Selling: Hyve Group (HYVE); Small cap; Media
Managing a portfolio is a lot like managing a garden. In gardening there are regular recurring tasks such as trimming back
fast-growing plants and replacing unattractive plants with more attractive alternatives. In a portfolio this means regularly
trimming back oversized positions and replacing unattractive holdings with more attractive alternatives.

(adjusted) Purchase price

Current price

Holding period

£18.50 on 06/03/2015

£1.13

5 years 10 months

Capital loss

Dividend income

Annualised return

63%

11%

- 18%

“Our vision is to create the world’s leading portfolio of content-driven must-attend events. We have
more than 120 events taking place every year, all around the world, and across multiple industry
sectors from fashion to food and building to tourism”

Overview
When Hyve joined the model portfolio in 2015 it was called ITE. ITE was a corporate events business focused
on the Russian market and it had a track record of consistent growth and high profitability. Its strategy at the
time was to run events in Russia and several emerging markets and use its international presence to market
those events internationally. For the sake of simplicity, I’ll just refer to the company as Hyve.
As with many value investments, Hyve joined the portfolio at a difficult time. 2014 marked the beginning of the
Russo-Ukranian War which had a materially negative impact on Hyve’s events. I thought Hyve was strong
enough to cope without permanent damage, but I failed to realise that Hyve’s aggressive acquisitiveness in
prior years had left it dangerously fragile. The company has been repairing the damage ever since.
Dividend yield

PE10

PD10

Growth rate

Growth quality

Suspended

3.3 (max 30)

3.6 (max 60)

- 11% (min 2%)

75% (min 75%)

Return on capital

Return on sales

Debt ratio

Capex ratio

Acquisition ratio

10% (min 10%)

10% (min 5%)

11.8 (max 4.0)

23% (low)

545% (max 100%)

Green = Better than FTSE 100; Amber = Worse than FTSE 100; Red = Outside “rule of thumb” min or max values
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Investment checklist for buy and sell decisions
This investment checklist is designed improve the odds that the model portfolio only invests in quality companies and
defensive companies trading at prices which represent good value. You can access the current template for this checklist
as a Google Doc here: UK Value Investor Checklist.

Quality: Is this a quality company? NO .
Q.1. Does it have a focused core business?
YES Hyve is a corporate events business, pure and simple. It owns and organises events such as Spring Fair
in the UK, Mosbuild in Moscow and Shop Talk in the US. These events bring together exhibitors and visitors so
they can learn, interact and make deals in a time efficient manner.
This purity of purpose makes Hyve a relatively simple business, which makes it easier to analyse and probably
easier to run, at least in principle.

Q.2. Has it had the same core business for over a decade?
YES Hyve has been a corporate events business since it was founded in 1991 as ITE, which stands for
“International Trade Exhibitions”. The business originally focused on Russia. The idea was to take advantage of
the expected economic growth in that country following the dissolution of the Soviet Union and the expected
move towards democracy and a more capitalist economy.

Q.3. Has it had broadly the same goal and strategy for more than a decade?
NO Hyve changed its goal and strategy (and name) in 2016 when a new CEO was hired to fix a number of
serious problems. For me though, a more important change was the way Hyve swung repeatedly between
acquisition-driven growth and organic growth over most of the last 20 years.
Up to 2001 or so, its strategy was focused on acquiring other events businesses. This is the quick and easy
way to grow, in the same way that buying a cake is quicker and easier than baking one from scratch. But
acquired growth has its problems.
One major problem is that acquired businesses are different from the acquirer. They have different IT systems,
different processes, different cultures; they’re just different. This leaves the acquirer with a choice: a) Leave
those differences in place and operate the acquired business as a relatively separate entity or b) fully integrate
the business so it’s operationally indistinguishable from an organically grown business.
The first option is easier, at least initially. However, as more and more businesses are acquired and bolted onto
(but not integrated into) the core business, the overall business becomes more complex, inefficient and
unmanageable.
The second problem with acquisitions is that it’s easy for an acquirer to “diversify” by buying mediocre
businesses operating in markets it knows little about and which have poor strategic fit with the core business.
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To an extent, Hyve suffered from both these problems during its acquisitive phases.
One acquisitive phase ended in 2001 when a series of large debt-funded acquisitions came face to face with a
slowing global economy thanks to the ending of the dot-com bubble and 9/11. The company made a loss, cut
the dividend, raised new equity to pay down debt, wrote down £40m of acquired goodwill, replaced the
management team and switched strategy to focus on its core events and organic, internally generated growth.
The organic growth phase lasted from 2002 to 2007 and was very successful, with revenues doubling from £50
million to £100 million. Here’s a quote from the 2007 results:
“The Group's primary strategy over the last five years has been to maximise the organic growth opportunities
that the Group has earned through strong market positions in the emerging and developing markets of Russia
and Central Asia. Our success in achieving this aim has come from the single mindedness with which we have
focussed on this objective.” - Bill Dye (CEO) 2007 annual results
In 2008, Hyve found itself with a new CEO and the company immediately began to make acquisitions to speed
up its expansion outside Russia. Initially these were reasonably small bolt-on acquisitions and the focus was
still on organic growth. By 2010 it was clear that acquisitions were now as important as organic growth, and
each year the acquisitions became larger and more geographically diverse (both of which are likely to
significantly increase complexity within the business).
In 2011 Hyve’s acquisitiveness stepped up another gear as the company spent £50 million buying other
companies. That was more almost 200% of Hyve’s average earnings over the previous few years, which is
comfortably beyond what I’d call “bolt-on”. 2011 was also the year that Hyve’s strong net cash position (more
cash than debt) began to erode, as the company ramped up its debts to fund this growing acquisition spree.
By the time Hyve joined the model portfolio in early 2015, management had spent almost £200 million
acquiring other events businesses over the previous seven years. During the same period Hyve earned just
over £200 million, so for seven years it spent almost as much on acquisitions as it earned.
Today I know that this is a very dangerous pattern. I’ve seen it quite a few times and it almost never ends well.
CEOs drive growth with debt-fuelled acquisitions because it’s easy, and they build increasingly complex and
unintegrated businesses which are hard to understand, control and improve. These businesses are usually
fragile, and when they hit a bump in the road (as all companies occasionally do) they often fall apart.
In Hyve’s case, there were two bumps. The first came in early 2014 with the Russo-Ukranian War, which
unsurprisingly had a negative effect on Hyve’s events in Russia and Ukraine. The second came in late 2014
when the oil price collapsed as a result of oversupply. The Russian economy is very dependent on oil prices, so
this also negatively impacted Hyve’s Russian events, especially its oil & gas-related events.
When I bought Hyve in 2015 I thought its track record of consistent growth and high profitability showed that it
was a highly competitive business, capable of working through negative external events without too much
trouble. With another six years’ experience as an investor, I can now see that Hyve in 2015 was an explosive
cocktail of large and numerous acquisitions combined with excessive complexity and deep cyclicality.
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As a direct consequence of the war and oil price declines, like-for-like revenues fell 20% between 2013 and
2015. And yet the company continued with its failing acquisition strategy. The hoped-for recovery in oil prices
and the Russian economy failed to materialise, and in 2016 Hyve ran into serious problems, prompting a
change of CEO and strategy.
Since 2016 Hyve’s strategy has continued to focus on acquisition driven growth, but this time the focus is on
acquiring large market leading events rather than events which are acquired primarily for the purpose of
geographic diversification. This focus on leading events is underpinned by a commitment to strong investment
in those events to retain their market leading positions, combined with thorough integration of people and
systems according to Hyve’s newly developed global best practice blueprint.
In summary, while Hyve has always been an events business, its strategy has swung dramatically from
acquired growth to organic growth on more than one occasion, so it hasn’t followed broadly the same strategy.

Q.4. Has it earned consistently good returns?
NO As an events business Hyve doesn’t need to own the venue, or any other expensive capital assets. This
makes it a capital light business capable of growing without much need for investment. This helped it produce
average returns on capital of almost 30% during its organic growth phase, and around 25% even during the
acquisitive period from 2008 to 2016. Net return on sales (profit margin) was also consistently around 20%.
Those historic profitability ratios are far above average, but since 2016 Hyve has struggled to generate profits
as it sold off previously acquired non-core businesses, so return on capital in recent years has been terrible.

Q.5. Has it produced consistent and sustainable growth?
NO When Hyve joined the model portfolio in 2015 it had produced consistent and sustainable growth, at least
from an accounting point of view. Revenues, earnings, dividends and capital employed had all increased by
more than 10% per year on average over the previous decade. And while debts had increased, most of Hyve’s
growth was funded with retained earnings, which is the most sustainable form of growth funding.
However, since the crisis of 2014-2015 and the change of CEO and strategy in 2016, Hyve has produced no
growth on a per share basis and its results have been consistently bad, which is not the consistency I’m looking
for.
This is perhaps understandable given the degree of change Hyve has gone through, but ultimately it has not
produced consistent and sustainable growth, even in purely accounting terms, for the last five years.

Q.6. Is there a culture of evolution rather than transformation?
NO When the new CEO arrived in 2016 his plan was fundamentally revolutionary rather than evolutionary,
and has involved multiple rights issues to fund over £400 million of sometimes very large acquisitions. Once
this transformation phase is complete then perhaps Hyve will settle back into a more evolutionary phase, but
for now its focus is explicitly transformative and that is something I am definitely not a fan of.
19

Q.7. Has the company avoided excessively rapid expansion?
NO Hyve’s problems in 2001 and 2014-15 were caused, in my opinion, by excessive acquisitions in size and
number, and insufficient effort put into digesting those acquisitions. In other words, Hyve gave itself indigestion
on more than one occasion as it pursued excessively aggressive growth strategies.

Q.8. Has the company grown organically rather than through acquisition?
NO I think Hyve’s best performance, in terms of producing consistent and sustainable growth, came during its
organic growth phase of 2002 to 2007. This period left the company bigger, more focused, more competitive
and more robust, all of which are equally important.
In contrast, for most of the time since 1999 (that’s as far back as I looked) Hyve’s growth has been driven by
acquisitions, and on more than one occasion that strategy led to losses, dividend cuts and new CEOs.

Q.9. Does the company benefit from network effects?
YES Trade shows bring together the participants of a particular market. That could be retailers and their
suppliers in Las Vegas; architects, designers and construction firms in Moscow; or fashion designers, buyers
and sellers in London. Somewhat simplistically, these events are platforms for two sides of a market, and that’s
exactly the sort of platform that generates network effects.
In other words, if ShopTalk has more retailers attending than any other local event, then that’s the event their
suppliers will want to be at too. And if most suppliers end up going to ShopTalk, then that’s where retailers will
want to be. It’s a very powerful virtuous circle used by Facebook, eBay, Rightmove and many others.
It is possible to break network effects, but it is very expensive (in terms of time, money and effort) to do so.
Having said that, unlike businesses like Facebook or eBay, which have network effects on a single platform that
makes up almost all of their business, Hyve’s network effects exist on a per-event basis, so it’s harder to work
out if it has network effects working in its favour, rather than against it, across most of its revenues.
This is likely the case now as the company is heavily focused on leading events, but it may not have been the
case pre-2016. In fact, when the new CEO came in in 2016 he said Hyve had too many weak shows that were
second or third in their market.
The problem with being the second or third most popular show is that during a downturn, everyone cuts costs.
Many firms only go to a single “must see” event, and that is usually the leading show. So not being number one
makes an event much more cyclical, and that seems to have played a significant part in Hyve’s downfall during
the difficult 2014-2015 period.
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Q.10. Does the company benefit from unique and hard to replicate assets?
NO Hyve’s most valuable unique assets are its brands, such as Breakbulk, a series of leading local events for
the project cargo and breakbulk industry.
However, although well known brands do attract exhibitors and visitors, what really attracts them is the number
and relevance of exhibitors, visitors and speakers, and the return they get on their invested time and effort.
Those things mostly relate to the network effect, which I’ve already covered.

Q.11. Does the company benefit from core market leadership?
YES There are two types of leadership for Hyve. The first is leadership at the event level, such as SpringFair,
the UK’s leading event for the homewares and gift retail industry. This drives the the network effect and it’s
where Hyve has focused most of its attention in recent years.
The second type of leadership is leadership within the corporate events industry in specific regions or even
globally. Here, Hyve used to have an advantage as a relatively large international business competing against
smaller local often single event businesses. Hyve had an international sales network and contacts with many
international exhibitors and attendees, so it was able to market local events in Russia and some emerging
markets to international businesses that it had built relationships with through its international events.
This capability still exists, but Hyve is now a globally focused business competing more directly against global
competitors. That could include the event arms of much larger companies such as Informa or RELX, who have
more cash to develop their events and more contacts to market them to.

Q.12. Does the company benefit from switching costs?
NO Exhibitors and visitors can switch to competing events easily and with little or no cost.

Defensiveness: Is this a defensive company? NO .
D.1. Is the company’s core market defensive?
NO Hyve’s cyclicality is determined by the industries its events cater to as well as the leadership position of
those events. If an event is the industry leader then it will typically be less cyclical than less popular events.
That’s because most companies try to cut costs during a downturn, so they may cut back from doing three
events to just one. And the one event they do will usually be the industry’s biggest event, because that’s where
everyone else in the industry will be.
Pre-2016, Hyve had a mix of leading and non-leading events, which may have amplified the impact of the
Russo-Ukranian War and the 2014 oil price collapse. Post-2016 Hyve’s biggest events tend to be market
leaders, so from that point of view Hyve should be less cyclical than it used to be.
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However, more than half of Hyve’s top ten events are for cyclical industries such as retail, construction, mining
and engineering, so Hyve is inevitably going to be a cyclical business while it’s focused on cyclical industries.

D.2. Is the core market expected to grow over the next ten years?
YES As an events business Hyve’s market growth comes from growth in the industries being served and
growth of events as a form of networking and dealmaking.
In terms of the underlying industries, Hyve covers a range of industries from food and agriculture to retail,
construction, mining and more. Hyve has the ability to run these events in multiple geographies, so without
diving into the specifics of each market I would expect them to grow, in aggregate, broadly in line with the
global economy.
With its exposure to multiple industries, Hyve also has the option of selling any events operating in industries
which are in long-term decline and reinvesting the proceeds into growth markets.
As for the growth of events as a form of networking and dealmaking, it seems reasonable to assume that these
needs will remain, although as the pandemic has shown, virtual events may form a significant part of the
industry’s future.

D.3. Is the core market relatively free from regulatory risk?
YES Although there are standards for health and safety and so on, events are not a heavily regulated
industry.

D.4. Is the core market unlikely to be disrupted?
NO The pandemic has accelerated many technology-related trends, including the rise of online and hybrid
online/offline events.
The rise of online events doesn’t mean that offline events are going into terminal decline, at least not in the
same way that mobile internet access sent paper newspapers into long-term decline. Offline events allow
attendees to meet many industry participants in a way that pure online events (so far) cannot. So the future is
likely to be omnichannel, with most events being capable of providing value to both online and offline exhibitors
and attendees.
Hyve is trying to stay ahead of this particular curve by investing in industry-leading technologies. One example
is the hosted meeting software developed by Shoptalk, which can organise hundreds of micro-meetings within
an event by using participants’ data and proprietary algorithms to match up the most compatible buyers, sellers
and so on. The company is also working with multiple potential partners for webinars, virtual reality showrooms
and online trading and networking technologies.
So although live real-world events aren’t going to disappear, those that prosper will have to invest heavily in
technology to keep up with the rapidly evolving expectations of modern exhibitors and attendees.
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D.5. Is the company free from significant concentration risk?
YES This question is mostly about customer concentration risk. As an events business, Hyve’s customers are
the companies that exhibit at its events. Each event has hundreds of exhibitors and Hyve has hundreds of
events, so it seems very unlikely that Hyve gets more than 10% of its revenues from any one customer (10% is
the point at which I begin to worry about exposure to a single customer).
Hyve also doesn’t have long-term contracts with its customers or venues, so there is no risk of a big contract
ending unexpectedly.

D.6. Is the company free from significant product or patent risk?
YES Hyve’s products are its events. Unfortunately Hyve doesn’t break its financial results down to the event
level, so it’s hard to know for sure how much it depends on any one event or brand.
However, given that its largest sector is Building & Interiors at 15% of revenues, it seems unlikely that a single
event is responsible for more than 10% of Hyve’s overall revenues (10% is the point at which I begin to worry
about exposure to a single product or patent, especially if it needs to be replaced in the near future).

D.7. Is the company largely unaffected by commodity prices?
NO Commodity prices will have a material impact on the mining and oil and gas industries, which are served
by some of Hyve’s largest events. Also, the company is still heavily dependent on the Russian economy which
in turn is heavily affected by oil and gas prices.
This is exactly what happened after the 2014 oil price collapse, and is probably one of the main reasons why
the new CEO decided to acquire large events outside of Russia and the oil and gas industry.

D.8. Does the company have prudent financial liabilities?
NO Hyve’s Debt Ratio, the ratio of total borrowings and leases to ten-year average earnings, is almost 12.
That’s nearly three-times my preferred limit of four for cyclical businesses. However, the picture is complicated
by the fact that the Hyve of today is a very different company with very different earnings prospects to the Hyve
(or ITE) of ten years ago.
The problem is that Hyve has changed so much it’s hard to know what its future potential looks like, so it’s hard
to know if its current debts are sensible or not.
This lack of insight into the future is compounded by the fact that the company’s turnaround programme ended
just before the global pandemic. So while the turnaround is mostly complete, there is almost no track record to
base any sensible analysis of Hyve’s debts or future prospects on.
On that basis I have to be prudent and assume that its debts are not.
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Value: Is this company good value? NO .
V.1. Is the company free from problems which are likely to materially damage its
long-term prospects?
NO The pandemic has obviously and inevitably had a massive impact on the events industry. For example,
Hyve’s revenues for 2020 H1, from October 2019 to March 2020, were £96 million. For the following six months
from April 2020 to September 2020, revenues came to just £9 million. That’s a decline of more than 90%,
almost all of which is due to the pandemic.
To keep the company going, Hyve has had to focus on getting prompt payouts from insurers while raising £127
million from shareholders in a recent rights issue.
Although I expect Hyve to survive the pandemic, the bad news is far from over as the explosion of new variant
cases in the UK shows. There is a material risk that Hyve will suffer additional damage in 2021 and that
additional cash may need to be raised from shareholders.
If that happens, there is no way of knowing what price those shares will be offered at or how much they will
dilute the value of existing shareholdings.

V.2. Is the company very likely to grow over the next 20 years (and how fast)?
NO My gut feeling is that Hyve is more than capable of growing over the next ten or twenty years, but the
question is whether or not that’s very likely, and quite frankly I have no idea. The company has changed so
much in recent years, with large acquisitions and rights issues, that the Hyve of today bears little resemblance
to the Hyve of a decade or two ago.
Also, the company’s current strategy of acquisition-driven growth means that much of any future growth, if it
appears, will come from acquiring new events and new events businesses of an unknown number and size,
and of which I know nothing about.
The uncertainties are basically huge, and having been burned with Xaar I know better than to be optimistic
about a company’s future when that future is highly uncertain. So in this case, the only prudent course of action
is for me to assume that Hyve is not very likely to grow over the next twenty years.

V.3. Do you think this investment is likely to outperform over the next ten years?
NO With its share price at 113p, Hyve’s valuation ratios are incredibly low. That price is barely more than three
times its ten-year average earnings and dividends (PE10 and PD10). This is serious bargain territory, but it’s
not quite as simple as that.
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First of all, the Hyve of today is not the Hyve of five or ten years ago. The business has changed considerably,
and therefore so has its earnings potential. It has a different management team, a different strategy, different
processes, a different philosophy of how to run an events business, and different events. It’s just very different,
so comparisons with financial data from the pre-2016 ITE business are not very helpful.
Also, the post-transformation business hasn’t had a chance to stretch its legs or produce anything like a
consistent record. As soon as the transformation was complete the pandemic arrived, so we have nothing like
the sort of ten-year track record of consistency that I look for.
And of course, exactly how this new business will perform over five, ten or twenty years is almost impossible to
even guess at, in my opinion.
And if I cannot have an even remotely sensible opinion about what the company will earn or what dividend it
will pay in the years ahead, then I cannot make any reasonable statement about whether the shares might be
good value or not. And if I’m not confident that Hyve is good value then my assumption is that it isn’t.

Final Decision: Are you happy to own this company at this price?
NO When Hyve joined the portfolio in 2015 I was already aware that acquisition-driven growth can cause
trouble, but I was less wary of it then than I am now. And while I did spot that Hyve was acquisitive, I was
optimistic and assumed that Hyve’s acquisitiveness wouldn’t cause serious problems. That assumption was the
primary mistake which led to this poor investment result.
Today I spend about five-times as long analysing companies before buying compared to 2015 and, as a result,
I’m confident that today I wouldn’t invest in a company that looked like the Hyve of 2015.
The last question is what to do with Hyve now that I think it isn’t high quality, isn’t defensive and isn’t good
value.
The obvious answer is to sell the company, and that’s exactly what I’m going to do.
Hyve will be removed from the model portfolio and my personal portfolio a few days after this newsletter is
published, and the meagre proceeds will either be reinvested into an existing holding or used to purchase a
new holding in the months ahead.

Other potential sells
N Brown, Petrofac, Mitie

Reason for not selling
These companies all lack quality and value and I expect to sell them soon.
However, I only want to make one sell decision per month so these will be sold
over the next few months.

IMPORTANT NOTICE: This analysis is for education only. It is not a recommendation to buy or sell shares. It should be used alongside
other sources of information and not used in isolation. Always perform your own analysis and factual verification before making
investment decisions. If you need advice see a regulated financial advisor. Please read the important notes on the back page.
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