EDISON
The Mission Marketing Group

Adding value and building margin

The mission’s year-end trading update indicates that its FY17 profits were a
shade ahead of the market forecast, with the bonus of a strong working
capital performance delivering a very good reduction in net debt to below
£7.5m. A greater degree of back-office integration in FY18, building on
collaboration initiatives already in place, should help margins to progress,
further boosted by reduced interest rates triggered by the stronger balance
sheet. The lengthening record of delivering on expectations and of growing
earnings and dividends is inconsistent with the deeply discounted rating.

Strong cash performance broadens options

The indicated headline FY17 pre-tax profit of £7.7m implies good H2 growth,
despite a market backdrop of client vacillation and pricing pressure. The group’s
end-December net debt figure of below £7.5m compares with £9.4m at the half
year and a previous market estimate of £11.5m, so represents a considerable
improvement over expectations. This has meant that the ratio of net debt/EBITDA
has fallen below 1.0x (vs forecast 1.2x), triggering a 0.5% reduction in the interest
rate payable. Earn-out payments (£6.4m at 31 December 2017, of which £1.9m is
due in FY18) may be adjusted upwards to reflect strong performance, but there
remains plenty of fire power to invest in both organic growth initiatives and in
complementary acquisitions, as well as supporting a growing dividend payment.

Working together

While the mission is a network of agencies, it has an increasingly embedded
culture of working collaboratively which will be cemented with the centralisation of
certain back-office functions as outlined in the statement. This programme will be
overseen by a group commercial director, appointed from Bray Leino, a group
agency. The Fuse initiative to pool technology and IP, along with its new Ignition
innovation programme, should also help contribute towards boosting forecast
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Business description

The mission is a network of entrepreneurial
marketing communications agencies in the UK, Asia
and the US. The group provides general, sector
vertical, functional and geographic specialisms to
national and international clients.

Bull

Organic growth well ahead of market.
Strengthening balance sheet.
Progressive dividend.

Bear
Client pressure on pricing/procurement.
Bias to H2 limits visibility.
Geopoalitical uncertainty.

operating margin growth towards the 14% target by FY20 (FY17e: 11.9%). Analysts
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The mission continues to trade in a range of 39.5-50.5p, representing a substantial
discount to other quoted small- to mid-cap marketing/communications businesses.
The current price puts it on an FY18e EV/EBITDA of 4.4x, compared to the small/
mid-cap media sector at 8.0x, a 45% discount; on a P/E basis its multiple of 5.8x

compares to peers at 11.4x. The sizes of these discounts are difficult to justify given

the earnings and dividend growth and the improved state of the balance sheet.

Consensus estimates

The Mission Marketing Group is a
research client of Edison Investment
Research Limited

Year Revenue PBT* EPS* DPS PIE Yield
end (Em) (Em) (p) (p) (x) (%)
12/16 65.9 7.0 6.4 15 7.0 33
12117e 68.9 7.6 7.0 17 6.4 3.8
12/18e 723 8.5 7.8 1.8 58 4.0
12119 759 9.6 8.8 2.0 5.1 44

Source: Company accounts, Bloomberg. Note: *PBT and EPS adjusted.
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Edison is an investment research and advisory company, with offices in North America, Europe, the Middle East and AsiaPac. The heart of Edison is our world-renowned equity research platform and deep multi-sector
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is a branch entity of Edison Investment Research Limited [4794244].
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document. This document is provided for information purposes only and should not be construed as an offer or solicitation for investment in any securities mentioned or in the topic of this document. A marketing
communication under FCA rules, this document has not been prepared in accordance with the legal requirements designed to promote the independence of investment research and is not subject to any prohibition on
dealing ahead of the dissemination of investment research. Edison has a restrictive policy relating to personal dealing. Edison Group does not conduct any investment business and, accordingly, does not itself hold any
positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any or related securities mentioned in this report. Edison or its
affiliates may perform services or solicit business from any of the companies mentioned in this report. The value of securities mentioned in this report can fall as well as rise and are subject to large and sudden swings. In
addition it may be difficult or not possible to buy, sell or obtain accurate information about the value of securities mentioned in this report. Past performance is not necessarily a guide to future performance. Forward-looking
information or statements in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable, and therefore involve known and unknown risks,
uncertainties and other factors which may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations. For the purpose of the FAA, the content of this
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