
Collins Sarri Statham Investments Ltd.  6th Floor  5 Lloyds Avenue  London  EC3N 3AE 
Telephone: +44 (0)20 7264 2360  Facsimile: +44 (0)20 7264 2361  www.css-investments.com  Email: info@css-investments.com 

 
Collins Sarri Statham Investments Ltd. is authorised and regulated by the Financial Conduct Authority (Registration No 483868). 

Registered in England and Wales (Company No 6539190). 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 

Research 
Report:   

 
 
 

 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 

 
 

Research 
Report:   

 
 
 

Research 
Report 

ADVISORY SERVICES 

 
Report Date 

3RD  FEBRUARY 2015 

 
Analyst  

Ravi Lockyer MSc Llb 
 
Collins Sarri Statham 
Investments Ltd 
 

Stock Rating: BUY 

 
Share Price……………..261p 
Target Price…...……….312p 
Yr Hi/Low:… ..304p/220p 
Shares o/s...................511.7m 
Market Cap................£1.33bn 
Avg Daily Vol...................438k 
Dividend Yield………3.94% 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

EQUITY RESEARCH 

NATIONAL EXPRESS(NEX) 
- BUY 

National Express – positive contract wins 
*Ahead of March prelims (due 26 Feb 2015) the newsflow has been positive but 
despite the upbeat context, new contract wins, lower petrol prices, National 
Express shares remain mid-range and underperforming the peer group. 

*The Q3 interim management statement pointed to mid- single digit passenger/ 
revenue growth in UK Coach (+5%), UK Bus (+4%), Rail (+5%), North America 
(+3%). The exceptions were Morocco which saw 30% growth due to the addition of 
the Tangiers concession. The Bahrain bus deal will positively impact FY15. 

*The board reiterated its expectation for free cash flow generation of £150m in 
FY2014. Strong cash retention helped debt decline to £729m (interims 2014) from 
£746m (end 2013) and the expectation is debt to fall below £690m by end 2014. 
This is an important point for institutional holders, as National Express has in the 
past allowed its debt to run away, requiring a large rights issue to avoid breaching 
debt covenants. But in 2015 we expect further debt reduction (the board have 
flagged no acquisitions are planned) which should improve the P/E over 2015. 

*National Express hedges its fuel related costs via buying forward. At present its 
2015 fuel requirements are hedged but the drop in fuel prices means lower costs on 
forward contracts for 2016 and 2017. The oil price collapse nicely sets up National 
Express for operating margin gains in 2016/ 2017. 

*The S-Bahn rail contract win (start Dec 2018) should boost revenues in FY19 by 
€116m pa – an encouraging win in Nuremberg, Bavaria from previous operator 
Deutsche Bahn. The win follows National Express regional rail deal in North Rhine 
Westphalia in 2013 and the €600m rail contract renewal in the Bilbao region. 

  

Inexpensive v UK transport peer group 
UK transport 
peer group 

EPS FY15 
consensus (p) 

Net Assets 
(£m) 

P/E (x) COMMENT 

First Group 9.3 1233 11.1 High debt £1.4bn 

Go Ahead Grp 158.8 67.1 15.4 Small balance sheet 

Nat. Express 21.3 831 12.3 Low P/E v peers 

Stagecoach 26.05 76.3 13.3 High valuation 

Sector 
Average 

  13 31% discount to 
FTSE 250 at 18.8x 

Source; www.fidessa.com 

Conclusion 
We think recent speculation that the Cosmen stake (17.65%) is for sale is wide of 
the mark. The Cosmens backed the 2009 rights issue (£360m) that cut debt from 
c.£1.1bn and their holding helps ensure the prudential running of National Express, 
(i.e it acts as a brake on a debt binge). National Express debt has reduced from 
£828m in 2012 at a rate of c.£70m p.a. helping equity values. The group’s 35.5% 
revenue exposure to the USA exceeds Spain at c.28% hence the net currency 
translation adjustment should be small given the USD gains of 10% v the Euro 12% 
depreciation. There is scope for P/E expansion to 13x (ie the sector average) over 
FY15 and a rise to 24p EPS by FY16 hence we set a 312p price target. 

 

 

 

 

Key Risks to Price 
Target 
i) Growth depends on 
the ability to win new 
contracts and retain 
existing ones. 
 
ii) Nat. Express 
earnings are sensitive 
to fuel costs and 
competitive pressures. 
 
iii) High debt levels 
and small balance 
sheets are a concern 
for transport 
companies generally. 
 
Please note the risk 
warnings and 
disclaimers on the last 
page of this document. 
 

National Express is a 
FTSE 250 listed bus 
and rail co operating 
on routes primarily 
in the UK, Spain and 
USA. 
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Collins Sarri Statham Investments Ltd - Analyst Rating Definitions: 
 
 

BUY: A “buy” rating is applied to companies with established businesses that are profitable and where there is further profit growth 
expected. A “buy” recommendation means the analyst expects the share to reach the share price target on the note.  
HOLD: The company’s valuation appears to reflect investor expectations in the short-term. Alternatively the company is awaiting 
key developments that will impact on the share price. Investors are advised to await the resolution of these key developments.  
SELL: The company’s valuation appears too high having regard to material uncertainties, declining profit prospects or has sizeable 
funding requirements. A sell recommendation may also be applied where the board have failed in key objectives or appear to be 
frequently changing strategy. A sell recommendation means the analyst expects the share to fall to the price target on the note. 
NEUTRAL (Not Rated): The analyst does not maintain a view in either direction.  
 
 

Key to Material Interests: 
 
Please be aware that the following disclosures of Material Interests are relevant to this research note: 
 
National Express  Relevant disclosures:  < 2>  
 
1. The analyst has a personal holding in the securities issued by the company or of derivatives linked to the price of the company’s 
securities. 
2. Collins Sarri Statham Investments Ltd has clients who hold either shares or CFD positions in this security. 
 
ANALYST CERTIFICATION:  
The report’s author certifies that this research report accurately states his personal views about the subject security, which is 
reflected in the ratings as well as the substance of the report.  
 
RECOMMENDATIONS:  
Collins Sarri Statham Investments Ltd (CSS) does not in any of its publications take into account any particular recipient's 
investment objectives, financial situation, and specific needs and demands. Therefore, all CSS publications are, unless otherwise 
specifically stated, intended for informational and/or marketing purposes only.CSS shall not be responsible for any loss arising 
from any investment based on a perceived recommendation. 
 
No publication (including recommendations) shall be construed as a representation or warranty that the recipient will profit, nor 
avoid sustaining losses, from trading in accordance with a trading strategy set forth in a publication. 
 
This research is non-independent and is classified as a Marketing Communication under FCA rules detailed in their Conduct of 
Business Rulebook (COBS). As such it has not been prepared in accordance with legal requirements designed to promote 
independence of investment research and it is not subject to the prohibition of dealing ahead of the dissemination of investment 
research outlined in COBS 12.2.5. 
 
RISK WARNING: 
Trading in the products and services offered by Collins Sarri Statham Investments Ltd (CSS) may, result in losses as well as profits as 
the value of investments may go down as well as up. You may not get back the full amount you have invested. Any reference to past 
performance should not be viewed as an indication of any future performance. Investments held in overseas markets are subject to 
the effects of changes in exchange rates which will impact on the value of the underlying investment. Leveraged products such as 
Contracts for Difference (CFDs), derivatives, commodities & Foreign Exchange (FX), carry a higher risk to your capital. They can lose 
their value rapidly and you may lose substantially more than your initial investment.  
 
SPECULATIVE TRADING IS NOT SUITABLE FOR ALL INVESTORS.  
 
The information contained herein is based on materials and sources that we believe to be reliable however we make no 
representation or warranty, either express or implied, in relation to the accuracy, completeness or reliability of the information 
contained herein. Please note that the figures shown may, in some instances, be rounded to the nearest penny. Prices can move 
sharply from those quoted in this document. Current prices can be verified by calling one of our brokers. CSS is under no obligation 
to update the information contained herein. Neither CSS, nor its affiliates, nor its employees shall have any liability whatsoever for 
any indirect or consequential loss or damage arising from the use of this document. 
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