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Cello's two parts add up to a very valuable whole
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Price:

£140.22 m

Market Cap:
The near 70% rise in the share price of Cello Group (LON:CLL) in the last year
suggests the market is finally tuning into its potential.

1 Year Share Price Graph

However, sensible analysis of the healthcare marketing specialist reveals this
may just be the start.
At eight times EBITDA (underlying earnings), the stock trades at a significant
discount to its US peers, which tend to change hands for upwards of 20 times
EBITDA, while deal multiples in the private sector can be even higher.
Before assessing Cello's future trajectory, it is probably worth taking a closer
look at what it actually does.

Share Information
It is essentially a business of two parts: Cello Health and Signal.

Code:
Listing:
52 week

The former, accounting for 50% of turnover and 65% of operating profit,
provides science-led market intelligence and advice for the pharmaceuticals
and biotechnology industries.
Chief executive Mark Scott puts the proposition very succinctly: "We gather lots
of primary data, put together and facilitate business.
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Pharma & Biotech

Website:

cellohealth.com

Company Synopsis:

"We are more than a market research business; we are a consultancy."

We are a global healthcare-focused
advisory group comprised of a set of
leading clinical, commercial advisory and
digital delivery capabilities. We currently
service 24 of the top 25 pharmaceutical
clients globally as well as a wide range of
biotech, diagnostics, devices and other key
non-healthcare
clients.

The unit is split primarily between the UK and US and included on its client
roster are some of the biggest names in the pharmaceuticals and
biotechnology industries.
Signal, meanwhile, is domestically focused and provides "web-centred
marketing solutions for big corporates" in the technology, gaming, retail,
consumer goods and charities sectors.
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Scott says the key to maintaining and building both businesses is careful
management of existing staff and recruitment of new human capital.
This is why Cello operates a John Lewis-style share scheme that helps motivate and retain employees and around 45%
of the equity is held by key workers and management.
"We run pretty conservatively and the focus is on maintaining the culture we have developed," says Scott.
"We have a stable client base. There are high entry barriers, and unless you really mess up the client tends to want to
keep on going.
"The challenge is finding and retaining good people. A lot of the battle is at the HR level."
Cello is something of a novelty for AIM in that it is profitable and pays a dividend.
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It will also be debt free by the end of the year assuming no debt funded acquisitions in the meantime.
A recent trading update revealed it is firing on all cylinders and "well ahead" of the same period last year.
Analysts estimate organic growth at around 10% a year, while the pharmaceutical sector is expanding at 4-5%.
The downside, is seems, is the investment community doesn't particularly understand what it does.
"There is also a lot of cynicism about people businesses like ours," Scott adds.
This begs the question: why not list Cello in the US where there is a greater understanding and liking of its business
model?
The simple answer is with a market capitalisation of £76mln it is just too small to join the NASDAQ technology
exchange.
The entry level is £146mln, or US$250mln – which gives the group something to aim at.
As the share price rise reveals, investors here in the UK are starting to warm to Cello.
The group has a strong track record for organic growth, but it has in the past augmented this with bolt-on acquisitions.
Cello has a £26mln debt facility, though Scott and the team are in no rush to spend this.
And when they do, there are a few simple but effective rules they adhere to.
"We are cautious and careful, don't want to overpay and definitely don't want ballooning deferred payments," the Cello
CEO explains.
"We definitely want to avoid dilution. We don't want to issue shares unless it is at a very juicy price."
Broker Cenkos is predicting the group will post adjusted EBITDA of £11.7mln this year, up from £10.5mln, rising to
£12.3mln in 2015.
It points out Cello currently trades on 11 times full-year earnings, falling to 10.5 times the following year.
"With strong momentum in both Health and Signal businesses going into a historically slightly second-half weighted
business; an increasingly supportive economic environment for marketing; and potential for growth to be seen from
previous start-up initiatives and recent acquisitions, we believe current pricing does not adequately reflect the
opportunities that lie ahead for Cello," Cenkos says.
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No investment advice
The Company is a publisher. You understand and agree that no content published on the Site constitutes a recommendation that any particular security,
portfolio of securities, transaction, or investment strategy is suitable or advisable for any specific person. You understand that the Content on the Site is
provided for information purposes only, and none of the information contained on the Site constitutes an offer, solicitation or recommendation to buy or sell a
security. You understand that the Company receives either monetary or securities compensation for our services. We stand to benefit from any volume which
any Content on the Site may generate.
You further understand that none of the information providers or their affiliates will advise you personally concerning the nature, potential, advisability,
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value, suitability or profitability of any particular security, portfolio of securities, transaction, investment, investment strategy, or other matter.
You understand that the Site may contain opinions from time to time with regard to securities mentioned in other products, including Company-related
products, and that those opinions may be different from those obtained by using another product related to the Company. You understand and agree that
contributors may write about securities in which they or their firms have a position, and that they may trade such securities for their own account. In cases
where the position is held at the time of publication and such position is known to the Company, appropriate disclosure is made. However, you understand and
agree that at the time of any transaction that you make, one or more contributors may have a position in the securities written about. You understand that price
and other data is supplied by sources believed to be reliable, that the calculations herein are made using such data, and that neither such data nor such
calculations are guaranteed by these sources, the Company, the information providers or any other person or entity, and may not be complete or accurate.
From time to time, reference may be made in our marketing materials to prior articles and opinions we have published. These references may be
selective, may reference only a portion of an article or recommendation, and are likely not to be current. As markets change continuously, previously published
information and data may not be current and should not be relied upon.
The Site does not, and is not intended to, provide investment, tax, accounting, legal or insurance advice, and is not and should not be construed as
providing any of the foregoing. You should consult an attorney or other relevant professional regarding your specific legal, tax, investment or other needs as
tailored to your specific situation.
In exchange for publishing services rendered by the Company on behalf of Cello Health PLC named herein, including the promotion by the Company of Cello
Health PLC in any Content on the Site, the Company receives from said issuer annual aggregate cash compensation in the amount up to Twenty Five
Thousand
dollars
($25,000).
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