relation to some of the
investments concerned or related investments.
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the company that do not align with the opinions
stated in this report. Recommendations may or
may not be suitable for individuals clients and some
securities carry a greater risk than others. Clients
are advised to contact their investment advisor as
to the suitability of each recommendation for their
own circumstances before taking any action. No
responsibility is taken for any losses, including,
without limitation, any consequential loss, which
may be incurred by clients acting upon such
recommendations. The value of the securities and
the income from them may fluctuate. It should be
remembered that past performance is not
necessarily a guide to future performance. For our
mutual protection, telephone calls may be recorded
and such recordings may be used in the event of a
dispute. No part of this document is to be copied or
distributed without prior consent. By accepting this
document, you agree to be bound by the
disclaimers stated above. Please refer to www.whireland.co.uk for a summary of our conflicts of
interest policy and procedures.

Share Price Target
The share price target is the level the stock should currently trade at if the market were to accept the
analyst’s view of the stock and if the necessary catalysts were in place to effect this change in perception
within the performance horizon.
Stock Rating Distribution
As at 31 October 2016 the distribution of all our published recommendations is as follows:
Recommendation
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Buy
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1
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Total

62

100

46

This table demonstrates the distribution of WH Ireland recommendations. The first column illustrates the
distribution in absolute terms with the second showing the percentages.
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