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	Turnover
	3,338,525
	3,295,765
	3,900,000
	5,350,000

	EBITDA
	(233,413)
	(113,845)
	256,134
	727,384

	PBT
	(327,373)
	(267,539)
	105,164
	576,414

	Tax (%)
	7
	69
	0
	12

	EPS (p)
	(1.7)
	(0.5)
	0.6
	2.8
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	0.0
	0.0
	0.0

	
	
	
	
	

	Data is adjusted


 Sandal is a long-established business through its PowerConnections electrical products division. The Group also offers exposure to the fast-growing Smart Home market through its Energenie MiHome arm
 Energenie MiHome offers its own hub and app and enjoys a strong market position due to compatability with other manufacturers’ products
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 Strong growth in Energenie MiHome revenue should drive a swing into profitability this year 
 We initiate coverage with a Buy and a Target Price of 66p based on a market cap/revenue multiple of 2x
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Profile of Sandal
PowerConnections is a well-established cash cow which has funded the development of Energenie which now occupies a strong position in the fast-growing Smart Home market
Sandal plc designs, develops and manufactures consumer electronics products. It started business in 1996 following a leveraged management buy-out by Alan Tadd from Greenbrook Electrical plc.
Sandal has two divisions:
PowerConnections which is a long-established wholesaler and reseller of a successful and patented range of converter plugs and power cables, and 
Energenie which is the growth part of the business and which has two parts:
· The original arm which sells a range of energy saving products and portable charging devices, and 
· The MiHome range of products which is aimed at the Home Automation market and which allows remote operation and monitoring of household appliances.
Investment Case
Sandal offers excellent exposure to the rapidly-growing Smart Home market through its Energenie MiHome arm.
Sandal is a long-established business through its PowerConnections electrical products division which also offers exposure to the rapidly-growing Smart Home market through its Energenie MiHome arm.
Smart Home market set to grow at 26% p.a. to 2020
Growth in the Smart Home or Home Automation market is expected to be substantial. Transparency Market Research predicts that the overall global market for home automation systems will grow at 26% p.a. between 2014 and 2020 to reach USD21.7 billion in 2020, up from approximately USD5.3 billion in 2014. 
Strong track record of successful product development
Sandal has a strong track record of bringing new products to market and establishing distribution networks.
Partnerships with leading global technology companies
Sandal has demonstrated has a track record of working in conjunction with leading technology companies such as Apple and Google’s Nest. Imminent developments include the launch of Energenie MiHome products with Amazon Echo and Samsung SmartThings.
Experienced management team
Sandal has an experienced management team led by CEO, Alan Tadd, who undertook the MBO of the PowerConnections business from Greenbrook Electrical plc 20 years ago.
PowerConnections profitable & cash generative
The PowerConnections division is a long-established business which markets a successful and patented range of converter plugs and power cables through a global distribution network. It has a number of blue chip customers such as Stanley Black & Decker and Bosch and is both profitable and cash generative with 60% of revenue in USD. In the year to 31st May 2016, revenue was £2.6m, gross profit £1.1m and operating profit £0.4m.
Energenie MiHome sales now taking off…
Energenie MiHome offers a range of Smart Home products which allow the consumer to control remotely heating, lighting and mains power via the MiHome App. Customers include Homebase, ASDA, Amazon and Toolstation. Revenue in the year to 31st May 2016 was £0.8m. New listings in 2016 with Screwfix, Argos, Ebuyer, Ocado and JD Williams should see revenue rise substantially in the current year.
And investment is set to reduce
Sandal has spent over £600,000 over the last four years developing the initial technology behind the Hub, App and product range. Importantly, Research & Development spend is now set to reduce which will help drive the swing to EBITDA profitability and cash generation over the next two years. 
Forecasts ~ MiHome will drive a sharp swing into profitability
For the year to 31st May 2016, Sandal reported an operating loss of £224,979 down from a loss of £317,008 in 2015, due principally to growth in revenue at Energenie MiHome and a pre-tax loss of £267,539 down from a loss of £327,373. 
In the current year to 31st May 2017, we expect revenue from the Energenie division overall to almost double and to double again in 2018, driven by sharp growth in revenue from Energenie MiHome.
This should allow the group overall to swing into operating profit and pre-tax profit this year, helped reduced MiHome development spend.
We look for an operating profit of £145,000 in the current year rising to £616,250 in 2018, resulting in pre-tax profit of £105,164 this year, rising to £576,414 in 2018.

	[bookmark: PH_1_4_41_008288]Table 1. Sandal Forecasts 2015-2018e

		
	
	
	
	

	Y/e 31st May (£)
	2015
	2016
	2017e
	2018e

	
	
	
	
	

	
	
	
	
	

	Revenue
	
	
	
	

	PowerConnections
	2,679,659
	2,526,546
	2,500,000
	2,500,000

	Energenie
	649,220
	556,005
	650,000
	750,000

	MiHome
	9,646
	213,215
	750,000
	2,100,000

	Energenie Total 
	658,866
	769,220
	1,400,000
	2,850,000

	Total Revenue
	3,338,525
	3,295,765
	3,900,000
	5,350,000

	
	
	
	
	

	Operating Profit/(Loss)
	
	
	
	

	PowerConnections
	350,298
	245,286
	390,000
	390,000

	Energenie
	(667,306)
	(470,264)
	(245,000)
	226,250

	Operating Profit/(Loss)
	(317,008)
	(224,979)
	145,000
	616,250

	
	
	
	
	

	Pre Tax Profit/(Loss) 
	(327,373)
	(267,539)
	105,164
	576,414

	
	
	
	
	




	Source: Company, DSC




Valuation ~ Market Cap/Revenue of 2x looks undemanding
Sandal is currently valued on a p/e of 58.7x for May 2017e, falling to 12.2x for May 2018e. However, given Sandal’s excellent market position with its Energenie MiHome product and links with key technology partners in a market which is set for enormous growth, we believe that a Market Cap/Revenue multiple may be more appropriate. Using a multiple of 2x May 2018e revenue of £5.35m, we set a Target Price of 66p, giving upside of 90%.

Valuation
Valuation is based on a Market Cap/Revenue multiple given expected rapid growth in the Smart Home market
Peer Group Valuation
Sandal is currently valued on a p/e of 58.7x for May 2017e, falling to 12.2x for May 2018e. 
Peer group companies trade on p/e’s in the range of 12x to 30x for the current forecast year (FY1), falling to 10x to 27x for Forecast Year 2 (FY2), as shown in Table 2.
	[bookmark: temp_048491][bookmark: PH_1_8_41_044376]Table 2. Peer Group Valuation

		
	
	
	
	
	
	

	Ticker
	Name
	Mkt Cap (£m)
	P/E(x)
	P/E FY1(x)
	P/E FY2(x)
	Dividend Yield(%)

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	IND LN Equity
	INDIGOVISION GROUP PLC
	13
	144.6
	8.2
	5.6
	n/a

	LPA LN Equity
	LPA GROUP PLC
	18
	12.9
	12.5
	11.7
	1.4

	VNET LN Equity
	VIANET GROUP PLC
	27
	20.0
	13.6
	12.3
	6.0

	SNX LN Equity
	SYNECTICS PLC
	37
	51.5
	19.3
	11.8
	0.5

	VLX LN Equity
	VOLEX PLC
	37
	n/a
	15.6
	10.2
	n/a

	DGB LN Equity
	DIGITAL BARRIERS PLC
	78
	n/a
	94.5
	24.9
	n/a

	SERV LN Equity
	SERVELEC GROUP PLC
	187
	15.8
	16.8
	13.8
	1.9

	DIA LN Equity
	DIALIGHT PLC
	229
	n/a
	27.7
	19.2
	n/a

	ACSO LN Equity
	ACCESSO TECHNOLOGY GROUP PLC
	356
	55.6
	56.9
	42.2
	n/a

	OXIG LN Equity
	OXFORD INSTRUMENTS PLC
	416
	45.1
	14.2
	13.1
	1.8

	SMS LN Equity
	SMART METERING SYSTEMS PLC
	512
	32.8
	31.1
	26.8
	0.6

	E2V LN Equity
	E2V TECHNOLOGIES PLC
	503
	16.9
	15.5
	14.4
	2.4

	RSW LN Equity
	RENISHAW PLC
	2,125
	30.8
	26.8
	23.9
	1.6

	SXS LN Equity
	SPECTRIS PLC
	2,580
	24.7
	18.4
	16.9
	2.3

	HLMA LN Equity
	HALMA PLC
	4,273
	39.2
	29.0
	26.9
	1.1

	
	
	
	
	
	
	




	Source: Bloomberg




Market Cap/Revenue multiple more appropriate
However, given the rapid rate of growth expected in the Smart Home sector, we believe a Market Cap/Revenue multiple is, arguably, more appropriate than a p/e based approach to valuation.
In addition, we note that deals in this sector have been done at high valuations as major technology companies have bought smaller companies with a presence in the market. 
Recent deals in the sector include:
January 2014 ~ Google paid a reported $3.2 billion to buy Nest;
August 2014 ~ Samsung is understood to have paid USD200m for SmartThings;
February 2015 ~ British Gas, owned by Centrica, bought AlertMe to grow its Hive business in a deal which valued the company at £100m; and
April 2016 ~ tado, the German company, backed by Target Partners, Siemens Venture Capital and Statkraft Ventures raised a further USD23m in a round led by Inven Capital, part of the Czech energy company CEZ Group, bringing total funding to USD57m.
It is understood that the Google acquisition of Nest was done at a valuation of more than 10x revenue, a multiple which is by no means uncommon in the technology sector.
With a market cap of £5.6m, Sandal is valued at just 1.1x May '18e revenue of £5.35m which seems churlish for a company with a strong position in a market with a substantial growth opportunity.
We believe that a Market Cap/Revenue multiple of 2-3x may be more appropriate as the company matures and assumes a steady state of growth of, perhaps, 10-15% p.a.
Given Sandal’s excellent market position with its Energenie MiHome product and links with key technology partners in a market which is set for enormous growth, we would suggest that a valuation of 3-5x revenue could be justified.
Target Price 66p based on 2x Market Cap/Revenue
At this stage, however, in order to be conservative, we are comfortable to value the stock using a Market Cap/Revenue multiple of 2x May 2018e revenue of £5.35m and, on this basis, we set a Target Price of 66p, giving upside of 90%.



Directors & Management
Experienced management team
Alan Tadd ~ Chief Executive
Alan Tadd trained as a Chartered Accountant with what is now Giess Wallis Crisp in Harlow. In 1980 he joined Greenbrook Electrical plc (Greenbrook) which was going through a reorganisation.
In 1985 he became Finance director of Greenbrook where he was initially responsible for financial strategy before expanding his role to include responsibility for procurement and all legal and patent matters. Greenbrook grew significantly through the invention of portable residual-current devices creating the PowerBreaker, KingShield and Safetysure brands. It also acquired and integrated two businesses. As the business developed, the UK manufacturing facility was closed with manufacture moved to the Far East. Alan was central to the change process and at this point he assumed responsibility for logistics, warehousing and fulfilment.
Oliver Tadd ~ Commercial Director
Oliver has been with Sandal plc since May 2010, starting as Commercial Manager and becoming Commercial Director in October 2013. He has a degree in Economics from Birmingham University and a Masters in International Business and Marketing from The European Business School. 
Oliver’s responsibilities include managing the marketing and digital assets of Sandal plc. In his current role he has managed a number of projects for Sandal ranging from an overhaul of the back-end computer system to the project management of the development of an extension to the range of Energenie’s products. The development of these patented mobile device chargers, which were added to the portfolio in 2013 and 2014 involved obtaining an Apple MFI license for the iPhone 3 and 4 charger and the development of the iPhone 5, 6 and 7 charger, as well as a Universal Charger for all non- Apple smart phones. More recently Oliver has led the design and development of the Home Automation range.
Tom Rodger MBA Dip IoD ~ Independent Director
Tom has over 30 years’ experience working with a diverse portfolio of companies as a member of the board or in an advisory capacity. Assignments have includes high growth companies, turnarounds, acquisitions and company sales.
Prior to starting his first business in 1987 Tom trained as an engineer working with large public companies including Motherwell Bridge Engineering, James Howden and GEC. 
In 1987 Tom started his first business running it until its successful sale in 1995. Between 1995 and 2008 Tom worked with different investors in the acquisition, turnaround and development of a number of companies. In 2002 Tom completed a Master of Business Administration and in 2011 a diploma in company direction from the Institute of Directors. Tom is experienced at working with company boards and has a high awareness of strategic planning and implementation, corporate governance, change management, finance, operations, marketing and HR and he is currently working with a number of high growth companies. 
PowerConnections
A long-established profitable & cash generative global business with a range of blue chip customers
PowerConnections ~ Overview
	[bookmark: PH_16_16_104_018756]Figure 1. PowerConnections Logo

	[image: ]

	Source: Company


PowerConnections is a supplier to customers, in the UK and abroad, of single-phase electrical connection products. 
The Company's product portfolio consists of International Power Leads, Rewireable Plugs, Converters and Connectors, as shown in Figures 2 and 3. 
	[bookmark: PH_16_16_104_030352]Figure 2. Converter Plug
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	Source: Company


Products have been manufactured in three partner factories in the Far East for the last 20 years which has given the company extensive knowledge of dealing with Chinese supply chains.
PowerConnections owns the tooling and many of its products are covered by international patents and trademarks.
PowerConnections has a network of distributors worldwide including in the Far East, Australia and UK.
The customer base includes a number of blue chip customers such as Stanley Black & Decker, Sony and Bosch.
60% of revenue is derived from exports and is conducted in USD.
Financials ~ the business is profitable & cash generative
We show in Table 3 a financial overview for the PowerConnections division for 2015-2018e. 
The business is relatively mature with good profitability and is cash generative. We expect revenue to remain steady over the next two years, with the gross profit margin and operating profit margin around 42% and 15% respectively.


	[bookmark: PH_1_4_41_004757]Table 3. PowerConnections - Financial Overview 2015-2018e

		
	
	
	
	

	Y/e 31st May (£)
	2015
	2016
	2017e
	2018e

	
	
	
	
	

	
	
	
	
	

	Revenue
	2,679,659
	2,526,546
	2,500,000
	2,500,000

	Gross Profit
	1,144,845
	905,636
	1,050,000
	1,050,000

	Gross Profit Margin %
	42.7%
	35.8%
	42.0%
	42.0%

	Overheads
	(794,547)
	(660,350)
	(660,000)
	(660,000)

	Operating Profit
	350,298
	245,286
	390,000
	390,000

	
	
	
	
	




	Source: Company, DSC




	[bookmark: PH_1_8_41_007545]Figure 3. PowerConnections Product Range
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	Source: Company






Energenie
Well-placed to benefit from the rapid growth of the Smart Home market
Overview
	[bookmark: PH_16_16_104_023541]Figure 4. Energenie Logo

	[image: ]

	Source: Company


The Energenie brand and division was created in 2009. Energenie is the growth part of Sandal’s business, being extremely well-placed to take advantage of the rapidly-growing Home automation market. It has two sides:
· The original core products arm which sells a range of energy saving products and portable charging devices for homes and offices, and 
· The MiHome range of products which is aimed at the Home Automation market and which allows remote control of heating and lighting via the MiHome App as well as via laptops and desktops.
Sandal has spent over £600,000 over the last four years developing the Hub, App and product range. Energenie owns all of the IP associated with the software and hardware.
Importantly, with the initial technology investment in the MiHome Gateway and App now completed, Research & Development spend is now set to reduce which will aid the swing towards EBITDA break even and cash generation.
Energenie’s Core Product Range
The initial product development focus comprised energy saving power products but the Company subsequently developed a range of portable charging devices for handheld devices including cameras, mobile phones, tablets and laptops.
Sandal also has an Apple development licence and developed charging sleeves for iPhones 3, 4, 5, 6 and 7 as well as a universal charger with a patented design for Android phones.
Energenie also markets a range of LED lights for both consumer and commercial use. These products are purchased from approved Far East manufacturers and sold in Energenie packaging. 

	[bookmark: PH_2_4_41_068207]Figure 5. Individual Remote Control Socket
	
	Figure 6. 4 Way Radio Controlled Extension Lead
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This original core products side of Energenie is expected to grow in the current year having broadened distribution in 2016 to include Screwfix, Argos, Ebuyer, Ocado and JD Williams.
In addition, with a decline in competition in core lines, Energenie has become the best seller for these products on Amazon.
MiHome Smart Home Products
The MiHome system allows the user to control and monitor the power, heating and lighting in a house remotely through either the Energenie app or on a PC.
This means that certain appliances can be specifically programmed to switch on or off at specific times. 
We show in Figure 7 the MiHome system and range of applications.

	[bookmark: PH_1_8_41_071622]Figure 7. Energenie MiHome Gateway & Applications
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	Source: Company




How does it work?
A gateway is attached to the router in a house which can then be connected to the user’s phone, tablet or PC and appliances are then controlled through the internet.
The gateway comes with a QR code reader which means a single scan sets the system up.
The gateway controls actuators around the house – wall sockets, switches, adaptors and radiator valves – which implement the user’s instructions.
The system has a Geo-fencing facility so that the user could specify: ‘Turn my heating on at 5pm, but only if the outside temperature is below 16 degrees C and I am within five miles of my house’.
The system can also be used with the Raspberry Pi as an alternative command hub.
Distribution
Energenie is currently a B2C proposition but it is expanding into B2B. Key customers include Homebase, Maplin, Amazon, Screwfix, Toolstation and ASDA.
Energenie’s main UK and Ireland distributor is Exertis which is the biggest distributor of consumer electrical and electronics products in the UK and Ireland. This provides Energenie with access to all major high street and online retail in the UK and Irish markets. Recent additions of Ocado and J D Williams catalogue group are testimony to this relationship. 
Exertis is also the no.2 distributor of consumer technology products in mainland Europe which will allow Energenie to expand into these territories.
The Energenie MiHome division also has a distribution agreement with Computers Unlimited, Europe's No 1 distributor for Apple products. Energenie’s MiHome range forms part of Computers Unlimited's Smart Home Offering.
Key Recent Developments
In September and October, Sandal has announced three key distribution agreements.
Integration with ‘Works with Nest’
Energenie recently announced that its MiHome radiator valves have been successfully integrated with Nest’s Learning Thermostat System through the ‘Works with Nest’ Programme.
Nest is part of Alphabet Inc, the parent company of Google and is a major player in the international Internet of Things (IOT) and Smart Home Market. 
Within the UK, it is estimated that there are currently 300,000 users of Nest. Previously the control of individual radiators has not been possible through Nest's Learning Thermostat System so the integration of the MiHome radiator valves will lead to further cost saving for customers. 
The MiHome radiator valves are available for customers wishing to upgrade, and new installations will be available through the Nest Pro Installer network. 
This deal also demonstrates to other companies in the IOT Smart Home space that MiHome has the technical capability to integrate its hardware with their own. 
Denhams Electrical Wholesale 
Sandal has also recently announced the appointment of Denmans Electrical Wholesale as a distributor of the Energenie MiHome Smart Home Internet of Things range of products.
Denmans is part of the International Rexel Group of Companies and has over 75 branches in the UK.

Key benefits include:
First phase of planned entry into Electrical Wholesale and Installation market;
Will provide entrée into IOT Smart Home market in New Build, Housing Association and Consumer Installation markets;
Expected significant increase in sales and margin; and
An excellent channel for the Works with Nest radiator valve solution.

Integration of Energenie MiHome with Amazon Echo
Sandal announced on 11th October the integration of the MiHome IOT Home Automation range with the Amazon Echo product. 
This means that MiHome products will be available to Amazon Echo users. 
Energenie has also been accepted onto Amazon's Works with Alexa programme which allows partners to be actively marketed by Amazon. Under this Amazon Echo users will be able to control lighting and switch on appliances using Alexa voice control. 
Key benefit:
This gives MiHome the opportunity to be one of the early adopters of Amazon Echo.
Per CEO Alan Tadd: ‘In America over 3 million Amazon Echos were sold in the first year and the product reinvigorated the US Smart Home market so we see this as a major sales opportunity for Energenie MiHome.’

Current developments ~ a pipeline of products with major global technology partners
Energenie is currently working on a number of further key developments including:
Samsung SmartThings integration launch in January 2017.

Future developments ~ a wide array of future applications
Future areas of opportunity for Energenie’s Mi-Home products include:
MiHomeCare ~ a multi- sensor to accelerate the development of the Care market. This could, for example, monitor for elderly people living alone when the kettle was last used and alert friends or family if usage patterns were different to normal or fell outside of pre-determined parameters. The NHS has launched a £5.2m Test Bed trial using Howz, an app designed to build a profile of daily routines and thereby help keep older people living alone in their homes as long as possible. The trial is in conjunction with digital healthcare company Intelesant, a partner of Energenie. A test study currently being undertaken at the University of Surrey was recently featured on ITV’s Good Morning Breakfast programme;
MiHome Sense ~ examples include a water flow sensor which could alert a homeowner's insurance company to burst pipes and a flood alert sensor. These products are proving of considerable interest to insurance companies and should help accelerate the development of this market.
MiHome Secure ~ bi-directional communications switches and sockets to accelerate the development of the social housing and new build markets. To date, Mi-Home products have been one-way i.e. it prompts the action in the house remotely but it doesn’t tell the user what has been done. The latest radiator valves are two-way, as future products will be. 
Within the above, the company expects to embed features such as machine learning, energy disaggregation and artificial intelligence as the supporting technology develops.

Financials ~ revenue set to take off driven by Mi-Home
We show in Table 4 a summary Profit & Loss Account for the Energenie division for 2015-2018e. 
This highlights the following:
Revenue looks set to almost double in 2017 and to double again in 2018 driven by MiHome starting to gain traction;
With the gross profit margin expected to improve, gross profit is expected to follow a similar pattern;
With the initial technology investment in the MiHome Gateway and App now completed, development spend is expected to reduce, which should help drive a swing to operating profit over the next two years.


	[bookmark: PH_1_4_41_091881]Table 4. Energenie - Financial Overview 2015-2018e
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	Y/e 31st May (£)
	2015
	2016
	2017e
	2018e

	
	
	
	
	

	
	
	
	
	

	Revenue
	
	
	
	

	Energenie
	649,220
	556,005
	650,000
	750,000

	MiHome
	9,646
	213,215
	750,000
	2,100,000

	Total Revenue
	658,866
	769,220
	1,400,000
	2,850,000

	Gross Profit
	198,018
	235,083
	455,000
	926,250

	Gross Profit Margin %
	30.1%
	30.6%
	32.5%
	32.5%

	Overheads
	(865,324)
	(705,347)
	(700,000)
	(700,000)

	Operating Profit/(Loss)
	(667,306)
	(470,264)
	(245,000)
	226,250

	
	
	
	
	




	Source: Company, DSC




The Home Automation Market
Set for exponential growth
The Home Automation market which encompasses essentially automated control of domestic appliances has grown up over the last couple of years. 
Initially, this was driven by the launch of niche products from Nest (part of Google), Hive (from British Gas) and Hue (from Philips).
This created interest in the so-called Internet of Things sector which refers to the ability of appliances to interact with each other.
However, the initial wave of products were single products – the Nest products were a smoke alarm and a thermostat, Hive was a heating controller and Hue are light bulbs.
More recently, the market has evolved and there is now a range of products and Apps available which create an integrated Smart Home system, including Apple’s HomeKit, Google’s Nest and Samsung SmartThings.
Growth in the Home Appliance market is expected to be substantial. As shown in Figure 8, Transparency Market Research predicts that the overall global market for home automation systems will grow at 26% p.a. between 2014-2020 to reach USD21.67 billion in 2020, up from approximately USD5.3 billion in 2014.

	Figure 8. Growth in Global Home Appliance Market 2013-2020e

	[image: ]

	Source: Transparency Market Research




According to BI Intelligence research, unit sales of connected home devices will grow at 67% p.a. between 2014-2019 and reach 1.8 billion units, as shown in Figure 9. This would be much faster than the expected rate of growth in smartphones or tablets.
	Figure 9. Growth in Global Connected Home Device Shipments 2012-2019e

	[image: ]

	Source: BI Intelligence




This growth could be kickstarted by Apple's recent launch of its HomeKit app which is compatible with a range of other manufacturers’ Smart Home products i.e. it is partially open-source.
Forecasts
We show our forecasts for the years to 31st May 2016-2018e in Tables 5 and 6.
The key assumptions are as follows:
PowerConnections sees steady revenue with a gross profit margin of around 42%;
Energenie revenue overall looks set to almost double in 2017 and to double again in 2018 driven by MiHome starting to gain traction;
· the core products arm sees a recovery in revenue in 2017, helped by new distribution agreements and by becoming the no.1 on Amazon;
· MiHome revenue rises broadly three-fold in each of 2017 and 2018, helped by the recently-announced integration with Nest and Amazon Echo;
With Energenie’s gross profit margin expected to increase, gross profit, like revenue, is also expected to double in 2017 and to double again in 2018;
With development spend on MiHome expected to reduce, this should help drive a swing to operating profit in the Energenie division over the next two years but, importantly, to result in the group overall moving into operating profit and pre-tax profit in the current year.

	[bookmark: PH_1_4_41_079113]Table 5. Sandal Operating Profit/(Loss) by Division 2015-2018e

		
	
	
	
	

	Y/e 31st May (£)
	2015
	2016
	2017e
	2018e

	
	
	
	
	

	
	
	
	
	

	PowerConnections
	
	
	
	

	Revenue
	2,679,659
	2,526,546
	2,500,000
	2,500,000

	Gross Profit
	1,144,845
	905,636
	1,050,000
	1,050,000

	Gross Profit Margin %
	42.7%
	35.8%
	42.0%
	42.0%

	Overheads
	(794,547)
	(660,350)
	(660,000)
	(660,000)

	Operating Profit/(Loss)
	350,298
	245,286
	390,000
	390,000

	
	
	
	
	

	Energenie
	
	
	
	

	Revenue
	
	
	
	

	Energenie
	649,220
	556,005
	650,000
	750,000

	MiHome
	9,646
	213,215
	750,000
	2,100,000

	Total Revenue 
	658,866
	769,220
	1,400,000
	2,850,000

	Gross Profit
	198,018
	235,083
	455,000
	926,250

	Gross Profit Margin %
	30.1%
	30.6%
	32.5%
	32.5%

	Overheads
	(865,324)
	(705,347)
	(700,000)
	(700,000)

	Operating Profit/(Loss)
	(667,306)
	(470,264)
	(245,000)
	226,250

	
	
	
	
	

	Total
	
	
	
	

	Revenue
	3,338,525
	3,295,765
	3,900,000
	5,350,000

	Gross Profit
	1,342,863
	1,140,718
	1,505,000
	1,976,250

	Gross Profit Margin %
	40.2%
	34.6%
	38.6%
	36.9%

	Overheads
	(1,659,871)
	(1,365,697)
	(1,360,000)
	(1,360,000)

	Operating Profit/(Loss)
	(317,008)
	(224,979)
	145,000
	616,250

	
	
	
	
	




	Source: Company, DSC








	[bookmark: PH_1_4_41_064743]Table 6. Sandal Forecasts 2015-2018e

		
	
	
	
	

	Y/e 31st May (£)
	2015
	2016
	2017e
	2018e

	
	
	
	
	

	
	
	
	
	

	Revenue
	
	
	
	

	PowerConnections
	2,679,659
	2,526,546
	2,500,000
	2,500,000

	Energenie
	649,220
	556,005
	650,000
	750,000

	MiHome
	9,646
	213,215
	750,000
	2,100,000

	Energenie Total 
	658,866
	769,220
	1,400,000
	2,850,000

	Total Revenue
	3,338,525
	3,295,765
	3,900,000
	5,350,000

	
	
	
	
	

	Cost of Sales
	(1,995,662)
	(2,155,047)
	(2,395,000)
	(3,373,750)

	
	
	
	
	

	Gross Profit
	
	
	
	

	PowerConnections
	1,144,845
	905,636
	1,050,000
	1,050,000

	Energenie
	198,018
	235,083
	455,000
	926,250

	Total Gross Profit
	1,342,863
	1,140,718
	1,505,000
	1,976,250

	Gross Profit Margin %
	40.2%
	34.6%
	38.6%
	36.9%

	
	
	
	
	

	Overheads
	
	
	
	

	PowerConnections
	(794,547)
	(660,350)
	(660,000)
	(660,000)

	Energenie
	(865,324)
	(705,347)
	(700,000)
	(700,000)

	Total   
	(1,659,871)
	(1,365,697)
	(1,360,000)
	(1,360,000)

	
	
	
	
	

	Operating Profit/(Loss)
	
	
	
	

	PowerConnections
	350,298
	245,286
	390,000
	390,000

	Energenie
	(667,306)
	(470,264)
	(245,000)
	226,250

	Operating Profit/(Loss)
	(317,008)
	(224,979)
	145,000
	616,250

	
	
	
	
	

	Other interest receivable
	899
	164
	164
	164

	
	
	
	
	

	Net Interest & Grants
	(11,264)
	(42,724)
	(40,000)
	(40,000)

	
	
	
	
	

	Pre Tax Profit/(Loss) 
	(327,373)
	(267,539)
	105,164
	576,414

	PBT Margin %
	-9.8%
	-8.1%
	2.7%
	10.8%

	
	
	
	
	

	Taxation
	22,566
	185,645
	0
	(70,000)

	Tax rate
	6.9%
	69.4%
	0.0%
	12.1%

	Profit after Tax
	(304,807)
	(81,894)
	105,164
	506,414

	
	
	
	
	

	EPS (p) basic 
	-1.9
	-0.5
	0.6
	3.1

	EPS (p) - diluted
	-1.7
	-0.5
	0.6
	2.8

	DPS (p)
	0.0
	0.0
	0.0
	0.0

	Av. no shares in issue (m) basic 
	16.3
	16.3
	16.3
	16.3

	Av. no shares in issue (m) diluted
	17.9
	17.9
	17.9
	17.9

	
	
	
	
	




	Source: Company, DSC







Balance Sheet
We show Sandal’s balance sheet as at 31st May 2015 and 2016 in Table 7.
The key points are as follows:
Cash ~ at 31st May 2016, Sandal held cash of £343,203 (2015: £347,535);
Loans & Overdrafts ~ at 31st May 2016, bank loans & overdrafts totalled £299,242 (2015: £128,704), of which £80,494 was due within 12 months (2015: £66,858) and £218,748 was longer term (2015: £61,846). The loans were secured by a floating charge on the Company's assets and by a personal guarantee from director Alan Tadd. One of the loans for £231,922 was also secured by a personal guarantee from director Oliver Tadd;
[bookmark: _GoBack]Net cash ~ Sandal’s net cash position at 31st May 2016 was therefore £43,961 (2015: £218,831).
Intangible assets ~ Sandal capitalises Goodwill, Patents and certain R&D Development Costs. Goodwill is amortised at 10% p.a. and Development Costs are amortised at 20% p.a.

	[bookmark: PH_1_4_41_099619]Table 7. Sandal plc Balance Sheet 

		
	
	

	As at May 31st (£)
	2015
	2016

	
	
	

	
	
	

	Fixed assets
	
	

	Goodwill
	30,250
	16,250

	Other intangible assets
	8
	83,682

	Total intangible assets
	30,258
	99,932

	Tangible assets
	254,008
	215,189

	Investments
	101
	101

	Total 
	284,367
	315,222

	
	
	

	Current assets
	
	

	Stocks
	739,948
	736,031

	Debtors
	703,386
	874,318

	Cash 
	347,535
	343,203

	Total 
	1,790,869
	1,953,552

	
	
	

	Creditors < 1 year
	
	

	Bank loans & overdrafts
	(66,858)
	(80,494)

	Trade & other payables
	(878,071)
	(987,270)

	Total creditors < 1 year
	(944,929)
	(1,067,764)

	
	
	

	Creditors > 1 year
	
	

	Bank loans & overdrafts
	(61,846)
	(218,748)

	Trade & other payables
	(31,575)
	(11,697)

	Deferred tax liabilities
	(38,058)
	(30,257)

	Total creditors > 1 year
	(131,479)
	(260,702)

	
	
	

	Capital & reserves
	
	

	Called up share capital
	323,470
	324,660

	Share premium account
	111,826
	121,938

	Retained earnings
	563,532
	493,710

	Net assets
	998,828
	940,308

	
	
	




	Source: Company




Risk Factors
Key risk factors include:
Key man risk
The loss of a key individual or inability to attract suitably qualified staff could adversely impact upon the business. The Board aims to ensure that Directors and any key employees are appropriately incentivised. 
Competition
Potential competitors with greater resources than the Company may establish themselves or enter into co-operative relationships among themselves or with third parties to enhance their services. Accordingly it is possible that new competitors or alliances may emerge and rapidly acquire significant market share.
Foreign Exchange
The Company makes purchases in US$ and makes sales in both US$ and sterling. A significant adverse movement in the US$ exchange rate would adversely impact the Company’s profits unless and until such change could be passed on to customers.
Patent Protection
If the Company’s patents are infringed the Company will need to set aside funds to protect its position which may adversely impact of the Company’s short term profits and cash flow.
Disruption to the Supply Chain
The Company’s products are manufactured in the Far East. Disruption or loss of manufacturing or transport capacity may affect the Company’s ability to source its products in a timely fashion or at the same prices.
Nature of ISDX
It may be difficult for an investor to sell his Ordinary Shares and he may receive less than the amount paid for them. Investment in shares traded on ISDX often carries a higher degree of risk than an investment in shares quoted on the Official List. The Ordinary Shares will not be quoted on the Official List.
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[bookmark: _Toc176143021][bookmark: _Toc176322160]Disclosure Checklist
	[bookmark: PH_1_8_41_041403]

		[bookmark: Compliance][bookmark: STK_DIS_BVV2324]Company
	Code
	Disclosure

	
	
	

	
	
	

	Sandal Plc
	SAND
	2, 3, 6, 10

	
	
	




	Source: Daniel Stewart



1. Within the past twelve months Daniel Stewart & Co plc and/or its affiliates has managed or co-managed an offering for this Company, for which it received fees or the promise of fees
2. Daniel Stewart & Co plc and/or its affiliates act as corporate broker, nominated advisor or financial advisor to this Company
3. Daniel Stewart & Co plc and/or its affiliates regularly hold/may hold in future trading positions (which may include options) in this Company
4. Daniel Stewart & Co plc and/or its affiliates holds more than 5% of the securities of this Company
5. The Company holds more than 5% of the securities of Daniel Stewart & Co plc and/or its affiliates
6. Daniel Stewart & Co plc and/or its affiliates may currently be providing, expects to provide within the next three months or may have provided within the previous twelve months, investment banking services to this Company, which have given rise to payment or the promise of payment
7. The author and/or an individual responsible for production of this report has direct ownership of stock in this Company
8. The author and/or an individual responsible for production of this report received or purchased shares in the issuer prior to a public offering of shares
9. Daniel Stewart and Company is party to an agreement with this company for the publication of research on it
10. This research note has been disclosed to the Company, with resulting amendments, prior to its dissemination
11. An officer of Daniel Stewart & Co and/or its affiliates is an officer of the Company
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[bookmark: Disclaimer]The Daniel Stewart recommendation structure is based on relative upside/downside to target price. The target price is set on a rolling 12 month view. Upside or downside of 10% or more is categorised as Buy or Sell respectively, and less than 10% a Hold. Our Distribution of Recommendation statistics table can be viewed at http://www.danielstewart.co.uk/Footers/Legal__Regulatory/default.aspx      
We aim to cover company’s results or major events, but we do not guarantee to do so and coverage may cease at any time.
Although reasonable care has been taken by Daniel Stewart & Co plc to ensure the facts stated and opinions given and projections made in this document are fair and accurate, Daniel Stewart & Co plc has not independently verified all the information given in this document. 
The contents of this document have been prepared by, and are the sole responsibility of and have been issued by Daniel Stewart & Company Plc for the purpose of section 21 of the Financial Services and Markets Act 2000 and is intended only for investors who are professional clients and eligible counterparties as defined by the FCA, and may not be distributed to retail clients as defined by FCA.  In the event that any such person should come into possession of this document, it is recommended that they should seek independent advice from a suitably qualified professional advisor before taking any decisions in relation to the investments detailed herein. The investments mentioned in this document may not be suitable for all recipients or be appropriate for their personal circumstances. The information in this document is believed to be correct but cannot be guaranteed. Opinions constitute our judgement as of this date and are subject to change without warning.  The views expressed in this report accurately reflect the personal views of the author as at the date of the report.  The author did not receive compensation or other payments in connection with the specific recommendations or views expressed herein. This document is not intended as an offer or solicitation to buy or sell securities. Daniel Stewart & Company, its officers and employees may have positions in the securities mentioned herein. Past performance is not necessarily indicative of future performance and the value of investments may fall as well as rise and the income from them may fluctuate and is not guaranteed. Clients may not recover the amount invested. Some securities carry a higher degree of risk than others. The levels and basis of taxation can change. When we comment on AIM or ISDX Markets shares you should be aware that because the rules for these markets are less demanding than those of the Official List of the London Stock Exchange the risks are higher. There is a higher risk of losing the money you have invested. Furthermore, the marketability of these shares is often restricted, you may have difficulty in selling your shares and there is often a big difference between the buying and selling price so that if you have to sell them immediately after purchase you may get back much less than you paid for them. If you are in any doubt, you should consult your investment advisor.
Owing to its size and structure and analysts’ involvement with existing and prospective clients, Daniel Stewart does not hold its research out as being impartial.  As non-independent research, it is    classified as a marketing communication under FCA rules and has not been prepared in accordance with the legal requirements designed to promote the independence of investment research; and it is not subject to any prohibition on dealing ahead of the dissemination of investment research.
Daniel Stewart & Co plc may actually or may seek to do business with companies covered in its research reports. The firm’s policy on managing actual or potential conflicts of interest and other relevant disclosures can be viewed at http://www.danielstewart.co.uk/Footers/Legal__Regulatory/default.aspx 
Daniel Stewart & Company Plc may distribute research in reliance on Rule 15a-6(a)(2) of the Securities and Exchange Act 1934 to persons that are major US Institutional investors, however, transactions in any securities must be effected through a US registered broker-dealer. Any failure to comply with this restriction may constitute a violation of the relevant country’s laws for which Daniel Stewart & Company Plc does not accept responsibility. 
Daniel Stewart & Company is a limited company registered in England No. 2354159    Registered Office: 33 Creechurch Lane, London, EC3A 5EB  Authorised and regulated by the Financial Conduct Authority.  Member of the London Stock Exchange
Recommendation History
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