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Misys and the biggest deal ever
On 5th Sep. 97, Misys announcedan agreed $923m/
£566m bid for Medic. Misys shares had been riding at

their all time high ofjust over £16 but initially fell by 10%,

wiping about £140m off Misys’ market value.
We were quoted extensively in the media, including the
FT and The Times, saying that we were

"f/abbergasted...this could be one bite too many forMisys".

These views prompted our biggest "mailbag" - from
anonymous hate mail, through reasoned argument to
messages of outright support.
About Medic
Medic was founded by CEO John McConnell in 1982. He

sold it in 1985 after which it changed hands a number of

times before McConnell bought it back from Black &

Decker in 1990 and went for a NASDAQ IPO in 1992.
Medic is one of the top five suppliers of software to doctors

and other healthcare providers in the US. Medic has

>10,000 systems installed in the US serving 50,000

doctors.
To 31 st Dec. 96, Medic reported PBT of $38.9m on

revenues of $191.8m. Medic's shares had hit a high of
$48 in mid 1996 but plunged to $12.75 in Mar. 97 on a 01
profits warning due to lower than expected sales of Medic

Vision. This new product sells for c$tm compared with
Medic‘s previous product Medic PM which sold forc$30K.

Medic’s results for the six months to 30th Jun. 97 showed

revenues up 22% at $1 08m but PBT down 11% at $15.7m.

About the deal
After the profits warning McConnell says “there were lots

of people buzzing around looking for a fire sale price”. it

is suggested that HBO & Co. put in a bid "close to $3 ”

but the Misys cash bid at $35 per share won.

Misys is to raise £321 m in a 2-for-7 rights issue at £13.50

(there was a 88.5% take~up) plus new loans.

McConnell and other executives will be selling theirshares

and pocketing around £50m. They will be offered "golden

handcuffs”worth c214m to stay for three years. Ann Gallo

of Alex Brown said "I just think the management was fed

up with dealing with the Street on a quarterly basis. They

are going to continue to see a lot of quarter/y volatility“.

One of the e-mails we received suggested that we put

forward an argued case for and against the deal. We are

delighted to oblige:-
The case for Misys and the deal

v the healthcare IT market in the US is worth $12b and is

growing at over 25% pa. As such, it fits with Misys’

declared objective of becoming leaders in markets with

strong international or domestic growth potential. Misys

cites the success of this policy in financial services (e.g.

insurance and banking)
- Medic has other characteristics similar to the existing
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Misys business. Significant transaction processing
services (over a third of Medic's revenues), major portion
of revenues recurring (c52% in Medic's case), "strong and
predictable cash flow"and a fragmented market with scope
for consolidation.
0 the Medic deal will add "a new leg to the Misys business”
(about a third of Misys revenues will now come from
healthcare), will boost Misys‘ US revenues to nearly 50%
and will be "earnings enhancing in year two”.
0 "The much derided acquisition ofACTin 1995 has been
a clearsuccess. Itpropelled Misys into the booming market
for banking systems and the shares have soared from £4

to £16 in two years”. Source - FT 6th Sep. 97.
In other words, Misys and its management have a strong

record, have successfully done deals like this before and

now "deserve the benefit of the doubt”.
The case against Misys and the deal

- many observers question the strength of the US
healthcare market and point out its vulnerability and
unpredictability. Indeed, the move by Medic to high ticket
sales had increased the risks to the point where the current

management wished to sell out.
- Misys is paying $923m for a company valued on
NASDAQ as recently as Mar. 97 at $340m. The price
Misys is paying - five times revenues and a prospective
PlE of 28 - is higher than Misys' own current rating of
c3.e times rev and a prospective (FY98) PlE of 23.
Acquisitions are usually for much Iowerrelative valuations
than the purchaser.

- McConnell's (and his executives') decision not to take
Misys shares fuels fears that they will not be around for
long.

- our research shows that those companies which “stick
to the knitting" do best. l.e. "We are strong in accounting
systems in France...we will do the same in German" (the
Sage model) or “we are a strong professional services
player in the UK so will be extending our UK offerings to
cover applications management” (the FI. Logica, etc.

model). But moving both into a completely new market in
a relatively new geography increases the risk to the point
where we are hard pressed to name any successes in
our sector so far.

- Misys would like you to believe that it has had a consistent
objective. The original insurance activities are seeing
reduced profits. The information systems activities - the
Misys objective in the late 19805/90 - are likewise
declining. Only three years ago Misys wanted into
education via FtM pic. We would strongly suggest that it
was the opportunistic Kapiti purchase in Apr. 94 - a year

before the ACT bid - which was the real bedrock for Misys

Continued on page two
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Continued from page one

current success in banking. Misys paid a modest 1 .3 times
revenues for Kapiti.

- Misys’ share price performance depends greatly on the
base date chosen. Since the USM float in 1987 or the
460p high in 1989 (when Misys did many of its
acquisitions) the performance looks mediocre compared
with Capita, Sage, Parity or CMG.

- messages to us gave further examples of how Misys
uses acquisition accounting to boost its financial
performance. "Like a drug, keep taking them and you‘re
OK, stop and you're not”.

There are doubts over Misys' ability to grow businesses
organically overthe long term. Howiong before "booming
banking” goes the same way as insurance or information
systems?

How successful are the big deals?
The Misys /Medic deal tops the rankings of any acquisition
involving a UK SCSI company. However, we list below
only those where the UK company was the purchaser,
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1 1997 Misys Medic ESEGm 'Weltandsee'
2 1954 Pearson Software Toalwoiks
a 1995 Misys
4 1555 Plassey
5 1993 MDIS MBO

   

    

€310m
£195m
Etsnm
E120!“

Disaster
See text
Sold a year later lot small profit
Disaster

ICT
Hnskyns
MDIS   

You can draw any conclusion you wish.

- "A significant number 0/ mega acquisitions turn into
disasters" » True

- “Misys has experience of such mega deals" — True
- "Paying over the odds costs you dear in the long run” -

True
- "Buying into completely new areas and markets leads
to disaster” - True.
Statement - As we have declared on many times. Richard

Holway has been a shareholder in Misys since both 808
Software and TIS were acquired in the 19803. At least we

can not be accused of talking Misys up for our own gain!

Services boosts Computacenter' to£1_ billion
Computacenter seems weil set to become thefirst UK-_'
owned {T company to break the £1 billion revenue barrier.
in 1997. Computacenter increased PBT by 30% to
£24.3m in the six months to sothdun; 97.50K revenue
growth was up 36% to,£514rn. computacenter France
added a further-£44.4m - up 50%. ' v » ‘ ' : '

Services are now claimed to account for c20_% ofthe total
i.e. c£110mandgrew by over 50% in the half. If this is the
case, with services revenue at well over an annualised
£200m in FY97. Computacentershould appearinourTop
15 SCSI suppliers in the UK in 1997. They took on' over
500 people in the first half to end 002,600. A further
increase of c400 is expected by the end of theyear.

DRS Data - just in profit now but...
DRS (optical mark reading software) has made a profit at
last - albeit just £43K (loss £363K last time) - in the 28
week period to 11th Jul. 97. Revenue increased 46% to
£4.3m. Their main market was schools but that has
evaporated so they have now moved more into local
government. But the Chairman’s statement is far from
encouraging with “the level of improvement for the full
year is unlikely to match that shown for the first half".
A new issue at 110p in Apr. 94, the share price
performance has been a disaster. They ended Sep. on
26p - a discount of 76% to the original issue price.
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A rush of new issues

IS Solutions
ls Solutions is a systems developer, FM and enterprise
management operation. Recently they have started
building internet sites where revenues have jumped from
just 6% of revenues in 1996 to 32% in H197. 1996
revenues were static at £7.6m but PBT shot up from £38K
to £219K. H197 showed revenue of 24m but PBT of

£247K. The AIM placing this month of some 31% of the

equity at 134p valued them at £6.39m. Gross proceeds
were c£2m with a net £640K receivable by the company.

The additional money raised is ’to provide additional

working capital as well as for selected strategic

acquisitions” according to MD John Lythall.

The shares ended Sept. little changed on 136p.

Computerland
We had considered not covering Computerland until we

learnt oftheir claim that 50% of the £18m annual revenues

came from services. The rest comes from sales of PC

hardware to mainly small/medium customers. PBT was

£586K to 30th Apr. 97 - i.e. a 03% margin and close to

what you would expect from a PC dealer. .
Anyway, they had a very successful AIM launch this month.
raising £1 .5m at 100p, valued them at 26m. Shares rose
by 47% to end Sep. on 147p.

Science Systems
Science Systems is a long established systems
developer with its roots in European Space Agency work.

They have now expanded to embrace accounting software

(Harrods and HMV are customers) and ticketing systems
(Railtrack). 20% of the equity has been placed at 129p
per share valuing the group at £21.9m. £900K was new
money with a further £4.5m for existing shareholders.
Science Systems made PBT of £1.5m on revenues of
£15m in 1996.
Shares were received well ending Sep. up 19% on 153p.

NSB Retail Systems
NSB provide software, consultancy and outsourcing for

the retail sector and was formed as recently as 1995.
Growth has been impressive with revenues of £2.2m and
PBT of £296K in 1996 which has grown to £1.55m and
PBT of £454K in the six months to 30th Jun. 97 - an
impressive 30% margin.
The AIM listing at 115p will raise £4.0m (£1.5m new
money) and value NSB at £11.2m. Dealings commence
7th Oct, 97.

Note: We were particularly impressed with the list of NEDS
attracted to such a small company. These include Alan
Vickery. Chairman of JBA.

Aran Software
Aran (software tools/MIS software) is also to float on AIM
in Oct. valuing the company at £15m. Aran made a loss

of £400K on revenues of £2.6m in the year to 3151 Mar.
97. Howeverthis was afler£1 .1 m had been spent 0" R8“)-
The FY98 revenue estimate is £4.2m with a small Profit
of £18K.

Workplace Technologies
Workplace Technologies (network cabling 816.) was a
(BL-backed MBO from ICL in Sept. 95, together with
Workplace Management (property services - sold to
Chestertons in Aug. 96). W1“ is to go for a main market
float expected to value them at £45m. WT had revenues

of £52m andprofits of £2.5m in 1996.  October 1997



I In the Q&As at a recent conference, we were accused of influencing the events on which we
reported. “You tell us that lTservices is the place to be, we invest, share prices go up, you say
"Look, I told you 50"". We were at a loss for words. We had never considered we had anything

like that intluence...indeed, we still don’t believe we do. Logica is another example. “Has the analyst

actually influenced events?" Since Martin Read took over the helm in 1993 we have met for “robust”
conversations every six months. Regardless of the arguments, we think we can claim a mutual respect. There are also
echoes of the discussions in many of the things that Logica has done. So can we claim any credit?
Regardless, the chart chronicles the

progress made under Read's stewardship. Logica plc

For the third successive year (i.e. since The Martin Read Years
Read's appointment) revenues and Relative to Martin Read
earnings were at record levels. "Logica has ‘°"“"9 '" “mm
made significant progress in implementing
its strategy” and in particular "Logica has
undergone a major shift in geographical
and vertical market balance through

organic growth and acquisition". In the year
ending 30th Jun. 97 revenues rose 19%

to £338.5m, PET was up 14% to £28.1m
with EPS also up 14%. If constant
exchange rates are used, order intake rose

31%, revenue was up 25% and PST by
. 20%. Logica is strongly cash generative

and had over £23.5m in the bank at the m mm m m
FY end to fund further acquisitions. sw- pnu -- mum m one at Sam-mm
So, OK..soIid results. But, in view of the

booming market conditions, we had expected rather better.

But Read had warned us in June of the effects of the strength of Sterling and the difficulties of recruiting IT staff. The
market reacted in its usual knee-jerk manner and the shares dived from c211 to c£7 writing c£230m off Logica's value.
Logica‘s revenues from Continental European were up overall by 59% at £98m (and now represents a third of the total).
But if acquisition revenue is excluded, the rise is a much more modest 15%. Logica purchased French Axlme lngénierie

in Dec. 96 for the bargain price (in our opinion) of £19.7m. Axime had c£41m revenue in Europe in 1996. Logica also
purchased Irish Aldiscon (telecomms products) for £51m at the end of July this year so no figures for Aldiscon are
Lolca _ FY 9-, mOlrom , , included in the FY97 results.

United K' dom . . .
Cominenltr: Europe UK growth was only 11% in the
Nonh America ' ‘ ' ' ' year to £181m but “growth in the

‘ ' ' ' ' UK was 16% in the second half".
Even so, this was less than the

market average. Revenues in
North America were down 6% at £35.5m - as anticipated by Read earlier in the year - "due to the strength of sterling”.
Revenues in Asia Pacific/Middle East were up only 7% at £24m again, no doubt, due to exchange rates.

. As far as operating profits and margins are concerned, all areas increased profits with North America the "star" with a 92%
rise to £2.4m. UK profits rose a below average 10% and. it acquisitions in Europe are excluded, growth here was minimal.

Logica again failed to break the 10% margin barrier anywhere in the world and in tact margins in the UK (9.6%) and
Europe 7.1% (excl. acquisitions a higher 6.4%) actually fell. Margins in the US more than doubled to a much more
respectable 6.8% but even so, total overall margins fell very slightly to 82%. One day we hope to report that Logica has
achieved the 10% figure that we at one time believed possible.
The fast growing telecomms sector was the _star performer with a 65% rise to £51 m (15% of the total) and this proportion
will increase once the Aldiscon figures are included next year. We understand that Logica have also obtained a 26m

Malaysian mobile phone billing contract which will further boost the

  

Logica sector. Finance, Logica's traditional strength, grew only 13% to £109m
“"9"” “‘1 Gmngy c'ifl" 5m" ' (32% of the total), well below Energy (+43% to £50m) and Industry

(+21% to £48m). Only the Defence and Transport sectors fell (by 5%

“mum mm...” and 12% respectively).
n " Logica has reported its mix of T&M/iixed price contracts for many years.

“"73: ‘2“ _ Analysts are scared of fixed price contract overruns which had dogged
Logica in the past. This year (largely unreponed) Logica has reduced
such fixed pricefrom 60% to just 40%...congratulations!
When Logica announced earlier this year that it hoped to recruit some
350 new graduates, we (and others) voiced some scepticism as
competition is fierce and salaries are rising fast. But Read has now

ru-wxmw- assured us that most of these 350 have already been signed up. Overall
W global staff numbers are up 34% to 5.500. Logica now operates in 22

different countries

Analysts are now forecasting a PET of c£38m. The present PlE of 27
is now about average for the sector,
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First reversal for Macro 4
Macro 4 (system software for IBM mainframes) may not
have had an EPS reversal for 10 years but their

performance has been so boring, that even we could not
face giving them a System House Boring Award. They
can’t get one now anyway. The results for the year to
30th Jun. 97 show the first reversal on record. Revenue
fell 7% to £23.4m, PBT dropped 15% to £10.3m with EPS
down 10%. Cash in hand has fallen to just under £12m
from £17m last year mainly due to the (in our previously
stated view, ill-advised) share repurchase programme
effected in Nov. 96.
Macro 4 has always been top of the UK quoted company
profit margin lists since our records began in 1985. But
the 1997 margin of 43.9% is their lowest since 1991 (but
they will probably still be #1 this year!)
For years Macro 4 has been in decline. They missed so
many opportunities to use their cash to diversity in the
early 1 9905. They are now (with theirshareholders) paying
the price. Even as recently as March this year we headed
our reviewof them with the comment "Too much cash,

too little vision".

Chairman Terry Kelly blames "the strength of sterling and
investment in our new Unix market sector". But the
problems are much more deep seated. Even the

performance of their newer AS/4OOofferings “net of
cancellations has been disappointing this year”. The only
exceptions appearto have been in the UK and Germany.

Kelly is "cautious in predicting the current year's profit
outcome". We share his caution. All we can say is that
afterthe announcement of their results in 1993, the share
price was 663p. Even after spending substantial sums on
their share repurchase programme, the shares ended
Sept. on 335p. They have fallen 34% in the last twelve
months alone.

Boring Award?
How about a Clutching Defeat from the Jaws of Victory
Award? We give it to Macro 4.
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Staffware - best ever results
Staffware provides workflow automation software; a
market which is estimated to be growing by some 60%

’ per annum. They were floated on AIM at 225p in July 96
after announcing excellent FY95 figures. But in Jan. 97,
they issued a profit warning as US, earnings were lower
than anticipated with some orders falling into FY97. But

‘ '. the FY96 results, in the end, were good and the shares
recovered to around the flotation price.

Flesults for the six months ending 30th Jun. 97 were the
best ever. Revenue grew 90% to £7.7m, PBT increased
a massive 244% with EPS up over 700%.
The current success is due mainly to the launch of two
new products - Staffware 97 and Staffware Global -
followed by record sales in June. Evidently H2 is always
a better period so this augurs well for the whole year.
Despite the strength of sterling (loss of ESOOK due to
exchange rates), all geographic regions performed well.
Chairman Paul Fullagar said "the strong performance in
the first half is a powerful indicator of the growing and
considerable demand that exists for workflow products,
for which Staffware is a world leader”. A view evidently .

" shared by Microsoft (see p.6).
Not surprisingly the market liked the news and the shares
rose 5% to 280p in the month.
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Riva, Riva Recovery
Riva supplies software and systems to retailers. This used

to consist mainly of hardware where they found it

"increasingly difficult to sustain profitability”. Indeed they

plunged to a £890K loss in the first half of 1996.

Sensibly Riva decided to "refocus on soltware and
services”. These now represent around 50% of revenues
and has undoubtedly contributed to a return to profits of
£1 90K in the six months to 30th Jun, 97. Revenues were,
however, static at £32.7m (although would have grown

by 14% on constant exchange rates).

Although the improvement in H2 is not expected to be as
marked as in 1996 the “full year result will show an
improvement over previous years".

   October 1997
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From a high of 778p, VFl developer Superscape had sunk to a
low of just 56p. Flesulls to 31st July 97 show losses doubled to
26m on rev. down 20% at £3.1m. News that their 3D Internet
Browser would be available soon sent the shares up 22%.

6 October 1997

  

 
  

 

  

 

-System House_



   

  
Joel Jervis (formerly MD of the products division of4Front)

has joined with VC Cairnsford Associates to head a new

fund which will focus specifically on building an IT group.
They are looking at companies in the networking and SI
marketplace "and currently have a short-list of six and

expect to acquire at least two before the end of the yeaf’.
Ed - Have we heard this before?
Parity has acquired McCourt Consultants (IT

recruitment) for up to Earn. McCourt had revenues of

£2.2m and a PET of £260K in FY97.
Capita has acquired an (initial) 60% in quantity surveyor
and cost consultancy Tozer Gallagher for £3.96m plus
up to 22m more of profits to Mar. 2000. TG had 96
revenues of £22.5m. Capita have an option to buy the
remaining 40% for £2.64m after Apr. 98.
Andata has acquired Crystalclear Computer Services
for an undisclosed amount. Crystalclear is small and had
95 revenues (last filed) of only £437K and PET of 28K.
Evidently last month Andata acquired AI International.
Select Appointments has purchased US Aztec

Consulting Services for a max. of $7.2m (cE4.5m). Aztec
is an lT staff agency with 96 sales of $12.6m and PET of

$749K.

Depends how you tell them
We had a mutual commiseration session with a director
at IBM Global Services that media reports headlined the

poorpen‘ormance in hardware, software. maintenance etc.
whereas 26% growth in services hardly gets a mention.

So the headline "Oracle below expectations" dwelt on a

lacklustre 6% increase in “Oracle‘s core database
software" but spent rather less on the 96% growth in
applications or the 42% increase in services.
Oracle is fast becoming an applications and services
company. Are we alone in regarding this as a good move?

“I.

   

enough to reveal; beentathersmore son‘sistentiv'succe'ssiui

in 1992’already ) stilt halt the new issue: rice; ' *
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What price TPM?

4Front continues buying
NASDAQ quoted, but UK based, 4Front International
has acquired all the shares of Stratagem‘s maintenance
subsidiary Firstpoint for $6.1m (c£3.85m) including the
assumption of $1.4m inter—company debt. $3.9m has
already been paid, with the balance over the next 18
months. Firstpoint has a $19m maintenance contract base
which should more than double 4Front's hardware
maintenance revenues. The price seems very high
considering Firstpoint's loss of £374K in the first six
months. We had rather expected an M80 led by Jim
Stoddart who we are sure will officially be staying on

Granada MBO
We will, for once, assume you know the story thus far. (if
not, please e-mail us and we send the complete
background built up over the last ten years)

Finally Granada sold its "computer services arm" ( TPM

arm?) to an M80 for an amazingly high £89m + an £8m
intercompany dividend. GCS says it had operating profits

of £8.7m on revenues of £133.5m in the yearto 30th Sept.

“CVC (i.e. Citicorp) is investing in excess of £30m, with
further equity being funded by management. Sociéte’
Genera/e is arranging senior debt facilities". The MBO
team will have about 15% of the equity.
Comment We really got this one wrong! Firstly our main
contact was ex-Compel Gordon Towell. We thought he
was behind the MEG. But no. He will retreat to the
backwaters of Granada as the M30 was led by MD
_Fiichard Ferre. And then we got the price wrong (we
expected £20m!) and also the validity of the H-P
counterbid. ("The MBO team had exclusivity at the time of
the H-P approach anyway”) . Or did we?

 

Computer Sciences (C_S_C) Qt 97 results'shovrrevenueiup

g revenue was up 27% at $605m with European revenue also

 

v . . ,V . Trace aha only'consisten‘t feature is their ability to annoy ,
Trace Computers as a ducted‘SCSI companygis asfoldas’: system House. system House has, we are big-headed

g g H I I ‘ in its perfonhanc'e'. Herewe all are 8 years afterthe float,
with'y'e‘t anotherprofits revitlal (to ameteithird ot’the 1990 leveliand a share price (even allowing torthe 93% increase

avenues were down. _1_6%fai£1_7t27’ and a PET oti£685l< (toss astaggering £5.1m in FY96) were
. . no, 3.1 st Majy"9'7; What'real'y incensed us, thoughlwas new (w'ell, brought o'ut'ot retirement after35 .

years at Unisys) Chairman John Perry's "boast that this was "our beet performance since 1989/90, the year'ol our
floatiThough true-we cannot tell you how much thatannoys' us! ' ‘ I »
Anyway. the revenue {eductionswe’re exacerbated by the disposals of Proteus and Wordtlow but organic revenue
growth from continuing operations was pretty slim anyway. The profits "recovery" seems to have come mainly from
cost redL'ictio‘ns; Perry says “the tandamehtalstrucwrebf the group is correct and we have no plans to make further

in...” (sun)

 

14% to $1.49 billion-with net income up‘ 16%to sszsm. us

up 27% at$381m. . .»
fl

disposals”. But the problem with Trace is that
it is still involved in too many niche markets —
property, reinsurance. financiai,,HR, bespoke
development. Trace Financial and l‘magingl
Worktlow are still tosssmaking. Perry admits
"disappointment with the levels of return from
our high levels of R&D investment”.
The balance sheet stillshows a net liability (of

nearly £500K). Not that much to show tor eight
years as a listed company and certainly
nothing to boast about.
One of the reasons forthe share price increase
this year has, of course, been canny investor

Mike Tilbrook of MMT Computing taking a
7%+ stake.  ,4— System House _
  



 

INSTEM - boring/y consistent
INSTEM (computer control systems for power stations,
water boards etc.) has announced another set of

' consistent, but notoverly exciting, results for the six
months to 27th Jun. 97. Revenue rose 5% to £11.3m, PBT
increased 34% to £538K with EPS up 33%, INSTEM
operates with three Divisions. lnstem Electronics
"continues to meet its growth targets”, lnstem Computer
Systems "received substantial orders during the first half”
but these will not be reflected in deliveries until 1998 and

V lnstem-Apolcco "received key orders but overall its
financial performance was disappointing". According to
Chairman & CEO David Gare, “the company has broadly
achieved its overall business objectives".
US Harnischfeger acquired a 35% stake in INSTEM in
1995 when they bought Dobson Park Industries (which
then owned 35%). We have long expected them to take
control but so far there has been no developments.
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Analysts h 6de upgraded
V'yearb'y abet) (fete 236.6111 . V
swings back ' MG’s favour, -e_v
conservative fore
share'ptice Continued its mete
ii'fcre'aseotl 2%310 end semen
wasai newjfloat in Dec: 95 at a
pitce'is therefore'up aversion i
Perhaps this phenomenal rise“ can?
attributed to CMG's policy of Widevsta
with average value now ~‘weidndersta'nd
:emptoye‘e, CMG has atso intensively
‘ (paid :a‘ir farestoiattend interview ‘

  

  

  

V . ‘éfp'ré'i Ube-SZ . . . .. . .
Flomerics 'ncreases losses

V , V V .H V , w, .1 5 Flomerics (software to predict fluid flow and heattranster)
I°Ye's"'sta“'”"mmmmeassbi’a was a new issue on AIM in Dec. 95 at 130p. The FY96
5“ m°nthsit° 0"” 4300' ' v ' v ' results were goodbut the interims are not. "Traditional/ya
Pegasus - solid at the interim stage high proportion of licence renewals occurs at the end of .
Last year, Pegasus (financial accounting software) was the year'. Quite why this ShOUid be is a little difficult to

the subject of an unsolicited bid from Sage. But this all fathom.
came to nought (we thought (his was probably a good However at the interim stage for the six months to 30th

thing as far as Sage was concerned). The FY96 results Jun- 97, FGVGHUG rose 9% to £23m (i3m UP 17% 0"
for Pegasus were good butthese was followed by even constant GXChange rates) and losses increased from
better interims for the six months to 30m Jun. 97. Revenue £155K to £416K- -
rose 49% to £5.6m including revenue from their new CSM Anyway Chairman DaVid Mann 8688 “GEE/lentPI’OSF'EGY-s
acquisition (Mar, 97 for £5.7m) of £928K_ pBT went up fora return to strong growth in revenues and earnings in
590/010 £a1oK with 323 up amassive 97%, Even if CSM 1998 and beyonrf. But what about 1997? The share price

figures are excluded, organic revenue growth was 24%. rose this moniht01309 - but this was “19 new issue Price
“A solid performance” according to CEO Jonathan VbaCkin1995;
Hubbard-Ford. jV
With recurrent revenues now some 34% of the total, a g e pg
21% increase in sales of their flagship product, Opera, .month.3l-le hadiust I i a _
and continual updating of all products, the future now looks Wilibe‘ lower {harm 1997"btit tore
much brighter for Pegasus. Indeed even after the cash .Withapedi reeat
outlay of £3.8m for CSM, they ended the half with £2.24m to the 'Vef ' s.
cash in the bank. And this has been further increased with fundamentalslikehigh.
a £1 m plus interest tax refund in respect of tax previously olt‘the'exlstln'g busih
paid. This was due on the disposal of a subsidiary and at the signifi“ ' '
has now been "reinvested" in CSM. have use th
The shares ended Sep. on 270p, down 6% in the month ‘ '
and still well below the Sage bid price of 475p.

_System House
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Further recovery for SCSI Index In the month when the I-‘I'SE100
broke the 5200 barrier with a 7.7% rise, our SCSI Index followed suit with
a 4.8% rise. But we should point out that the FI’SE is now up 27% in 1997
compared to a rather modest 6.8% rise in our index. The AIM and FI'SE Mnnmwwimn
Small Cap. lndices have done even worse. m 1:13-1:35:

Eidos (computer games) led the increases with a 73% rise. Diagonal, Emmi-n";
Compel and Phonelink all rose 27% and joined 10 companies whose meuuanm
share price rose by >10% in Sept. Intelligent Environments fell 33% miflfl:
(see p10) followed by a 17% fall at Recognition Systems. $531333:
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_Share Price capitalisation Historic CSI Index %move
29/9/97 2 29/9/97 Em PIE CaJRe 29/9/97 since 23/3197

£318.00!“ 1 8071.76
£14.10m 979.17
234.00!“ 11 1 6.67

£106.90rn 263.16
£197.00!“ 2413.04
246.80!" 1410.00

£552.80m 26036.04

  

 

% move
In 1997

  
sinus 28/3/97  

    
    
   
  
  
   

  
  
   
   
    
  
   
    
  
  
   
   
    

   
   
   
   
    
   
     

    

    

    

    
     

     
    
   
   
    
   

      

       
   
   
    
    
   

  
   

 

   

   

   

  

 

   
   

  
   

  
  
   

   

  
    

 

   

   

  

   

 

    
       
  
  
   

  
  
      
   
  
   
    
  
  
   
   
    
   
   
   
   
       
     

    

    

        
     

     
    
   
       
   

      

       
   
   
    
    
   

  
   

 

   

   

   

  

 

   

   

  
   

  
  
   

   

  
    

 

   

   

  

   
  

   
   
   
  
  
  

 

  
  
   
   
    
  
  
   
  
  
   
   
   
  
   
   
   
   
   
    

   

   

   
   
    

   
   
  
   
   
  

    
  
  

 

  
   

  
  
  

  

  

       
    
   
  
  
   

  
  
   
   
    
  
   
    
  
  
   
   
    

   
   
   
   
    
   
    
    
     

   
     
     

     
    
   
   
   
    
     
    

   
   
    
   
    
  
  
  

   

   

   

   

  
  
   

  
   

  
  
   

   

  
    

 

   

   

  
  

  

36.99%
-1 5.77%

1 1 .67‘71:

23.29%
-2.20%
10.37%
75.40%

220.5070
£2.20m
£2.20m

£1 3. 1 or"
£0.00!"
£2.60m

254.50"!

6.95%
-1 .67%
5.68%

1 3.92%
0.00%
6.42%
6.44%

Admiral
AFA Systems

  
   

   

 

  
  

 

  

 

  
   

   

   

  
     
  
   
  

 

     

  
  
  
   
   

  
    

   
   

   

 

228.7011! 861 .90 0.00% >63.80% £0.00”!
£7.58m 1138.89 5.13% 22.75% £0.37m

Chemical Design £13.90!“ 1909.09 23.53% 44.53% £2.80!“
cllnloal Computing £10.00m 322.58 23.08% 33.33% £1.84m

5947.10”! 5094.83 2.07% 75.59% 219.307“
£46.30m 705.51 8.47% 54.58% €3.60!“

  
   
   
   

  
   
   
   
   
   
   
   
   
   
    
    

  
    
  
   
   
  

      
  

 

  

   
  

 

£63.80m 2068.00 27.03% 46.46% :1 5.90m
£16.60m 1157.59 0.00% 15.77% £0.00m

£364.50m 3011.11 8.62% 8.40% £31.00m
£57.00m 4725.00 3.33% 5.00% £3.60m

Delphl Group 2203.00111 2890.95 209% «1.10% -23.60m
£86.30!“

£19.80m
£5.89m

£1 1 3.40m

£17.70m
£136.90m
21 86.40!“

£3.38m

£18.40"!
-£O.90m
-E1 .21 m
£1 2.1 cm
£3.30m

£57.90"!
21 7.70m
£0.39m

1 694.55
1 1 1 2.50
236.36

1800.00
2066.75
5100.00
2670.21
1 000.00

27.15%
-4.30%

-1 1 36%
11.86%
22.73%

73.25%
10.48%

13.04%

69.4570

48.09%

6.12%
45.59%:

-2.17%
12.1 1%
10.35%

{19.53%

Diagonal
Dlvlslon Group
DRS Data 5 Research
Druid
EDP
Eldos
Fl 610W
Flomarlcs
Gresham Computing £9.97m 327.96 —11.59% -41.90% -£1.33m

Harvey Nash €60.60!" 1 242.56 0.93% 24.29% £0.50m
Highams Systems £10.70m 1666.67 >4.00°/u 42.09% -£O.40m

Illon (was Persona) 250-90"! 2015.63 -1 0.29% 4.37% -£9.30m
INSTEM £9.63m 2050.00 24.24% 41.33% £1.85m
Intelligent Envlranmants £5160m 255.96 443.33% 451.54% {2.80711
JBA Holdings £31330"! 5359.38 1.16% 51.79% £3.60m
Kalamazoo 234.30"! 2205.71 0.00% 25.50% £10.90m
szlll £71.20m 2199.80 -S.OB% 6.30% >24.oom
Loglca £01 4.00m 2301.37 8.67% 655% £38.30m
London Bridge £106.90m 1842.50 1 0.49% 54.25% £10.20m
Loran 553.90!“ 3150.00 2.44% ~6.25% £1 .30m

£1 04.10m
£53.30m
£68.00m

£207.30!“
£81 .70m

£333.00m
£44.20m
£12.00m

£1 ,337.00m
£81.70m
£4.73"!

£30.20m
£95.90"!
£0.55"!
£5.51!"

£201 .40m
£239.30m
21 8.90!“

£20.50m

11 60%
- 91%
3.08%
5.07%
4.00%
5.62%

0.00%
3 39%

- .44%
5.53%
1.31%
1.82%
2.16%:

1 6.76%

12.35%
-31 53%
7.94%

1 B. 1 8%

122.94%
-25.67°/o
«56.49%
38.1 5%

-9.19%
4.19%
40.00%
27.53%
-76.32%
-77.78%
-21 .7796
25.76%
~27.B1 %

-30.33%

5:10.50!"
-£3.30m
£2.00m

£1 4.40m
23.10711

£17.70m
£0.00!"
£0.40m

>246.DOm
£5.10m
£0.06m
£0.50m
22.00111
-E0.06m
£0.00m
-E7.80m
E1 9.30m
-£1.1 om
£4.30m

Lynx Holdings 2525.00
378.97

1350.81
1 977.27

1 50.00

1 0446.86

476.50
371 .95

3837.06
3056.31
1033.33
4725.23
2486.54

30.00
126.21

3451 .25

3091 6.55
735.69
274. 1 9

 

   

  

                 

  

   

  

           

   

 

Mlcro Focus
Mlcrogen
Microvltec
Mlsys
MMT Computing
Monday
Moorepay
MSB International
OmnIMedle
On Demand
Ox'ord Molecular
Parity
Pegasus
Phonellnk
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Proteus £20.50!“ 3 446.43 . 0.00% -£2.80m
Quality Samara £30.60!“ 615.42 13.25% 15.20% 23.60"!
Had|us £1 2.50m 322.45 0.00% -29.37% £0.00m
Hans €11.00"! 173.08 5.08% -50.87% £0.60"!
HaalTlme Control £19.70m 5755.10 3.57% 21.29% £0.70m
Flabus £70.30!“ 863.64 10.14% 4.53% £6.50"!
Rocognnlon Systems £7.70m 2 407.14 517.39% -51.28% -£1.61m

  

  
  
  
  

  

 

Rm
RM
Rolls & Nolan
Homlac
Royalblua
Sage Group
Sanderson Electronics
535 Group

£10.40m
£147.70"!
245.601"
£5.07m

274.301"
£742.30"!
£44.30!"
£5.13m

£1.59m
£0.50m
£5.60m
20.1 Om
25.80771

-£27.60m
127.40er
20.1 4111

235.09

4742.86
4077.35

1 560.00
1 323.53

26423.05

1 642.55
1 1 45.00

1 7.54%
>0.30%
7.87%

2.09%
5.43%

43.55%
19.85%

1 .75%

42.55%

33.87%

-5.52%
21.12%
32.35%
29.62%
(15.67%
14.50%

  
  
  

  
  
  
  

  

 

   
    

 

SBITIH Group £1,489.00!“ 4072.33 -7.50% 15.35% 4:74.001"
Sherwood 228.com 2791.67 40.67% 71.79% {3.40m
Sklllsgroup £1 17.9010 650.22 0.00% -6.45% £0.00m

Spargo Consultlng 215.3001 1289.47 0.26% 45.51% £0.80"!
       

  
   

  

7.90%
179.37%

21.50!"
£1.32m

£32.50m
£7.22m

1244.44

414.14
4.67%

22.39%

Stemware
Suns rscape    

   

   
  

  

  Systems "115978186 £1 .47m . 95.65 0.00% -37.1 4% £0.00m
Total £6.11m . 1141.51 -3.20% 108.62% -£O.19m
Truce £9.72m 540.00 26.17% 92.86% 22.02!“
Tflnd £81.40!“ 1503.70 8.95% 16.23% £5.10m
Vega Group 228.70!“ 1528.69 -7.44% ~30.28% -£2.30I‘h

25.25"! 575.00 -2.78% -20.45% «20.15m
£24.50!" ~21 .00m

Nah: csl Index ml :1 1000 on15lh April 1969. Any new onrrmls to the Stock Exmanoa are allocated an Index 011000 based on the issue 015001716 CSI Index Is not weighted: a change in the
slum price 01 the largest company has me same enact u a similar change for me smallest company.

October 1997 9 __ System House __

2769.23 ~3.57% -6.90%
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Compel Group plc
Revenue and PET Record
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London Bridge does not fall down
London Bridge Software provides softwareand services
for credit risk management and is now one of the UK’s
leaders in this field. They were a new float in Mar. 97 at
200p - an initial valuation of £47m and a 24 PIE. At the
time we were far from enthusiastic as, amongst our other
doubts. was the PSFt of nearly 7.5 (more than double what
we would have expected). We were not alone in these views

as the Investors Chronicle headlined its review "London
Bridge is Falling Down”. But, so far at least, our doubts

seem groundless.

lnAugust this year, London Bridge acquired US RMS from
CheckFree Corp. for a maximum consideration of £20.1 m
funded mainly by a£16.2m, 4-for-17, rights issue at 308p.

Maiden results forthe six months to 30th Jun. 97 are nothing
less than sparkling. Revenue more than doubled to 24.1 m,
PBT went up 90% to £953K with basic EPS up 59%. And
this is afterthe balance of £237K of float costs and afurther
£224K costs of a new establishment in Singapore. Non-
UK revenues went from nil to £15m with UK revenue up

30% at £2.6m.

Gordon Crawford commented “Since flotation the group
has continued to expand... With HMS, we now enjoy the

same leading position in the US as the UK.... We have

made new licence sales in newmarkets.... We look fonivard
to continued growth in the second hall of the year as we
strengthen our market position worldwide”.

As we have said on many occasions, we are not a share
tip newsletter. Just as well really. The shares now stand at
369p - a premium of 85% to the new float price and well
above the recent rights issue price.

Note: At a recent lunch with ex-ACT Roger Foster we
reminded him that he sold Charterhouse (the forerunner of
London Bridge) to Crawford in 1993 for £1. It’s now "worth"
£107rn. It quite put him off his food.

_System House

  

10

Intelligent Environments - more losses expected
Intelligent Environments (products for Internet/Intranet
applications) has announced a loss of 22m (£35K profit
last time) on revenues upjust 2% to 22.1 m in the six months
to 30th Jun. 97. Mind you, if you quickly read the headlines
in the official press release, you would beforgiven if you
thought that revenue had increased 40% (they compared
to H296 and not H196).

Losses 'Were in line with expectations" after “significant
expenditure on Ft&D and marketing”.
The current strategy is "expected to enhance revenue
growth whilst losses are expected to reduce substantially
in H297. The Board has the objective of achieving month
on month profitability during 1998”.
Let’s hope so. IE shares ended Sep. on 25p, a substantial
discount of 73% to the Jun. 96 AIM issue price of 94p

1 Romte course-for rd . ' '.. ,. . _ no V I Frag

. . . 3 .35 announcedrevénue up 25% «
to‘£2.5m;butvboth operating profitadd PET werestatic at ‘
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DCS Group - new acquisition, excellent results but.... ..
DCS (systems for motor dealers. distribution and manufacturers) has announced revenues up 47% to £23.7m, PBT
up 75% at £2m with EPS up 59% for the six months to 30th Jun. 97.

Chairman Robin Lodge said “The outlook is good. Results for the first halfare extreme/y encouraging... The second
half has started well, with a strong order book and more opportunities for growth than at any time. We look forward to
reporting continued profitable growth at the year end”.

"Lodge has indicated to institutional investors that he plans to make 008 a £250m turnover group within three years,
compared with its turnover of£31m in 1996”. Source - Mail on Sunday 14th Sept. 97. Lodge was a little less forthcoming when
we met him this month. Certainly these kind of openly stated ambitions have a habit of backtiring.
But DCS did announce the acquisition of VHA Computers for £4.5m v part cash, part loan notes, part shares. VHA is
a systems integrator with 41 staff. 1997 revenue was £9.8m with PBT £889K. Lodge said "The acquisition will add

. desktop networking and systems integration skills as well as adding critical mass to the Group's outsourcing business".
The acquisition looks right and is in line with DCS's overall strategic growth plans
Lodge did admit that the resignation of MD Bob Williams in June had been somewhat mishandled. This had followed
on from the resignation of Flay Spence (due to "irreconcilable differences’) in Apr. 96. As they say “to lose one CEO is
unfortunate, to lose two is ”. 008 shares had dived by £1 as a result. "Gross overreaction.. a total misreading by the
market” Lodge said. But it was only recently that we learnt that Williams had departed due to ill-health but had wanted
to keep that quiet at the time. We now feel sorry for acting COO RobertArrowsmith who clearly wants the CEO role but
has to await the trawl of suitable external candidates. The longerthe position is vacant, the more demoralised Arrowsmith
(also FD) will become - especially if he does not get the job.
Anyway, the results and bullish newspaper reviews boosted the DCS share price by 6% this month to end Sep. on
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res forms six monthsie'ndirig 30th Jun. 97‘ wereexoellent. Revenue rose 31% to £560m, PET increased

' ' _ £26.2tr't With EPS'up» 24%. This strong first half performance came item a combination of organic growth and
(Italian Syntax (from Oiivetti)! Frenchfl'etis a‘n‘d BR Business Systems in the last year). Even without these
“and exchange rate fluctuations, organicgrowth Wa8'16°/o_. The stat was telecoms with a 91% inerease. UK
iped'by'BR) grew ass/a to 2235m, and France an impressive 50% (helped by Telis) to-E149m. am organic

. e was 'stilla very Satisfactory it% and demonstrates what our partners PAC in Paris have said that the
arketis recovering test from many years of recession. Outsourcing revenues grew 51%.to £232m with
273m. Pr'oducts're'venue' more thanidoubled to £55m. - ' ‘
tish’are' reorganisation canoerning the Parlbas holding, Selma is no longer classed as a bank in the US

_ e to expand its operations in the US. CEO Peter Bonelti said this is a ‘bhailenge we will vigorously
_. t ‘ me a truly globe/provider of lT services". . . »
Desplt _ _ _tntatirn figures, the share pri'cehas fallen 8% to 212.955) in the month. J
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Beyond the Millennium JBA “Very SBtISfZCtOTY"
A report from Ovum into EMU and Y2000 has come up JBA’s Chairman Alan Vickery described the results forthe

with the conclusion that there will be massive skill 5“ monthsm 30th Jun'97as ‘Ve’ysafiSfacm’V' Revenues
shortages in the short term and massive job losses once were up 33% “2881’” and the I985 heme tax was halved
the problems are sorted. Dennis Keeling from Ovum is "0:1 £245," to 21‘2"? Pmde l'cem revenues were up
predicting that the software development industry will 52% and. even/trading feg’o” Improved s”°”9.’y"-
decrease by at least half (and possibly two thirds) by 2006. As JBA '5 one Of only five System House Bonng Award

This is simi'sr to other ooomsdsv roooos rooomw- 3.1223323;.Ziéihfififé‘éifsll7.2.1}fo“2.722.952?
However, we know that many of our readers do not (do y '

. . . is one of those companies which always seems to make7 . wt .
"0! want ‘0‘ ) accept thls bel‘evmg that the general gm h all its profits in the second half (for some reason). Analysts
:m IT '5 .“"5.F°pPa‘?"?-. . ., _ _ are forecasting PBT of £5.2m for 1997 - up 35% on 1996.
I Ssmcéilan We were interested in JBA‘s success with their off shore

developments centres in Sri Lanka with additional staff
being recruited in Colombo which should bring the total to
over 100 in early 1998.
Accounting rules can damage your results

JBA had to change the way it accounted for its maintenance
revenues which caused the 1996 restated loss above. In
the longer term, of course, it becomes a benefit.
Some years ago JBA also decided to capitalise Fi&D on its
new toolset. We were alarmed and just might have had .
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ted by) hardware,
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sen/ice prov ers' and distribute Ideale‘rs with Significant

. added Value venue Fund-m gersseem to wante
‘ ‘FfSE-dlass: ica ionjust liketha ..,we'ar‘e open to offers, some effect on Vickery‘s decision to abandon this practice.

So no new intangibles added this time, but amortisation of

RegentAssowates - .Tgp m EuroPe the previous capitalised R&D depressed profits by £627K.
Regent are qK M&A Spec'ahsts and are now one of the Will we ever get to the time when we have a consistent set
(“3!”) compan'es that have be“.ef"ed from 2,1 S‘mng pound' ofaccounting rules that enables us to compare companies
This has helped UK companies to buy in Europe and one like_for_”ke basis?
Regent were involved as advisers in European deals with Acquisitions

3 tom Of 24. deals W'th,a Value Of £353m (£189m '” UK JBA consummated one of its first acquisitions this year -
and £164m '" Europe) '” the IT seem" for the year 1° Jun' French AS/400 distributor Presys. JBA is now looking for
97' further “bolt on” purchases with Scandinavia being a
Richard Holway is presenting again at the next annual aniculartarget
Regent Conference. Make a note in your diary for 29th Bring back the Oldies
Jan. 98. Further information can be obtained direct from Our suggestion‘ some “me back, that to solve the Y2K

Regent 9" 01784450000: , . . ” problem we should encourage some of the now 60 year
"we Sp”'? "9‘" have a, F99”? feature, 0" unmade". old (and therefore peacefully retired) COBOL programmers
’9 9"“!9-"5’33W9 do”)? 73"? {he Spacevthoughr' f ’ ' back to work, has draw many supporters. But we were

1' month MWPlhaft of intrigued with the report (Computergram 24th Sep. 97) that an

v-Consultine) -ha.5;.",93‘9n9.d (“923 (“$991.9 Wlm "3310!” old book has "re-entered"MacMillan's Top Ten this month
shareholderithofiufiefi T‘USL Despite the Win "1139‘! with advance copies of over 6,000 for the new edition. .
Revenue back payment; PA Seem-to be going Great QUflS- The title?... “Teach yourself COBOL in 21 days”.
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