
 

SP Angel | Prince Frederick House | 35-39 Maddox Street | London | W1S 2PP | United Kingdom 
SP Angel Corporate Finance LLP is authorised and regulated by the Financial Conduct Authority. Registered in England No. OC317049. Registered Office: Prince Frederick House, 35-39 Maddox Street, London W1S 2PP. 

  Utilities Research 
Non-Independent Research 
MiFID II Exempt: Marketing Material 
SP Angel provides research to YUG 

 Yü Group Plc 
19 March 2024  

 
50% growth guidance 
Despite multiple upgrades, Yu Group has again exceeded our forecasts. FY23A 
has delivered +65% YoY organic growth and guidance for this year is +50%. 
Trading arrangements have been optimised in the new year with an 
agreement with Shell. This releases much working capital back into the 
business. The dividend has been hiked and management is flagging further 
potential returns to shareholders. The £100m+ net cash balance is driving the 
EV/EBITDA valuation down to unsustainable levels. Buy. 

FY23A – key points: 
▪ Revenues +65% YoY. Driven by a rapid expansion of meter points and 

higher average contracted revenue per meter, Group revenue climbed 
organically last year to £460m, 1.8% ahead of our already upgraded 
estimate of £452m.  

▪ Adjusted EBITDA +439% YoY. Adj. EBITDA of £42.6m was ahead of our 
upgraded estimate of £38m. Favourable business mix, higher gross margin 
(+230bp YoY to 18.1%) and controlled expansion of operating costs 
facilitated a very efficient recovery of overhead costs leaving adj. EBITDA 
margins at 9.3% (+650bp YoY).  

▪ £32m net cash. Net cash rose by over £13m YoY but excludes the £49.8m 
cash collateral on deposit with SmartestEnergy.  

▪ Dividend hike. A final dividend of 37p has been announced representing a 
material hike from the 3p full year dividend paid last year. 

Post balance sheet event – new counterparty 

A new hedging agreement was signed in February 2024 with Shell Energy 
Europe Ltd, replacing the agreement with SmartestEnergy. This agreement not 
only provides Yu Group with greater market access and transparency but also 
provides the headroom for material expansion. Furthermore, the £49.8m cash 
collateral with SmartestEnergy will be released back to the Group in H1E 
leaving management in a position to consider various options around M&A 
and cash returns to shareholders.  

PBT forecast upgraded 

Management is guiding to 50% revenue growth this year. We are cautiously 
leaving our FY24E revenue forecast unchanged at £668m (+45% YoY) but raise 
our PBT forecast by 14% to £44.8m. We are forecasting c£100m of unrestricted 
net cash by the year end. Yu group has contracted revenue of £520m in FY24E, 
providing visibility over 78% of our revenue forecast. 

Outlook 

Continued momentum of the rate guided to could result in a revenue base in 
excess of £1.4bn within a couple of years. Assuming a sustainable 6% adjusted 
EBITDA margin, this could generate EBITDA of over £82m. If achieved, this 
could leave the stock trading on an EV/EBITDA rating of <2x. Buy. 
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Premium organic growth 

Big revenue base, tiny market share 

The supply of gas and electricity to the SME market in the UK by the Big 6 energy suppliers 
has historically been characterised by poor service levels. In this context, we can define 
poor service levels as including customers receiving inaccurate billings, restricted service 
access and arduous customer journeys. A market has therefore opened up to a digitally 
native competitor which can offer higher service levels and bespoke offerings. Yu Group 
has taken advantage of this market opportunity with its ‘Digital by Default’ customer 
engagement model and a sophisticated approach to customer servicing. This strategy has 
enabled Yu Group to establish a revenue base of £460m in the twelve months to 
December 2023 and carve a market share in a £50bn+ market of 1.4%.  

Financial returns correlated to top line growth 

The very strong growth in Group revenue has been efficiently converted into a strong 
gross and net return on sales performance. The Group generated peak gross and net 
margins of 18.1% (+230bp YoY) and 8.3% (+620bp YoY) in FY23A respectively. The 
expansion in operating margin reflects the Group gaining sufficient scale to recover its 
overheads at a level to begin producing a mature margin profile. 

Chart 1: Gross and net return on sales 
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53.4k meters installed 

The rapid growth in energy supply sales in FY23A of +65% YoY has been driven by a rapid 
increase in total meter points serviced by the company. In FY23A, total meter points rose 
109% to 53.4k: 
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Chart 2: Meters supplied 
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New revenue segmentation 

The supply of gas and electricity (‘energy’) to its B2B customers has been expanded by 
acquisition to include the supply and installation of smart meters and charging points. Yu 
Group’s acquisition in May 2022 of the management team from Magnum Utilities, which 
had gone into administration, has enabled it to launch a smart metering services business 
(Yu Smart). Yu Smart generated revenue of over £5m in FY23A (c1% of Group sales but 
largely eliminated on consolidation) and can be regarded as a nascent operation. The 
FY23A segmental analysis has broken out this service line for the first time: 

Table 1: revenue segmentation (2022-23A) 
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Strategic significance of smart meters 

The entry into a smart metering installation services business is a logical extension of Yu 
Group’s existing activities but its strategic significance lies in enhancing the performance 
of the rest of the Group’s operations. Smart meters, once installed, enable insight into 
customer usage and payment habits but Yu Smart’s relevance to the Group comes in 
enabling a better risk management function. Specifically, we can highlight the following 
advantageous points: 

▪ The acquisition brings in-house an installation service otherwise outsourced and 
therefore captures lost value and margin; 

▪ Near real-time data collection enables more accurate billing; 
▪ More accurate demand estimation makes for more effective hedging; and 
▪ Meters play a key role in debtor management. 

The skill in managing an energy supply business lies in understanding customer payment 
profiles and pricing risk accordingly. The factors above should be gross margin positive 
over the medium to long term in our view.  

Meter penetration is low 

Not all customer sites are suitable for a smart meter and exceptions include remote areas 
without adequate connectivity. Yu Group estimates, however, that there are 2.4m 
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customer sites in the UK eligible for a smart meter. Furthermore 46% of non-domestic 
meters still need upgrading (source: data.gov.uk). Yu Group installed 8.5k smart meters 
last year helping take the total penetration of smart meters in its portfolio to 26%. Yu 
Group estimates that a further 37% of its portfolio is eligible for installation. 

Chart 3: Meter analysis 
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Resourcing smart meters 

Yu Group currently has around 35 field engineers acting as installers. The Group’s 
recruiting plans will likely see this figure rise to over 80 engineers by the end of April and 
a team of 200 is targeted by the year end. The ramping up of the cost base to support a 
broader field engineer capacity is necessary to both service new customers which are 
mandated to have smart meter installations under SMETS 2 regulations (Smart Metering 
Equipment Technical Specifications), and also convert existing customers to smart meters. 
Yu Group is targeting 25k smart metering installations by Dec-24 with the financial 
benefits of enhanced debtor management expected to self-finance the expansion of the 
engineering team.   

Net impairment loss coming down 

Managing debtors and debtor write-downs from the SME sector will be an ongoing 
feature of the business. While we expect the smart metering effect on debtors to manifest 
itself over the medium term as smart meter penetration improves, we can already see an 
improving debtor profile in the FY23A accounts. The net impairment loss stated in the 
Income Statement is the charge relating to Yu Group’s bad debtors in the year. This 
reduced to 3% in FY23A from 7.7% last year, as the business took on less Supplier of Last 
Resort Agreements last year as the market stabilised.   
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Chart 4: Net impairment loss as % sales 
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Forecasts 

50% growth guidance 

Management is guiding the market to 50% year-on-year organic growth in FY24E, 
supported by an ongoing expansion of meter points and market share. Given the 
contracted revenue figures as disclosed in the accounts, we can calculate that the average 
contracted revenue per meter reached almost £10k in FY23A: 

Table 2: Revenue per meter calculation (2021-23A) 

 

3BSource:: Company accounts 

For indicative forecasting purposes, 50% growth in FY24E would deliver Group revenue 
of £690m. At an average of £10k contracted income per meter, this revenue base could 
be achieved from an expansion in average meters of only 25% to c67k, meaning this 
growth guidance, while optically aggressive, could actually transpire to be conservative. 
We are taking a prudent approach to forecasting and estimate Group revenues of £668m 
in FY24E (+45% YoY). 

Conservative view on business mix 

The 9.3% adjusted EBITDA margin achieved in FY23A was, we believe, generated by a mix 
of benefits from a declining commodity market and a greater proportion of uncontracted 
supply volume in the business mix. This level of return is unlikely to be sustainable and 
we are factoring in an adjusted EBITDA margin of sub 7% going forward. 
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Table 3: Adjusted EBITDA calculation (2021-25E) 

 

3BSource:: Company accounts, SP Angel estimates 

Sources of potential upside to trading forecasts 

We believe two factors could lead to an improving earnings outlook over and above our 
projections: 

▪ Increasing direct sales: 70% of sales are currently generated from channel 
partners who are incentivised to bring customers to Yu Group. Generating a 
greater proportion of sales in-house could lead to lower third party costs and 
therefore higher margins. 

▪ Smart meters: greater penetration of smart meters in the business mix can 
potentially have a positive effect on reducing impairment charges, which is likely 
to have a positive effect on margins. 

Strong underlying free cash flow 

Yu Group generated free cash flow (FCF) in FY23A of £13.5m, or 3.2% of sales. This FCF 
figure is stated after hedging related cash collateral of £49.8m was posted to Yu group’s 
prior trading partner, SmartestEnergy. As announced in February, Yu Group has agreed 
a new Hedging Facility with Shell Energy Europe Ltd. The new agreement carries no 
obligation to deposit cash as collateral which will release a material amount of working 
capital back to the Group in FY24E, thereby significantly improving underlying FCF 
generation.  

Valuation 

Ungeared balance sheet 

We are forecasting Yu Group to have c£100m of net cash on the balance sheet post the 
return of cash from the old trading partner in H1E. This significant cash balance drives 
down the enterprise valuation of the Group to unsustainable levels in our view: 

 Table 4: Valuation 

 

3BSource: Company accounts, SP Angel estimates 
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Financial Statements 

Table 5: Income Statements (2021-2025E) 

 
3BSource: Company Accounts, SP Angel estimates 
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Table 6: Cash Flow Statements (2021-2025E) 

 
3BSource: Company Accounts, SP Angel estimates 
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Table 7: Balance Sheets (2021-2025E) 

 
3BSource: Company Accounts, SP Angel estimates 
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DISCLAIMER:  Non-independent research 
This note has been issued by SP Angel Corporate Finance LLP (“SP Angel”) in order to promote its investment services and is a  

marketing communication for the purposes of the European Markets in Financial Instruments Directive (MiFID) and FCA’s Rules. It has 

not been prepared in accordance with the legal requirements designed to promote the independence or objectivity of investment 

research and is not subject to any prohibition on dealing ahead of its dissemination. 

SP Angel considers this note to be an acceptable minor non-monetary benefit as defined by the FCA which may be received without 

charge.  In summary, this is because the content is either considered to be commissioned by SP Angel’s clients as part our advisory 

services to them or is short-term market commentary.  Commissioned research may from time to time include thematic and macro 

pieces.  For further information on this and other important disclosures please the Legal and Regulatory Notices section of our website 

Legal and Regulatory Notices   

While prepared in good faith and based upon sources believed to be reliable SP Angel does not make any guarantee, representation 

or warranty, (either express or implied), as to the factual accuracy, completeness, or sufficiency of information contained herein.  

The value of investments referenced herein may go up or down and past performance is not necessarily a guide to future performance. 

Where investment is made in currencies other than the base currency of the investment, movements in exchange rates will have an 

effect on the value, either favourable or unfavourable. Securities issued in emerging markets are typically subject to greater volatility 

and risk of loss. The investments discussed in this note may not be suitable for all investors and the note does not take into account 

the investment objectives and policies, financial position or portfolio composition of any recipient. Investors must make their own 

investment decisions based upon their own financial objectives, resources and appetite for risk.   

This note is confidential and is being supplied to you solely for your information. It may not be reproduced, redistributed or passed 

on, directly or indirectly, to any other person or published in whole or in part, for any purpose. If this note has been sent to you by a 

party other than SPA the original contents may have been altered or comments may have been added.  SP Angel is not responsible 

for any such amendments.   

Neither the information nor the opinions expressed herein constitute, or are to be construed as, an offer or invitation or other 

solicitation or recommendation to buy or sell investments. Opinions and estimates included in this note are subject to change without 

notice. This information is for the sole use of Eligible Counterparties and Professional Customers and is not intended for Retail Clients, 

as defined by the rules of the Financial Conduct Authority (“FCA”). 

Publication of this note does not imply future production of notes covering the same issuer(s) or subject matter. 

SP Angel, its partners, officers and or employees may own or have positions in any investment(s) mentioned herein or related thereto 

and may, from time to time add to, or dispose of, any such investment(s). 

SPA has put in place a number of measures to avoid or manage conflicts of interest with regard to the preparation and distribution of 

research. These include (i) physical, virtual and procedural information barriers (ii) a prohibition on personal account dealing by 

analysts and (iii) measures to ensure that recipients and persons wishing to access the research receive/are able to access the research 

at the same time.  

SP Angel Corporate Finance LLP definition of research ratings: Expected performance over 12 months:  Buy - Expected return of 
greater than +15%, Hold - Expected return from -15% to +15%, Sell - Expected return of less than -15%. 

http://www.spangel.co.uk/legal-and-regulatory-notices.html

