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Legal Disclaimer  

 

You agree that use of Ciphersense’s research is at your own risk. In no event will you hold 
Ciphersense Research or any affiliated party liable for any direct or indirect trading losses 
caused by any information within this document. This report is not investment advice or a 
recommendation or solicitation to buy any securities. Ciphersense Research is not registered 
as an investment advisor in any jurisdiction.  

You agree to do your own research and due diligence before making any investment 
decision with respect to securities discussed herein. You represent to Ciphersense Research 
that you have sufficient investment sophistication to critically assess the information, 
analysis, and opinions in this report. You further agree that you will not communicate the 
contents of this report to any other person unless that person has agreed to be bound by 
these same terms of service. For the avoidance of doubt, Ciphersense Research is a 
research only firm and does not stand to profit in the event the issuer’s stock declines. Under 
no circumstances may we buy or sell any of the securities discussed hereon in. 

Our research and reports includes forward-looking statements, estimates, projections, and 
opinions prepared with respect to, among other things, certain accounting, legal, and 
regulatory issues the issuer faces and the potential impact of those issues on its future 
business, financial condition and results of operations, as well as more generally, the issuer’s 
anticipated operating performance, access to capital markets, market conditions, assets and 
liabilities. Such statements, estimates, projections, and opinions may prove to be 
substantially inaccurate and are inherently subject to significant risks and uncertainties 
beyond Ciphersense Research’s control. 

Our research and reports express our opinions, which we have based upon generally 
available information, field research, inferences and deductions through our due diligence 
and analytical process. Ciphersense Research believes all information contained herein is 
accurate and reliable and has been obtained from public sources we believe to be accurate 
and reliable. However, such information is presented “as is,” without warranty of any kind, 
whether express or implied. Ciphersense Research makes no representation, express or 
implied, as to the accuracy, timeliness, or completeness of any such information or about the 
results to be obtained from its use. All expressions of opinion are subject to change without 
notice, and Ciphersense Research is not obligated to update or supplement any reports or 
any of the information, analysis and opinion contained in them. 
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Company Elecosoft Plc Market Cap £69.5m Price 84.5p 
Symbol ELCO:AIM Volume 88k CS Target 47.5p 

Report date 25/06/2020 Industry Software CS Verdict Strong sell 
 

Company description 
Elecosoft PLC is a UK-based software company. The company provides integrated software applications and 
related services to the international architectural, engineering and construction marketplaces and property 
management industries. It has operational footprints across the United Kingdom, Scandinavia, Germany, 

Rest of Europe, and Rest of World. The company offers visualisation, computer-aided design, engineering, 
estimating, project management, site management, and building information modelling software solutions.  

 

Key historical financials 
Year ending 2015 2016 2017 2018 2019 
Revenue £15.3m £17.8m £20.0m £22.2m £25.4m 
EBIT £1.1m £1.6m £2.4m £2.7m £3.8m 
NAV £7.9m £9.7m £11.3m £15.5m £17.9m 
NTAV £(4.2)m £(5.1)m £(3.6)m £(7.8)m £(4.9)m 
ROCE% 10.5% 12.6% 14.5% 14.6% 14.3% 
EBIT% 7.4% 9.0% 11.8% 15.1% 15.6% 

 

Share price and key milestones 
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Elecosoft: History doesn't repeat itself, but it often rhymes 
 
Since its transition to a software business in 2015, we believe that ELCO has misled 
investors about the underlying strength, performance, and prospects of its mature 
software assets. ELCO have used the polarised initiative of BIM to falsely portray the 
business as a disruptor, digitising the construction industry. In reality, its software assets 
remain highly disparate, lacking in fundamental integration and its development teams 
siloed in the original businesses ELCO acquired. Through commissioned research, ELCO 
has increased its popularity amongst retail investors and actively promoted its stock, to 
increase liquidity and perhaps enable the Executive Chairman and his companions to 
successfully exit. Our negative outlook is a product of our deep due diligence, which 
clearly lays out our concerns. Most prominently: 
 
► ELCO’s core software is ex-growth and experiencing structural decline 
► ELCO’s accounts contain significant red flags and conflicts with subsidiary filings 
► ELCO’s limited non-IFRS disclosures are highly deceptive and misleading 
► ELCO’s R&D claim suggests lack of software enhancing activity 
► ELCO’s original German operations generate next to no profit 
► ELCO’s acquisition of Active Online has potentially been misrepresented 
► ELCO sales are heavily geared to licence sales under a legacy perpetual model 
► ELCO has failed to file accounts in multiple jurisdictions 
► ELCO has 6 Finance chiefs over the course of the last 10 years 
► ELCO lacks credible software experience at board level  
► ELCO’s ex-Finance Chief of 16 years has returned as chair of the audit committee 
► ELCO commissions glorifying research reports targeted at retail investors 
► ELCO’s outdated perpetual licencing model poses a risk to its market position 
► ELCO’s Executive Chairman possesses an uncomfortable degree of control 
► ELCO’s cross-selling potential is dramatically overplayed and misunderstood 

 
Decades of ineffective management and dwindling reinvestment has been masked 
through a steady stream of acquisitions, but we now deem 2020 an inflection point for the 
business. The firm has already attempted and failed to execute a buy-and-build strategy 
which was exposed during the financial crisis. History doesn’t repeat itself, but it often 
rhymes, and we can draw significant parallels to managements most recent foray into 
software. The COVID-19 pandemic will provide a catalyst that engineers a perfect storm to 
bring ELCO back to reality. Customers will think twice before investing in desktop based, 
antiquated software and demand will increase for a suite of interoperable digital 
construction tools – led by providers such as Autodesk. M&A activity will be subdued as 
business owners shelve exit plans over the short to medium term, placing management’s 
ability to deliver organic growth across a mature set of software assets, under the 
spotlight. 
 
 
 
 
 
 
 
 
 
This research report was first published on the Ciphersense website at 7am BST on Thursday 25 June 2020 
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Executive summary 
 

Nokia began life as a paper mill, Shell Petroleum stemmed from an antiques store and the 
famed Berkshire Hathaway prevailed from a textile company. A handful of household names 
have transformed to such an extent, they bear little resemblance to their original creations. In 
as equally glamorous fashion, Elecosoft Plc originally turned its hand at electrical lighting, 
dating back to the early 1900’s supplying lanterns for the lighting of the Victoria 
Embankment, before adventuring into heavy construction and eventually finding its place in 
the world as a technology business. 

ELCO came to our attention originally as a potential buy and we expect many value investors 
would have shared our optimism having digested its high-level, reported fundamentals. 
ELCO’s impressive growth and return on capital appeared attractive on the surface. The 
deeper our analysis delved into the business’s history and evolution, we became fascinated 
by its journey and unique ownership structure as private investor interest has grown over the 
last five years or so, supported by a recent flurry of deal-making.  

We followed a disciplined approach throughout our investigation of ELCO reviewing 
hundreds of subsidiary filings across the UK, Germany, Sweden, Netherlands, Spain, India, 
and the USA, spanning the last 20 years. Alongside this we have collated and reviewed 
thousands of quantitative and qualitative data points from publicly available information to 
support our financial analysis.  

We have held in depth interviews with customers, resellers, and competitors to triage our 
assertions and where best possible, to develop an understanding of the inner workings of the 
business and its culture. Our analysis and investment thesis surrounding ELCO is the 
product of almost 12 months of extensive work. Our conclusions are simple and analysed 
across five key categories: 

▪ Financial engineering and accounting trickery 
▪ Corporate governance concerns 
▪ Major acquisitions in focus 
▪ Strategic flaws and stock promotion 
▪ Valuation  

Considering these fundamental issues, we anticipate that ELCO is currently trading 
significantly above intrinsic value. Our simplistic modelling suggests that at the current share 
price, reflects c.(44)% downside. The assumptions behind our valuation and forecast can be 
found in Part five of our report.  
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Company description and historical context 
 
Elecosoft emerged from the demise of an overextended, heavy construction business that 
tethered on the brink of insolvency during the financial crisis. The business has rich heritage 
in construction, incorporating in 1895 and subsequently listing on the London Stock 
Exchange mid 19391. The firm principally manufactured structural and engineering products 
but made the foray into software and technology during 19942 to primarily service its 
manufacturing operations.  

During 1997 John Ketteley, a Chartered Accountant, and Investment Banker by trade, was 
appointed Executive Chairman and a sustained frenzy of impulsive deal making officially 
commenced. From the date Ketteley joined to the 2008 year end, revenues and profits 
exploded from £29m and £(1.5)m to £85m and £6m respectively. In the process spending 
£26m on an assortment of 14 businesses ranging from cement manufacturers, architects to 
software resellers. To expedite the deal making flurry, ELCO moved from the main market, to 
the lightly regulated AIM3 . 

Fast forward to 2013 and cumulative profits during Ketteley’s tenure had reversed to an 
absolute loss. At the end of 2013, with a colossal pension deficit and immense cumulative 
trading losses, compounded by write offs from failed acquisitions, a creative solution was 
needed. 24th June 2014 ELCO emerged like a phoenix from the ashes; shedding its pension 
obligation through an administration process, disposing all its heavy construction interests, 
reclassifying itself as a member of the Computer and Software industry having divested all 
unrelated assets 4. Through a placing, recapitalisation and the issuance of fresh debt, the 
firm carved out its software interests as a standalone operation, performing a veiled reverse 
merger.  

Today Elecosoft operate as a pure software business primarily serving the Architectural, 
Engineering and Construction sector, claiming to offer an ‘end to end’ or cradle to grave 
solution for the construction lifecycle through its purportedly integrated businesses. It 
comprises of an assortment of 16 seemingly mature and independently unspectacular, 
disparate acquisitions cobbled together nomadically. With permanent establishments in the 
UK, Sweden, and Germany. ELCO’s single most lucrative and popular offering is its project 
scheduling software, Powerproject. It has gained an enviable following over the last two 
decades and undoubtedly remains the jewel in the crown.    

 

 

 

 

 

 
1 Elecosoft Company History, http://www.elecosoft.com/company/our-journey/  
2 Eleco Holdings Plc, Annual report 1995, p.11 
3 Cancellation – Eleco Plc, RNS, 22nd March 2006 
4 RNS, Eleco PLC Reclassification to Software Company, June 24 2014 

http://www.elecosoft.com/company/our-journey/
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Historical financial performance 
 
ELCO have been in the business of construction software for many years but officially 
initiated disclosure surrounding the divisions performance in 2001 when Ketteley likely 
identified the promise of the division amid the 2000 dotcom mania. Between 2001 to 2010 
the segment contributed a net loss of £(4)m to the group, while reporting static revenues 
between 2008 to 2010. A change in accounting period resulted in the loss of visibility 
surrounding performance of 2011 but revenues and most poignantly, profits jumped 
significantly.  

Revenue and free cash flow 
From the point ELCO morphed into a pure play software business, revenue has followed a 
strict linear growth profile but since Ketteley’s appointment in 1997, the business is still yet to 
generate a penny of free cash flow on a cumulative basis. As a firm with a rich history of 
acquisitions and the overarching source of growth for ELCO, we adjust conventional FCF to 
include a deduction for cash outflows associated with acquisitions. 

 
 
 
 
 
 
 
 

Revenue and cumulative free cash flow (inc. acquisitions) 

 
Source: Company filings, Ciphersense Research 
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Sources and uses of cash as a pure software business 
An overdraft of £(3.0)m at the close of 2013, has been converted to a cash balance of £7.2m 
by 2019. Interestingly, of the cumulative operating cash flows of £16.3m only £0.8m has 
made its way directly into shareholders pockets. Virtually all of the operating cash flow post 
capex has been ploughed into acquisitions, an inherently expensive endeavour riddled with 
significant execution risk. The 2019 cash balance has been supported through the 
divestment of assets, fresh debt and additional equity. The reinvestment needs of this 
business are significantly higher than we would anticipate for a mature software business. 

 

 

 

 

 

 

 

 

Sources and uses of cash, pure software operations  
 

 

Source: Company filings, Ciphersense Research  

110% of operating cash flow reinvested via 
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Independent software operations performance 
ELCO’s independent software operations have failed to deliver a meaningful profit prior to its 
transition to a pure software business, bar one anomolous year in 2008. The rationale 
provided within strategic reports over the years has indicated that the losses were a direct 
consequence of early stage development expenditure, not yet commercalised. This is at 
odds with comments from management during the early years post the transition. John 
Ketteley suggested in a 2014 interim webcast that the underlying software businesses had 
consistently delivered a profit and were highly cash generative5. The former CEO, Nick Caw, 
made similar assertions at the 2015 Innovators and Investors forum6. Management rhetoric is 
at odds with reported performance.  

Between the reporting year 2001 through to 2010, the software business had accumulated 
operating losses of £(4)m off the back of c.£72m in revenues. The change in accounting 
period appeared to mark a material inrease in run-rate revenue, with the pro-rated 12 month 
equivalent reflecting a 15% uplift on 2010. We either have a flawed understanding of the 
definition of profit or are simply missing something. Its important to remember that at the 
point of acquisition, these were mature software systems. It strikes us as questionable how 
these software assets, sold under a perpetual licencing model were performing so badly 
(with the obvious exception of the years of the financial crisis). Either the software assets 
were always profitable (as management have suggested post the metamorphosis) and 
historical segment performance is not a reflection of reality or the software assets were 
unprofitable but transformed from 2010 onwards, as profits came to fruition. 

 
5 https://www.brrmedia.co.uk/broadcasts/541a3c4a36653926e8000548/eleco-preliminary-results  
6 https://youtu.be/ycv-SIsOzks  

Revenue and cumulative operating profit historical software business 

 
Source: Company filings, Ciphersense Research 
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Part 1: Financial engineering and accounting trickery 
 

Misstatements and deceptive presentation  
We have identified a concerning number of examples where we suspect ELCO has deceived 
investors through misrepresenting information to portray the business in a favourable light. 
This has led to investors misunderstanding the drivers of the business and seen its valuation 
continue to rise beyond intrinsic value. Through breaking down these deceptive 
misstatements, we can provide investors with a better view of underlying performance that in 
turn acts as a sound foundation for assessing the prospects of the underlying business. 

Underlying products are in structural decline in core markets  
ELCO is heavily reliant on acquisitions to deliver growth and organic growth in its core 
markets; UK, Germany, and Sweden are in decline. 2015 was the last year of meaningful 
growth in ELCO’s core markets and during 2017 and 2018 it only managed to register low 
single digit organic growth before turning negative in 2019. For the purposes of our analysis, 
we define organic growth as growth of the original software businesses, prior to the 
acquisitions delivered in 2016 and 2018. This is for the simple reason that it provides an 
indicative view of the performance of the foundations of this business and management’s 
ability to deliver true organic growth.  

Concerningly the effective decline in underlying markets has been compensated through a 
disproportionate level of growth within non-core jurisdictions, but this contradicts the 
sluggish performance of its indirect channels and revenue growth reported for resellers 
(which you would assume serviced these markets). Typically, revenue from indirect channels 
will be less lucrative for ELCO as resellers will earn a commission for the deal and train or 
implement the new system for customers, which will reduce ancillary income.  

We inferred the organic growth by country through deducting revenue delivered through 
acquisitions in the proportion reported by the subsidiary. For ICON and Shire this was a 
simple effort, with over 95% of their revenue deriving from the UK. In the case of Active 
Online, our research suggests that 75% of their revenue derives from Germany, 20% rest of 
Europe and 5% from the USA. This is based on corroborating data published on their 
website surrounding its customer base and web traffic.  
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Our main takeaway from the above analysis is that existing markets for ELCO’s original 
software businesses are volatile, broadly saturated and growth from non-core markets is 
unlikely to provide sufficient upside to prevent increasing decline over the short to medium 
term. Alongside this, it raises questions about reseller growth (if the US market is served by 
resellers, where has historical reseller revenue gone?) and we would also be keen to 
understand the contribution from Elecosoft BV given the increase of £517k must derive from 
direct channels (see ‘Stagnant revenue growth from resellers’). Without further 
acquisitions, growth will continue to be hard to come by as recent acquisitions will soon 
saturate and fall in line with the groups organic profile.  

For perspective on the trajectory of the wider industry, ending 2020, Autodesk Inc. posted 
headline Annual Recurring Revenue (ARR) growth of 26% on a constant currency basis, with 

Organic revenue growth and composition 

 

Source: Company filings, Ciphersense Research 

2014 2015 2016 2017 2018 2019
Acquisitions Date acquired

ICON Ltd 17/10/2016 200 1,044 1,180 1,400
Asta Development BV 04/01/2016 0 0
Shire System Limited 05/07/2018 1,197 2,425
ActiveOnline GmbH¹ 06/11/2018 400 2,662

Total acquired revenue 0 0 200 1,044 2,777 6,487

Revenue base 15,172 15,260 17,795 19,996 22,220 25,398

Acquired revenue - 0 200 1,044 2,777 6,487
CY FX gains / (losses) - (1,311) 1,246 777 (400) (444)
Organic revenue for next reporting year 15,172 15,260 17,595 18,952 19,443 18,911
Organic revenue in reporting year - 16,571 16,349 18,175 19,843 19,355
Organic revenue growth year on year - 9.2% 7.1% 3.3% 4.7% (0.5)%

YoY Δ in Organic revenue 1,399 1,089 580 891 (88)
YoY Δ in Organic revenue by jurisdiction ² ³

UK 566 441 (21) 426 (239)
Scandinavia 328 (140) (283) (67) 220
Germany 189 363 84 96 (655)
USA 0 601 55 121 112
Rest of Europe (45) 294 525 184 517
Rest of World 361 (470) 73 131 (21)

Core markets 1,083 664 (220) 455 (674)
USA / RoW / RoE 316 425 653 436 608
Total organic growth 1,399 1,089 433 891 (66)

Core markets % of organic growth 77% 61% (51)% 51% (1,121)%
USA / RoW / RoE  % of organic growth 23% 39% 151% 49% 1,021%

¹ Calculated assuming consistent growth rate since acquisition
² Applied FX gains/losses to Scandinavia/Germany 50:50 years 2015 and 2016
³ Applied FX gains/losses to Scandinavia 2017, 2018 and 2019

Organic revenue growth & composition
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acquisitions only contributing to 3% of that growth7. On a like for like basis and comparing 
this to ELCO’s reported constant currency growth rate of 16%, acquisitions contributed 
13% (under ELCO’s definition). In an age of digital transformation, when software is selling 
like hot cakes, one must question why ELCO’s organic growth is so remarkably low and now 
declining.  

Absence of relevant software metrics 
Elecosoft is comparatively, incredibly light touch in its disclosures surrounding its 
subscription base, churn/attrition rates and cross/up selling. These are all key for investors to 
truly evaluate this business in the vein it wishes, as a comparative to the likes of Autodesk. 
Autodesk discloses its Annual recurring revenue (ARR) and its components, along with 
subscriber numbers, enabling investors to understand the true value of an additional 
subscriber and the potential growth opportunity.8 

 

95% of Autodesk’s sales are recurring and this naturally gives rise to a premium valuation 
multiple for the visibility this business model affords. Elecosoft undoubtedly have an appetite 
to increase the share of its recurring revenues but recent disclosures suggest information 
could possibly have been manipulated to portray the business in a favourable light. The only 
avenue for ELCO investors is to track deferred income and recurring revenue growth, both 
of which are heavily clouded with acquisitions and a host of reclassifications from period to 
period. 

Recurring revenue growth is dependent on acquisitions 
Recurring revenue is the one industry standard metric that ELCO are willing to disclose and 
it has grown 97% since 2013. Serious growth occurred between 2017 through to 2019 and 
acquisitions played a pivotal role in that growth. Our analysis assessed the incremental 

 
7 Autodesk, Inc. 2020 Full-Year results, Feb 27th, 2020 
8 Autodesk Inc. 2019 10k, p. 123 

Autodesk Inc., reporting metrics 

 

Source: Autodesk 2019 annual report 
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changes in revenue across product categories to ascertain the implied contribution taking 
the prudent assumption that all incremental revenue is by nature addative to the recurring 
category. This illustrates the 2019 acquisitions contributed to at the very least 100% of the 
growth in recurring revenue and is likely concealing a decline in the underlying business 
(see section above). 2019 was a key year, representing the first full year contribution for 
two major acquisitions and provides an indicative picture of the composition of the group 
looking ahead.  

Admittedly, the majority of the decline derives from the downturn in the visualisation 
category but on a forward looking basis, without further acquisitions we expect recurring 
revenue to come under significant pressure. Note, our analysis is an extremely cautious 
estimation in that it declares incremental increases in revenue by category as pure 
contributions to recurring revenue, given the businesses heavy reliance on licence revenue 
this is unlikely and the reality to be worse than what we are presenting. 

Recurring revenue is inflated by ‘Repeatable’ revenues  
There are also concerns about the quality of the recurring revenue category, which includes 
volatile sources of income which are more discretionary by nature than managements 
presentation leads investors to believe. 21% of revenues for Active Online GmbH derive from 
‘Data management’, a further 32% from “Repeatable from existing customes in digitising 
material and image editing9”. A distinction needs to be made between ‘Recurring’ and 
‘Repeatable’. By definition, recurring revenue is supported with a contractual arrangement 
whereby customers are tied into a service for a predefined period. Repeatable revenue is not 
supported by a contractual aggrement and while customers may return, they have no 
restrictions preventing them from changing provider, this is a crucial point that dilutes the 
predictibility of ELCO’s revenue profile. The analysis above indicates that c.50% of the 
revenues generated by Active Online were declared as ‘Recurring’ revenues, distorting the 
quality and predictability of ELCO’s revenue stream.  

 
9 RNS, Elco Plc, Acquisition & Vendor Placing 13 December 2006 

Recurring revenue growth composition 
 

 

Source: Company annual reports, Ciphersense Research 

2013 2014 2015 2016 2017 2018 2019
Reported Recurring revenue 7,319 7,351 7,278 8,622 11,018 12,595 14,435
Recurring revenue Δ 32 (73) 1,344 2,396 1,577 1,840
Existing products - Organic

Project Management 1,079 589 613 316
Site Management 78 (14) (49) (16)
Estimating 407 9 (130) (106)
Engineering 454 (819) 342 (118)
CAD/Design 136 1,215 (282) (101)
Visualisation 381 177 0 (495)

Existing products revenue Δ 2,535 1,157 494 (520)
Existing products revenue Δ % Recurring revenue Δ 189% 48% 31% (28)%
Acquired products

Information Management 0 1,044 136 220
Viualisation 0 0 397 2,250
Maintenance Management 0 0 1,197 1,228

Acquired products revenue Δ 0 1,044 1,730 3,698
Acquired products revenue Δ % Recurring revenue Δ 0 44% 110% 201%
Recurring revenue Δ less Existing products Δ 0 1,239 1,083 2,360
Implied recurring revenue contribution from acquisitions 0 52% 69% 128%
Implied acquired revenue reported as recurring % 0 119% 63% 64%
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The above assertion is supported by the relatively meagre level of deferred income reported 
by Active Online GmbH which based on filings with the German Chamber of Commerce 
stood at c.£90k, representing less than 5% of 2018 revenue. These figures are substantially 
lower than that of Elecosoft UK Limited which was reportedly 26% in 2018.   

Restatements concealed decline in 2018 licence revenue 
The interim results for the period ending June 2018 disclosed that the categories of revenue 
have been updated to include subscription-based revenue in recurring maintenance, 
support, and subscription revenue. We are a little perplexed as how ‘Subscription-based 
revenue’ could possibly have fallen within any other category from the outset, we suspect 
this restatement is a deceptive manoeuvre by management, to ensure the growth story 
continued to be reported and reflected in the accounts. 

The 2017 annual report provides a positive story with growth presented across all categories 
of revenue. 

 

 

 

 

 

2018 Interim results recategorization disclosure 
 

 

Source: 2018 Interim report 

2017 Annual report – original categorisation 

 
Source: 2017 Annual report 
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The reclassification acts as a rebasing measure to again present growth across all 
categories, with the 2018 report displaying similar growth across all categories: 

The reality is that investors usually take what is presented to them at face value and are 
focused on the period in question often overlooking what appear to be minor restatements, 
these restatements were the difference between reporting growth or decline. We question 
the motives behind the original classification of the recurring maintenance revenue given the 
clear-cut nature of the categories and revenue recognition rules associated with the profile of 
the revenue streams.  

The restatement of recurring revenue has boosted base figure to take a share of 49% up 60 
basis points whilst also rebasing the comparative figures – which is all investors will 
traditionally care about. The rebasing of the 2017 results enable ELCO to report growth 
across all income profiles whereas the originally published figures would have reported a 
decline in licence revenue of 9% and flat service income.  

Management are either not wholly clear on the definition of recurring maintenance support 
and subscription revenue or they are deceptively restating figures in their favour. Clarity 
should have been provided through transparent disclosure identifying how the income has 
been recategorized at the very least. Given the acquisition of ICON in 2016 and broadly 
comparative revenue figure we can reasonably assume this relates to ICON as a new 
product category. ICON would have been subject to thorough due diligence prior to 
acquisition and one would expect management to have gained familiarity with the businesses 
revenue profile and how it would fit into the group once integrated.  

 

 

2018 Annual report – restated categorisation  
 

 

Source: 2018 Annual report 

Impact of restatements on comparative performance 
 

 

Source: Annual reports, Ciphersense Research 

2016 2018 17 v 16 17 v 16 18 v 17 18 v 17
Original Original Restated Original Original Restated Original Restated

Licence 4,955 5,775 5,135 5,271 17% 4% (9)% 3%
Recurring maintenance 8,622 9,856 11,018 12,595 14% 28% 28% 14%
Services 4,218 4,365 3,843 4,354 3% (9)% (0)% 13%

17,795 19,996 19,996 22,220

2017
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Restatement of CAD & Engineering product categories 
The 2016 and 2017 annual reports disclose materially different revenue figures for the 
CAD/Design and Engineering categories for the year ending 2016. The 2016 annual report 
stated revenue CAD/Design of £1,137k for the year ending 31st December 2016 but the 2017 
annual report discloses a figure of £2,180k and a reduction of the same value under the 
Engineering category down to £1,783k from previously declared £2,827k. Management 
provided no commentary suggesting anything had fundamentally changed to substantiate a 
restatement.  

 

In a similar vein to the reclassification of recurring revenue, these restatements provide a 
clouded view of performance, investors should consider the priorities at time of reporting 
(albeit obvious); readers of the 2016 annual report are focused on assessing performance 
versus that of 2015. Equally readers of the 2017 annual report are focused on assessing 
performance versus that of 2016. At face value (without transparent disclosure, investors are 
left with little choice) these periods both show acceptable levels of growth of 13% and 8% 
respectively which does not merit further investigation. But when reviewing the 2015 
comparatives against the restated figures the Engineering category would have plummeted 
25% whilst the CAD/Design segment exploded 118%. Such a fluctuation justifies suitable 
explanation.  

 

 

2016 Original disclosure of revenue by product category 
 

 

Source: 2016 annual report 

2016 Restated revenue by product category 
 

 

Source: 2017 annual report 
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The restatements suggest to us that something has fundamentally changed within these 
product categories. CAD/Design revenue is reportedly double its originally disclosed level, 
so what has changed? The strategic report illustrates that the only software ever sold under 
the CAD/Design product category has remained consistent since its inception of introducing 
these reporting product categories. The engineering category has also remained consistent 
comprising of the Staircon, Statcon and Framing software.  

The only variable two elements that we suggest could have caused this restatement in our 
view, is the classification of third-party software. Revenues from ICON were reported within 
the visualisation segment in 2016, ruling this out as a contributing factor. Management 
directly reference strong performance and “increased sales of complementary third-party 
applications” in the 3D CAD Category in the 2016 strategic review. This supports our thesis 
that ELCO’s CAD offering is substandard, declining in popularity and that the profit this 
stream of revenue contributes to the group is negligible with lower margin third-party 
products propping up the reported figures. Management need to clarify what has driven this 
reclassification as we fear this rebasing of the profile of revenue and its composition is 
concealing information from investors. 

Restatement of product category revenue and comparative impact 
 

 

Source: Annual reports and Ciphersense analysis 

Segmental information 

 
Source: Annual report 2016 

2015 2017 16 v 15 16 v 15 17 v 16 17 v 16
Original Original Restated Original Original Restated Original Restated

Engineering 2,373 2,827 1,783 2,008 19% (25)% (29)% 13%
CAD/Design 1,001 1,137 2,180 2,352 14% 118% 107% 8%

3,374 3,964 3,963 4,360

2016
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Gross margins appear to be overstated 
Our analysis indicates ELCO is potentially overstating gross profits.  When we plotted 
competitors’ gross margins versus the proportion of services revenue, ELCO reported a 
substantially higher gross margin than competitors. Services typically cover training and 
implementation which is usually the core element of direct cost disclosed within cost of sales 
for a typical software business. 

ELCO do not disclose any granular detail surrounding the composition of their cost of sales. 
RIB helpfully illustrate the composition of cost of sales for investors within their annual report. 
RIB state that the costs of goods purchased, personnel costs, material costs and an element 
of amortisation are all recognised within cost of sales10, this provides a fair indication of what 
elements of these cost categories are included and also illustrates that firms with a greater 
proportion of revenue deriving from services possess a greater cost focus and thus possess 
lower operating leverage.  

Why does this matter? Software businesses traditionally possess a high degree of operating 
leverage, meaning for every additional pound in revenue a high percentage will convert to 
profit. Looking at this through another lens, the higher degree of operating leverage, the 
greater representation of fixed costs. The gross margins of Nemetschek and Autodesk are a 
reflection of their supreme ability to create, market and sell software of a homogenous 

 
10 RIB Software SE, 2019 Annual Report, p. 133 

Gross margin and services revenue  

 
Source: Company filings, Ciphersense Research  
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nature, off the shelf without significant modification and involvement from technical staff to 
enable customers to start using the software effectively.  

ELCO are potentially deceiving investors through reporting inflated gross margins that place 
greater weight on the business’s growth prospects under the illusion management have 
created a business capable of delivering Autodesk/Nemetschek like margins whereas the 
ELCO software portfolio requires either significant training or implementation effort.  

Aggressive capitalisation of development expenditure 
At the point ELCO became a fully-fledged software business during the year ending 
December 201411 it triggered a change in accounting policy to capitalise software 
development expenditure. Considering the assets under ownership had been part of the 
group for between 5 – 10 years and had only capitalised £78k of internal development in 
2012 up until this period, in our view we would have expected an element of development to 
have been capitalised, perhaps this is an indicator of managements degree of focus on its 
software assets up until the point it relied on them for the recovery.  

To assess the extent to which management could possibly have manipulated earnings 
through aggressive accounting we refer to the Research and Development tax credit which 
is disclosed in the notes to the financial statement. The R&D tax credit is calculated through 
assessing qualifying research and development expenditure and ELCO qualify the 
favourable SME enhanced allowance. More information on the specifics of the UK 
governments policy can be found here12 but the main conditions to identify qualifying 
expenditure are: 

▪ Does the company have a project? 
▪ Is the company seeking an advance in a field of science or technology? 
▪ Does the advance extend the overall knowledge or capability in the field of science or 

technology and not just the company’s own state of knowledge or capability? 
▪ Does the project involve an uncertainty that competent professionals cannot readily 

resolve and where solutions aren’t common knowledge? 

The above qualifying conditions apply rigour that dispels the judgement malleability IAS18 
affords to management, after all the tax claim is reviewed by the state and the company is 
subject to further inspection should the claim appear to be overly aggressive. Given the rates 
of relief, it’s possible to reverse engineer the R&D tax relief to arrive at qualifying 
expenditure, we then compared the level of capitalised software development to the level of 
qualifying R&D expenditure in line with the governments guidance.  

The current rates of relief since tax year ending 2015 are as follows: 

▪ Qualifying cost accelerator for SME’s enabling an additional 130% to be claimed, 
taking the total deduction to 230%  

▪ Rate of relief of ‘accelerated’ qualifying costs – 11% 

ELCO’s Capex/Implied Qualifying R&D were compared to ULS:AIM and ACC:AIM, two AIM 
listed, software companies with relatively similar levels of R&D expenditure and of similar 
scale, we found ELCO’s ratio to be substantially higher than its comparators with an average 

 
11 Elecosoft Plc, 2014 Annual Report, p. 8 
12 https://www.gov.uk/guidance/corporation-tax-research-and-development-tax-relief-for-small-and-
medium-sized-enterprises  

https://www.gov.uk/guidance/corporation-tax-research-and-development-tax-relief-for-small-and-medium-sized-enterprises
https://www.gov.uk/guidance/corporation-tax-research-and-development-tax-relief-for-small-and-medium-sized-enterprises
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of 6.2x qualifying R&D expenditure being capitalised vs an almost equalising result for ULS 
and ACC. ELCO’s 2019 figures appear significantly adrift at 12x.   

The above is an indicator that ELCO is potentially capitalising significant costs which are not 
substantially advancing its technology, applying aggressive accounting techniques but 
crucially not reinvesting appropriately. The accounting implications have run their course, 
rate capex largely offset by depreciation but if it’s 66 strong development team are not 
advancing their technology they are assumedly preoccupied with fixing bugs or working on 
bespoke development activity that lacks commercialisation across a broad customer base. 
We find it had to believe ELCO would not take advantage of the R&D relief available, given 
this is a cash-based incentive that contributes to EBITDA.  

Increased reselling of third-party products  
During recent years, ELCO has become a reseller of third party, market leading software 
which is sold directly through their e-commerce channels, this is concerning and indicates 
our view that ELCO’s existing offerings are ex-growth and/or unattractive in comparison to 
these alternatives. Our scepticism is reinforced with such a representation of third-party 
products that will dilute ELCO’s cross-selling potential. For example Eleco Software GmbH 
lists the Artlantis visualisation tool and a host of CAD software and considering ELCO has its 
own CAD offering why would it openly offer an alternative?  

 

Capitalised R&D vs R&D tax relief qualifying expenditure  

 
Source: Company filings, Ciphersense Research 

ELCO:Elecosoft PLC 2016 2017 2018 2019
R&D tax relief 54.0 36.0 101.0 26.0
Implied qualifying costs 490.9 327.3 918.2 236.4
Costs - SME Accelerator 213.4 142.3 399.2 102.8
R&D Capitalised 625.0 1,052.0 1,014.0 1,234.0
Capex / Qualifying R&D 2.9x 7.4x 2.5x 12.0x
Average 6.2x

ULS:ULS Technologies PLC 2016 2017 2018 2019
R&D tax relief 109.0 159.0 140.0 158.0
Implied qualifying costs 990.9 1,445.5 1,272.7 1,436.4
Costs - SME Accelerator 430.8 628.5 553.4 624.5
R&D Capitalised 285.0 642.0 670.0 798.0
Capex / Qualifying R&D 0.7x 1.0x 1.2x 1.3x
Average 1.0x

ACC:Access Intelligence PLC 2016 2017 2018 2019
R&D tax relief 260.0 193.0 312.0 330.0
Implied qualifying costs 2,363.6 1,754.5 2,836.4 3,000.0
Costs - SME Accelerator 1,027.7 762.8 1,233.2 1,304.3
R&D Capitalised 522.0 0.0 1,344.0 2,337.0
Capex / Qualifying R&D 0.5x 0.0x 1.1x 1.8x
Average 0.8x
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Elecosoft Consultec AB is an authorised reseller of Nemestchek branks; DDS-CAD and 
Bluebeam, this suggests the ability to sell its CAD solution to the Swedish market cannot be 
all that compelling.  

Elecosoft UK Ltd is the UK’s only authorised reseller of the TILOS system, this system has an 
interesting history, Hubert Geier, the founder of TILOS was in fact the exiting director of Asta 
Development GmbH who ran the business alongside Stephan Wolf. Wolf and Geier went 
their separate ways and Wolf led the Asta Developemnt GmbH while Geier focused his 
efforts on the development of TILOS. Geier developed the TILOS system in conjunction with 
several construction leaders alongside running the Asta reselling business until ELCO 
acquired Assets and business in 2009. Geier eventually sold the share capital of Linear 
Project GmbH to Trimble Inc. from this point onwards ELCO had exclusivity of the 
distribution of TILOS in the UK.  

 
13 Elecosoft Germany website, http://elecosoft.de/ 
14 Elecosoft Sweden website, https://elecosoft.se/ 

Products resold via Eleco Software GmbH 

 
Source: Elecosoft Germany website13 

Products resold via Elecosoft Consultec AB 

 
Source: Elecosoft Sweden website14 

http://elecosoft.de/
https://elecosoft.se/
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In our view, ELCO should disclose the extent to which third party software contributes to the 
groups results. Investors are unable to develop a clear picture of performance by category of 
revenue i.e. project management, CAD or Engineering to understand the performance of the 
specific software i.e. Powerproject or TILOS. Growth in sales of the latter would be less 
lucrative, earning a comission, this distinction is important and necessary to thoroughly 
understand this business. Our expectation is that organic growth across its propriotory 
software is worse than we have illustrated due to the contribution of third party software.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
15 Elecosoft UK website, https://www.elecosoft.com/ 

TILOS resold via Elecosoft UK Limited 

 
Source: Elecosoft UK website15 

https://www.elecosoft.com/
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Overdue accounts and missed filings   
Our investigations included a review of all foreign subsidiaries and associated filings with the 
local chambers of commerce in relevant jurisdictions. We discovered that ELCO have a poor 
track record complying with local statutory filing requirements, which primarily are 
independent expansive efforts to establish a presence in the US, India, and the Netherlands.  

USA: Elecosoft LLC is delinquent 
ELCO incorporated Elecosoft LLC on 23rd October 2015 and since this date it has failed to 
meet its statutory responsibilities as a Colorado registered trading entity, not filing its annual 
report. The entity is delinquent for the second time since incorporation and as it stands 
anyone is free to register the trading name “Elecosoft LLC”. It is unlikely a business would 
live this dangerously, without good reason.   

 
16 Colorado Secretary of State, Business search 
https://www.sos.state.co.us/biz/BusinessEntityCriteriaExt.do?resetTransTyp=Y 

Elecosoft LLC Filing history 
 

 

Source: Colorado Secretary of State16 

https://www.sos.state.co.us/biz/BusinessEntityCriteriaExt.do?resetTransTyp=Y
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If the foothold in the US is as crucial as recent reporting suggests, why would ELCO not 
respect and adhere to local filing requirements that runs the risk of its trading name being 
revoked? It also appears the Channel Sales manager, Jim Dawkins left the business back in 
September 2019:  

We attempted to contact the US registered office with no such luck, the phone line 
immediately connected us to a switchboard that proceeded to offer connections to US and 
Canadian resellers. It appears the only direct presence ELCO have in the US is Megan 
DePotty, a ‘US Consultant’ who joined the business at the heat of ELCO’s (Powerproject’s) 
push in the US joining Jim Dawkins. We cannot find evidence that ELCO have replaced Jim 
Dawkins.  

ELCO serves the US market solely through resellers and this approach to market under a 
perpetual licence revenue model agreement will restrict recurring growth. 

Jim Dawkins, Linkedin Profile 
 

 

Source: Linkedin 

Megan DePotty Linkedin Profile 
 

 

Source: Linkedin 
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Resellers are responsible for support and administering billing cycles etc. This pure licence 
opportunity does little to de-risk their licence geared income profile and shifting these 
customers to a SaaS based deal may prove challenging. The Powerproject user forum in 
2016 indicated that the US market is served in the manner:  

Why did ELCO establish this entity in the US if it intended to service this market through 
resellers? The whole purpose of using resellers is to scale at pace through the local 
knowledge of channel partners. ELCO can manage this legal relationship between its UK 
entity Elecosoft UK limited already selling Powerproject internationally. Subsequently failing 
to meet local filing requirements, leads us to question the legitimacy of the legal entity 
registered in Colorado and it could be a case of history repeating itself.  

 

 

 

 

 

 

 

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

Asta Powerproject US user base 
 

 

Source:  Asta Powerproject National User Forum 201517 

https://youtu.be/ct-BiJwoWKo?list=PLwUs0ixkRiwHO59ZomrA7O5j5OQHYdn7q
https://youtu.be/ct-BiJwoWKo?list=PLwUs0ixkRiwHO59ZomrA7O5j5OQHYdn7q
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India; Elecosoft India Pvt Ltd struck off and never filed accounts 
On June 26 2013, ELCO setup permanent establishment in India, Elecosoft India Private 
Limited as a sales office to purportedly sell project management and visualisation software. 
ELCO announced to the market in May 13 and stated it had opened the office in March18, we 
were surprised by this given Asta Development established a route to the Indian market back 
in 2006:  

It strikes us as overburdensome to further complicate the legal structure of this business for 
an endeavour of questionable commercial benefit. Simply ask yourself the question; what 
competitive advantage would the existing management leverage over local competitors in a 
highly fragmented and nascent market?  

The preliminary results for the period ending 30th June 2013 suggested after two months of 
operating it was tracking ahead of budget 19, subsequent annual reports make no direct 
reference to this operating business and it was classified as a dormant entity from the 2017 
annual accounts onwards. We reviewed the filings lodged with the Ministry of Corporate 
Affairs, the Indian corporate registrar, the entity was struck off the register on 19th July 2017 
20 due to not submitting ANY regulatory filings during its existence. We were bemused at the 
prospect of establishing a presence in this jurisdiction but greater so having discovered it 
had not filed any accounts or adhered to basic verification requirements while incorporated.  

Interestingly one of the two directors of Elecosoft India (the other being Michael McCullen of 
Asta heritage), was Praveen Rao, the former Group Marketing Manager of ELCO for a short 
stint between 2007 through to late 2009 and it would appear then replaced by Jonathan 

 
18 RNS, Elco Plc Preliminary results year ending 31st December 2012 
19 RNS, Elco Plc Preliminary results half year ending 30th June 2013 
20 Ministry of corporate affairs, Government of India, 
http://www.mca.gov.in/Ministry/pdf/RocBanglore7_19072017.pdf  

Asta Powerproject India distributor 
 

 

Source: www.astadev.com via Wayback machine 

http://www.mca.gov.in/Ministry/pdf/RocBanglore7_19072017.pdf
http://www.astadev.com/
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Hunter. Having held various junior marketing positions he hardly possessed the credentials 
we would expect to lead expansion of a niche software business in a crucial and emerging 
market.  

 

Rao departed ELCO in May 2015 according to his LinkedIn profile and if this was a legitimate 
trading entity who was leading this expansive effort up until the point the entity was struck off 
the register in 2017? Michael McCullen may well remain listed as a director of Elecosoft India 
Private Limited however he departed ELCO in Jan 2015. ELCO continued to list the legal 
entity as active within its corporate directory in its 2016 annual report when it had no 
leadership.  

 

We are equally cognisant of the fact that zero disclosures or operating context has been 
provided by ELCO surrounding the winding down of this subsidiary in India. In addition to 
this both directors registered with the company failed to complete basic KYC checks, a 
statutory requirement to verify their identity in order to operate in India. If this were a well-

Praveen Rao: LinkedIn profile I 
 

 

 

 

Source: Linkedin 

Elecosoft India Pvt Limited, resignation dates 
 

 

Source: Ministry of corporate affairs, Government of India 
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intentioned endeavour this would pose issues when operating and transacting within the 
jurisdiction: 

 

 

We have serious doubts that this entity ever legitimately contributed to the groups operating 
performance and have concerns surrounding what the purpose of this endeavour was. 

 

 

 

 

  

Michael McCullen: failure to complete KYC filing 
 

 

Source: Ministry of corporate affairs, Government of India 

Praveen Rao: failure to complete KYC filing 
 

 

Source: Ministry of corporate affairs, Government of India 
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Netherlands: Elecosoft BV has not filed accounts for 2018  
ELCO acquired the assets of a minor Powerproject reseller, Asta Development BV on 4th 
January 2016. Thanks to the light touch regulation of the AIM market this was not announced 
to the market until nine months later within interim results. The Dutch organisation had an 
established relationship with Asta Development, the creator of PowerProject and had been a 
certified network partner since at least 2001. 

 

Whilst this transaction is immaterial, the inconsistent disclosure and conflicting statements in 
our view suggest that the purpose of this entity is dubious. It is unreasonable to suggest a 
£63k investment ‘enhanced control’ of the Dutch market.  

To facilitate the transaction ELCO registered Elecosoft BV on 23rd December 2015 to act as 
the vehicle to acquire certain ‘business and assets’ of Asta Development BV which was 
subsequently dissolved and deregistered, complicated the legal structure of the group 
further. The last set of accounts for the acquired Asta Development BV are only filed to cover 
the period to 31st December 2014 and these accounts were filed 30th August 2016 – which is 
14 months late (without an extension) and 8 months late (with an extension) respectively, this 
suggests that the business had not been trading between the year ending December 2014 
and the point at which ELCO acquired ‘certain assets.’ The firm only had one employee; this 
does not strike us as a measured acquisition to enhance control of the Dutch market.  

Elecosoft BV Acquisition 
 

 
Source: www.astadev.com via Wayback Machine 

Elecosoft BV Acquisition 
 

 
 
Source: Elecosoft 2016 Interim report 

http://www.astadev.com/
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The 2016 Interim accounts as mentioned is where the transaction is first disclosed and the 
entity only held £3k in property plant and equipment at book value. The rest of the value had 
been attached to intangible assets.  

 

 
21 https://www.kvk.nl/english/  

Employees 
 

 
Source: Netherlands Chamber of Commerce21 

Elecosoft BV  
 

 
Source: Elecosoft Annual Report, 2016 

https://www.kvk.nl/english/
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We wonder what ELCO were buying when they acquired £3k of Property plant and 
equipment and c.£70k of intangibles from a business that had not been trading for over a 
year and only have one employee at point of closure.   

During 2016 the acquisition contributed a loss of £41k to the group22 and filings at the Dutch 
Chamber of Commerce suggest it’s fortunes have not been reversed with an increase in 
negative equity during 2017 23.  

At point of writing Elecosoft BV have still not submitted its annual accounts for the 
period ending 31st December 2018 and they are now over 5 months late beyond the 
extended deadline of 31st December 2019.  

The references to the Netherlands operation peaked in the 2019 annual report which is at 
odds with the fact that Elecosoft BV continues to employ just two people who are both 
consultants/trainers and assumedly employed to maintain and service its existing customer 
base. 
 
 
 
 

 
22 Elecosoft Plc, 2016 Annual Report, p. 68 
23 Elecosoft BV, Annual Accounts 2017, Netherlands Chamber of Commerce https://www.kvk.nl/ 

Elecosoft BV 2016 and 2017 balance sheet (€000’s) 
 

 
Source: Netherlands Chamber of Commerce 

https://www.kvk.nl/
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References within the 2019 annual report suggests ELCO have invested in resource that has 
assumedly had a positive impact on performance in the region to drive revenue across the 
‘rest of the world’ segment which clearly is not the case based on information in the public 
domain.  

The Netherlands website has an average monthly organic traffic of 95 visits, we are not 
suggesting this is a wholly accurate metric given offline sales channels will play a material 
role but we would expect a far greater figure than this if concerted effort had been devoted 
to driving higher sales. We do not believe managements statements to be reflective of reality, 
based on our interpretation of the information we have collated.  

 

 

 

 
24 https://www.kvk.nl/english/  

Employees 
 

 
Source: Netherlands Chamber of Commerce24 

Current Elecosoft BV employees 
 

 
Source: Linkedin 

Increasingly referenced Netherlands operation 
 

 

 

  
Source: Elecosoft Annual Report, 2019 

https://www.kvk.nl/english/
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German entities are generating low or negative profit and cash flow 
Esign GmbH recapitalisation 
Hidden within page 73 of the 2019 annual report was a disclosure within the ‘Company’ 
accounts, the company being Elecosoft Plc itself, surrounding the reclassification of an 
intercompany loan receivable now deemed to represent a ‘long-term investment’. The only 
foreign subsidiary held as a direct investment through Elecosoft Plc (until the acquisition of 
Active Online) was ESIGN Software GmbH. We declare with confidence that this 
reclassification relates to ESIGN.  

Netherlands web traffic 
 

 

Source: https://ahrefs.com/  

Reclassification of intercompany loan 

 
Source: 2019 Annual report 

https://ahrefs.com/
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The substance of this reclassification is likely driven or perhaps rationalised by IFRS 9, 
Financial instruments25 which requires intra-group loans to be assessed for impairment 
based on an expected credit loss calculation assessing the ability of the creditor to repay the 
loan. Rather than recognise an impairment charge the loan can be reclassified as an 
investment and the transaction would remove the liability and reclassify it as a capital 
contribution within equity. The parent accounts will reclassify the debtor as a non-current 
asset with both entries eliminated on consolidation.  

Why is this significant? If management have arrived at the conclusion that it must reclassify 
the balance as an investment to avoid impairment that is a tell tale sign that Esign is not likely 
to generate positive cash flows to repay the cash advanced. Firstly, goodwill should have 
been impaired, secondly, the placing to raise £2.25m occurred in all too convienient timing 
with little explanation. We suspect this placing was to recapitalise the historically loss 
making Esign visualisation business. Given ELCO had c.£5m cash on hand at the point of 
the acquisition and is purportedly continuing to generate substantial free cash flow this does 
not reconcile. 

To quote management on the rationale for the original placing: 

“(funds) will be used, inter alia to expedite the integration of Active Online with ESIGN, 
Elecosoft’s existing international online visualisation business.” 

The anticipated benefits of the deployment of the capital were clear: 

“Significant synergies identified between ESIGN and Active Online's operations, including 
the additional ability for ESIGN to begin the in-house scanning of materials, a process which 
they currently outsource, with an expected cost saving of around EUR150k per annum as 
well as a new joint sales and marketing strategy” 

Fast forward to the 2019 annual report and the anticipated benefits were not delivered:  

“The synergies were not fully achieved as anticipated in ActiveOnline and ESIGN due to 
increased pressure on wages for developers in the German market, as well as delays from 
key customers, but this has not resulted in any imparment with opportunities in 2020.” 

Firstly the ‘joint sales and marketing’ strategy resulted in a reduction in combined revenue 
and secondly we find it hard to believe that ‘Significant synergies’ were not delivered due to 
rising wages within the space of a year.  

Focussing on the dramatic decline in Esign revenue which is broadly simple to derive with 
sensible assumptions. Esign is the sole contributor to the visualisation reporting segment 
between 2015 through to 2017, inclusive with Active Online contributing from 2018 to 
present. The original announcement of the acquisition indicated that Active Online generated 
revenue of £2.2m for the year ending 201726 achieving c.17% growth on 2016 and the 2018 
annual report disclosed a contribution of £0.4m for the two months of 2018 for which results 
were consolidated.  

 

 
25 https://inform.pwc.com/measurement-of-intra-group-loans-1  
26 RNS, Elco Plc, Acquisition & Vendor Placing 13 December 2006 

https://inform.pwc.com/measurement-of-intra-group-loans-1
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If we assume ESIGN has achieved 10% growth year on year for 2018 and 2019 we arrive at 
the following:  

 

 

We find a dramatic deterioration to the tune of a 25% downturn in revenue in a business with 
a purportedly “strong recurring” revenue base to be highly concerning. The lack of forthright 
communication surrounding this leads us to believe revenue has likely been overstated 
historically and the acquisition of Active Online will mask the harsh realities of years of 
meagre performance and next to no profit (see ‘Active Online GmbH acquisition’) 

Visualisation category revenues 
 

  2015 2016 2017 2018 2019 
Visualisation total 1,440 1,769 1,998 2,395 4,150 
Esign GmbH 1,440 1,769 1,998 1,995 1,488 
Active Online GmbH       400 2,662 
ESIGN growth %   23% 13% (0)% (25)% 

 

Source: Company filings, Ciphersense Research 

Visualisation underlying performance 
 

 

Source: Company filings, Ciphersense Research 
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Low to negative operating cash flow contribution 
The deterioration of ESIGN’s performance in FY19 is off the back of poor operating cash 
conversion in FY18 for the existing German subsidiaries (excluding the contribution of Active 
Online GmbH). German chamber of commerce filings provide sufficient information to 
approximate operating cash flow.  

Our estimate that in 2018 these entities contributed c.€(2)k towards the groups operating 
cash flow illustrates several important points, most prominently, c.£3m of revenue is 
generated by these operating units and such poor cash conversion is concerning. Secondly, 
the operating units are clearly ex-growth with negligible growth in deferred income, this 
suggests that customer attrition (for those with support contracts) must be increasing as this 
uplift would barely be reflective of natural annual price increases.  

For clarity, the filings disclose balances held owing to or from associated or affiliated group 
companies and enabled us to isolate working capital movements to reasonably approximate 
operating cash flow. The most notable fluctution being the spike in trade and other 
receivables for Asta Development GmbH, this represents 1,761% growth year-on-year. 
Growth in receivables does not correspond with the trajectory of profits or deferred income. 
The sheer historical volatility of this balance sheet does not apear to be reflective of 
substantiative legitimate transactions. If this spike is owing to intercompany or affiliated 
company transactions, why has this not been disclosed within local filings?  

 

 

Trading entities of German domicile, ex-2018 acquisition – Operating cash flow 
 

 

Source:  Unternehmensregister filings, Ciphersense Research 
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Net profit/(loss) after tax for the period (22,075) 208,912 170,224 357,062
Add back:

Depreciation ¹ 3,250 15,558 7,852 26,660
Operating profit (18,825) 224,469 178,076 383,721
Working capital m'vment

Decrease/(increase) in receivables and other assets ² (40,404) 68,770 (526,439) (498,073)
Decrease/(increase) in prepaid expenses (28,099) (11,589) 5,148 (34,539)
Increase/(decrease) in provisions 6,709 (3,152) 33,172 36,730
Increase/(decrease) in liabilities ² 45,181 (1,956) 65,708 108,933
Increase/(decrease) in deferred income 15,842 (20,859) 6,155 1,138

Net working capital m'vment (770) 31,214 (416,256) (385,812)
Operating cash flow (19,595) 255,684 (238,179) (2,090)

¹ Based on 5 year useful asset life

² Excluding intercompany/affiliated company receivables/payables where disclosed



   

 Page | 41  
 

The above leads us to question the validity of the accounts of Asta Development GmbH and 
its reported profits, the subsequent reduction in revenue of Esign GmbH in 2019 is yet 
another red flag that indicates that cash performance could have deteriorated further in 
2019. The long-term prospects of Eleco Software GmbH, Asta Development GmbH and 
Esign GmbH appear to be challenged. Collectively, we anticipate the operating units will 
remain a drain on cash resources and this will intensify over the short to medium term 
without suitable remedial action.   
 

Audit concerns 
The firm has worked with Grant Thornton since 2007, who have been privy to a number of 
audit failures in recent times including Interserve28, Globo29, Sports Direct30, Patisserie 
Valerie31. Firstly, we have reservations surrounding the scope, rigour and depth of the audit 
performed by Grant Thornton. For the German, US and Dutch subsidiaries “specific scope 
audit procedures” have been adopted. Considering over a third of group revenue derives 
from German entities we’d expect a full and complete audit no different to the parent 
company.  

 
27 https://www.unternehmensregister.de/ureg/ 
28 https://www.independent.co.uk/news/business/news/grant-thornton-interserve-accounts-
investigation-frc-outsourcing-a8864806.html 
29 https://www.theguardian.com/business/2015/dec/21/accountancy-watchdog-investigates-grant-
thornton-globo-audits 
30 https://www.consultancy.uk/news/20384/grant-thornton-comes-under-scrutiny-for-sports-direct-role 
31 https://www.theguardian.com/business/2019/jul/10/watchdog-finds-work-of-patisserie-valerie-
auditor-unacceptable 

Asta Development GmbH: Receivables, profit and deferred income €’s 

 
Source: Unternehmensregister filings27 
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https://www.independent.co.uk/news/business/news/grant-thornton-interserve-accounts-investigation-frc-outsourcing-a8864806.html
https://www.theguardian.com/business/2015/dec/21/accountancy-watchdog-investigates-grant-thornton-globo-audits
https://www.theguardian.com/business/2015/dec/21/accountancy-watchdog-investigates-grant-thornton-globo-audits
https://www.consultancy.uk/news/20384/grant-thornton-comes-under-scrutiny-for-sports-direct-role
https://www.theguardian.com/business/2019/jul/10/watchdog-finds-work-of-patisserie-valerie-auditor-unacceptable
https://www.theguardian.com/business/2019/jul/10/watchdog-finds-work-of-patisserie-valerie-auditor-unacceptable
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 ‘There have been full scope audits of the parent company and the UK and Swedish non-
dormant subsidiaries. Specific scope audit procedures have been carried out in respect of 
subsidiaries in Germany and analytical review procedures in respect of the US and Dutch 
subsidiaries.’ 

Grant Thornton stated they have utilised component auditors who may be a part of the group 
audit engagement team’s firm in a different location, a network firm, or another external firm 
to complete audit procedures and they are not without their critics. The German and Dutch 
entities appear to have utilised component auditors which strikes us as a manoeuvre to 
directly avoid scrutiny. While Elecosoft Consultec AB filed accounts verified by the Swedish 
branch of Grant Thornton, we believe this potentially enabled the business declare inflated 
revenue specifically for Project Management through Asta Development GmbH without 
disrupting the audit process or raising concern.  

“Component auditors were used to complete audit procedures for the Swedish and German 
entities. The group audit team sent group instructions to the component auditors as to the 
required procedures to be completed for group purposes within each component. The group 
audit team visited and reviewed the audit working papers of the Swedish component 
auditors as a source of audit evidence for the consolidated financial statements.’32 

Exposes’ published by Quintessential Capital Management including their seminal work on 
Globo, Folli Follie and most recently Akazoo elude to the fact that auditors often struggle with 
companies where a large portion of revenue and expenses originate outside of the 
registered headquarters and use of lesser known component auditors33. 

Cross pollination of legal entities  
We suspect that revenues, profits, and assets have been shifted around the group in a fluid 
and creative manner to achieve three main objectives: 

1. Prevent goodwill impairment of underperforming assets 
2. Utilise tax losses in certain jurisdictions  
3. Present consistent product and category revenue growth for reporting purposes 

Our evidence that the German trading entities (excluding Active Online GmbH) generate low 
to negative operating cash flow is supported by perverse receivables fluctuations that do not 
reconcile with underlying activity.  

 
32 Elecosoft Plc, 2018 Annual Report, p. 41 
33 Quintessential Capital Management, Akazoo: You only live twice! https://www.qcmfunds.com/wp-
content/uploads/2020/04/Quintessential-Akazoo-Report.pdf 

Component auditor statement 
 

 

Source: Annual reports 

https://www.qcmfunds.com/wp-content/uploads/2020/04/Quintessential-Akazoo-Report.pdf
https://www.qcmfunds.com/wp-content/uploads/2020/04/Quintessential-Akazoo-Report.pdf
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Revenue growth and contradictory asset fluctuations 
ELCO discloses its trade and other receivables by currency which is helpful to evaluate the 
quality of the businesses within the respective jurisdictions and isolate where mismatches 
between revenue growth and proportional asset growth occur.  

Our analysis identified a mismatch between revenue growth reported across Germany and 
the rest of Europe. Total receivables held in euros grew by 126% to £1.4m compare this to 
revenue growth across the region of 13% (including the acquisition of Active Online GmbH). 
This variability and seemingly dysfunctional fluctuations somewhat lead us to the opinion that 
revenues and profits are shifted around the group to maintain a linear growth profile across 
core product reporting segments. 

 

For ease of comparison we have grouped Germany and ‘Rest of Europe’, given they transact 
in Euro’s and enable comparability. Growth has been delivered in a linear fashion in the UK 
and Europe with FX headwinds have reduced the contribution of revenues from Sweden: 

We then assessed the profile of receivables by currency and our expectation is that the 
profile of receivables should not differ dramatically. Our expectation is driven by the logic 
that the trading entities will match currencies when transacting in each jurisdiction i.e. a 
European customer would be billed in Euro’s and subsequently generate a corresponding 
receivable in the same currency. The reality is somewhat different. 

 

 

 

Revenue by customer destination 
 

 

Source: Annual reports 

4,857 5,498
6,468

8,227
9,436

3,667
4,635

5,244

5,924

7,894

5,950

6,745

7,239
6,772

6,584

0

601

656

777

1,021

0

5,000

10,000

15,000

20,000

25,000

30,000

2015 2016 2017 2018 2019

R
ev

en
u

e 
(£

00
0'

s)

UK Europe Scandanavia USA Rest of World



   

 Page | 44  
 

2018 experiences a visible spike in receivables denominated in euros and if this is not driven 
by revenue growth, what is behind this? To illuminate this perverse relationship you can also 
directly compare the percentage change in revenue versus percentage change in 
receivables. Focusing on the other mature markets, the UK and Sweden, the relationship 
transpires as we would expect with a reasonable degree of linearity.   

Maintaining an equivalent scale, the irrational relationship for the European receivables and 
revenues is clear to see: 

Trade and other receivables by currency 
 

 

Source: Annual reports 

Receivables % vs Revenue % change 
Left: GBP Receivables & UK Revenue            Right: SEK Receivables & Sweden Rev. 

 

 

 

 

Source: Annual reports 
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We suspect this perverse volatility derives from the spike in receivables within Asta 
Development GmbH, this is an indication that revenue has potentially been overstated in 
2018 and the volatility of Asta Development GmbH suggest historically the favour has been 
reciprocated. Based on the information available it is impossible to pinpoint exactly what has 
been done but it does not strike us with confidence that the spike in receivables likely 
occurred in the jurisdiction where an arguably lighter touch audit had taken place. No logical 
explanation exists for such an interaction. 

Concerning trends in the composition of receivables 
It is crucial for investors to understand the mechanics behind the interaction of debtors and 
deferred income for a software business. A large proportion of unearned revenue is invoiced 
ahead of delivery for subscriptions which will be recognised over the course of a year. It 
should be remembered that deferred income is a liability and while (in most cases) the cash 
may well have flowed to the firm, the obligation to deliver exists which is not a riskless 
endeavour.  

Receivables past due, not provided 
We are principally concerned that ELCO’s debtors past due continued to rise between 2015 
through to 2018 from 22% to a high of 41%, falling to a still uncomfortable level of 31% in 
2019. 2019 did see a reduction in the three months overdue category but a subsequent rise 
in the up to three months overdue. This uncomfortable trend suggests it is becoming 
increasingly difficult to collect cash from customers in a timely manner. The provision for 
doubtful debts does not adjust for this, remaining flat at 2% of revenue. 

 

 

Receivables % vs Revenue % change: EUR Receivables vs EUR Revenue 
 

 

Source: Annual reports 

(40)%

(20)%

0%

20%

40%

60%

80%

100%

120%

140%

2016 2017 2018 2019

Receivables % Δ Revenue % Δ 



   

 Page | 46  
 

 

Uninsured receivables 
The 2018 results possess an anomaly with UK ‘uninsured receivables’ falling 30%, with the 
European equivalent jumping 93% (explained in the cross pollination of legal entities).Both of 
which out of sync with the direction of travel in revenue growth. Normal service resumed in 
2019.  

Receivables past due, not provided 

 

Source: Elecosoft Annual Reports 

Uninsured receivables by country 
 

 

Source: Elecosoft Annual Reports 
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This also strikes us as bizarre as uninsured receivables have historically closely aligned with 
trade receivables. 2018 is the only year on record where a meaningful deviation occurs.  

The only plausible explanation is that ELCO have taken out insurance on some of its aged 
receivables or it is deemed insured through the implied insurance offered using an invoice 
factor or the like. We cannot verify this assertion but a gap of c.£500k exists between 
uninsured receivables and trade receivables in the UK. Given the materiality, investors 
justifiably require an explanation to understand this uncharacteristic variation.  

 

 

 

 

 

 

 

 

 

Uninsured receivables as a % of Trade receivables 
 

 

Source: Elecosoft Annual Reports 
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Part 2: Corporate governance concerns 
 

The agent and principal dilemma is thought to be remedied through stock ownership which 
encourages management to think and act like an owner of the business. An inflection point 
exists where the rule of diminishing returns applies and an uncomfortable imbalance has 
developed at ELCO where a single individual exerts a disproportionate degree of control. In 
our view the level of influence the Executive Chairman exerts over the direction of the firm is 
akin to that you would expect in a private company and consequently not in the best 
interests of the retail shareholder base.   

Major shareholders and supporting connections  
What do Groupon, Twitter, and LinkedIn have in common with Elecosoft? 
Herbert Allen Jr is purportedly worth more than $1.5bn34 and his firm Allen & Co. has had a 
hand in some of the largest tech IPOs of the last decade including Twitter, Groupon, and 
LinkedIn. Allen (either directly or indirectly through his directorships) is also the largest 
single shareholder of ELCO. Why? Herbert Allen and John Ketteley are Hackley Alumni from 
the class of 58’ and we understand foster a close friendship. The group are savouring the 
moment at the latest reunion courtesy of the Hackley Review35. 

 
34 https://www.forbes.com/profile/herbert-allen-jr/  
35 https://issuu.com/hackley-school/docs/review_winter_2018-19_complete_spre  

Hackley Reunion: John Ketteley (front, centre) and Herbert Allen (far right) 
 

 

Source: Hackley School reunion 

https://www.forbes.com/profile/herbert-allen-jr/
https://issuu.com/hackley-school/docs/review_winter_2018-19_complete_spre
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Ketteley played a leading role in the famed sale of Columbia pictures to Coca-Cola36 where 
Allen was one of Columbia’s principal shareholders37. The deal earned Allen a seat on the 
board of Coca Cola and formed the basis of his position in the companies’ stock. Judging by 
ELCO’s inability to attract any institutional backing for the turnaround strategy we assume 
Ketteley leant on an old accomplice when ELCO was at deaths door amid the financial crisis. 
With the support of a billionaire one can assume it would be slightly easier to enlist the 
support of the banks etc.  

 

Institutional ownership 
Many stock promotes and cases of management deception are often lacking institutional 
support, ELCO is an exception to this rule with three household names holding over 3% of 
the firms issued share capital. These holdings are not an endorsement of the phoenix 
software business but more accurately a hangover from the ELCO’s origin as a heavy 
construction business – which was their original basis for investment back in the early to 
mid-1990’s.  

All institutions have suffered significant dilution as the firm has continued to issue stock and 
on an absolute basis Rights and Issues are the only firm to increase its position since 1997. It 
is worth pointing out that Lowland do not have the best instinct having their positions wiped 
out by the fraudulent activities of Conviviality, Carillion and Interserve. Quite some feat.  

Since 2017, JO Hambro were reported to have taken a material position in the firm38 which 
was subsequently reduced on the entry of IBIM2 Ltd39. IBIM2 are a trading entity of Investing 
Profit Wisely, a Spanish fund operated by Juan Santamaria and Jose Sancho Garcia. The 
fund invests in both the public and private markets, occasionally taking an activist role in 
driving change as was the case with its investment in Allot Communications40.  

Options and timely purchases minimise Ketteley’s risk  
John Ketteley has amassed approximately 13% of ELCO’s share capital since during his 
tenure. Well timed purchases and share options have enable Ketteley to secure 13% of the 

 
36 Norran Interview, Lars Westerlund, April 8th 2019 
37 Coke expected to acquire Columbia Pictures, The New York Times, January 19th 1982  
38 RNS, Elco Plc Holding in company 9th November 2018 
39 RNS, Elco Plc Holding in company 16th March 2019 
40 SEC, Allot Comminications, Position Paper AGM, 18th April 2017  

Institutional ownership 
 

 

Source: Elecosoft Annual Reports 
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Schroder Investment Management Limited 5.2      13.50% 2.5      3.05%
Lowland Investment Company Plc 3.3      8.49% 3.2      3.85%
Rights and Issues Investment Trust Plc 3.1      7.96% 4.5      5.53%

1997 2018

https://norran.se/affarsliv/framgangsrik-engelsk-affarsman-pa-besok-i-skelleftea
https://www.nytimes.com/1982/01/19/business/coke-expected-to-acquire-columbia-pictures.html
https://www.sec.gov/Archives/edgar/data/1365767/000117891317001130/exhibit_99-1.htm
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equity, with a market value of £7.9m for a cost of c.£1.7m41 reflecting an average purchase 
price of c.18p.  

Ketteley has not made a material purchase (over 100,000 in volume) at any point during his 
tenure when the price has eclipsed 58p which occurred 20th April 2006.  

 

 

 

 

 

 

 

 

 

 

 
41 Calculations based on director shareholding RNS notifications, discrepancies exist due to the 
reallocation of holdings between related parties, trusts and minor immaterial sales. 

ELCO Share price and John Ketteley’s trading volume 
 

 

Source: S&P Capital IQ, RNS disclosures 
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Ketteley’s disciplined purchasing and vesting of options consequently provides a formidable 
hedge to downside risk to his £1.7m investment. While our thesis eludes to the fact that 
ELCO is overvalued 78% of value would need to be wiped out before he is pushed into the 
red, this has been an almost riskless endeavour for Ketteley. Stock ownership of key 
management is often cited as a hallmark of success and well established as a member of an 
investors trusty screening process or checklist. ELCO’s ownership structure is a paradoxical 
affair that in many ways undermines the purpose of public markets along with conventional 
wisdom. As we have mentioned it represents a structural dynamic more common within a 
tightly held public company, at the cost of diversity.  

Executive compensation concerns  
Between 2013 and 2019, his compensation has remained in excess of £300k, including other 
related party income. Statistically speaking, Ketteley’s demographic would be drawing on 
their pension. To be generating consistent income of this level is remarkable, even Warren 
Buffet of Berkshire Hathaway has capped his salary at $100,000 since the early 1990’s.  

 

 

 

 

ELCO Share price and John Ketteley cumulative open market purchases 
 

 
Source: S&P Capital IQ, RNS disclosures 
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In our view, the legitimacy and appropriateness of Ketteley continuing to receive such a high 
level of cash-based remuneration at this stage of his career is questionable. It would be 
beneficial for shareholders to understand the day to day activities that justify this level of 
compensation as executive chairman. This high level of cash-based compensation dilutes 
the power of Ketteley’s equity ownership, his c£1.7m investment in the stock has enabled 
him to extract close to £6.2m in cash-based compensation since 1997 and we deem 
Ketteley’s stock purchases as a red herring which retail investors should carefully evaluate.  

Leadership credibility 
ELCO may present itself as a firm that has successfully pivoted from a construction to a 
software business but we suspect a deep-seated cultural overhang lingers at the upper 
echelons of the firm. The present leadership is lacking in appropriate software experience 
and will prove a limiting factor to the firm’s growth. Simply reference the leadership team of a 
handful of competitors to understand the gulf in experience and capability. 

Executive Chairman lacks software experience  
John Ketteley does not have a technical software background, he is a credible investment 
banker with a track record of admirable deal-making in the late 70s and 80s. However, the 
majority of Ketteley’s working life has been paper based. He is indisputably an accomplished 
financier with an exemplary track record but does not possess the domain expertise 
necessary to lead a software business. Ketteley’s skill and creativity undoubtedly kept the 
company alive during the financial crisis for this he deserves credit but it will take more than 
financial engineering to unlock value this time round.  

John Ketteley remuneration 2013 - 2019 

 
Source: Annual reports soft Annual Reports 
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Ketteley had worked in an advisory capacity since 1988 having been invited to various 
boards. We wonder that if we were to ask the 57-year-old Ketteley at his time of appointment 
back in 1997 if he would stick around to celebrate his 80th in the same role.  

A marketeer deputises the Chairman 
Jonathan Hunter has worked at ELCO and affiliated businesses since 2004, aged 25 and the 
only other identifiable professional experience appears to be as ‘Proprietor of Bladerunner 
graphics’ of Queensland, Australia. Hunter’s Linkedin profile claims this to be a ‘multimedia’ 
business which had an impressive client list. Hunters profile published in annual reports and 
on its website suggests he joined the business in 2010 as a ‘Marketing Manager’ but his 
affiliation with ELCO commenced back in 2004. 

 

 

 

 

Bladerunner graphics 
 

 

Source: Linkedin 

Online Warehouse  
 

 
Source: Elecosoft corporate website 
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Hunter was in fact a ‘Product Support’ agent for the 3D architect business, operating as 
Online Warehouse.  

Between 2006 – 2010 Hunter’s LinkedIn profile suggests he relocated to the Gold Coast to 
support Online Warehouses’ expansion in Australia. We cannot find any credible evidence to 
substantiate the claimed role he fulfilled especially given Online Warehouse ceased to trade 
as an independent entity as of June 30th 2005. We are intrigued by Hunter’s claims and 
would be delighted to learn how his time was spent between 2006 to 2010 prior to becoming 
the ELCO Marketing Manager. 

 

 

 

 

 

 

 

Online Warehouse  
 

 
Source: www.3darchitect.co.uk via Wayback machine 
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Hunter’s professional experience is severely lacking breadth and depth to command respect 
as the COO of a public company, he has only ever known the cultural dynamic and 
environment fostered by Ketteley. Whilst possessing clear aptitude in logo design, branding 
and digital communications, Hunter is absent demonstratable software pedigree. Hunters 
purported significant involvement in the recent major acquisitions is alarming considering his 
background.  

Leadership attrition 
ELCO has endured a high degree of attrition at an executive level with old stalwarts 
remaining ever present throughout this turbulence. It appears to have been incredibly 
difficult to recruit externally to inject fresh perspective to the firm as executives with a proven 
track records calling time on their ELCO careers seemingly prematurely. Founders of the 
acquired businesses have come and gone without an equivalent calibre of replacement 
being installed. ELCO have churned through Finance Chiefs at pace, the role appears to 
have been somewhat a poison chalice.  
 
 
 
 
 
 

Online Warehouse  
 

 
Source: Linkedin 

Online Warehouse  
 

 
Source: Companies house filings 
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The revolving door of the Finance Chief 
Since David Dannhauser departed mid 2010 ELCO have had six Finance directors and two 
bouts totalling a year and a half with no Finance Director at an executive level and two and a 
half years whereby Michael Turner (ex-Grant Thornton, ELCO auditors) held office on a part 
time basis. To see the financial stewardship of the business change hands so frequently is 
striking for a public company and a glaring red flag that something is not working. 

The apparent turbulence in the Finance hotseat does not appear to have unsettled the 
organisations path to growth. The unfaltering support of loyal lieutenants; Tomas Astrom and 
Peter Thompson both joining the businesses through acquisition, provided consistency and 
stability since the business transitioned to a pure software business. Their unparalleled 
knowledge is perhaps more valuable to the executive chairman than finance premiers 
recruited externally. 

Back to the future 
The appointment of Nick Caw as CEO in July 2014 suggested ELCO were on the right path 
towards becoming a progressive software business. ELCO severely limited disclosure 
surrounding Caw’s history with the group: 

“Nicholas James Baxter Caw (aged 42) has spent most of his career in the IT industry, 
including ELECO, before joining Microsoft UK in 2007. Nick joins ELECO from Microsoft UK 
where he has been for the past seven years. During his time at Microsoft he was involved in 
supporting Microsoft's transformation to a Cloud First, Mobile First business, most recently 
as a UK Business Development Manager for Microsoft's Office 365 hosting platform.”42 

But we have been here before, Caw had previously served as Chief Executive of the 
software business back in December 2004, announced within the Interim results for the year 

 
42 RNS, Elco Plc Appointment of Chief Executive 3rd July 2014  

Leadership merry-go-round 
 

 
Source: Company filings, Ciphersense Research 
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ending 200543. According to Caw’s LinkedIn profile, he departed early 2007 and he 
seemingly left the business unnoticed to be replaced by Michael McCullen of Asta 
Development.  

 

Second time round beyond the regulatory announcement of Caw’s departure ELCO did not 
illustrate its intentions to address the situation prospectively. It appears ELCO would prefer 
to operate against the corporate governance code with the Executive Chairman fulfilling both 
the role of the Chairman and Chief Executive. The code promotes the separation of these 
roles for a good reason. To depart the business within two years of joining is illuminating and 
suggests a fundamental misalignment in expectations between Caw and ELCO.  

With the existing structure remaining in place some years after Caw’s departure we must 
question would this role appeal to any seasoned and successful software executive? Equally 
would they thrive under the watchful eye of John Ketteley?   

Another proven software exec bites the dust…  
Around a similar time to Mukul Mistry joining ELCO Freddie Jones joined the business the 
UK Managing Director. No announcement was made to the market. The revolving door soon 
turned once more as Jones left the business after just six months. In our view, Jones’ 
credentials stack up as an individual worthy of developing ELCO’s software assets. 

 

 

 

 

 

 

 
43 RNS, Elco Plc Interim results for the six months to 31 December 2004, 18th March 2005 

Nick Caw, 2014 Annual report 
 

 

Source: Linkedin 


