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The Mistry continues  
Within two weeks of the release of the FY19 annual results Corporate Development Director 
Mukul Mistry left the board resigning from his position on 19th May 2020. Given Mistry was 
tasked with leading the integration of the disparate software assets internationally and within 
the space of under two years he is departing we remain sceptical that any demonstratable 
and meaningful integration has been delivered. No communication has been forthcoming 
surrounding a replacement for this role.  

Reappointment of ex Finance Chief as an Independent Non-Exec 
The return of the ex-CFO as an independent director strengthened our concerns 
surrounding the inappropriate levels of corporate governance within ELCO. David 
Dannhauser was in the finance hotseat for over 16 years and spent 13 of those working side 
by side with John Ketteley. While this is not a strict breach of the UK corporate governance 
code this relationship quite clearly does not promote best practice and is undoubtedly 
fraught with conflicts of interest given the history. 

We question Dannhauser’s suitability for Chair of the Audit committee. During his original 
stint with ELCO Dannhauser was the gatekeeper of the organisation, responsible for 
managing its financial strategy and risk profile. He was the finance chief at the helm who 
oversaw what would later pan out to be a period of value destructive acquisitions that 
pushed the group to the brink. Dannhauser’s reappointment is a kick in the face to 

Freddie Jones 
 

 

 

Source: Linkedin 
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shareholders past and present alike and those who saw their pensions evaporate. Whilst on 
the surface things appear to have changed during ELCO’s evolution we interpret this as 
evidence to the contrary.  

Dannhauser is currently the chair of the audit committee and a member of both the 
compensation and nomination committees. Ironically, Danhausser joins in the year loyal 
lieutenant Tomas Astrom retires44. 

Succession planning 
Ketteley is the oldest executive director on AIM fulfilling a dual role in a highly disruptive and 
evolving sector yet the company has seemingly made no effort to outline its intentions for the 
future. We are not alone in our concerns surrounding succession, Roger Lawson of 
ShareSoc attempted to question John Ketteley on this at a recent AGM and he was unwilling 
to offer any guidance45. Concerningly, this is clearly not a priority for the board and major 
shareholders.  

Related party transactions 
Several related party transactions provide investors with an insight into the cultural habits of 
ELCO’s leadership team and the pattern of acceptable behaviour we fear will have a 
pervasive effect on the firm’s long-term prosperity. These transactions are admittedly 
immaterial but a profound indication of how Ketteley operates the firm.  

Online Warehouse and Pro-Boat 
John Ketteley’s past behaviour demonstrates his willingness to directing company resources 
for personal benefit. Back in 3rd April 1998 Ketteley was named as a director of Formance 
Limited and the 1998 annual accounts filed at company’s house disclosed his 10% 
shareholding.  

 
44 Elecosoft Plc, 2018 Annual Report, p. 5 
45 Roger Lawson, Elecosoft AGM, ShareSoc Blog https://www.sharesoc.org/blog/company-
news/elecosoft-agm-british-land-and-apple/  

  

Forma Communications, shareholding (John Ketteley) 
 

 

Source: Companies house filings 
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Fast forward to 15th December 2000 and ELCO acquired Forma Communications and 
Ketteley netted £60k through the allotment of 200,000 shares in ELCO, it appears to be a 
premeditated effort to place his interests before shareholders and acquire equity at a deep 
discount. 

We believe shareholders would have questioned the rationale behind spending £769,000 of 
company funds on this business (including 1.5m additional shares) if they were presented 
with adequate information. For good measure Ketteley made the most of his position of 
influence; Forma were put to work on Ketteley’s other business,Pro-Boat Limited.  

Head office lease 
Ketteley continues to rent one of his personal properties, 66 Clifton Street, London, E2A 
4HB, back to ELCO. In 2019 Ketteley earnt £80k from leasing his building back to the 
business and a kind contribution of £5k to his personal office costs. Again, these values are 
not astronomical but one must consider the perception of such behaviour amongst the lower 
ranks of the firm and the extent to which these issues are embedded. 

Forma Communications Acquisition 
 

 

Source: Companies house filings 

Pro-Boat design services 
 

 

Source: Companies house filings 
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Pro-Boat design services 
 

 
Source: Google maps 

Office rental fees  
 

 
Source: Elecosoft Annual Reports 
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Cultural challenges?  
One Glassdoor review is perhaps indicative of the historical dynamic within the organisation. 
We wonder if and how things have developed since this point. Clearly, we place little weight 
on a single review which is not representative of the culture of the entire business however, 
based on the high turnover at a senior level this must not be dismissed completely.  

Part 3: Major acquisitions in focus 
Acquisitions have played a significant part in the formation of the Elecosoft Group of 
companies. ELCO’s Executive Chairman’s background as an investment banker and prolific 
deal marker has seen it return to deal making as the business stabilised post the 
recapitalisation and restructuring of the group as it became a fully-fledged software firm. 
ELCO have adopted a strategy of effectively acquiring their R&D and slashing the target 
firms’ costs and consequently draining its lifeblood.  

ICON acquisition 
Integrated Computing and Office Networking was incorporated on 17th November 1995 by 
Chris Lovelock46 and his wife Sandra Lovelock, a traditional lifestyle business. The deal was 
announced, heralded as “a leading Software as a Service ("SaaS") provider of building 
information and related data management and storage systems principally to the UK retail 
sector”47. We were initially sceptical and did not believe the claims of potential revenue 
synergies held enough credibility. Cross sell strategies are challenging enough without 
having to gain familiarity with the target market.  

Smoothing of earnings through merger accounting  
Post-acquisition, the new parent often extends the accounting period of the newly acquired 
to align with the group reporting regime for consistency, this creates a ‘stub’ period where 
the results will contribute to the groups operating performance. In this instance between 17th 

 
46 Companies house records https://beta.companieshouse.gov.uk/company/03127766  
47 RNS, Elecosoft PLC Acquisition of ICON, Oct 16 2016 
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Source: Glassdoor 



   

 Page | 63  
 

October 2016 through to 31st December 2016. This creates an opportunity to massage 
revenue and earnings in whichever direction necessary.  

Reviewing the 2017 accounts of ICON we were drawn to the fact that staff costs for the 14-
month period were remarkably low, equating to a pro-rated annual cost per employee of just 
£8,400. Our approximate calculations using the 201848 cost per employee suggest that staff 
costs should be closer to £400k which would leave an unexplained variance of roughly 
£264k. We suspect this cost has been deferred from the profit and loss account to inflate 
earnings and subsequently settled by the parent company in cash to inflate its cash balance 
and give the appearance of a highly cash generative SaaSy business.   

Another leading piece of evidence in support of our hypothesis is to consider the external 
expenditure of the business. The bulk of the cost base of a SaaS business derives from 
people, reportedly in the region of 60 – 80%. The figures reported in the 2017 financial 
statements for the 14-month period to December 2016 suggest only 20% of the expenditure 
relates to personnel implying that 80% relates to external expenditure. When trade creditors 
represent a paltry £14k this strikes us as questionable and highly unlikely given cash 
reserves have more than doubled. 

We were intrigued when we noticed that Eleco Ltd, ICON’s parent company, posted an 
addition to its investment in ICON to the tune of £244,60049 (very close to our approximation 
of missing costs). No disclosure was made to illustrate what the substance of this addition 
was. 

 

 

 

 

 

 

 
48 Integrated Computing and Office Networking Ltd, Full Accounts, Year ending December 2018 p.12 
49 03 October 2018, Eleco Ltd, Full Accounts made, Year ending 31 December 2017, p.8 

ICON Limited employees and staff costs 
 

 

Source: Companies house filings 
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In 2018 it was ‘discovered’ that ICON was apparently incorrectly recorded in the books of 
Eleco Ltd as the holding company, it transpired the shares were held by Elecosoft Plc. 
Leading indicators suggesting that management are beginning to trip over the web they have 
weaved, this resulted in a derecognition of the initial value of the investment plus the addition 
in 2017 but the recipient of the transfer did not receive the same value. 

The 2018 annual report clearly shows that only the initial investment of £2.4m was 
transferred50 implying that our analysis that management have flattered the profitability of the 
business as cost would appear to be hidden within other assets now held on the group 
balance sheet or released elsewhere to smooth its earnings profile.  

 

 

 

 

 

 
50 Elecosoft Plc, 2017 Annual Report, p. 86 

Eleco Ltd investment additions 2017 
 

 

Source: Companies house filings 

Investment disposal 2018 adjustment 
 

 

Source: Companies house filings 
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An uninspiring lifestyle business 
Icon has been in business for over twenty years and is a traditional small company, 
personified by its founder and respectfully uninspiring. Chris Lovelock resigned as a director 
on 27th March 2018 the date Elecosoft released its preliminary results for the year ending 
December 2017, the release contains no disclosure in relation to this change of leadership. 
Investors had been led to believe that Lovelock would very much be part of the evolution of 
the business but we suspect his departure after just over a year under Elecosoft ownership 
likely emanates from a difference of opinion in technical and strategic direction, or ELCO’s 
desire to trim the cost base.  

Having replaced Lovelock with Lee Batchelor, who prior to becoming Managing Director of 
Icon in 2017 primarily held client administration roles. It is alarming in our view given the lack 
of technical expertise51 and comparative inexperience. The strategic and technical 
leadership of this business is non-existent and heavily reliant on legacy technology 
pioneered by the departing founder.  

Critical mass on board will restrict growth 
The ICON system is adopted by the top 8 out of 10 retailers in the UK and the system has 
received a string of positive reviews. Our dissatisfaction with this acquisition is not in the 
quality of the software ICON has developed, it is the inherent restrictions on growth and 
opportunity to cross sell to Elecosoft’s existing client base. The bespoke nature of the 
software is a consequence of being tailored for the needs of retailer Boots during early 

 
51 Lee Batchelor LinkedIn profile, https://www.linkedin.com/in/lbatchelor87/  

Group Accounts 2018 treatment of adjustment 
 

 

Source: 2018 Annual report 
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development. Huge effort is required during the implementation phase to design the data 
environment and upload the necessary data prior to customers using the software.  

As mentioned, Elecosoft have publicly disclosed only one instance of effectively cross selling 
and this involved the ICON system. Chris Lovelock, the ex-Managing director and owner of 
ICON system suggests this process was rather drawn out to say the least: 

Complex system implementations can legitimately take significant periods of time but a 
business the size of ICON cannot operate many of these projects at a given time. ICON have 
significant capacity constraints that will restrict ability to deliver effective cross selling and 
inevitably likely to be low profit with headcount dedicated to these projects. This is a team of 
14 people. 

Shire System Acquisition 
ELCO cemented its return to deal-making with the £6.3m acquisition of Shire System 
Limited52, paying 12.6x 2017 EBIT or 3.4x revenue. It purportedly afforded Elecosoft with an 
immediate foothold in the “strategically important” Computerised Maintenance Management 
Systems (“CMMS”) market and marked an expansion to manage the lifecycle of property 
assets and facilities.  

Background 
Shire has a mixed history, founded by Peter Marsden and Brian Webb back in 1982, they 
quickly amassed over 10,000 organisations predominantly through the FrontLine 
Computerised Maintenance Management System (CMMS) providing a fully featured 
maintenance, asset and service management solution. In 1999, the highly acquisitive Real 
Software NV purchased 53% of the existing share capital, buying out Peter Marsden. Real 
Software NV had a change of heart in early 2001, selling their share back to Brian Webb. 
They recognised a write-off on disposal of €1.9m 53 and the disclosures suggested the high 
development costs required to scale could not be justified.  

 
52 RNS, Elecosoft PLC Acquisition of Shire System Limited, July 5 2018 
53 Real Software NV, Annual Report 2000, p.36  

Chris Lovelock: McCarthy and Stone implementation timeline 
 

 

Source: Twitter @ChrisInWorkMode 
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In 2003 the group of shareholders who sold the business to Elecosoft executed a buy-out to 
collectively take control of 96% of the business and valuing it at just over £1m as per the 
accounts of Shiresoft Limited, the new majority shareholder 54.  

Another ex-growth business 
While the businesses software has been through various iterations and evolved to reach its 
present state as a fully cloud based offering, this is a mature business with a mature 
customer base with little room for material growth. We cannot dispute the quality of the 
system, nor discount its success to date in securing a high number of household brands as 
clients. Our central concern is the implied growth factored into the valuation and validity as a 
solution capable of delivering on the cross-selling proposition. The absence of proven 
leadership to realise the significant growth priced into the deal is a real risk to be mindful of.  

The four individuals who sold the business to ELCO departed almost immediately after the 
deal had closed. Software businesses are solely reliant on human capital and experienced 
acquires in this sector acquisitive firms in the sector will often seek to acquire the innovative 
spirit and capability of individuals who will drive that growth. The classical industrial age of 
manufacturing is no more, management cannot ‘sweat the assets’ without the intellectual 
capital to match. The conditions of the deal did not contain any deferred consideration or 
equity in ELCO at a time when its share price had been at its highest point since 2008, surely 
an appreciating currency.  

The rationale for the deal was that data gathered at the very start in the design and 
construction phases (from other ELCO systems) can be accumulated and augmented 
through the life of the building to assist in facilities management and is transferred easily 
from one contracted FM provider to the next through integrating with the Shire CMMS. The 
reality is somewhat different. This assertion relies on several assumptions and underlying 
enablers  

1. An accelerated adoption of BIM technology within the Facilities management 
community 

 
54 Shiresoft Ltd, Full Accounts, Year ending December 2003 

 

 

Source:  Real Software NV 2000 annual report 
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2. Significant internal investment to establish common data environment between the 
CMMS system and interoperable systems that will feed the property maintenance 
stage. 

3. ELCO’s design stage software offering is sufficiently attractive  

Better capitalised competitors are ahead of ELCO on this journey and already delivering 
solutions that represent a quantum leap in comparison to Shire’s capability. Namely Dalux 
incorporating augmented reality to blend the physical world, with interactive, digital BIM data. 
With the founding management team no longer with ELCO, who will drive this technical 
advancement?  

Suspect reviews 
The ShireSystem appears to be a well-respected solution that customers speak highly of 
based on its admirable customer list and supporting case studies. We are dubious about a 
collection of recent Capterra reviews and their credibility. These reviews were all registered 
within the space of two days with six on the 15th May 2020. The likelihood of this happening 
organically having invited customers to complete a review is negligible.   

 

 

 

 

 

 

ShireSystem reviews 
 

 
Source: Capterra 
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Finance lead departs 
We notice the reference in the 2019 accounts surrounding the departure of the Finance lead 
at ShireSystem which was portrayed to investors as a positive event:  
 
“We have taken the opportunity presented by a resignation at recently acquired Shire 
Systems to relocate their finance function to Telford. We seek to maintain the highest 
standards of processes and controls and will continue to examine opportunities for 
synergies.” 

 

ShireSystem reviews 
 

 

 

 

 

 

   
Source: Capterra  
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The above individual is Susan Sturgess, while her title of Finance Administrator might not 
appear high ranking it undersells her level of involvement at Shire. Sturgess was responsible 
for the end to end finance processes within this business likely understanding the inner 
workings of the operation intimately. Not many individuals leave an organisation after almost 
18 years of service off their own back. Why would you when the opportunity cost of taking a 
new role is dramatically outweighed by the benefit of a potential pay-off in a 
restructuring/redundancy situation. 

Active Online GmbH acquisition 
Background 
The acquisition of Shire in July 2018 was closely followed by the Active Online GmbH in 
early November. ELCO acquired the business for a total consideration of €3.45m at a lofty 
valuation of 14.4x EBITDA and earnings dilutive with a meagre EBT margin of c.5%. The deal 
was presented to investors as the perfect complement to its existing visualisation business 
Esign GmbH. Our earlier analysis demonstrated that this is questionable, with the immediate 
deterioration in performance in the first full year of contribution from Active Online.  

Complement or cannibal? 
Management were persistent in demonstrating the complementary nature of these 
businesses, assumedly to dispel any concerns surrounding cannibalisation of a common 
customer base. Management remark; 

“ESIGN is a flooring internet visualisation business and Active Online is devoted to delivering 
soft furnishing visualisation, together they will form a unique online interior platform for 
visualising all types of designs.”55  

Closer inspection of each companies’ customer base (readily available on their respective 
websites) portrays a different picture. Both present exactly 60 customers and of these 22% 
or 13 are shared and are clearly flooring manufacturers. For transparency they are: 

• Amorim 
• Boen 
• Classen 
• Décor-Union 
• Hain Natur-Boden 
• Kahrs 
• Kaindl 
• Karelia 
• Rasch 
• Tarkett 
• Tilo 
• Werkhaus 
• Wineo 

For clarity, we retrospectively verified the disclosed customers prior to the acquisition across 
both companies.  

 
55 RNS, Elco Plc, Acquisition & Vendor Placing 13 December 2006 
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Embedded within the latter part of the RNS ELCO do confirm Active Online is perhaps less of 
a complement to the group: 

Further to this Active Online has been engaged in the same section of the market as Esign 
for some time, a snap from the wayback machine from mid-2006 confirms this.  

Fast forward to today and we are struggling to see the difference between Active Online and 
Esign, take a look at their respective web pages. 

 

 

 

 

 

 

Additional disclosure surrounding Active Online Acquisition 
 

 

Source: RNS 

Active Online flooring software/service 
 

 

Source: Active Online website via Wayback machine 
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We sense that this acquisition was driven by competitive necessity rather than strategic 
growth. Active Online is barely profitable and does not possess the favourable economic 
tailwinds of a traditional software business i.e. high recurring revenues, paid ahead of 
delivery. We suspect this acquisition has been dressed up to conceal the loss of key 
customers that without concerted action presented a risk to revenue. The deal mitigates the 
issue of revenue but the profit conundrum for the German businesses, remains.  

Active Online website, 2019 

 

Source: Active Online website 

ESIGN website 2019 

 

Source: Active Online website 
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The subsequent reduction in revenue (assumedly profits too, given the high degree of 
operational gearing) of the ESIGN business in 2019 provides a backdrop to suggest this 
could have been a factor contributing to the acquisition (see Esign GmbH recapitalisation) 

Spanish subsidiary is a one-man band 
The acquisition of ESIGN GmbH bought with it a Spanish subsidiary. Both John Ketteley and 
Mukul Mistry hype the addition of a Spanish hub referring to the “expansion of our 
development centres to include Spain”. Filings with the Spanish Chamber of commerce 
suggests the entity has revenue of just €73.3k and EBITDA of €7k. The announcement of the 
acquisition of Active Online stated five points to rationalise expending over £3m in 
shareholder funds and it was suggested this deal would lead to the expansion of Esign’s 
geographic reach as a consequence of this “development centre of excellence”. This is 
grossly misleading given the scale of the operation in Spain.  

Active Online Digital SL 2018 Accounts snapshot 
 

 

Source: Infoempresa  
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A quick google maps search of the registered office of Active Online SL increases our 
doubts about the international capability of Active Online, this is clearly a residential address.  

 

It appears more likely this is a vehicle used by several contractors, namely Karel Drost who is 
the sole director. With these facts in mind we cannot comprehend how ELCO can reasonably 
expect the disclosure of this information to be of benefit to investors. We expect most 
investors would have taken this news at face value and in a positive light which is likely the 
intention of Management and the rationale for disclosure. 

Registered office of Active Online S.L. – Photo 1 
 

 

Source: Google maps 

Registered office of Active Online S.L. – Photo 2 
 

 

Source: Google maps 
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Why execute a placing with £5.4m in the bank? 
ELCO concurrently notified the market of its intention to raise £2.25m at 70p alongside the 
announcement of the Active Online acquisition however the placing was not for the purpose 
of funding the acquisition. The acquisition would be funded through existing cash on hand 
and the issue of £0.4m of equity to the existing shareholders of the target. The funds raised 
through the placing would be used to “expedite the integration of Active Online and Esign. 
ELCO is an acquisitive company holding a portfolio of assets it has devoted many years to 
integrating, we are not certain as to why this time round it requires £2.25m to execute its 
strategy.  

The placing was also followed a questionable timeline given it closed at a price reflecting 
c.20% discount to its recent high, not to mention the dilution to existing shareholders. Has 
this cash been raised to mask something else (see section ‘Esign GmbH 
recapitalisation’)?  

 

 

 

 

 

 

 

 

 

Karel Drost, LinkedIn 
 

 

Source: Linkedin 
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Part 4: Strategic flaws & stock promotion 
 
ELCO presents itself to outsiders as a software provider with a highly integrated suite of 
assets readily available to take to the market. Little has changed in these businesses since 
their acquisition and ELCO appears no more than a holding company whose collective 
efforts of integration barely extend beyond changing the logo of the incoming firm.  
 
Alongside the above we have witnessed an increased level of focus on promoting ELCO’s 
stock, primarily through commissioned third parties. Reliance on paid research is not 
uncommon at this level of the market but we are yet to find any objective criticisms within 
such reports, let alone a sell recommendation which is understandable with the conflicts of 
interest at play. Our concerns are amplified by the content and tone of the research which 
we feel is grossly misleading.  

The turbulent history of a problem child 
Our opening remarks on the historical financials of the independent software business 
highlight the purportedly erratic performance during the early years. It is understandable 
given Elecosoft represents an assimilation of 17 disparate businesses (listed below) holding 
bespoke software assets across the Germany, UK, and Sweden. In our view, the nomadic 
gathering of these businesses had zero focus on a broad, higher level strategic goal for the 
software business. These acquisitions were targeted towards supporting the heavy 
construction operations. We doubt anyone would rationally and intentionally roll up a media 
agency (Forma communications), an Architect (Novator Projeckstyrning) and floor 
manufacturer marketing agency (Esign) into a single group as part of a cohesive strategy.  

Software acquisitions 
 

 
Source: Company filings 

Company Acquired Price Paid 
£000's

MBA Computing Limited 08/09/2000 646
Forma Communications Limited 15/12/2000 856
Consultec Group AB 03/02/2003 4,877
Leonardo Internet Limited 07/02/2003 236
Eleco Software GmbH (formerly Softhold GmbH) 01/07/2003 456
Online Warehouse Limited 07/04/2004 91
Ten Data AB 01/10/2004 283
Esign Software GmbH 10/10/2005 86
Asta Group Limited 15/12/2006 8,424
Asta Development Gmbh 01/01/2009 260
Lubekonsult AB 01/09/2010 384
Novator Projekstyrning AB 14/03/2012 83
Wagemeyer GmbH 17/04/2013 64
Integrated Computing and Office Networking Limited 17/10/2016 2,342
Asta Development BV 04/01/2016 68
Shire System Limited 05/07/2018 6,348
Active Online GmbH 06/11/2018 3,047
Total 28,551
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History of software acquisitions 
 

 
 

Source: Company filings 
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The perpetual paradox 
The software industry has undergone a transition from developing and selling perpetual 
licenses of on-premises software to selling subscriptions to access software delivered as a 
service, through cloud-enabled and mobile applications. The benefits of such a transition are 
clear: 

 

The subscription model removes the barriers that previously inhibited potential customers 
through lowering the capital investment required and enable more flexibility to scale up and 
down as appropriate. This is precisely why Autodesk began the journey in 2016 and has 
served notice to those not already signed up to a subscription plan, to do so within the next 
year or so. ELCO have not made this transition in any material or meaningful fashion. ICON is 
the only business operating a pure subscription model but the business also requires heavy 
implementation and bespoke development, so not a subscription model as we know it. 
Outside of this, Powerproject is sold under a SaaS agreement but based on steady licence 
revenue and recurring revenue growth fuelled by acquisitions, we infer this has not had a 
meaningful impact. The business remains heavily geared towards lumpy licence sales which 
will continue to come under increasing pressure, with the implicit expectation that retention 
will be driven by ever decreasing prices.  

The transition to a subscription-based model is not straightforward, by any stretch of the 
imagination. The transition will disrupt financial performance in the short term as a greater 
proportion of revenue will be recognised rateably, moving away from the instant gratification 
licence sales afford. Firms with a short-term outlook can become addicted to the revenue 

 
56 McKinsey & Company Subscription myth busters: What it takes to shift to a recurring-revenue 
model for hardware and software, Dec 2017 

Top reasons to shift from a perpetual to subscription model 
 

 
Source: McKinsey&Company, Subscription myth busters56 
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benefits of the perpetual licencing model but a dose of reality is necessary to remind 
proponents of this approach, the longer this transition is delayed, the existential threat to its 
offering is mounting.  

Glorification and glamorisation of proposition and customers 
ELCO are a comparatively small player in a highly competitive and fragmented market and 
the potential reach of its relatively niche software assets beyond its existing customer base is 
marginal, will prove a restriction to future growth.  

Peer group comparison is grotesquely misleading 
The ‘BuildTech’ industry is highly competitive with a handful of major players, with swarms of 
intellectual and financial resources targeted towards integrating and expanding their 
offerings. ELCO pales into significance presented alongside its ‘peer group’. Equity 
Development’s assertion that ELCO is in in any way comparable as an investment 
proposition is akin to drawing parallels between your local burger van and McDonalds. We 
contacted employees at Autodesk and Nemetsche, they had never even heard of Elecosoft 
or any of its software. A direct quote from an employee of the Nemestche group: 

“I haven't heard of them actually. Having looked them up I don't think they are our competitor 
anyway, it seems they are mostly into project management and cost estimation and while 
they have a module for visualisation so there is some overlap it doesn't seem to be their 
primary business.” [Firm name protected] We create design software for Architects (also for 
other designers like Landscape Architects, Entertainment industry professionals and more) 
for producing construction information and BIM models. 

 

Capital employed v Turnover (scaled to capital employed) 
 

 
Source: Company annual reports, Ciphersense Research 
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Customer case studies are misleading and immaterial  
Throughout annual reports, management frequently reference new customers or significant 
projects to maximise affiliation with household names or projects to in turn enhance 
recognition. Mortenson featured heavily in the 2018 annual report: 

 

Mortenson currently have around 3,000 employes but Powerproject is primarily for the use 
of planners At the Asta Powerproject National user forum in 2015, Jim Dawkins disclosed 
that its 1,000 users at that point originated from c.150 separate contractors. The average 
users per contractor was 6.757. To illustrate the immateriality of the deal; applying a generous 
assumption of selling 50 perpetual licences to Mortenson we approximate that the licence 
fee revenue would be in the region of £65k and annual recurring maintenance of c.£17k. In 
our view this type of commercial arrangement does not justify the space ELCO have devoted 
to this in its annual report and we do not believe such glamorisation of the customer base is 
at all useful for investors.

 
57 Asta Powerproject National User Forum 2015, https://youtu.be/ct-
BiJwoWKo?list=PLwUs0ixkRiwHO59ZomrA7O5j5OQHYdn7q 

Mortenson case study 
 

 
Source: 2018 Annual report 
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We simulated how the deal would look under a perpectual licence commercial model to illustrate the anticipated annual income from 
commercial customers. We utilised the pricing for Powerproject readily available on the ELCO UK ecommerce website. We apply the following 
assumptions: 

a) 25% discount offered on deals of 50+ licences 
b) Churn rate of 1.5% 
c) Annual price increases 4.0%  

Mortenson - Perectual Licence simulation 

            
  T0 T1 T2 T3 T4 T5 T6 T7 T8 T9 T10 10YR 

Users 50 50 50 49 49 48 47 46 46 45 44   

Licence income 65,063            

12 months support & upgrade cover 17,350            

Assumed churn   1.5% 1.5% 1.5% 1.5% 1.5% 1.5% 1.5% 1.5% 1.5%  

Assume annual rice rise   4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0%  

Financial summary                         

Licence income 65,063            65,063 

Recurring revenue   17,350 18,044 17,773 18,180 18,571 18,945 19,305 19,649 19,979 20,294 188,089 

Cash flow 65,063 17,350 18,044 17,773 18,180 18,571 18,945 19,305 19,649 19,979 20,294 253,152 

Cumulative cash flow 65,063 82,413 100,457 118,230 136,410 154,981 173,926 193,231 212,879 232,858 253,152   

Discounted cash flow @ 15% 65,063 15,087 13,644 11,686 10,395 9,233 8,191 7,257 6,423 5,679 5,016 157,674 

 

Does an annual uplift of c.£17,350 in recurring revenue justify half  page in the annual report of a business with a turnover of c.£25m?
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None of the ELCO’s competitors publish specific customer ‘success stories’ within their 
annual reports as they add no value to investors in isolation. It is also worth noting the 
Mortenson are prolific users of Autodesk software and therefore highly unlikely to purchase 
any other ELCO systems. 

 

Foray into ‘Artificial Intelligence’ 
Artificial intelligence is a buzzword of the technology industry and like any trend, the fear of 
missing out from capitalising on the opportunities that arise is for some too great to pass on. 
ELCO released a non-regulatory news update to herald its foray into Artificial Intelligence58. 
John Ketteley was keen to articulate the importance of this endeavour: 

“In our opinion, the AI visualisation tool enables consumers to make confident decisions 
when replacing their existing flooring, and in turn represents a significant value add for our 
B2B clients by improving their sales conversion rates.” 

 
58 RNS, Elecosoft PLC Launch of new AI Visualisation tool, January 16th 2020 

Autodesk Mortenson case study 
 

 
Source: Autodesk website 
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The tool enables individuals to upload an image of their home and the AI tool enables the 
floor to be changed to a variety of different coverings from a pre-built catalogue. The floor 
manufacturers would be the commercial beneficiaries of the software and the customer for 
ELCO. We sampled the tool on the Karndean website and the results are here: 

The quality of the visualisation is acceptable, but it must be noted that this is not a pioneering 
effort, alternatives already exist in the marketplace and have done for some time. For 
example: Roomvo, created by Leap Technologies, Inc. back in 200959. In fact, Active Online 
recently lost longstanding customer Haro, who opted for Roomvo in place of the Active 
Online offering. This illustrates that its customer base is perhaps not as sticky as investors 
are led to believe. Haro’s offering can be viewed here. 

Whilst this does add to customer experience and perhaps increases customer conversion, 
Karndean were obliged to add a disclaimer that continues to encourage customers to ‘see 
and feel’ the product for the most accurate representation. With Karndean openly 
discounting the usefulness of the system, which is at odds with John Ketteley’s confidence 
and ultimately, we wonder how Active Online monetises this offering and its material 
contribution to the group.  

 

 

 

 

 

 

 

 

 

 

 
59 https://www.roomvo.com/ 

Karndean visualisation example 
 

 

 

 
Source: Karndean website 
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This software is useful for the purposes of marketing to improve online impressions and 
consumer engagement, but we fail to see the relevance of this tool and practicality of 
integrating this across the software portfolio. 

It is especially prevalent when we consider how augmented reality is being employed in 
other sections of the construction industry. Dalux have introduced various digital tools and 
BIM led technologies to the market, most notably their BIM-based augmented reality tool. 
Dalux’s TwinBIM™ technology blends the digital and physical worlds meaning you can use 
your smartphone or tablet, the tool simply merges your BIM model into your real-time 
physical environment allowing you to see and interact with it. 

 

 

 

 

 

 

 

 

Karndean disclaimer 
 

 
Source: Karndean website 

Dalux: Augmented reality, bringing the digital world and physical world together 
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This is a fantastic example of what can be achieved in construction, through the intelligent 
application cutting edge technology. Dalux have integrated this AR capability with their 
market leading Facilities Management system to great effect (competitor of Shire System). In 
the process they have captured a large and respectable customer base, some of which 
ELCO share as users of its Powerproject system. Namely, Willmott Dixon, Kier, Interserve, 
Multiplex and Wates.   

ELCO is fundamentally a construction software business and its continual investment in 
superficial visualisation tools designed for marketers and targeted towards unrelated markets 
is cause for concern. Organisations such as Dalux are delivering innovations at breakneck 
speed that pose the risk of sending ELCO’s core technology to the virtual scrapheap. As 
construction firms seek to achieve greater integration between interacting software 

 
60 https://www.dalux.com/dalux-field/twinbim/  

 
 

 
Source: Dalux website60 

Dalux customer base 
 

 
Source: Dalux website 
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applications, interoperability will take precedence over individual capability and see fringe 
players marginalised through price squeezes or the need to modernise or die.  

The mating dance & stock promote 
ELCO marked its transition to a software business with a change of advisor, appointing 
finnCap as its NOMAD and broker 61. ELCO then enlisted the support of Equity Development, 
a research firm commissioned and paid for by the companies like ELCO (‘issuer research) 
which is classified as ‘non-independent’ per the FCA guidelines. 

Company paid ‘research’ projects aggressive promotional tone 
ELCO have employed the services of research outfit Equity Development through 
commercial retainers to churn out marketing material to ‘educate’ retail investors. Some of 
our favourite outrageous, glorifying claims from the research house are:  

▪ ‘Elecosoft, whose award-winning software is ‘disrupting’ the $10 trillion global 
construction market.’ (refer to section dwarfed by the competition) 

▪ E-Sign, a potential ‘game changer’ 
▪ How to profit from the surge in BuildTech  
▪ Substantial synergies from Shire integration  
▪ ‘Shire acquisition is amazing’ 
▪ ‘At the intersection of AI and BuildTech’ 
▪ ‘Long term winner in a new social distancing world’ 

Investors should be mindful that the ‘research’ issued by both finnCap and Equity 
Development is not impartial or objective but in fact wholly funded by ELCO and for the 
avoidance of doubt, marketing material.  

Highly questionable remarks surrounding exit strategy 
Speculative and unsubstantiated remarks that ELCO could be a takeover target, in our view 
should not be included in objective analysis of a business. Paul Hill’s highly promotional, 
marketing material purports “…hypothetically if long-serving Exec Chairman John Ketteley 
(aged 78 with a 11.7% stake) ever decided to pass on the reins, then the Board might well 
receive a similarly attractive ‘knock at the door’. This is a clear breach of market regulation 
and further illustrating the promotional nature of the material furnished to private investors.  

Paul Hill has recently extended his coverage through the private investor platform Vox 
Markets62 to continue to promote ELCO as well as through his personal LinkedIn account. A 
robust and progressive business should be simple to understand and not require aggressive 
promotion tactics, strong business performance speaks for itself and a valid reason exists as 
to why this business trades at a discount and it has nothing to do with investors lack of 
understanding of the mechanics of ELCO.  

The use of predefined stock screens from tools such as Stockopedia63 and heavily 
commoditised research from Simply Wall Street64 have also fed increased coverage of 

 
61 RNS, Elecosoft PLC Change of Adviser, May 5 2015 
62 https://www.voxmarkets.co.uk/articles/zaim-credit-sytems-and-paul-hill-on-accesso-northbridge-
elecosoft-3d7568b/ 
63 Why quality and momentum matters for Elecosoft, Stockopedia 
https://www.stockopedia.com/articles/why-quality-and-momentum-matters-for-elecosoft-lonelco-
15548/ 
64 https://simplywall.st/news/estimating-the-intrinsic-value-of-elecosoft-plc-lonelco/ 
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ELCO. To the untrained and unsuspecting eye, ELCO appears a high-quality business. ELCO 
even started lapping up the coverage first-hand by sharing the questionable and 
commoditized research through their corporate LinkedIn profile. We are yet to discover a 
worthy, investible company who devotes internal effort to self-promote its stock. It must be 
considered who encouraged the marketing department to post content surrounding the firms 
share price performance. History is littered with examples where managements distasteful 
obsession with its share price has been prioritised ahead of the longevity of the firm.  

Antiquated products and lack of integration 
Absence from buildingSMART global initiative 
ELCO often refers to its role as a world leader in driving the construction industry towards a 
digital future.  

▪ “Elecosoft is fast becoming a truly international provider of market-leading 
construction software applications for 5D BIM, project management, estimation, 3D 
architectural design, timber engineering, digital visualisation, and augmented reality 
software applications” 65 

▪ Elecosoft is constantly making progress towards its long-term goal of being a 
preferred provider of integrated software solutions to the worldwide AECO 
community 66 

For a software company harbouring such lofty ambition, its absence from the 
‘buildingSMART’ International Software Certification program is surprising. The program is 
centred on driving the adoption of the ‘buildingSMART’ standards throughout the global 
marketplace of software vendors. The present focus of the program remains ‘Industry 
Foundation Classes’ (IFC), a standardised digital description of the built asset industry and 
intent on promoting software vendor neutrality. The pervasive and inescapable adoption of 
software in the construction industry is cause for concern for established developers as 

 
65 Elecosoft Plc, 2016 Annual Report, p. 5 
66 Elecosoft Plc, 2017 Annual Report, p. 12 

Self-promotion via LinkedIn 
 

 

 

 
Source: Elecosoft Linkedin profile 
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these initiatives will remove barriers that prevent users from upgrading to more attractive 
solutions, as switching costs will diminish.  

ELCO’s Powerproject and Bidcon, connected through the BIMCloud are compatible with the 
IFC BIM data format. A reseller makes the admission that “collaboration and syncing data 
between different software vendors is made simple and there is no lock-in requirement to 
use only Elecosoft’s BIM applications” 67. It is a signal of the direction of the industry and a 
double-edged sword; greater ubiquity will dilute the power of cross selling initiatives and 
raise challenges for incumbents, increasing the challenge to retain customers for those with 
an antiquated offering as users evaluate incremental changes in search of marginal gains.  

If ELCO are true to their assertions surrounding their commitment to digitising the 
construction industry, why are they not collaborating with other industry leaders on this 
initiative? The competitors involved are Bentley Systems Inc., Nemetschek, Autodesk, RIB 
Software and Trimble. The full listing can be found here. If the business wishes to be 
considered a global player, it needs to act the part too.  

A collection of highly localised software assets 
ELCO have ammassed an assortment of niche software assets originally targeted towards 
particular jurisdictions. The premise of its strategy is that these software assets can be 
localised to facilitate cross selling and integration of its product suite.  

Taking the Bidcon cost estimation system which was acquired as part of the Consultec deal 
back in 2002 as an example. This software was originally created in the early 1990’s and 
refined in conjunction with its core base of users in Sweden and the needs of those 
operating in Sweden have played a significant role in subsequent development activity. The 
only notable sale of Bidcon in the UK was part of the McCarthy and Stone deal in 2017. 
Beyond this, it has not been materially successful in selling the localised version of the 
Swedish software in the UK market or any other market for that matter. The same issue 
exists with Arcon Evo, with the professional version of the software targeted towards the 
German market, its origin of production.  

Staircon’s second stab at the US market 
The 2019 annual report suggested that the increased revenues in the US can be attributed 
to the success of Staircon in North America68. ELCO first took the Staircon software to the 
US market in 200469 and one would have expected over the course of 15 years, growth 
oportunities would have been expended? We reviewed all of ELCO’s registered resellers in 
the US and none of these resellers offered the Staircon software. It appears Syste Leenders 
has been the sole sales agent in the US for the last four years, single handedly leading this 
initative.  

 
67 BIM & The Cloud, The Project Professionals http://www.propro.com.au/software/bim  
68 Elecosoft Plc, 2019 Annual Report, p. 9 
69 RNS, Elecosoft PLC Preliminary results for the year ended 30 June 2004, October 10 2004 
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ELCO has published an array of interviews with Staircon customers during FY20 to 
presumably add credibility to this claim in the annual report. Note, that only two of the 18 
published managed to reach over 50 people. Niche software, small audience.  

 

Sytse Leenders 
 

 
Source: Linkedin 

Staircon YouTube Channel 
 

 
Source: Staircon YouTube page 
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System compatibility 
At a very basic level we’d expect a basic level of threshold compatibility to be met. In the 
case of the Bidcon estimation system, this is not compatible with the latest version of 
windows and will possibly resrict cross-seling efforts. 

 

Stagnant revenue growth via resellers highlights localisation challenges 
ELCO’s revenue from resellers is flat and declining as a proportion of revenue, illustrating the 
inherent challenges in expanding the footprint of niche software and the difficulties in 
effective localisation.  

 

Windows compatibility issues 
 

 

 

Source: 3D Architect website 

Reseller revenue %  
 

 
Source: Annual reports, Ciphersense research 

15,606

15,774

14,236

16,674

18,780

20,950

24,149

712 710 1,024 1,121 1,216 1,270 1,249

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

2013 2014 2015 2016 2017 2018 2019

Direct Reseller



   

Page | 91  
 

Two of the recent acquisitions (Icon and Active Online) do not facilitate growth through an 
effective reseller or international distribution network. The software assets acquired within 
these deals are highly bespoke, requiring lengthy implementations in the case of ICON and 
Active Online uses technology as leverage for its position as a service provider.  

We interviewed one of the prominent resellers of Powerproject who advised: 

“Powerproject is an NR1 Scheduling solution and you can sell a maximum of 1-2 to per 
project because it is used only for planners mainly. I recommend ISETIA because its touches 
every process and documents.” 

The picture is potentially more nuanced when you consider that the US market is wholly 
serviced by resellers, indicating that reseller revenue outside of the US could have declined 
at a compound rate of 6% between 2015 and 2019, sugesting these markets are also 
reaching saturation.  

 

 

 

 

 

 

 

 

 

 

Composition of reseller revenue  

         CAGR 

   2013 2014 2015 2016 2017 2018 2019 15-19 

 USA 0 163 571 601 656 777 1,021  

 Acquired       (133)  

 Underlying USA 0 163 571 601 656 777 888 12% 

 Δ  163 408 30 55 121 111  

 Growth   250% 5% 9% 18% 14%  

 Reseller 712 710 1,024 1,121 1,216 1,270 1,249 5% 

 Δ  (2) 314 97 95 54 (21)  

 Growth  (0)% 44% 9% 8% 4% (2)%  

 Non-USA Reseller 712 547 453 520 560 493 361 (6)% 

 Δ  (165) (94) 67 40 (67) (132)  

 Growth  0% (17)% 15% 8% (12)% (27)%  
          

 

Source: Elecosoft annual reports and Ciphersense research 
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Product focus: Arcon CAD/o2c 
The software assets of Arcon Evo and o2C were acquired in 2003 from Aprisoft GmbH. 
ELCO suffered temporary setbacks in reselling the software through Eleco Software GmbH 
with a legal dispute that was eventually settled in 2005. The acquisition bought with it the 
original founders.  

The founder, Jurgen Kruger, remains with ELCO today. Not that he is especially bitter about 
the turn of events that saw the assets end up in the hands of ELCO… 

 
70  Jurgen Kruger interview, 
https://youtu.be/uA2Adu3p4oM?list=PLwUs0ixkRiwHO59ZomrA7O5j5OQHYdn7q  

Less is more?  
 

 
Source: Elecosoft Germany website 

Jurgen Kruger  
 

 
Source: Jurgen Kruger interview70 



   

Page | 93  
 

The Arcon/o2c software is heavily geared up for the Germany market and its Arcon Evo 
professional solution is sold as an on premise, perpetual licence-based software. They have 
released a SaaS version but based on the absence of meaningful deferred income within the 
Eleco Software GmbH, this has not enjoyed much success to date.  

The compatibility of the Arcon Evo system is restrictive. Architects and design enthusiasts 
tend to be advocates of Apple hardware and compatibility with the MAC operating system is 
a hygiene factor design software simply needs to meet. Arcon is not compatible with the 
Apple OS. This will damage its potential for expansion and is another illustration of the pitfall 
of a business centred around on premise, perpetual licence-based software.  

This can also be verified on the 3D Architect website: 

 

 

 

 

 

 

Incompatibility with Apple OS 
 

 
Source: Capterra 

Incompatible with Apple OS II 

 

Source: 3D Architect website 
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Lead sales executive illustrates why Arcon Evo ranks poorly alongside Autodesk Revit and 
other alternatives: 

When ELCO acquired Online Warehouse, they were really buying the capability of Les Player 
a clearly accomplished software developer who had localised the Arcon software, translating 
it to English and tailoring other market specifics. Les Player left ELCO around 2010 and he 
eluded to the fact that ELCO had not invested appropriately in the software to bring it up to 
the industry standard using the latest .NET technology. It may well have changed since his 
departure but even if this is the case, ELCO have been running the software on legacy 
technology for close to ten years. It is significant considering the progress made by 
competitors and telling in the context of the wider groups approach to reinvestment in its 
software assets, corroborating our assertion that R&D has been acquired, as opposed to 
internally generated.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Less is more?  
 

 

Source: Jurgen Kruger interview 
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Reviews on the 3D Architect website illustrate that the demographic ELCO have tailored its 
software to in markets outside of Germany, are unsophisticated, DIY enthusiasts.  

 

 

 

 

 

 

 

 

 

 

 
71 https://www.visualbuilding.co.uk/about/the-people 

Built on 1990’s technology 

 

Source: Visual Building71 

CAD software for the over 45’s and the computer illiterate 

 

Source: 3D Architect website 
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Several negative reviews of the software found via Trust Pilot suggest that it is even 
struggling to keep its target demographic satisfied.  

In a similar fashion to the ShireSystem reviews, four reviews were received in the space of a 
single day for the Eleco Software UK via the trust pilot platform and two of these ‘reviewers’ 
have only ever submitted a single review (this one). They bore a stark contrast to those 
above. Some of the comments that the system is of a comparative standard to Autodesks 
Revit is an indication that these reviews are suspect, given this is a system that is not even 
compatible with the Apple OS. 

 

 

 

 

 

 

 
72 https://uk.trustpilot.com/review/www.3darchitect.co.uk 

Real reviews 

 

 

 

 

Source: Trustpilot72 
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Armed with this knowledge, the CAD / Engineering restatements indicating that the 
proprietary software revenue for the CAD reporting category runs at c.£1m per annum, 
ELCO’s design software is some way behind the industry standard and will dilute its ability to 
offer a suite of BIM led, collection of construction software. 

 

 

Dubious reviews 

  

 

 

Source: Trustpilot 
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The cross-selling fallacy 
Revenue synergies or the ability to cross-sell has often been the rhetoric at the heart of 
ELCO’s acquisitive growth strategy. On the surface, it is logical to assume that a business 
can increase their presence with a customer by encouraging them to invest in additional 
modules or integrated/complementary software but this logic is flawed when applied to the 
ELCO software portfolio. We categorised its offerings into industry standard classifications; 
Design, Preconstruction, Construction, Operations and Information/Data management and 
then took a sample of its major customers to practically assess the feasibility of selling other 
software packages to the customer. In our view, this is a realistic assessment that 
demonstrates the practical ineffectiveness of ELCO’s cross-selling strategy (see overleaf 
cross-selling matrix).  

Powerproject remains the jewel in the crown 
Powerproject is ELCO’s most successful offering, capable of truly scaling as an effective 
cross-selling proposition. Brought to the market in 1986, the software has high levels of 
familiarity within the planning community and its original founders, Asta Development, 
invested in localising the system for international markets, which has enabled growth to be 
supplemented with a healthy indirect channel growth, through international partners. 
However, Powerproject is now ex-growth 30+ years post is conception and we struggle to 
comprehend ELCO has not exhausted the cross-selling potential of Powerproject.  

Weak design capability 
The cross-selling proposition for AEC software houses is most effective when driven from the 
centre of the BIM process and is by nature design led. Design software is the origin of the 
data that will feed all subsequent stages of the build process and the most technically 
advanced. Alongside this, the design user base tends to be strong promoters within 
organisations that hold significant weight in software investment decisions. ELCO’s 
CAD/Design software, Arcon Professional, is not extensively used outside of Germany and 
international variants of the software are targeted towards retail users such as DIY 
housebuilders. This significantly dilutes the efficacy of ELCO’s cross-selling potential.  

Autodesk is entrenched within the UK construction sector 
Balfour Beatty agreed a three-year deal with Autodesk back in 2012 worth $12m. The two 
firms continue to work closely with the Autodesk suite of systems firmly embedded within the 
organisation. They remain users of Powerproject and the Shire System (through acquisition) 
and theoretically it could sell the Bidcon, Arcon and Icon software to Balfour but we find it 
highly improbable the firm would sever ties with Autodesk to take up ELCO’s offerings in 
these respective areas. Autodesk’s acquisition of PlanGrid has further tightened their hold on 
the UK market.  

Negative revenue synergies? 
The Shire and ICON acquisitions bought with them a fresh set of customers but those most 
suitable for cross-selling were already users of the solutions. For example, Shire and ICON 
share several common retail clients namely, B&Q, Sainsbury’s and Waitrose. While the 
penetrable Shire customers were already using Powerproject, Balfour Beatty, Skanska and 
Interserve. Once the procurement functions at these large corporates gain awareness that 
these solutions are now under common ownership, ELCO will be placed under pressure to 
offer discounted renewals to retain their business. 
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Cross-sell matrix 
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DESIGN 

Arcon Evo Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ 

Staircon Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ 3� 3� 3� 3� 3�

Framing Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ 

Statcon Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ 

Interiormarket Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ 3� 3� 3� Χ Χ Χ Χ Χ 

Materialo Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ 3� 3� 3� Χ Χ Χ Χ Χ 

PRECONSTRUCTION 
Bidcon Χ 3� Χ Χ Χ Χ Χ Χ 3� Χ 3� Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ 

Powerproject 3� 3� 3� 3� 3� 3� 3� 3� 3� 3� 3� Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ 

CONSTRUCTION Memmo Χ Χ Χ Χ Χ Χ Χ Χ 3� Χ 3� Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ 

OPERATIONS ShireSystem 3� 3� 3� 3� 3� 3� Χ Χ Χ Χ Χ 3� 3� 3� Χ Χ Χ Χ Χ Χ Χ Χ 

INFORMATION AND 
DATA MANAGEMENT 

IconSystem Χ 3� Χ Χ Χ Χ Χ Χ Χ Χ Χ 3� 3� 3� Χ Χ Χ Χ Χ Χ Χ Χ 

Marketing Manager Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ Χ 3� 3� 3� Χ Χ Χ Χ Χ 
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Single reference case with UK’s worst performing construction firm 
ELCO have a single demonstratable case where they have been effective in selling a ‘Suite’ 
of their systems to a single customer. Back in 2017 McCarthy and Stone worked with ELCO 
to implement and integrate Bidcon, the ICON system and Powerproject. As Chris Lovelock 
eluded to, this was delivered over an extended timeline and we suspect that the system had 
been highly tailored to their precise needs of McCarthy and Stone. The customer clearly 
secured a fantastic deal, but this approach is not financially or operationally sustainable to 
achieve growth. We also note that McCarthy and Stone have delivered the worst 
performance among its peer group for its shareholders, with reference to its share price 
since listing back in 2015.  

TIDM Name % Δ 05/11/15 
- 12/06/2020 

MCS McCarthy & Stone PLC (66)% 

CRST Crest Nicholson Holdings Ltd (49)% 

VTY Vistry Group PLC (21)% 

TW. Taylor Wimpey PLC (17)% 

CRN Cairn Homes PLC (16)% 

BDEV Barratt Developments PLC (10)% 

RDW Redrow PLC 5% 

BWY Bellway PLC 5% 

ABBY Abbey PLC 13% 

PSN Persimmon PLC 22% 

BKG Berkeley Group Holdings (The) PLC 23% 

GLE MJ Gleeson PLC 48% 

 

Transferrable technology, unlikely to reach new markets 
The ELCO’s fringe offering in visualisation targeted towards flooring manufacturers/interior 
design firms, possesses technology that is plausibly transferrable to ELCO’s core AEC 
focused customers. It is highly improbable this technology gains the required level of 
recognition in an already crowded marketplace with providers such as Autodesk, 
Nemetschek and Dalux entrenched in existing customers operations.  

Niche software  
ELCO’s offerings targeted towards stair manufacturers and timber framing firms, who are 
inherently small-scale outfits, only possess relevance in their target market. Powerproject 
and Shire system for example, have application across the majority of industry verticals but 
in the case of Statcon, Staircon and Framing, they cannot be taken outside their core market 
which is already mature or cross-sold other ELCO systems that will meaningfully contribute 
to organic growth.  

‘Off the shelf’ purchase restrictions 
Our closing thoughts on ELCO’s cross-selling challenges are that customers cannot simply 
purchase a collection of systems in a single transaction that are downloadable with off the 
shelf, integrated capability. This is a red flag that demand does not justify the reorganisation 
of its ecommerce platforms to facilitate such ease of purchase and/or that significant effort is 
necessary to enable customers to benefit from the integration of more than one offering.  
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Reversion to Eleco Plc 
The 2020 AGM contained special matters concerning a resolution to restore ELCO’s 
registered name to Eleco Plc. This was duly adopted but we are not convinced this is a 
simple name change. If we review the organisations legal structure, Elecosoft Plc holds its 
investments in Active Online GmbH, Esign GmbH and ICON Ltd directly and directly owns 
the share capital of Eleco Limited which is the holding company that is the direct owner of 
the remainder of ELCO’s investments. We have already discussed how ELCO reclassified its 
investment in ICON that was originally held within Eleco Limited, to be held directly by 
Elecosoft Plc. This struck us as odd in the first place as acquiring the assets through a 
holding company would prevent the group from benefiting from the favourable treatment of 
merger relief that creates a reserve to be offset against future impairment. Instead the 
original investment was held through an intermediary, which creates an extra layer of 
complexity.  

Circling back to the relevance of the name change, we suspect ELCO will be simplifying its 
group structure and the most amenable and beneficial method to do this would assumedly 
be through hiving up the assets held directly by Eleco Ltd to become subsidiaries of Eleco 
Plc (formerly Elecosoft Plc) subsequently classifying the previous holding company Eleco 
Limited as a dormant entity. This gives rise to potential reconstruction relief that will further 
boost reserves and shield any future impairment. This manoeuvre will afford ELCO the 
benefit of lighter disclosure requirements surrounding its investments, previously available 
through companies house filings associated with the previous holding company Eleco 
Limited. But the recent recapitalisation of Esign GmbH could be a signal that the subsidiaries 
under the ownership of Elecosoft Plc directly, are to be hived down to become subsidiaries 
of Eleco Limited. The reclassification of a loan to an equity investment again enables a 
healthy merger reserve to be established under the conditions of a group reconstruction.  

Our assumption is that the proposed name change is a consequence of an intended group 
reorganisation. We see no other rational basis to superficially change the name of the 
business.   
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Legal entity structure 
 

 

Source: Annual accounts and company filings 

02283936
Eleco Software Limited 

Consultec UK Limited 10/03-10/05
Consultec Limited - 07/03-10/03
MBA Computing Ltd - 09/00-07/03
Aquabroad Projects Ltd - 08/88-09/10

00354915
Elecosoft Plc 

Eleco Plc 01/99-06/15
Eleco Holdings Plc - 07/39-01/99

02021387
ElecosoftUK Limited 

Elecosoft UK Plc - 06/15 - 06/15
Asta Development Plc - 09/99 - 06/15
Asta Development Ltd - 04/87 - 09/99
Guardstock Ltd - 05/86 - 04/87

03120941
Asta Group Limited

556385-6300
Consultec Group AB

556453-1514
ElecosoftConsultec AB

HRB 706289
Asta DevelopmentGmbH

01628050
Shire Systems Limited

HRB 60585
Eleco Software GmbH

20151679635
Elecosoft LLC

03127766
Integrated Computing & Office 

Networking Limited

CoC 64814181
Elecosoft BV

HRB 10159
Active Online GmbH

B66699224
Active Online SL

02734227
Eleco Limited 

Elecosoft Limited - 03/12-06/15
Eleco Holdings - 12/08-03/12

Eleco Building Pro. Ltd - 01/99-12/08
Eleco Limited - 07/92-01/92

HRB 60326
ESIGN Software GmbH
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Exit strategy  
With Ketteley approaching the end of his career, we would reasonably expect him to be 
tirelessly exploring methods to cash in on his holdings and support his associates exit if they 
wish to follow his lead and exit their positions in ELCO. This is a highly nuanced situation with 
several potential outcomes, a combination of which will likely play out over the coming years/  

All-encompassing Sale to ‘peer group’ is unlikely 
One of the few plausible exit strategies for John Ketteley and the existing ELCO 
shareholders is to be acquired itself. On the whole, the major listed software companies have 
supplemented their growth strategy with targeted acquisitions, it doesn’t take much 
imagination to apply this broad theme to the circumstances of ELCO. But this logic is flawed 
in that ELCO is a motley collection of highly disparate and poorly integrated businesses. 
Recent transactions in the sector elucidate the preference of buyers to enage in acquisitions 
of focused, niche businesses that fulfil a defined purpose connected to a wider strategy. A 
summary of recent deals in the BuildTech space can be found overleaf.  

Take Nemetschek’s acquisition of Spacewell, creators of software which is directly 
comaprable to Shire System or Autodesk’s acquisition of Assemble, fulfilling the purpose of 
Information Management. These are targeted acquisitions, much like ELCO have been 
executing. From the perspective of Nemetschek, Autodesk or RIB, who are already highly 
fragmented, would it be logical to acquire a small scale, synethetic version of themselves? 
The execution risk inherent with the necessary investment to achieve meaningful integration 
would make such a deal uneconomical.   

These recent deals are evidence that it is unlikely to be taken out by one its well resourced 
‘peer group’ but also demonstrates the strategic pressures these transactions present to 
ELCO. Autodesk and Nemetschek have an incredible hold on the market through its various 
software assets that will leverage superior results through driving meaningful integration of 
its product suite, that will render fridge competitors nursing their wounds and obselecent 
technology due to years of underinvestment.  
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ACQUIRER TARGET DATE VALUE (m) VERTICAL DESCRITION 

Autodesk Inc Buildingconnected 2018 $235.2 Bid-management The acquisition of BuildingConnected will enable Autodesk to add bid-management 
capabilities to its construction portfolio.  

PlanGrid 2018 $777.6 Construction 
Productivity 

The acquisition of PlanGrid will enable Autodesk to offer a more comprehensive, 
cloud-based construction platform. 

  Assemble Systems 2018 $93.6 Information 
management 

The acquisition of Assemble Systems will enable Autodesk's customers to influence, 
query and connect BIM data to key workflows across bid management, estimating, 
scheduling, site management and finance. 

Trimble Inc. Kuebix 2020 Not disclosed Freight intelligence Kuebix provides a transportation management system (TMS) that powers North 
America's largest shipping community.   

Cityworks 2019 Not disclosed Asset management Cityworks' solutions address the global challenges associated with maintaining and 
replacing aging utility, transportation, and public assets and infrastructure. 

  Veltec 2018 Not disclosed Fleet mobility Veltec is a leading fleet mobility provider, developing technologies that improve 
safety and reduce operational costs. Based in Londrina, Brazil, Veltec serves more 
than 900 companies, delivering solutions focused on helping fleets reduce accidents, 
improve driver and vehicle performance and increase fuel economy. 

RIB Software 
AB 

Building Systems 
Design Inc 

2019 Not disclosed Information 
management 

BSD was created more than 35 years ago by innovative design professionals 
determined to improve the specification process. Architects, specifiers, engineers, 
and owners rely on BSD SpecLink because it delivers the best content in both the 
U.S. and Canada via the industry’s most innovative software. BSD SpecLink 
simplifies workflow, speeds up editing, and improves productivity throughout every 
phase of a project. 

Nemetschek Spacwell 2018 €46.1 Facilities management Spacwell offers modular and integrated software solutions for property, facility and 
workplace management as well as an intelligent smart building platform  

dRofus 2017 €24.5 Information 
management 

dRofus joined NEMD as a leading provider of BIM-based solution for design, data 
management and collaboration. dRofus considers the entire building lifecycle and 
supports workflows and processes 

 
RISA 2017 €24.9 Engineering RISA is the market leader of static engineering software in the USA  
Solibri 2016 €32.0 Information 

management 
Solibri is a globally leading and internationally aligned provider of software solutions 
for the quality assurance and quality control of Building Information Modelling (BIM), 
the digital work method for designing, constructing and operating buildings. The 
“Solibri Model Checker” validates that BIM models in particular are compliant in 
terms of integrity, quality and country-specific standards throughout the whole 
design and building processes.  

  Bluebeam 2014 $100.0 Take off and estimation Bluebeam is a leading provider of PDF-based workflow solutions for digital processes 
and collaboration in the AEC (Architecture, Engineering, Construction) industry with 
more than 650,000 users worldwide.  
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Targeted breakup 
In managements defence, the benefit of ELCO not having meaningfully integrated the 
software assets affords flexibility when evaluating exit strategies. The group has the potential 
to achieve superior returns to shareholders through a breakup. We anticipate Powerproject 
will be a highly appealing target to direct competitors such as Oracle, who have the potential 
to extend their customer base through possibly migrating Powerproject users to an Oracle 
equivalent or vice-versa. The Swedish operations will not struggle to find a worthy acquirer, 
with well-respected and ingrained software. Both concerns have suitable scale that will 
appeal to prospective buyers. The remaining assets will prove problematic to dispose of as 
relatively small businesses that will require to be sold a discount to compensate for the 
inherent risk and required investment to maintain/growth its capability.  

Activist buy-in 
The c.5% stake acquired by Investing Profit Wisely could be a sign of things to come. The 
software focused activist has the credibility and track record to maximise the value of ELCO. 
Historically, they have invested between £5m - £10m therefore will require additional support 
if they were to achieve effective control at a board level, or at least achieve a majority vote in 
favour of their proposed action should they pursue this route. Shareholders should welcome 
the involvement of Investing Profit Wisely if they pursue an active role in the transformation 
of ELCO.  

Take private 
We cannot rule out a potential deal to take ELCO private but at its current valuation it is hard 
to pinpoint the profile of an appropriate acquirer, given the diverse nature of its software 
assets. Therefore, this could be performed in conjunction with a combination of the 
aforementioned options.  
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Part 5: Valuation 
Our involved valuation process is focused on assessing the intrinsic value of a stock based 
on its free cash flow generation. We utilise a simple yet effective DCF approach as our 
primary method, blended with relative valuation techniques to challenge and balance our 
perspective. 

Discounted cash flow  
The assumptions underpinning is laid out below. Considering COVID-19 our valuation 
process seeks to project free cash flow adopting a 4-stage model. Attempting to project 
performance in 2020, then years two to five reflecting a return to growth, five to ten reflecting 
a transition to steady state and 10+ reflecting the long-run expectations.  

Revenue 
Base 2020 2 – 5 5 – 10 10+ 

£25.4m (10.0)% 12.5% 4.5% 1.3% 
COVID-19 is wreaking havoc across the global economy and ELCO will likely experience a 
dramatic decline in its top line during 2020, with a material reduction in licence sales and 
subsequently all other revenue streams. The 2007-08 financial crisis saw revenues for Asta 
Development (Powerproject) fall in 08, 09 and 10, (22)%, (19)% and (11)%. We anticipate a 
less dramatic decline across the broad product suite this time round but a structural shift in 
long run demand, that will severely restrict organic growth. Crises’ are opportune moments 
for firms to revaluate their spending decisions and we anticipate ELCO will be marginalised 
as larger firms’ superior offerings that offer greater organisation wide benefits, take 
precedence.  

Operating margin 
Base 2020 2 – 5 5 – 10 10+ 
15.7% 14.8% 15.7% 16.2% 15.3% 

The moderate degree of operating leverage will see the downturn of 2020, translate into 
lower operating margins, with the cost base already threadbare. Margins will be constrained 
from reaching industry standard by the unprofitable software assets, but further acquisitions 
will provide marginal growth through aggressive cost reduction post completion. Due to the 
lack of integration across the business, we expect above average indirect costs a necessary 
evil in the long run. 

Reinvestment 
Base 2020 2 – 5 5 – 10 10+ 
65.7% (10.0)% 55.3% 45.4% 25.0% 

2020 will see a reduction in reinvestment, with cash preserved and subdued M&A activity 
but we anticipate a gradual ramp up during subsequent years to return to historical levels. 
This reinvestment is essential to achieve the level of anticipated growth and an essential 
component of ELCO’s strategy in its current form. Post year five we expect a gradual 
curtailment of reinvestment to normalise at c.35% of EBIT.  

Cost of capital 
Base 2020 2 – 5 5 – 10 10+ 
7.76% 7.76% 7.71% 7.76% 7.78% 

A gradual increase in ELCO’s debt and subsequent rise in its Beta will be offset by the 
normalisation of risk premiums and a return to a low positive risk-free rate.
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DCF assumptions and projections 
 

Valuation input                         

Forecast summary BASE 2020E 2021E 2022E 2023E 2024E 2025E 2026E 2027E 2028E 2029E TV 

Growth rate 9.2% (10.0)% 12.5% 9.2% 9.2% 9.2% 7.9% 6.5% 5.2% 3.9% 2.6% 1.3% 

Debt ratio in WACC 10.8% 10.8% 11.7% 12.6% 13.6% 14.5% 15.4% 16.3% 17.2% 18.2% 19.1% 20.0% 

Beta             1.28              1.27              1.28              1.29              1.29              1.30              1.31            1.32            1.33            1.34            1.35            1.35  

Risk free rate (0.3)% (0.3)% (0.1)% 0.1% 0.3% 0.4% 0.6% 0.8% 1.0% 1.1% 1.3% 1.5% 

Risk premium 6.7% 6.7% 6.6% 6.5% 6.4% 6.2% 6.1% 6.0% 5.9% 5.7% 5.6% 5.5% 

Cost of debt 3.5% 3.5% 3.6% 3.6% 3.7% 3.7% 3.8% 3.8% 3.9% 3.9% 4.0% 4.0% 

Marginal tax rate 22.0% 22.0% 22.0% 22.0% 22.0% 22.0% 22.0% 22.0% 22.0% 22.0% 22.0% 22.0% 

Non-cash WC % turnover (23)% (23)% (23)% (23)% (22)% (20)% (20)% (20)% (20)% (20)% (20)% (20)% 

Return on invested capital 14.0% 10.5% 11.6% 11.7% 11.8% 12.0% 11.9% 11.8% 11.7% 11.6% 11.4% 10.5% 

Invested capital 24.8 25.1 26.5 29.2 31.9 34.8 38.0 41.0 43.7 46.1 48.0 49.4 

Reinvestment rate 65.7% 10.0% 23.9% 65.7% 65.7% 65.7% 59.0% 52.2% 45.4% 38.6% 31.8% 25.0% 

Valuation output (£m)                         

Forecast summary BASE 2020E 2021E 2022E 2023E 2024E 2025E 2026E 2027E 2028E 2029E TV 

Turnover 25.4 22.9 25.7 28.1 30.7 33.5 36.1 38.5 40.5 42.1 43.1 43.7 

EBIT % 15.7% 14.8% 15.3% 15.6% 15.8% 16.0% 16.1% 16.2% 16.2% 16.2% 16.3% 15.3% 

EBIT 4.0 3.4 3.9 4.4 4.8 5.3 5.8 6.2 6.6 6.8 7.0 6.7 

Tax rate 22% 22% 22% 22% 22% 22% 22% 22% 22% 22% 22% 22% 

EBIT (1-t) 3.1 2.6 3.1 3.4 3.8 4.2 4.5 4.8 5.1 5.3 5.5 5.2 

Reinvestment  0.2 1.5 2.6 2.8 2.8 3.2 3.0 2.7 2.4 2.0 1.4 

Δ Working capital  0.0 (0.7) (0.4) (0.3) (0.1) (0.5) (0.5) (0.4) (0.3) (0.2) (0.1) 

Free cash flow to firm   2.4 2.3 1.2 1.3 1.4 1.9 2.3 2.8 3.3 3.7 3.9 

Cost of capital  7.76% 7.68% 7.70% 7.72% 7.74% 7.75% 7.76% 7.77% 7.77% 7.78% 7.78% 

Cumulative discount rate  1.08 1.16 1.25 1.35 1.45 1.56 1.68 1.81 1.96 2.11 2.27 

Present value   2.2 2.0 0.9 1.0 1.0 1.2 1.4 1.5 1.7 1.8 26.3 
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DCF summary 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Our modelling suggests that on a DCF basis ELCO’s stock is trading 
at a 43.8% premium to intrinsic value. We believe the market is not 
factoring in the high level of reinvestment that will be necessary to 
achieve growth in the short to medium term, as its mature software 
assets enter a prolonged phase of decline.  
 
We do not anticipate our projected revenue decline of 10% in FY20 
due to COVID-19, combined with the structural decline of its 
existing portfolio, to flow to entirely the bottom line. We anticipate 
management will take strong action to trim its cost base and reduce 
reinvestment. This will perpetuate the structural decline ELCO is 
experiencing and inhibit organic growth as economic conditions 
improve. Acquisitions will be the prime source of growth.  
 

Terminal value sensitivity analysis 
 

Terminal value sensitivity 

  WACC 

 3.9 6.28% 7.03% 7.78% 8.53% 9.28% 

Terminal 
Growth rate 

(0.8)% 24.8 22.2 20.1 18.4 16.9 
0.3% 28.9 25.5 22.8 20.6 18.8 
1.3% 34.6 29.9 26.3 23.4 21.1 
2.3% 43.2 36.2 31.0 27.2 24.1 
3.3% 57.5 45.7 37.9 32.3 28.1 

 

Total value of operating assets 

  WACC 

   6.28% 7.03% 7.78% 8.53% 9.28% 

Terminal 
Growth rate 

(0.8)% 39.4 36.9 34.8 33.0 31.5 
0.3% 43.5 40.1 37.4 35.2 33.4 
1.3% 49.3 44.6 40.9 38.1 35.7 
2.3% 57.8 50.8 45.7 41.8 38.7 
3.3% 72.1 60.4 52.5 46.9 42.7 

 

Terminal value % operating assets 

  WACC 

   6.28% 7.03% 7.78% 8.53% 9.28% 

Terminal 
Growth rate 

(0.8)% 63% 60% 58% 56% 54% 
0.3% 66% 64% 61% 58% 56% 
1.3% 70% 67% 64% 62% 59% 
2.3% 75% 71% 68% 65% 62% 
3.3% 80% 76% 72% 69% 66% 

 

Valuation output   £m 
Present value   
Value of operating assets  40.9 

Value of cash  7.2 

Value of firm  48.1 

Market value of debt  8.4 
Minority Interests  0.0 

Market Value of Equity  39.8 

Value of Equity in Options   0.9 

Value of Equity in Common Stock 38.8 

Value of equity per share   47.5p 

Stock price   84.5p 

% (Over valued)  (43.8)% 
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Fundamental analysis section 1 
 
► We anticipate that acquisitions will be ELCO’s prime source of 

growth. We assume a CAGR of c.9% post the COVID-19 
rebound between years 2-5, gradually declining during the 
maturity phase to reach a terminal growth rate of 1.25%. 

► ELCO’s CAD/Design on-premise systems are entering 
perpetual decline and will unlikely materially contribute to the 
revenue base beyond 2026. 

► Esign’s visualisation business will continue to be cannibalised 
by the proposition of Active Online and continue and follow a 
similar path to the Design software. 

► Long-standing favourites Powerproject and Bidcon will continue 
to enjoy a healthy following and annual price increases will 
enable marginal growth above inflation. Incremental growth  

► We assume recent acquisitions ICON/Shire/Active Online will 
fail to grow at a rate above inflation    

 
► Acquisitive growth is an expensive endeavour. ELCO have 

reinvested c.66% of EBIT in growth Capex or acquisitions, we 
anticipate ELCO will return to similar levels during the post 
COVID growth period before a gradual decline to normalise at 
25% in perpetuity. This reflects the high level of reinvestment 
necessary to remain competitive in what is a highly dynamic 
sector.  

► ELCO’s blended tax rate of c.22% is a consequence of its 
reliance on income from Sweden (c.24%).  

► We anticipate ELCO will broadly maintain its negative working 
capital position.  
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Fundamental analysis section 2 
 
► The impact of COVID-19 will see growth plans shelved and cash 

reserves preserved through delays in M&A activity and organic 
investments.  

► However, we anticipate a return to historic levels of reinvestment 
in 2022 and these levels to be sustained as M&A activity returns 
to normal levels.  

► From 2025, reinvestment needs will decline as ELCO’s ability to 
identify and digest further suitable deals saturates. Normalising at 
25%. This is high comparative to other industries but due to the 
short lifecycle of the technology industry, higher reinvestment is 
necessary to retain competitiveness.  

► The reinvestment across both organic and inorganic initiatives 
will yield growth equivalent to its historical performance.  

 

 
► We derived ELCO’s unlevered beta of 1.17 from a diversified 

sample of 363 global software firms and its modest leverage 
(inclusive of tax benefits) saw this rise to 1.284. We anticipate 
ELCO will continue to benefit from additional leverage as it 
continues its acquisition led growth strategy.  

► We calculated ELCO’s equity risk premium based on the source 
of its revenues by jurisdiction and arrived at an ERP of 6.4%. 
Currently heightened due to the expansive monetary easing of 
recent times. We anticipate a gradual normalisation towards 
5.5%. 

► Record low interest rates have driven sovereign bond yields to 
record lows and when factoring the credit default spread in the 
UK, we arrive at a negative risk-free rate. As risk premiums 
decline, we anticipate a gradual return to low positive interest 
rates. The impact of these assumptions effectively neutralise. 
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Relative valuation  
Enterprise value to sales 
Our preferred relative valuation metric for software firms is Enterprise value to Sales (EV to Sales). We selected firms in the software sector, 
globally with positive earnings which returned a population of 293 firms. We separated the population into two distinct categories to construct 
an appropriate population of suitable comparatives. The ‘LargeCap’ population comprises of firms with a market capitalisation more than £500m 
and the ‘SmallCap’ contains those firms with a market capitalisation less than £500m. Our rationale being that the ‘SmallCap’ population is far 
more reflective of the fundamental characteristics of ELCO its terms of capital employed, risk and growth prospects. We do not deem it 
appropriate to suggest that ELCO can defy the conventional wisdom of the market, to unjustifiably command a premium multiple akin to firms 
with substantial scale benefits. Based on the median SmallCap EV/Sales multiple in the software sector, ELCO is trading at a premium.  

    
    

 
     

       LTM   Relative valuation 

 

£m   

  

Revenue EBITDA EBIT Capital 
Invested 

  

Enterprise 
value 

EV/EBIT  EV/EBITDA  EV/Sales  EV/Capital 
Invested  

 LargeCap (sample of 191 companies)   
          

 Median   1,535.1 320.3 214.0 1,680.6  6,886.5 25.8x 18.3x 4.6x 1.0x 
 Mean   3,869.4 720.4 483.6 6,727.6  38,816.0 60.4x 25.4x 5.9x 2.1x 

 SmallCap (sample of 102 companies)   
          

 Median   155.9 22.6 12.7 88.8  273.7 18.3x 11.8x 1.8x 1.6x 

 Mean   780.4 59.1 41.6 238.5  645.3 29.7x 14.4x 2.6x 1.9x 

 Elecosoft Plc     25.4 6.3  4.0  20.5    76.8  19.4x 12.2x 3.0x 1.2x 
    

          

 Elecosoft Plc Valuation £m                         
 LargeCap multiples                         

 Median   
      102.0  115.3  116.8  19.9  

 Mean   
      238.9  160.2  151.0  42.6  

 SmallCap multiples                         

 Median   
      72.4  74.0  44.4  33.4  

 Mean                 117.5  91.0  65.0  38.0  
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Software industry and scale benefits 
To validate our approach to selecting an appropriate population to value ELCO on a relative 
basis, we can illustrate the importance of scale in the software and broader technology 
industry. We sampled 300 firms in the software sector, who met the following criteria: 
► Generating positive earnings 
► Positive enterprise value  
► Consensus forecast revenues for next period exists 

It is evident that, based on our sample, the firms commanding a premium EV/Sales multiple 
of above a median of 3x, possessed the following general characteristics: 
► Median market cap more than £1bn 
► Median revenues upwards of £200m   

 

 EV / Sales (Current) EV / Sales (TTM) EV / Sales (fc) 

MarketCap £m Sample Mean Median Mean Median Mean Median 

0 - 50m 56 3.4x 1.8x 3.1x 1.6x 2.5x 1.3x 
51 - 100m 35 11.9x 2.9x 5.8x 2.9x 5.5x 2.5x 

101 - 250m 56 4.7x 2.0x 4.6x 1.9x 3.8x 1.8x 
251 - 500m 58 3.0x 2.1x 2.9x 2.0x 2.8x 1.9x 

501 - 1,000m 46 3.0x 2.4x 3.0x 2.4x 3.0x 2.5x 
1,001 - 5,000m 114 7.2x 5.0x 6.7x 4.7x 6.4x 4.8x 

5,001 - 10,000m 52 9.8x 8.0x 9.4x 7.6x 8.6x 6.8x 
10,000m+ 72 14.0x 9.4x 12.9x 9.0x 12.1x 8.3x 
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Sum of the parts valuation 
ELCO’s lack of integration across its acquired assets enable a crude assessment to be made 
on a sum of the parts basis. This illustrates the premium the market is currently placing on 
ELCO’s ability to yield synergies from its implied superior ability to buy and integrate these 
businesses. We expect Consultec’s operations to have held their value as they have 
continued to grow, Asta Development (Powerproject) is by some distance the most valuable 
part of the ELCO portfolio and we would expect healthy interest from potential acquirers for 
this business, internationally. Consultec and Asta have gained sufficient scale to command 
healthy revenue multiples in the event of a disposal but the we do not underestimate the 
level of investment required to sustain this level of performance.  

In comparison, the three most recent acquisitions ICON, ShireSystem and Active Online, will 
present a greater challenge to management. The founders of Shire and ICON have now left 
the business, with their cost bases stripped back and will likely require reinstating under 
fresh and independent ownership. This problem is coupled with the issue of scale within 
these two businesses, they lack international presence being UK focused businesses which 
immediately shrinks the pool of potential acquirers and the justifiable revenue multiple they 
can command. In the case of Active Online, we have taken the generously view that ELCO 
will broadly maintain the value of its investment  

We place no value on the firms proprietary CAD/Design software or the Esign business. We 
do not envisage these assets will be investible, as a consistent cash drain and declining 
popularity.  

 

  Acquisition metrics   Bear   Bull 

Company Revenue EV/Sales Enterprise 
value 

  

Revenue EV/Sales Enterprise 
value 

  

Revenue EV/Sales Enterprise 
value 

Consultec Group AB 3,345 1.5x 4,877  7,000 1.5x 10,206  7,000.0 1.5x 10,500 

Asta Development 3,985 2.1x 8,424  8,500 2.0x 17,000  9,000.0 2.5x 22,500 

ICON Ltd 908 2.6x 2,342  1,400 1.0x 1,400  1,400.0 2.0x 2,800 

Shire System Ltd 1,874 2.7x 5,100  2,000 1.0x 2,000  2,000.0 1.5x 3,000 

Active Online 2,249 1.4x 3,047  3,000 1.0x 3,000  3,000.0 1.0x 3,000 

Total 12,361 1.9x 23,790   21,900 1.5x 33,606   22,400.0 1.9x 41,800 

Debt 
   

 
  

8,400  

  
8,400 

Cash 
   

 
  

7,200  

  
7,200 

Value of options             900       900 

Equity value             31,506       39,700 

Shares in issue             82,200       82,200 

Stock value (p)             38.3       48.3 
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Valuation range 
Our target price of 47.5p values the equity of ELCO at £38.8m, which is below the median 
price of 51.2p derived from our EV/Sales relative valuation, DCF valuation and SOTPs 
assessment. Based on our assessment of ELCO’s operations and the firms track record as 
an acquiror, we conclude that the market is unjustifiably placing a premium on ELCO’s ability 
to integrate firms and meaningfully cross-sell its software assets. The continued structural 
decline in its existing offerings will see its thirst for M&A grow. Our alternative DCF case 
assumes a 10% reinvestment in perpetuity in place of our anticipated 25% which indicates a 
stock value of 55.1p. 

 

   

 

Material risks and uncertainties 
Illiquidity and ownership structure 
ELCO generally lacks liquidity and is tightly held amongst a small number of shareholders. 
Despite our high degree of conviction surrounding the businesses prospects, because of 
these reasons our thesis may not become reality. 

Potential M&A target 
ELCO is a relatively small concern in the Software industry but with a host of well-connected 
shareholders, an exit for the Executive Chairman could be engineered through being 
acquired by a well-resourced competitor. We suspect that with every passing day, the 
prospect and probability of this occurring diminishes.  
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