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Rotala’s acquisition of Preston Bus Ltd (PBL) from Stagecoach highlights precisely 

the strategy, rationale and benefits of its business model. With Stagecoach agreeing 

with the Competition Commission to sell its Preston operations, we feel we may have 

witnessed real evidence of the long-term potential of the strategy. The £3.2m 

acquisition is anticipated to be earnings enhancing in the current year and provides 

not only increased revenue, but also a new hub from which the group can expand.   

Strategically attractive acquisition 

The acquisition of PBL provides Rotala with a fourth strategic hub. Preston is located 

roughly the same distance from the head office as the South Western hub. This 

allows management control and opens up a new regional market untapped by the 

group until now. With developments continuing apace and over 10 million passenger 

journeys already undertaken each year, we see growth potential in the region. 

Demonstrates the power of the model 

The very nature of this deal highlights the opportunity for Rotala. This is driven by a 

combination of national companies looking to offload marginal routes, Competition 

Commission activity, and through the acquisition of small independent operations. 

Rotala has benefitted from each of these drivers over the past five years and we 

anticipate this will continue. 

Deal immediately accretive 

PBL is being acquired on a debt-free basis, funded via a hire purchase facility of 

£2.4m, a bridging loan of £618k and the remainder from existing facilities. The 

bridging loan will be replaced with subsequent placings. As a result of the acquisition 

and initial placing, we are raising our FY11 EPS forecasts by 4% to 7.3p. 

Valuation: Discount provides opportunity 

Rotala trades at a substantial 60% P/E discount to the major operators. We feel this 

provides an opportunity for those who are seeking to invest in the regional bus story 

and the potential impact of the Competition Commission investigation.  
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52 week High Low 
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Balance Sheet as at 31 May 2010 

Debt/Equity (%) 99.8 

NAV per share (p) 55.8 

Net borrowings (£m) 18.4 

  

Business 

Rotala is engaged in the provision of 

commercial bus operations, subsidised 

bus routes and contracted private bus 

networks. It primarily operates in the 

West Midlands, South West and around 

Heathrow airport. 

Valuation 

 2009 2010e 2011e 

P/E relative 50% 59% 52% 

P/CF 2.0 2.5 2.0 

EV/Sales 0.7 0.7 0.6 

ROE 11% 10% 13% 

 

Geography based on revenues (2009) 

UK  Europe US Other 

100% 0% 0% 0% 
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Rotala 

Year  

End 

Revenue 

(£m) 

PBT* 

(£m) 

EPS* 

(p) 

DPS 

(p) 

P/E 

(x) 

Yield  

(%) 

11/08 35.7 0.3 1.7 0.0 17.6 N/A 

11/09 40.6 1.9 7.1 0.0 4.2 N/A 

11/10e 45.4 1.9 5.8 0.8 5.2 2.7 

11/11e 54.5 2.5 7.3 1.0 4.1 3.3 

Note: *PBT and EPS are normalised, excluding intangible amortisation and exceptional items. 
 

Investment summary: Acquisition and new hub 
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Deal highlights strategy 

We feel this acquisition demonstrates the final strand to the acquisition story for Rotala with the 

push from the Competition Commission for larger operators to relinquish total control in areas of 

poor competition. Coming on the back of examples of small operator consolidation and larger 

operators exiting what they consider unprofitable operations, we feel Rotala will enter a period of 

operational improvement to bring PBL up to its performance standards, although this would not 

preclude further acquisitions. 

PBL – what does it bring? 

PBL is being acquired from Stagecoach and it runs a fleet of 85 vehicles with c 240 employees 

operating in and around Preston from a freehold operating and engineering depot in Deepdale. 

• Services are mainly local and on a commercial basis, although it does also carry out some 

tendered services such as school contracts on behalf of the local council.  

• Preston has a historically high level of bus use and current operations provide about 10 

million passenger journeys each year. 

• Further growth potential is supported by plans to build a new shopping centre and 

refurbish the bus terminal.  

As a result, we view PBL as an excellent strategic fit for the group, providing another strategic hub 

and providing access to an area of the country as yet untapped by the group. Given Preston’s 

location approximately equidistant from the Birmingham HQ as Bristol/Bath, we feel management 

control should not be an issue. 

Financing structure in place 

Rotala is paying £3.2m for PBL on a debt-free basis. This is being financed through a hire-

purchase facility, secured on the vehicles owned by PBL, of £2.4m, a bridging loan of £617,500 

from the group’s bankers and the remainder from existing debt facilities.  

The bridging loan is repayable in two tranches, one of £460,000 by 28 February 2011 and one of 

£157,500 by 28 May 2011:  

• The first tranche will be repaid by way of a placing of c 1.65m shares (equivalent to 5% of 

capital) at a price of 28p per share to raise £461k. Chairman John Gunn has committed 

to subscribe £107k in this placing. 

• The company will then seek authority at its May AGM to raise up to another 5% of capital 

that should provide enough headroom to issue a further 562,500 shares at 28p per share. 

In the meantime, Simon Dunn (CEO), Robert Dunn (board member) and John Gunn 

(Chairman) have committed to make a loan to the company of £157,500, which will bear 

an interest rate of 3% and will convert into ordinary shares at 28p per share once the 

authority has been approved.    
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Impact on forecasts 

For the year to 30 April 2010 PBL’s turnover was £7.75m, generating a loss before tax of £132k. 

PBL’s management has forecast revenues to April 2011 of £9.5m, while the unaudited seven-

month period to 30 November 2010 showed revenues of £5.6m. 

We are forecasting a revenue contribution to Rotala from PBL of c £8m and once PBL is run 

through Rotala’s business model, we anticipate a contribution to operating profit of c £360k. 

Taking increased interest into account, we forecast PBT will rise by c £200k to £2.5m, giving an 

EPS increase of 4% to 7.3p following the associated share increase.  

Valuation 

Rotala trades at a substantial discount to its larger quoted peers, with a P/E of 4.1x CY11 EPS 

equating to a 60% discount to the major transport groups and a 20% discount on an EV/EBITDA 

basis.  

Exhibit 1: Peer group relative valuation, priced at 25 January 2010 

 

Source: Edison Investment Research 

We believe that this reflects the small-cap nature and early stage of development. We believe this 

deal shows, though, that there is value uplift potential in the strategy. If we place the shares on a 

25% discount on a P/E basis, this would imply a price of 55p per share at a small premium on 

EV/EBITDA. 

Year end Price Mk t Cap

(p) (£ m) P/E EV/ S a les EV / EB ITDA

Nov 3 0 10 4.1 0.6 4.3

Dec 246 1275 9.6 1.0 5.8

Dec 38 5 1,8 8 2 9.3 0.6 5.0

Mar 1297 557 11.5 0.3 4.6

Apr 205 1474 9.2 0.7 5.9

9 .9 0.6 5.3

8 .8 0.6 5.1

CY 2011e

Average exc luding R ota la

Average inc luding R ota la

Stagecoach

R ota la

National Express

First Group

Go-Ahead

Companies
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Exhibit 1: Financials 

 

Source: Company accounts/Edison Investment Research    
 

£ '000s 2007 2008 2009 2010e 2011e

Year end 30 November IFR S IFR S IFR S IFR S IFR S

PR OFIT &  LOS S  

R evenue 19 ,3 48 3 5,6 77 40,56 1 45,3 8 6 54,46 1

Cost of Sales (15,413) (28 ,98 0) (32,735) (36,270) (43,633)

Gross Profit 3,935 6,697 7,8 26 9,116 10,8 28

EB ITDA 1,106 4,48 5 6 ,013 6 ,116 7,028

Operating Prof it ( be fore  GW and except. ) 248 2,478 3 ,53 2 3 ,516 4,228

Intangible Amortisation (91) (132) (142) (120) (140)

Exceptionals 0 1,073 (126) (126) (126)

Share based payments (58 ) (8 4) (8 4) (60) (60)

Operating Prof it 9 9 3 ,3 3 5 3 ,18 0 3 ,210 3 ,9 02

Net Interest (8 79) (2,131) (1,652) (1,600) (1,710)

Prof i t B e fore  Tax (norm) (6 3 1) 3 47 1,8 8 0 1,9 16 2,518

Prof i t B e fore  Tax (FR S  3 ) (78 0) 1,204 1,528 1,6 10 2,19 2

Tax 0 0 0 0 0

Prof i t Af te r Tax (norm) (6 3 1) 3 47 1,8 8 0 1,9 16 2,518

Prof i t Af te r Tax (FR S  3 ) (78 0) 1,204 1,528 1,6 10 2,19 2

Average Number of Shares Outstanding (m) 16.9 20.8 26.6 32.9 34.3

EPS - normalised (p) (3.7) 1.7 7.1 5.8 7.3

EPS - FRS 3 (p) (4.6) 5.8 5.7 4.9 6.4

Dividend per share (p) 0.0 0.0 0.0 0.8 1.0

Gross Margin (%) 20.3 18 .8 19.3 20.1 19.9

EBITDA Margin (%) 5.7 12.6 14.8 13.5 12.9

Operating Margin (before GW and except.) (%) 1.3 6.9 8 .7 7.7 7.8

B ALANCE S HEET

Fixed As s e ts 24,255 3 5,527 3 6 ,06 5 3 6 ,3 23 3 6 ,3 8 1

Intangible Assets 9,041 9,8 03 9,661 9,519 9,377

Tangible Assets 15,214 25,701 26,38 1 26,78 1 26,98 1

Investments 0 23 23 23 23

Current As s ets 4,03 5 6 ,19 1 8 ,177 8 ,76 1 9 ,48 3

Stocks 145 694 603 553 513

Debtors 3,8 79 4,98 8 5,647 6,28 1 7,043

Cash 11 509 1,927 1,927 1,927

Current L iabi l i ties (7,520) (11,8 43 ) (10,9 07) (9 ,407) (8 ,407)

Creditors (4,48 3) (6,759) (4,750) (3,250) (2,250)

Short term borrowings (3,037) (5,08 4) (6,157) (6,157) (6,157)

Long Te rm Liabi l i t ies (11,526 ) (18 ,46 2) (15,73 5) (16 ,28 3 ) (18 ,223 )

Long term borrowings (11,18 5) (18 ,403) (15,735) (16,28 3) (18 ,223)

Other long term liabilities (341) (59) 0 0 0

Net As s ets 9 ,244 11,413 17,6 00 19 ,3 9 5 19 ,23 4

CAS H FLOW

Operating Cas h F low 3 3 4 4,6 46 4,06 9 3 ,9 77 5,23 2

Net Interest (68 2) (1,769) (1,298 ) (1,500) (1,400)

Tax 0 0 0 0 0

Capex 740 629 (377) (3,000) (3,000)

Acquisitions/disposals (1,690) (3,312) 0 0 (3,200)

Financing 2,923 272 3,8 25 0 460

Dividends 0 0 0 (25) (33)

Net Cash Flow 1,625 466 6,219 (548 ) (1,940)

Opening net debt/( cas h) 4,9 58 14,211 22,9 78 19 ,9 6 5 20,513

HP finance leases initiated (10,8 78 ) (9,233) (3,206) 0 0

Other 0 0 0 (0) 0

Clos ing net debt/(cas h) 14,211 22,9 78 19 ,9 6 5 20,513 22,453

EDISON INVESTMENT RESEARCH LIMITED 
Edison is Europe’s leading investment research company. It has won industry recognition, with awards in both the UK and internationally. The team of more than 65 includes over 35 
analysts supported by a department of supervisory analysts, editors and assistants. Edison writes on more than 280 companies across every sector and works directly with 
corporates, investment banks, brokers and fund managers. Edison’s research is read by major institutional investors in the UK and abroad, as well as by the private client broker and 
international investor communities. Edison was founded in 2003 and is authorised and regulated by the Financial Services Authority 
(www.fsa.gov.uk/register/firmBasicDetails.do?sid=181584). 

DISCLAIMER 
Copyright 2011 Edison Investment Research Limited. All rights reserved. This report has been commissioned by Rotala and prepared and issued by Edison Investment Research 
Limited for publication in the United Kingdom. All information used in the publication of this report has been compiled from publicly available sources that are believed to be reliable, 
however we do not guarantee the accuracy or completeness of this report. Opinions contained in this report represent those of the research department of Edison Investment 
Research Limited at the time of publication. The research in this document is intended for professional advisers in the United Kingdom for use in their roles as advisers. It is not 
intended for retail investors. This is not a solicitation or inducement to buy, sell, subscribe, or underwrite securities or units. This document is provided for information purposes only 
and should not be construed as an offer or solicitation for investment. A marketing communication under FSA 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 Investment Research Limited has a restrictive policy relating to personal dealing. Edison Investment Research Limited is authorised and regulated by the Financial Services 
Authority for the conduct of investment business. The company does not hold any positions in the securities mentioned in this report. However, its directors, officers, employees and 
contractors may have a position in any or related securities mentioned in this report. Edison Investment Research Limited 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. This communication is intended for professional clients as defined in the FSA’s Conduct of Business rules (COBs 3.5). 
 

 

Edison Investment Research 

 

Lincoln House, 296-302 High Holborn, London, WC1V 7JH  tel: +44 (0)20 3077 5700  fax: +44 (0)20 3077 5750  www.edisoninvestmentresearch.co.uk 

Registered in England, number 4794244. Edison Investment Research is authorised and regulated by the Financial Services Authority.  
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