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Next Fifteen Communications

FY13 revenues in line, but modest profit decline

Next Fifteen announced its FY13 year-end trading update. Revenues are
expected to be in line with our estimate, although adjusted profit has been
affected by the continued restructuring in its Bite subsidiary and the
increased investment in the group’s digital capabilities. Management
anticipates that FY13 profit will be modestly below FY12, and consequently
we are reducing our FY13 estimate to reflect this. While the group is seeing
good progress in the current fiscal year, we are similarly reducing our
adjusted FY14 pre-tax profit and diluted EPS estimates. Management
believes the group’s focus and investment in digital can create scalable
products to enable the business to resume growth in the next few years.

Year end Revenue PBT* EPS* DPS PIE Yield

(Em) (Em) (p) (p) (x) (%)
07/11 86.0 8.4 8.7 2.05 106 22
07/12 91.6 9.6 10.1 2.30 9.1 25
07/13e 96.5 9.3 8.8 2.55 105 2.8
07/M14e 103.0 105 97 285 9.5 3.1

Note: *Adjusted PBT and diluted EPS exclude intangible amortisation and exceptionals.

FY13/14e: revenue growth, though profit/EPS lowered

While the group continues to record strong performances from its North American
agencies, its Bite subsidiary continues to experience operational challenges, which
has reduced profitability. While investors were alerted to this at the FY13 interims, it
would appear that Bite’s transition to a global marketing agency is proving to be
more drawn out than previously thought. Our FY13e and FY14e revenue estimates
remain unchanged as the group continues to win new major clients, including
Blackberry and Virgin Management Group. Reflecting management’s FY13 year-
end trading update, we are reducing our pre-tax FY13e and FY14e by £0.7m to
£9.3m and £10.5m and adjusted diluted EPS for FY13e to 8.8p (from 9.3p) and
FY14e to 9.7p (from 10.3p).

Digital still the way forward, but at short-term cost

Next Fifteen’s quest to expand its digital capabilities continues by adding digital
talent and skills to many of its agencies. In addition, it has invested in the launch of
Agent 3, a data-driven digital marketing agency, and added US-based Connections
Media, a digital public affairs agency. The group’s pure digital agency, Beyond, has
invested heavily in the development of software platforms, although this is a
contributor to depressing profitability in the short term.

Valuation: A tad undervalued, awaiting digital returns

The relative share price underperformance since the FY13 interims announcement
in April reflects the softness in short-term profitability growth identified at that time.
Versus our selected small-cap peer comparators, the shares now look a tad
undervalued on a P/E basis, awaiting a return to earnings growth, assuming the
Bite restructuring is successfully completed in FY14, and the investment in digital
capabilities reaps reward.
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Business description

Next Fifteen Communications is a digital marketing
communications and public relations group.
Predominately serving clients in the technology and
consumer sectors, it has world-leading and
autonomous PR, research, digital, investor relations
and policy communications subsidiaries.
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Peer comparison table

Exhibit 1: Peer comparison

Ticker Price

p/$

Chime CHW 308.5
Creston CRE 103.0
Huntsworth HNT 61.5
Omnicom (US)  OMC (US) 60.7
WPP WPP 1,334.8
Next Fifteen NFC 92.0

Mkt Cap
£m/$m
266

63

158
15,599
16,871

55

Hist
Year end
Dec-12
Mar-13
Dec-12
Dec-12
Dec-12
Average
Jul-12

Hist
EV/Rev
1.6

0.7

1.3

1.2

1.9

13

0.6

Hist PIE
EV/EBITDA July 2014*
1.9 12.6
44 8.3
7.7 10.7
8.3 147
1.3 15.8
8.7 124
45 9.5

PIE
Year 2
114
8.0
105
14.0
15.3
118
9.5

Yield

July 2014*
25

3.9

5.7

2.8

2.7

3.5

3.1

Source: Thomson Reuters, Edison Investment Research. Note: *Straight line adjustment to 31 July 2014 year-
end. Prices as at close on 30 August 2013.
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Exhibit 2: Financial summary

Year-ending 31 July £'000s
Accounting basis

PROFIT & LOSS

Billings

Revenues

EBITDA

Operating Profit (before GW and except.)
Goodwill Amortisation

Exceptionals

Other

Operating Profit

Net Interest

Profit Before Tax (norm)

Profit Before Tax (FRS 3)

Tax

Profit After Tax (norm)

Profit After Tax (FRS 3)

Average Number of Shares Outstanding (m)
EPS - normalised (p)

EPS - normalised fully diluted (p)

EPS -FRS 3 (p)

Dividend per share (p)

EBITDA Margin
Operating Margin (before GW and except.)

BALANCE SHEET
Non-current assets
Intangible Assets
Tangible Assets

Other non-current assets
Current Assets

Debtors

Cash

Current Liabilities
Creditors

Short term borrowings
Long Term Liabilities
Long term borrowings
Other long term liabilities
Net Assets

CASH FLOW
Operating Cash Flow
Net Interest

Tax

Capex
Acquisitions/disposals *
Financing

Dividends

Other

Net Cash Flow
Opening net debt/(cash)
Finance leases

Other

Closing net debt/(cash)

Source: Next Fifteen Communications, Edison Investment Research
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2009
IFRS

77,287

65,394
7,272
5,591

0
(2,091)
0
3,500
(342)
5,249
3,158
(884)
3,750
2,274

52.6
6.5

22,618
18,441
1,949
2,228
22,840
15,710
7,130
(15,237)
(14,887)
(350)
(5,319)
(4,995)
(324)
24,902

6,261
(342)
(1,476)
(307)
(4,549)

2010
IFRS

91,175

72,328
8,930
6,992

(1,308)

2011
IFRS

105,163

86,035
11518
8,823
0
(871)
0
7,952
(425)
8,398
7,521
(2,260)
5,854
5,267

54.9
10.2

(6,078)

(1,045)

(90)
(2,101)
1570

2012
IFRS

108,453

91,583
12,858
10,047
0
(3,630)
14
6,431
472)
9,589
5,959
(1,652)
6,914
4,307

57.0
1.4

2013e
IFRS

113,000

96,500
12,800
9,800
0
(3,395)
0
6,405
(500)
9,300
5,905
(1,600)
6,405
4,305

59.4
9.7

2014e
IFRS

120,600

103,000
13,980
10,830

0
(2,320)
0
8,510
(330)
10,500
8,180
(2,150)
7,230
6,030

59.8
10.8
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Edison, the investment intelligence firm, is the future of investor interaction with corporates. Our team of over 100 analysts and investment professionals work with leading companies, fund managers and investment
banks worldwide to support their capital markets activity. We provide services to more than 400 retained corporate and investor clients from our offices in London, New York, Berlin, Sydney and Wellington. Edison is
authorised and regulated by the Financial Services Authority ( ). Edison Investment Research (NZ) Limited (Edison NZ) is the New Zealand subsidiary of Edison.
Edison NZ is registered on the New Zealand Financial Service Providers Register (FSP number 247505) and is registered to provide wholesale and/or generic financial adviser services only. Edison Investment Research
Inc (Edison US) is the US subsidiary of Edison and is not regulated by the Securities and Exchange Commission. Edison Investment Research Limited (Edison Aus) [46085869] is the Australian subsidiary of Edison and is
not regulated by the Australian Securities and Investment Commission. Edison Germany is a branch entity of Edison Investment Research Limited [4794244].

DISCLAIMER

Copyright 2013 Edison Investment Research Limited. All rights reserved. This report has been commissioned by Next Fifteen Communications and prepared and issued by Edison for publication globally. All information
used in the publication of this report has been compiled from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of this report. Opinions contained in this
report represent those of the research department of Edison at the time of publication. The securities described in the Investment Research may not be eligible for sale in all jurisdictions or to certain categories of investors.
This research is issued in Australia by Edison Aus and any access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act. The Investment Research is distributed in the United
States by Edison US to major US institutional investors only. Edison US is not registered as an investment adviser with the Securities and Exchange Commission. Edison US relies upon the "publishers' exclusion" from the
definition of investment adviser under Section 202(a)(11) of the Investment Advisers Act of 1940 and corresponding state securities laws. As such, Edison does not offer or provide personalised advice. We publish
information about companies in which we believe our readers may be interested and this information reflects our sincere opinions. The information that we provide or that is derived from our website is not intended to be,
and should not be construed in any manner whatsoever as, personalised advice. Also, our website and the information provided by us should not be construed by any subscriber or prospective subscriber as Edison’s
solicitation to effect, or attempt to effect, any transaction in a security. The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial
advisers or brokers) and habitual investors who are “wholesale clients” for the purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or
inducement to buy, sell, subscribe, or underwrite any securities mentioned or in the topic of this document. This document is provided for information purposes only and should not be construed as an offer or solicitation for
investment in any securities mentioned or in the topic of this document. Edison has a restrictive policy relating to personal dealing. Edison Group does not conduct any investment business and, accordingly, does not itself
hold any positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any or related securities mentioned in this report. Edison
or its affiliates may perform services or solicit business from any of the companies mentioned in this report. The value of securities mentioned in this report can fall as well as rise and are subject to large and sudden
swings. In addition it may be difficult or not possible to buy, sell or obtain accurate information about the value of securities mentioned in this report. Past performance is not necessarily a guide to future performance.
Forward-looking information or statements in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable, and therefore involve known and unknown
risks, uncertainties and other factors which may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations. For the purpose of the FAA, the content of
this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in relation to acquiring or disposing (including refraining from acquiring or
disposing) of securities. The distribution of this document is not a “personalised service” and, to the extent that it contains any financial advice, is intended only as a “class service” provided by Edison within the meaning of
the FAA (ie without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making an investment decision. To the maximum extent permitted by law, Edison, its
affiliates and contractors, and their respective directors, officers and employees will not be liable for any loss or damage arising as a result of reliance being placed on any of the information contained in this report and do
not guarantee the returns on investments in the products discussed in this publication. FTSE International Limited (‘FTSE”) © FTSE 2013. “FTSE®” is a trade mark of the London Stock Exchange Group companies and is
used by FTSE International Limited under license. All rights in the FTSE indices and/or FTSE ratings vest in FTSE and/or its licensors. Neither FTSE nor its licensors accept any liability for any errors or omissions in the
FTSE indices and/or FTSE ratings or underlying data. No further distribution of FTSE Data is permitted without FTSE’s express written consent.
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