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Bull points
n Ambition to become global leader in neonatal intensive care 
equipment.
n Award winning technology and high-quality client base.
n International exposure, selling products in over 75 countries.
n Strong organic market growth.
n Regulated market creates barriers to entry.
n Complementary acquisitions transformational for trading 
prospects.
n High gross margins and business operationally leveraged.
n Own branded product launches and overseas expansion set to 
drive up sales and profi ts. 
n Recent earnings beat and current earnings estimates still 
conservative.
n Cash fl ow improving supports recent maiden dividend.
n Entrepreneurial board with sector experience and signifi cant 
shareholdings.
n New director appointments create structure to support 
accelerated growth. 

Bear points
n Integration risk for SLE acquisition.
n One-off  NHS ventilator orders have infl ated current year sales 
and profi ts.
n Covid-19 creates uncertainty.
n Brexit.

Bull points

Inspiration’s neonatal respiratory products are designed to 
support and assist in the care of preterm infants by provid-
ing resuscitation, stabilisation and respiratory support. Two 

acquisitions in the past 12 months have created an enlarged busi-
ness that is incredibly well placed to benefi t from strong organic 
growth trends. Add to that upside from new product launches, 
and conservative looking earnings forecasts, and the shares are 
far too lowly rated on a cash-adjusted forward PE ratio of 14.

Simon Thompson’s view:

27 October 2020

A play on a big growth theme, this is a fully integrated medical 
technology company with a strong focus on the expanding 
neonatal intensive care market.
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Founded in 2003, Crawley-based Inspiration Health-
care (IHC) has transitioned from a medical device dis-

tributor to a fully integrated medical technology company 
with a strong focus on the neonatal intensive care market.

In 2013, Inspiration’s management and founding part-
ners took the strategic decision to invest in a range of 
own-branded products, through licensing of marketed 
products and investing in the development of internally 
designed own-branded medical equipment. Two years lat-
er, the company listed on London’s junior market through 
the reverse takeover of Inditherm, so adding patient 
warming technology to an offering that includes products 
for critical care, and specialised surgical procedures. The 
company now sells its own branded products in over 75 
countries, the majority of which are used in the neonatal 
intensive care unit (NICU) setting. 

It’s a huge global market currently worth US$6bn 
(£4.59bn) in annual sales and expected to grow to US$9bn 
within five years, according to analysis from Researchan-
dMarkets. The World Health Organisation estimates that 
more than 15m babies are born prematurely each year, 
representing one-in-ten births, a figure that’s rising.

Preterm birth is associated with a broad range of health 
risk factors affecting organs and systems including the 
brain, respiratory system and cardiovascular system. 
In fact, preterm birth is the leading cause of death in 
children under five years of age with around one million 
children dying each year due to complications associated 
with preterm birth. Preterm babies with a gestational age 
of less than 29 weeks have a 60 per cent chance of devel-
oping respiratory distress syndrome. 

Administering NICU care is expensive, costing around 
£1,500 per day in the developed world. This backdrop of-
fers a supportive market environment for medical device 

Ord Price: 74p   Market Value: £50m

Touch: 73-75p   12-Month High: 90p Low: 55p

Dividend Yield: 0.8%   PE Ratio: 16 
Net Asset Value*: 44p   Net Cash: £5.2m

Year to Revenue Pre-tax Diluted adjusted earnings Dividend 
31 Jan (£m) profit (£m) per share (p) per share (p)

2016 12.3 1.30 4.08 nil

2017 14.3 1.16 3.36 nil

2018 15.5 1.20 3.46 nil

2019 15.5 1.22 3.40 nil

2020 17.8 1.51 3.62 nil

2021^ 35.4 2.38 4.90 0.6

2022^ 40.6 2.33 4.70 0.6

% change 128% -2% -4% –
SETSqx
*Includes intangibles assets of £15.8m, or 23p a share
^ Cenkos estimates. Pre-tax profits and adjusted EPS stated before exceptional items
Source: Inspiration Healthcare annual report, London Stock Exchange

Inspiration Healthcare (IHC)
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companies to provide the equipment needed to help 
babies survive and go on to live healthy lives. Inspiration 
is doing just that.

An impressive product suite that saves infants’ lives
Inspiration’s neonatal respiratory products are designed 
to support and assist in the care of preterm infants by pro-
viding resuscitation and stabilisation to premature and 
sick babies within the fi rst days of life, as well as invasive 
and non-invasive respiratory support. 

The global neonatal intensive care respiratory devices 
market was worth US$1.5bn in 2017 and is expected to 
grow to US$2.5bn by 2026, according to analysis by Trans-
parency Markets.

Inspiration Healcare’s key products include Inspire 
rPAP™, a revolutionary, two-piece non-invasive system 
that enables the clinician to perform nasal prong or stand-
ard face mask resuscitation and stabilisation to infants. 

The device delivers continuous positive airway pres-
sure (CPAP) and at the same time reduces the eff ort the 
baby requires to breathe by over 90 per cent. The product 
enables more babies to be stabilised without the need to 
incubate them or use a ventilator. 

Patient temperature management
The patient temperature management market includes 
both warming and cooling systems for treating adult, pae-
diatric and neonatal patients in operating rooms, inten-
sive care units, neonatal ICUs and emergency rooms. 

Patient temperature management is a valuable market 
segment, generating global sales of US$2.6bn last year, 
and forecast to grow to US$4.7bn by 2026, according to 
experts at Grand View Research.

Inspiration addresses this important market with their 
Tecotherm Neo device. This has innovative features for 
monitoring, control and analysis of treatment to aid clini-
cal professionals. 

Other key neonatal products in Inspiration’s product 
portfolio include:

n LifeStart™. A neonatal bedside resuscitation unit that 
allows resuscitation equipment to be positioned close 
to the mother so to enable airway support whilst leav-
ing the umbilical cord intact as the clinician accesses the 
infant. This can allow improved placental transfusion and 
smoother cardiovascular transition, along with allowing 
resuscitation to take place next to the mother, so giving a 
more holistic approach to new-born resuscitation. 

Inspire rPAP™ is a non-invasive system for stabilisation and 
resuscitation of infants

Tecotherm Neo monitors the infant’s temperature and 
makes minute changes to the cooling fl uid to ensure that the 
infant’s temperature remains stable
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n AlphaCore Patient Warming System. The system, 
powered by Inditherm’s technology, provides safe and 
controlled warming to assist in the maintenance of nor-
mothermia. It combines more eff ective thermal transfer 
with simplicity of use and has applications in neonatal, 
paediatric and perioperative environments.

n Neonatal intensive care unit cerebral function moni-
toring (CFM). The equipment is primarily used to diag-
nose brain injuries following perinatal hypoxic-ischaemic 
encephalopathy (HIE). Research indicates that three to 
four live babies per 1,000 births experience HIE, which 
is associated with death or adverse brain development. 
Inspiration’s Unique CFM monitoring equipment monitors 
brain function in preterm babies to predict neurological 
outcomes, detect epileptic seizures and assess the babies’ 
sleep-wake cycle.

Scaling up the global opportunity
Although Inspiration had an unbroken record of deliver-
ing year-on-year sales growth in the 12 years from forma-
tion in 2003 to the time of the IPO in 2015, the company 
still lacked the requisite scale to exploit the global growth 
opportunity for its products. However, two acquisitions in 
the past 13 months have materially improved the outlook 
for profi ts to ramp up sharply with analysts forecasting 
earnings before interest, taxation, depreciation and amor-
tisation (Ebitda) of £5m on revenue of £40m in the 2021/22 
fi nancial year, a profi t level fi ve times higher than in 2015.

Firstly, Inspiration acquired VIOMEDEX in September 
2019. VIOMEDEX’s medical products are sold across the 
world through a distribution network built over the last 40 
years. Of their OEM partners, Inspiration was the largest, 
accounting for more than 60 per cent of turnover. Based 
on proforma fi nancial statements for the year ended 31 
March 2019, VIOMEDEX generated Ebitda of £0.7m from 
revenues of £2.5m, so the £4m consideration – of which 
£3m was paid in cash funded through a placing that 
raised £4.25m at 58p a share – was a fair price. 

The high risk of developing neurological complications in 
preterm babies means majority of preterm births could 
benefi t from CFM monitoring

The high risk of developing neurological complications in 
preterm babies means majority of preterm births could 
benefi t from CFM monitoring

Year end to 31 Mar 2017 2018 2019
Turnover £2.7m £2.4m £2.5m

Gross Margins 58.6% 56.6% 53.3%

Ebitda £1.0m £0.7m £0.7m

Ebitda margin 36.9% 30.2% 28.0%

Profi t before tax* £1.1m £0.7m £0.6m

Gross assets* £2.2m £2.2m £2.4m
Source: Inspiration Healthcare *Statutory accounts

Financial Information on Viomedex
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It made strategic sense to acquire VIOMEDIX in order to:

n Improve margins on Inspiration’s products by retaining 
sub contract manufacturers’ margins.

n Add expertise in manufacturing and facilitate the trans-
fer of new ideas to the manufacturing process, thus reduc-
ing the time taken to introduce new products.

n Leverage Inspiration’s well-established route to market, 
as well as its sales and marketing resource, to drive sales of 
VIOMEDEX’s products and generate greater brand awareness. 
VIOMEDEX’s customers include NHS Supply Chain, multi-na-
tional healthcare companies as well as large customers in Aus-
tria, Germany and Ireland. Sales had been broadly flat over 
the three years prior to Inspiration’s acquisition due to a fall in 
sales of generic products to Inspiration which had been offset 
by increased sales of VIOMEDEX’s own branded products.

n Broaden Inspiration’s product portfolio in neonatal 
intensive care through VIOMEDEX’s new nCPAP products, 
breathing circuits and associated products, generating 
significant cross-selling opportunities.

n Achieve greater economies of scale in regulatory affairs, 
thereby reducing the regulatory burden, and create com-
mercial synergies. Indeed, benefits are being derived from 
VIOMEDEX’s manufacturing capability as it has improved 
Inspiration’s product development capability for disrup-
tive technology.

A transformational acquisition
The real game changer was last summer’s £18m acquisi-
tion of SLE, a family owned business that designs and 
manufactures four types of ventilators for neonatal inten-
sive care. A placing and oversubscribed open offer pitched 
at 65p a share raised £17m to fund the £16.2m cash ele-
ment of the consideration with the £1.8m balance settled 
by issuing new shares to the vendors. Inspiration also 
arranged a £5m debt facility with HSBC.

Croydon-based SLE is located close to Inspiration’s 
Crawley head office and its product suite is well aligned, 
so the integration of the two businesses should be 
smooth. SLE’s products have been sold through a global 
distribution network built over many years. In fact, 89 per 
cent of SLE’s revenue of £16.1m (2019 financial year) was 
generated from sales outside of the UK, a significant pro-
portion coming from Asia Pacific and the Middle East. The 
business is highly profitable, too, reporting profit before 
taxation of £1.5m in that financial period.
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Strategically, benefits of the acquisition include:

n Boosting Inspiration’s profile and scale. The strategic 
goal of Inspiration’s board is to become a global leader 
in neonatal intensive care. The combined entity now has 
around 200 staff and generates annualised revenue of 
£40m. Inspiration’s ambition is to become a £100m rev-
enue company generating Ebitda margin of 15 per cent in 
the medium term.

n Broadening the product portfolio in neonatal intensive 
care. The addition of neonatal ventilators, accessories and 
additional distributed products has diversified the prod-
uct suite.

n Creating cross-selling opportunities. Specific areas for 
increasing sales across the enlarged group include neona-
tal respiratory disposables such as the VIOMEDEX nCPAP 
products and breathing circuits. In addition, there is 
scope to bundle Inspiration’s breathing circuits with SLE’s 
ventilator capital equipment sales (see below).

n Reducing reliance on third party distributed products. 
Inspiration was previously reliant on a third-party agree-
ment of access to a ventilator. The acquisition of SLE 
removes this dependence. It also means that on a pro-for-
ma basis the group generates two-thirds of revenue from 
own-brand products, up from 45 per cent in the 2019/20 
financial year.

n Enhancing in-house manufacturing capabilities. The 
addition of SLE’s 30,000 sq. ft. facility in Croydon for 
the assembly of technically advanced capital equipment 
means that Inspiration now has 50,000 sq. ft. of manufac-
turing capacity.

Year end to 31 July 2017 2018 2019

Revenue £14.0m £14.9m £16.1m

Growth 8.7% 6.6% 8.0%

Gross profit £3.7m £4.3m £4.6m

Gross margins 26.4% 28.9% 28.5%

Operating profit £0.7m £1.2m £1.5m

Ebitda* £0.8m £1.3m £1.6m

Ebitda margin 5.7% 8.7% 9.7%

Net income** £0.7m £1.2m £1.5m

Free cash flow *** £0.2m £0.2m £1.0m

Gross assets £9.5m £10.5m £11.7m
*Earnings before interest, tax, depreciation and amortisation
**Historical tax losses have resulted in minimal tax charges. 2019 net income excludes property revaluation
*** Excludes dividends paid and repayment of debt that was fully paid down in 2019 financial year Source: Inspiration 
Healthcare RNS, Cenkos Securities 

Financial Information on SLE
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n Leveraging established distribution routes to market. 
Inspiration and SLE have combined exports of £20m and 
will benefit from increased sales and marketing resources 
to drive sales of products. Two thirds of Inspiration’s rev-
enue in the 2019/20 financial year was domestic, whereas 
SLE generated 89 per cent from overseas markets, so there 
is an obvious opportunity to create organic growth by tap-
ping each company’s distribution network to boost sales.

n Increasing product development capability.

Upside to current forecasts from SLE acquisition
SLE launched its SLE6000 range of ventilators in 2016, a 
key reason behind management’s decision to make the 
acquisition. 

SLE6000 offers high frequency oscillatory ventilation 
which can be used on the most critically ill babies along-
side conventional modes of ventilation such as continu-
ous positive airway pressure (CPAP). Inspiration’s Inspire 
nCPAP and First Breath nCPAP (acquired with VIOMEDEX 
in September 2019) breathing circuits can be used with 
the SLE6000, thus providing an opportunity to bundle the 
products together.

Previously, Inspiration had only been selling breathing 
circuits for use on third-party ventilators. In contrast, 
SLE’s main source of revenues is from the sale of its 
ventilator equipment, and the company generated very 
little revenue from the distribution of third-party breath-
ing circuits. 

Importantly, the VIOMEDEX breathing circuit is already 
distributed by SLE. So, by bundling consumable breathing 
circuits with the sale of SLE’s ventilators, and expanding 
market penetration for both product lines into a larger 
installed ventilator and consumable customer base, In-
spiration can now introduce its breathing circuits to new 
customers who are using rival products. 

House broker Cenkos quantifies this cross-selling op-
portunity at around £3m to £4m of additional annual 
sales in the medium-term, a material sum in relation to 
sales forecasts of £40m for the 2021/22 financial year. For 
the 2021/22 financial year, a sales contribution from cross-
selling of around £1m seems reasonable, although that is 
not factored into Cenkos’ forecasts.

There are also plans to launch the SLE6000 ventilator 
across Asia. Regulatory approval has already been granted 
in Japan. To put the scale of the opportunity into perspec-
tive, for every 50 ventilators sold in the country at £10,000 
per unit, Inspiration could generate an additional £0.5m 
of revenues and that excludes the income from cross-
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selling the associated consumables. The same is true of 
the much larger market in China. Regulatory approval is 
expected in the coming months. It’s not unreasonable to 
expect the company to sell 100 ventilators each year into 
China in due course and generate an additional £1m of 
revenues. 

For the 2021/22 fi nancial year, house broker Cenkos feels 
that Inspiration could realise £0.5m of additional SLE6000 
sales in Asia. This is not included in its forecasts. Moreo-
ver, leveraging distribution channels across the UK, Mid-
dle East and Africa and Asia Pacifi c has scope to deliver 
£3m of additional annual sales in the medium-term.

Quantifying Project WAVE potential revenue
Inspiration is developing a respiratory device designed for 
use in neonatal intensive care. Code named Project WAVE, the 
treatment is for apnoea of prematurity, off ering non-invasive, 
non-pharmaceutical treatment for this condition. While Inspi-
ration has not disclosed the method of this new technology, 
the company believes it will be disruptive to current treat-
ments, which are associated with potential complications.

The technology was acquired by Inspiration under 
licence in 2018 from a leading US West Coast University 
and was granted a patent by the US Patent Offi  ce in March 
this year. Inspiration has already submitted its application 
through the Integrated Research Approval System (IRAS) 
for trials to begin at the Trevor Mann Baby Unit, Brighton 
& Sussex University Hospital. The application will be re-
viewed by The Medicines and Healthcare products Regu-
latory Agency (MRHA), Research Ethics Committee (REC) 
and Health Research Authority (HRA) to allow a non-C.E. 
marked device to be used under trial conditions.

Project WAVE received a grant towards the cost of this 
trial under the Med Tech Trials Innovation Support Grant 
scheme, awarded by the Academic Health Science Net-
works. The grant is funded by the European Regional 
Development Fund who will contribute up to 50 per cent 
(£50,000 maximum) towards the costs of this trial. It’s 
expected that the IRAS submission will get the green light 
to start trials in early January.

Region Percentage
UK  40%

Europe 20%

Middle East 13%

Americas 6%

Asia Pacifi c 21%
Source: Inspiration Healthcare annual report 2020, Company data, Cenkos Securities

Inspiration Healthcare revenue by geographic region

Inspiration Healthcare revenue 
by geographic region

40%  UK
20%  Europe

13%  Middle East
6%  Americas
21%  Asia Pacifi c 

Source: Inspiration Healthcare annual report 
2020, company data, Cenkos Securities
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Inspiration’s management estimate that over 1.5m 
babies suffer from this condition each year, suggesting 
that at a price of $40 (£30) per baby, the market for Project 
Wave could be over $60m per year. Although a product 
launch in the 2022 financial year would only capture a 
fraction of this opportunity, even a small market share 
gain could deliver substantial revenues to Inspiration.

Impressive financials and conservative forecasts 
point to re-rating
Factoring in the contribution from the acquisitions of 
VIOMEDEX and SLE, and decent organic growth from 
Inspiration’s other businesses, analysts at Cenkos are 
predicting that Inspiration’s revenue and adjusted Ebit-
da will double to £35.4m and £4.4m, respectively, in the 
financial year to 31 January 2021. On this basis, expect 
underlying pre-tax profit of £2.4m, up from £1.5m in the 
previous financial year. 

These forecasts exclude £1m of exceptional charges 
booked in the recent eye-catching half year results, of which 
£400,000 relates to the issue of shares to the vendors of 
VIOMEDEX in full and final settlement of the deferred con-
sideration relating to the acquisition. The other £600,000 
represents expenses relating to the acquisition of SLE.

Before exceptional charges, Inspiration delivered pre-
tax profit of £2.1m on revenue up 77 per cent to £14.2m in 
the six months to 31 July 2020. Admittedly, the storming 
performance benefited from £2.9m of revenue generated 
by sourcing one-off orders for 500 medical ventilators on 
behalf of the UK government. The £4.4m balance of that 
order will be booked in the second half. Effectively, this 
means that full-year estimates are in the bag and could 
easily be beaten.

More importantly, Inspiration will benefit from a full 
12-month contribution from SLE in the 2021/22 financial 
year which will more than make up for the likely absence 
of the one-off NHS ventilator orders that accounts for a 
quarter of Cenkos’ £4.4m Ebitda estimate in the 2020/21 
financial year. True, Cenkos are predicting a flat pre-tax 
profit performance after factoring in a £0.7m rise in depre-
ciation and amortisation charges, but as noted previously 
there are multiple catalysts for the company to outper-
form as it did in the first half of the current financial year.  

Market penetration 0.50% 1.00% 2.00% 3.00% 4.00% 5.00%
Revenue  $0.30m £0.60m £1.20m £1.80m £2.40m £3.00m

Revenue   £0.23m £0.46m £0.93m £1.16m £1.86m £2.33m
Source: Cenkos Securities (October 2020)

Project WAVE potential first year revenue contribution
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That’s simply not being priced in with Inspiration’s 
shares trading on a price/earnings (PE) ratio of 16 even 
though the company ended the half year with net cash 
of £5.2m (7.6p a share). On a cash-adjusted basis, the 
forward PE ratio is only 14. The directors even declared a 
maiden dividend of 0.2p a share, so the shares now offer 
an income stream to attract investors. Expect a full-year 
pay-out of around 0.6p a share. The directors can certainly 
afford to adopt a progressive dividend policy as the com-
pany’s cash generation has been improving.

In fact, Inspiration has already paid off the £1.5m loan 
it took on over the summer to complete the SLE acquisi-
tion, buoyed by £2.1m of net cash flow from operations 
in the first half. The cash flow performance was 50 per 
cent higher than for the whole of the 2019/20 financial 
year. Furthermore, analysts are predicting cash flow from 
operations will double to £3m in the 12 months to 31 Janu-
ary 2021. The trend is expected to be maintained into the 
2021/22 financial year, too. Estimates point to a 50 per cent 
increase to £4.56m. On this basis, expect Inspiration’s net 
cash to increase to £5.7m even after accounting for a sharp 
rise in capital expenditure from £2.15m to £3.4m. 

Moreover, Inspiration earns an attractive gross margin 
of around 44 per cent and the business is operationally 
geared. This means that a decent proportion of margin 
earned on incremental sales should be converted into 
profit and positive cash flow. It’s worth flagging that 
SLE has accumulated tax losses of around £7m to offset 
future corporation tax, thus providing another tailwind 
for Inspiration’s cash generation. The bottom line is 
that even if Inspiration only meets Cenkos’ conservative 
earnings estimates, and the risk is skewed to the upside, 
its enterprise valuation (EV) of £45m equates to just nine 
times forecast Ebitda of £5m in the 2021/22 financial 
year. That’s at the lower end of the historic trading range 
(eight to 14 times over the past four years, according 
to FactSet and Cenkos’ estimates). Arguably, the com-
pany should be rated at the top end given that it’s set to 
benefit from multiple profit catalysts which should drive 
earnings higher than analysts are predicting. If this hap-
pens then expect a major re-rating.

That’s because if the EV/Ebitda multiple expands to 13 
times then Inspiration’s EV would rise to £65m, imply-
ing a market capitalisation of £71m (1,045p a share) after 
factoring in £5.7m forecast cash at 31 January 2022. That’s 
41 per cent above the current share price.

Inspiration Healthcare’s  
cash flow from operations
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Inspiration Healthcare’s  
net cash rises sharply
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Inspiration Healthcare’s operational gearing 
should start to kick in as revenue increase

2018 2019 2020 2021e 2022e
0

5

10

15

20

25

30

35

40

45

Source: Inspiration Healthcare annual report, Cenkos forecasts

£m

£0.95m £0.85m £1.47m £3.03m £4.56m

Ebitda (pre-share based payments)

Revenue



www.investorschronicle.co.uk
email: icalpha.editorial@ft.com
© The Financial Times Limited 2020. Investors Chronicle is a trademark of The Financial Times Limited. 

11

Peers
There are a limited number of direct peers listed on 
Aim, mainly medical technology companies that sell 
products to hospitals but without having Inspiration’s 
focus on NICU.

Nonetheless, Inspiration stands out, having the lowest 
EV/Sales multiple (based on 2020 estimates for all com-
panies) even though analysts are predicting a 15 per cent 
uplift in the company’s sales in the 2021/22 financial year. 
Inspiration is more profitable, too. Only LiDCO actually 
makes a profit, and its shares are rated on a forward PE 
ratio of 23 for the 2020 financial year, a 55 per cent rating 
premium to Inspiration.

It seems anomalous that the much larger Inspiration 
should be less highly valued given its strong organic 
growth prospects. Indeed, Inspiration posted 25 per cent 
like-for-like sales growth in the first half of 2020 exclud-
ing the one-off NHS ventilator order. It’s not the case that 
LiDCO is overvalued – analysts at finnCap expect LiDCO to 
grow sales by a third this year and the company is also in 
an upgrade cycle. It’s simply that Inspiration’s EV/Ebitda 
ratio of 10 times, falling to 9 times in the 2021/22 financial 
year, is not a fair reflection of its organic growth prospects. 

Perhaps a more relevant comparable is New York Stock 
Exchange quoted Vapotherm, a global medical technology 
company.

  Market 2020 PE Enterprise   
Company Share price capitalisation Ratio valuation EV/Ebitda EV/Sales
Deltex Medical 1.3p £6.8m na £7.4m na 2.9
LiDCO 7p £17.1m 23.3 £14.1m 7.4 1.4
Inspiration Healthcare 74p £50m 15 £45.0m 10.2 1.3
Surgical Innovations 1.55p £14.5m na £11.8m na 1.8

Source: LiDCO (finnCap); Deltex Medical (Arden Partners); Inspiration Healthcare (Cenkos Securities); Surgical Innovations (N+1 Singer)

Peer group comparisons

 

 2018 2019 2020 2021e 2022e
Revenue £15.50m £15.50m £17.80m £35.35m £40.57m

Ebitda (pre-share based payments) £1.45m £1.68m £2.27m £4.41m £5.07m

Margin 9.4% 10.8% 12.8% 12.5% 12.5%

…and cash flow is significantly improving

 2018 2019 2020 2021e 2022e

Cash flow from operations £0.95m £0.85m £1.47m £3.03m £4.56m

…and the cash pile is growing

 2018 2019 2020 2021e 2022e

Net cash (debt) £2.09m £2.54m £4.48m £5.02m £5.70m
Source: Inspiration Healthcare annual report, Cenkos forecasts

Inspiration Healthcare’s cash profit  
margins expand as revenues rise
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The US$787m market capitalisation company is priced 
on a EV/Sales multiple of 5.4 times for the 2020 fi nancial 
year even though it is loss-making. Even if Vapotherm hits 
consensus sales estimate of US$87m (£67m) in 2021, its 
rating is fi ve times that of Inspiration (EV/Sales multiple 
of 1.1 times for next year), even though the smaller UK 
company is already profi table. 

Major shareholders

Around two-thirds of the 68m shares in issue are held by 
the eight largest shareholders, including Premier Miton 
and the British Growth Fund. This limits liquidity as 38.5 
per cent of the shares are deemed not in public hands as 
defi ned by Aim rules. However, shares are readily tradeable 
on a bid-off er spread of 2p and individual bargains as large 
as 10,000 shares have gone through the market at between 
the indicative bid and off er prices in the past month.

Shareholder Ordinary shares %

Premier Miton Group 10,768,038 15.8

BGF Investment Management   10,560,000 15.5

Neil Campbell (CEO) 4,551,646 6.7

Simon Motley (related party to management) 4,510,820 6.6

Berenberg 4,161,500 6.1

Toby Foster (MD) 3,915,283 5.8

Canaccord 3,008,000 4.4

Malcolm Oxley (related party to management) 2,501,271 3.7

Total   64.7
Source: Inspiration Healthcare

Signifi cant shareholders

As investors start to recognise that the contribution from the SLE 
acquisition will more than replace the one-off NHS ventilator 
sales which have boosted current year profi ts, it’s reasonable 
to expect the shares to start to re-rate towards the upper end 
of their historic EV/Ebitda valuation range (8 to 14 times multi-
ple since 2016), up from the current 9 times multiple based on 
2021/22 forecasts.

Based on 13 times multiple then Inspiration’s enterprise valu-
ation rises to £65m implying a market capitalisation of £71m 
(105p a share) after factoring in the £5.7m forecast cash pile at 31 
January 2022. That’s 40 per cent above the current share price, 
highlighting the scope for a major re-rating.

So, having taken the risk assessment below into account, and 
the positive trading outlook for the company, the risk-to-reward 
here is favourable. The shares are well worth buying ahead of the 
full-year trading update early next year. Buy.

Target price
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Risk assessment
n Brexit. Any risk from Brexit continues to relate to the 
UK not having a trade deal in place with the EU at the end 
of the transition period. The shorter-term risks are primar-
ily around disruption of the logistics of import and export 
transactions when the transition period ends. Longer-term 
risks may be regulatory diversity and potential loss of 
market access. 

Inspiration’s contingency plan for a no-deal Brexit has 
been ready for implementation at previous potential EU exit 
dates and will be re-launched should the UK exit without 
a trade deal. This includes a strategy for compliance with 
the EU Medical Device Regulation which will be adopted in 
the UK and allow products to be sold in both jurisdictions 
under a single regulatory regime. Tariffs are unlikely on 
medical devices as none currently exist worldwide.

Although the cost of goods sourced from certain coun-
tries may increase if component prices become subject to 
tariffs between countries, an increase in individual prod-
uct costs should not have a material impact due to the 
company’s large range of products which has been signifi-
cantly expanded following the acquisition of VIOMEDEX 
and SLE. Moreover, the company has a partial natural 
hedge against the Euro and a proportion of net exposures 
is already hedged using forward contracts to provide some 
financial certainty.

n Covid-19. Inspiration is a medical technology business 
supplying lifesaving and essential medical equipment to 
the NHS, other providers to the NHS and overseas dis-
tributors providing equivalent health systems around the 
world. As such the company’s products are in demand 
and this is unlikely to change due to Covid-19. 

Although international sales declined in the first half 
of the 2020/21 financial year due to overseas customers 
focusing their resources on the Covid-19 pandemic, man-
agement’s guidance is for international sales to improve 
in the second half and domestic sales to maintain a more 
normal level of activity. Inspiration’s increased in house 
manufacturing capacity also reduces reliance on third 
party suppliers, thus de-risking the supply chain.

n Competition. Inspiration operates in a competitive 
market and may face competition from products designed, 
marketed and supplied by companies with greater re-
sources. Neonatal intensive care products are supplied 
by a number of smaller, specialist medical technology 
companies in addition to multi-national groups such as 
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GE Health, Medtronic, Becton Dickinson, Cook Medical, 
Phillips Healthcare and Smiths Group.

The company has developed innovative products that 
are niche in their field, so adding value to the sales pro-
cess and leading to improved engagement with key deci-
sion makers. Short lead times and a 24/7 customer service 
are differentiators which are actively promoted. The fact 
that the market is regulated acts as a barrier to entry for 
new entrants, and contracts are generally long standing, 
thus providing visibility of future revenues.

n Bad debts. Inspiration has a high-quality customer base, 
as reflected in a tiny historic default rate of 0.05 per cent on 
receivable balances. In the 2019/20 financial year, the bad 
write-off was only £20,000 on £4.2m of receivables out-
standing. Customer concentration risk is low as no single 
customer accounts for more than 10 per cent of sales.

n Liquidity. Inspiration maintains a robust working capi-
tal positon. At 31 July 2020, current assets of £26.3m were 
2.3 times current liabilities of £11.3m with inventories and 
receivables of £19.6m more than double trade payables of 
£8.6m. The company’s gross cash balance had increased 
by more than £3m to £7.6m in the first six months of 2020 
and almost covered trade payables by itself. A strong 
liquid ratio means the business is well placed to fund any 
additional working capital requirements as sales ramp up 
in new markets.

n One downside of a lower free float is accentuated price 
moves. However, with 2020/21 profit forecasts in the bag 
following a storming first half performance, and the 
integration of SLE going well, the risk to earnings remains 
to the upside both for the current financial year and next. 
This mitigates risk.
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n Inspiration’s board is led by chairman Mark Abra-
hams who has held the role following the reverse 
takeover of Inditherm in June 2015, having previously 
been chairman of Inditherm since 2001. 

Mr Abrahams held the roles of chairman and chief 
executive for 25 years at Fenner prior to its acquisition 
by US giant Michelin, having led the transformation of 
the group from a power transmissions manufacturer to 
a world leader in reinforced polymers. 

n Chief executive Neil Campbell is a founding partner 
of Inspiration and has spent 29 years in the medi-
cal device industry. After starting his career at Portex 
(Smiths Medical), Mr Campbell has held several sales 
and marketing positions at Eschmann (Smiths Medical) 
and Electro Medical Equipment. 

n Chief operating offi cer Brook Nolson joined the board 
fi ve years ago and was appointed chief operating offi cer 
last summer. Mr Nolson held previous directorships at 
construction groups Birse and Morgan Sindall.

n Toby Foster, one of the founding members of Inspira-
tion, was promoted to the position of managing director 

in the summer to spearhead the drive for future growth 
following the recent acquisitions, having previously held 
the roles of sales director and then commercial director. 

n Jonathan (Jon) Ballard was appointed chief fi nancial 
offi cer and company secretary in July, having joined 
Inspiration in 2017 as group fi nance controller where he 
worked alongside Mike Briant, the former fi nance direc-
tor who retired earlier this year.

n Inspiration has one non-executive director, Bob 
Beveridge, who joined the board in 2015. He is cur-
rently chairman of the Audit Committee of Finsbury 
Food Group and was previously fi nance director of food 
manufacturer McBride, and technology groups Marlbor-
ough Stirling and Cable and Wireless Communications.

The board was paid total remuneration of £771,000 in 
the 2020 fi nancial year, a reasonable sum in relation 
to the £2.4m of pre-tax profi t the company is expected 
to make this year. The directors and related parties 
to management control 23.2 per cent of the shares in 
issue, so aligning their interests in creating value with 
those of outside shareholders.

Meet the management
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