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Compelling evidence of recovery

SpaceandPeople (SAL) has suggested that it should be judged against a single

fundamental strategic target this year. So, has it demonstrated that its focus

on the core business is both sustainable and profitable?

We’d argue that, from this perspective, the interims are most reassuring. Last

year’s reorganisation cut costs and has improved productivity, a direct result

of which is a positive contribution from each division in H1. More streamlined

operations are better placed to profitably deliver services to clients which,

based on recent trading, appear to remain highly relevant to retailers and

brands. The outlook is underpinned by additions to the client list over the last

year, H1 performance and a positive start to the typically stronger second half.

Financial outlook

The £0.17m profit achieved in the first half replaced a similar size loss in H116 (before

discontinued operations). We expect further cash generation in H2. Revenues and

margins are steady or improving, and forecasts resilient again short-term disruption, for

example known contract renewals. We see recovery well on track, and SAL confirms that

on current expectations distributions will resume this year (paid early 2018).

Operational performance

UK promotions (up 20% y-o-y in H1) benefited from reorganised UK sales and progress

on the Network Rail contract, and included a 38% increase in Brand Experience activity.

German Retail contributed £0.09m profit vs breakeven last year, as it renegotiated rents

paid, and achieved higher occupancy rates and average sales. A turnaround by UK Retail

saw it contribute £0.11m to profit (H116: £0.17m loss), which reflected continued growth

and improved productivity in the Mobile Promotions Kiosk (MPK) business.

Valuation

As recovery continues to take shape and help restore management credibility,

it should progressively be matched in the share price and rating. We have held

our forecasts from May (trading update). However, we regard these as

conservative in the context of progress since, and expect to review them as SAL

updates on trading. Restoration of the dividend is another important milestone.

Summary Forecasts
Year to 31 December, £m FY15 FY16 FY17e FY18e

Revenue 13.8 9.7 10.1 10.2

Adj. operating profit* 1.1 0.1 1.1 1.2

Adj. profit before tax 1.0 0.2 1.0 1.2

Adjusted EPS (p) 3.9 (3.1) 4.0 4.3

PER 8.7 - 8.5 7.9

Dividend (p) 2.2 0.0 1.0 1.0

Yield (%) 6.5 0.0 2.9 2.9
Source: Company historic data and ED estimates FY16 has been adjusted for discontinued operations.
Adjusted OP/PTP are both net of minorities *Before non-recurring costs

Company Data

EPIC SAL
Price 34p
52 week Hi/Lo 40p/16p
Market cap £6.5m

Share Price, p

Source: ADVFN

Description

The group provides property owners

with ways to capitalise upon the full

commercial potential of retail assets. It

markets, sells and administers free

space in venues including shopping

malls, garden and city centres, retail

parks and travel hubs (over 750 venues

with a weekly footfall of 70m).

It provides a range of strategies and

introduces retail and other brands which

fit specific opportunities.
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Encouraging H1 builds on rationalisation in 2016
An encouraging first half suggests that tough decisions taken to rationalise the business in

FY16 are bearing fruit. The FY16 result reflected closures, cost cutting and one-off expenses,

all part of a restructuring programme designed to create a robust, sustainable business model.

SAL’s competitive positioning looks to have been underpinned by recent UK contract

wins, and has enabled it to focus on activities most suited to its skillset.

The first half result confirmed the logic of that rationalisation, particularly the refocus on UK

operations which contributed 72% of H1 revenue, and 85% of segment pre-tax profit. That

focus on core divisions resulted in £0.17m group pre-tax profit overall in the period (H116:

£0.17m loss before discontinued operations). The UK outlook is positive, characterised by

better H2 profitability, visible forward sales and a strong new business pipeline.

Interim results
£m H1 16 H1 17 % change

Revenue 4.65 4.80 +3.2%

Gross Profit 2.92 3.06 +4.8%

Op. Profit before non-recurring costs (0.19) 0.19

Pre-tax profit (0.17) 0.17

Basic EPS (p) (2.96) 0.73

Average no of Retail Merchandising Units (RMUs)

- UK Retail 123 92 -25.2%

- German Retail 112 89 -20.5%

Average no of Mobile Promotions Kiosks (MPKs) 62 74 +19.4%

Cash/Net Debt

Net cash inflow/(outflow) from operating activities (424) 489

Net debt (422) 781

Source: Company

The core strategy was fundamentally to establish a sustainable profitable business model from

this year, with better venue and sales team integration, a lower cost base and higher quality

portfolio of business opportunities.

The UK business has, over the last year or so, continued to build up its contracted client base

which now includes the British Land, Land Securities and Broadgate Estates retail

portfolios, and Network Rail and Primesight’s (airports) transportation venues.

Divisional performances: UK strong, Germany coming around

Amongst the features of the first half was another strong performance by UK Promotions,

where revenues were 20% ahead in H1 at £1.8m (H116: £1.5m). Large scale brand

experiences (revenue up 38% y-o-y) are a key driver for this business.

SAL reports advertisers seeing increasing benefits from creation of major set piece events,

whose impact can be amplified via social media. The period included bookings for new brands

such as Porsche (Glasgow) and McLaren F1 (London).

Equally significant, UK Retail was buoyed by a 50% increase in sales from bespoke MPKs to

£0.99m (H116: £0.66m). A £0.17m H116 divisional loss was replaced by a £106,000 profit

this year.
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The detail reveals 19% growth in average numbers of operational MPK units to 74 in H117,

with returns boosted by better productivity i.e. higher occupancy/average booking values and

reduced headcount. That was, in part, spurred by changes in venue profiles i.e. stronger new

locations replaced ones with weaker occupancy and commission rates. That encapsulates the

segment’s core strategy; more MPKs in the most suitable locations.

That performance offset the hit to UK RMU numbers caused by the disposal by SAL clients of

two significant venues. UK RMUs fell by 31 to 92, revenue by 17% from £0.80m to £0.66m.

This department has undergone the most comprehensive restructuring of any group division.

Overhead cuts and efficiencies have repositioned the operation to trade profitably on a

sustainable, lower revenue base and the rebranded POP Retail division is on track to return

to profitability in H2, when it generates most of its revenue.

Breakdown of revenues
£’000s Promotions

UK
Promotions

Germany
Retail

UK
Retail

Germany
Head

Office
Other Group

H117

Revenue 1,802 429 1,652 900 - 21 4,804

Segment
pre-tax
profit/(loss)

489 16 106 90 (513) (15) 173

H116

Revenue 1,502 544 1,462 1,068 - 70 4,646

Segment
pre-tax
profit/(loss)

385 145 (169) 1 (456) (80) (174)

Source: Company interim report

All segments profitable at pre-tax level

Reassuringly, all of the group’s four divisions individually contributed to first half pre-tax

profits, although margins in the German Promotions business came under pressure – revenue

down 21% at £0.43m - due to non-renewal of long-term contracts. That operation has been

resized to accommodate impending loss of revenues, and the division’s key contract is

currently under negotiation.

German Retail revenues were also lower, 16% down at £0.9m, on the back of a planned

reduction in RMU numbers from 112 to 89 as the operation focused on its most profitable

centres. Profitability improved however, benefiting from better rental terms and lower

headcount, and the group reports an encouraging H2 pipeline, with negotiations underway

with the division’s major client in respect of a new offer from 2018.

Germany is the area of most uncertainty, but in better shape after SAL restructured its

contract with ECE last year to achieve more realistic sharing of revenue and costs. It also

renegotiated rents and reduced operational expenses. The introduction of MPKs has helped

improve occupancy levels and average sales values.
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Outlook: FY17 targets on track, good start to H2

The restructuring is complete, recovery still arguably a work in progress as the second half is

the more important period, and German operations are still in transition until contract

negotiations are complete. The evidence so far is, however, that actions taken during FY16

are delivering the desired results.

The statement is certainly more optimistic. A positive outlook cites visible revenues and a

strong pipeline of new business which, for UK Retail, includes discussions with new and

interesting retailers which have potential to maintain growth momentum for the division. A

recently completed upgrade to IT and CRM systems has started to deliver the information

necessarily to run a more responsive, streamlined business.

From a financial perspective, we have held forecasts for now, but see scope to revisit them

on newsflow such as client wins, RMU productivity and contract renewals, which ratchet up

our assumptions. The statement confirms that the group is in negotiation with several UK

property companies which its hopes will conclude before the end of the year.

We expect strong H1 cash generation to continue into the second half, typically the

group’s more important trading period. That has already helped reduce group net

debt and built balance sheet resilience.

Valuation: upside pivots on milestones, expected dividend

These results should help rebuild investor confidence in the management, strategy and

business outlook. Additionally, the statement includes a confident comment regarding

restoration of the dividend if momentum is maintained, and we forecast 1p for this year,

giving the shares a 2.9% prospective yield.
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Financials

Income statement
31 December year end, £’000s 2013 2014 2015 2016 2017e 2018e

Revenue 14,567 15,446 11,433 9,661 10,100 10,200

Cost of sales (4,023) (5,839) (3,947) (4,133) (4,900) (4,900)

Gross profit 10,544 9,607 7,486 5,528 5,200 5,300

Gross margin % 72% 62% 60% 60% 60% 60%

Administration expenses (8,587) (8,696) (6,713) (5,618) (4,300) (4,300)

Other operating income 322 224 295 194 200 200

Operating profit before non-recurring costs 2,279 1,135 1,068 104 1,100 1,200

Non-recurring costs 0 (391) 0 (289) 0 0

Operating profit/(loss) 2,279 744 1,068 (185) 1,100 1,200

Finance income 215 36 0 0 0 0

Finance costs (55) (18) (28) (40) (35) (25)

Profit/(loss) before tax 2,439 762 1,040 (225) 1,065 1,175

Adjusted profit/(loss) before tax - attributable to
shareholders

2,619 622 1,007 216 1,045 1,155

Tax (648) (166) (197) (44) (220) (250)

Profit/(loss) after tax - continuing
operations

1,791 596 843 (269) 845 925

Other comprehensive income

Foreign exchange difference on translation of
foreign operations

(51) (28) (39) 104 21 0

Total comprehensive income for the period 1,740 568 825 (708) 866 925

Profit/(loss) attributable to:

Owners of the company 1,971 456 831 (660) 851 925

Non-controlling interests (180) 140 33 (152) (6) 0

1,791 596 864 (812) 845 925

Weighted average shares in issue (basic) k 19,492 19,520 19,520 19,520 19,520 19,520

Employee share options k 2,453 2,188 1,850 1,649 1,858 1,858

Weighted average shares in issue (diluted) 21,945 21,708 21,370 21,169 21,378 21,378

EPS basic, p 10.11 2.34 4.26 (3.38) 4.36 4.74

EPS diluted, p 8.98 2.10 3.89 (3.12) 3.98 4.33

Dividend per share, p 4.10 2.00 2.20 0.00 1.00 1.00

Dividend cover 2.19x 1.05x 1.77x 3.98x 4.33x

Source: Company historic, ED estimates
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Balance sheet
Year end 31 December, £’000s 2013 2014 2015 2016 2017e 2018e

Non-current assets

Goodwill 8,225 8,225 8,225 8,225 8,225 8,225

Other intangible assets 7 18 17 21 13 8

Property, plant & equipment 1,590 1,374 1,625 1,558 1,433 1,383

9,822 9,617 9,867 9,804 9,671 9,616

Current assets

Trade & other receivables 5,137 4,221 4,205 3,350 3,100 3,200

Cash & cash equivalents 2,088 2,115 1,723 1,584 2,466 3,251

7,225 6,336 5,928 4,934 5,566 6,451

Total assets 17,047 15,953 15,795 14,738 15,237 16,067

Current liabilities

Trade & other payables (6,260) (5,835) (4,506) (4,266) (4,150) (4,350)

Current tax payable (562) 170 (18) 146 50 50

Other borrowings (205) (250) (250) (1,000) 0 0

(7,027) (5,915) (4,774) (5,120) (4,100) (4,300)

Non-current liabilities

Deferred tax liabilities (10) (10) (58) (90) (164) (170)

Long term loan 0 (250) (750) (200) (800) (700)

(10) (260) (808) (290) (964) (870)

Total liabilities (7,037) (6,175) (5,582) (5,410) (5,064) (5,170)

Net assets 10,010 9,778 10,213 9,328 10,173 10,897

Equity

Share capital 195 195 195 195 195 195

Share premium 4,868 4,868 4,868 4,868 4,868 4,868

Special reserve 233 233 233 233 233 233

Retained earnings 4,717 4,345 4,747 3,762 4,613 5,538

Equity attributable to owners of the
Company

10,013 9,641 10,043 9,058 9,909 10,834

Non-controlling interest (3) 137 170 270 264 263

Total equity 10,010 9,778 10,213 9,328 10,173 11,097

Source: Company historic, ED estimates
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Cash flows
Year end 31 December, £’000s 2013 2014 2015 2016 2017e 2018e

Cash flows from operating activities

Cash (outflow)/inflow from operations 2,499 1,687 192 335 1,517 1,605

Interest paid (55) (18) (28) (40) (35) (25)

Taxation (375) (898) 39 128 (200) (250)

Net cash inflow/(outflow) from operating activities 2,069 771 203 423 1,282 1,330

Cash flows from investing activities 0 0 0 0 0 0

Interest received 215 36 0 0 0 0

Purchase of intangible assets (1) (30) (15) (25) 0 0

Purchase of property, plant & equipment (592) (245) (690) (308) (200) (250)

Net cash outflow from investing activities (378) (239) (705) (333) (200) (250)

Cash flows from financing activities

Proceeds from issue of shares 39 0 0 0 0 0

Funding costs on acquisition of subsidiary net of
cash received

0 0 0 0 0 0

Repayment of bank loan (480) (205) 0 0 0 0

Bank facility received/(repaid) (500) 500 500 200 (200) (100)

Dividends paid (681) (800) (390) (429) 0 (195)

Net cash outflow from financing activities (1,622) (505) 110 (229) (200) (295)

(Decrease)/increase in cash and cash equivalents 69 27 (392) (139) 882 785

Cash at beginning of period 2,019 2,088 2,115 1,723 1,584 2,466

Cash at end of period 2,088 2,115 1,723 1,584 2,466 3,251

Reconciliation of operating profit to net cash flow from operating activities

Operating profit 2,279 744 1,068 (185) 1,100 1,200

Amortisation of intangible assets 14 19 16 16 8 5

Depreciation of property, plant & equipment 364 461 439 328 325 300

Effect of foreign exchange rate moves (51) (28) (39) 104 0 0

(Increase)/decrease in receivables (1,298) 916 16 855 350 200

Increase/(decrease) in payables 1,191 (425) (1,329) (240) (266) (100)

Cash flow from operating activities 2,499 1,687 192 335 1,517 1,605

Source: Company historic, ED estimates
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Equity Development Limited is regulated by the Financial Conduct Authority

Equity Development Limited (‘ED’) is retained to act as financial adviser for various clients, some or all of whom may now or in
the future have an interest in the contents of this document and/or in the Company. In the preparation of this report ED has
taken professional efforts to ensure that the facts stated herein are clear, fair and not misleading, but make no guarantee as
to the accuracy or completeness of the information or opinions contained herein.

This document has not been approved for the purposes of Section 21(2) of the Financial Services & Markets Act 2000 of the
United Kingdom (‘FSMA’). Any person who is not a relevant person under this section should not act or rely on this document
or any of its contents.  Research on its client companies produced and distributed by ED is normally commissioned and paid for
by those companies themselves (‘issuer financed research’) and as such is not deemed to be independent, as defined by the
FCA, but is ‘objective’ in that the authors are stating their own opinions. This document is prepared for clients under UK law.
In the UK, companies quoted on AIM are subject to lighter due diligence than shares quoted on the main market and are
therefore more likely to carry a higher degree of risk than main market companies.

This report is being provided to relevant persons by ED to provide background information about SpaceandPeople plc. This
document does not constitute, nor form part of, and should not be construed as, any offer for sale or purchase of (or solicitation
of, or invitation to make any offer to buy or sell) any Securities (which may rise and fall in value). Nor shall it, or any part of
it, form the basis of, or be relied on in connection with, any contract or commitment whatsoever. Self-certification by investors
can be completed free of charge at www.fisma.org

ED may in the future provide, or may have in the past provided, investment banking services to the Company. ED, its Directors
or persons connected may have in the future, or have had in the past, a material investment in the Company.

More information is available on our website

www.equitydevelopment.co.uk

Equity Development, 15 Eldon Street, London, EC2M 7LD. Contact: info@equitydevelopment.co.uk 0207 065 2690


