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     You certainly wouldn’t think it looking at the company’s share price, but point-of-sale equipment manufacturer Cadmus Technology has chalked up a number of significant milestones in the past couple of years. 

     The shares peaked at 40 cents in early 2005 but were trading at 24 cents mid-week last week.

     Perhaps investors haven’t been inspired to look beyond the bottom line results. For the six months ended December, Cadmus reported a 51 per cent drop in net profit to $488,000.

     However, there were two major distorting factors: the company decided to change its depreciation policy, writing off its rented EFTPOS terminals completely over the three years of its rental contracts, and the previous first-half result had been boosted by a one-off $721,000 profit.

     The depreciation change meant that after writing off $533,000 in the six months ended December 2004, the company wrote off $2.02 million in the latest six months, or about four times as much.

     Figures that better indicate its achievements are that first-half sales were up 48 per cent to $13.6 million, nearly 70 per cent of the sales it reported for the previous full year, and its earnings before interest, tax, depreciation and amortisation (EBITDA) jumped three-fold from $1.42 million to $4.14 million.

     Operating cash flow shows an even bigger leap from $734,000 to $2.54 million.

     The underlying improvement is all the more significant when you consider the company reported a $165,000 net loss for the six months ended December 2003 and a $490,000 loss for the year ended June 2004.

     Just because Cadmus has written off its rental equipment so savagely doesn’t necessarily mean that equipment will be useless once its rental terms expire.

     Managing director Ian Bailey says the company will be able to upgrade at least some of that equipment, although he can’t say how much. Because the company has bought a number of rental books and distribution businesses over the last 18 months or so, quite a lot of terminals aren’t its own product and won’t be upgradeable. 

      But with its own terminals, particularly if the upgrade required is only of software rather than hardware, that will be much less costly than building new terminals from scratch.

     For example, if a terminal previously rented for $2,000 over the three-year contract needs to be upgraded to be able to read a card swiped across it, rather than inserted in a slot, that might cost the company about $200 and the terminal can then be re-rented.

     “We thought of it as future-proofing,” Bailey says. “We didn’t want to be in a position where we had to keep taking write-offs.”

     The company’s sales profile looks strong in any case with credit card standards being constantly upgraded, requiring retailers to upgrade their systems.

     Beyond the financial results, the company has been reporting a series of positive developments.

     In early March, it announced it was forming an even stronger relationship with 9.4 per cent shareholder, Singapore-based ST Electronics. That relationship has already paid dividends with Cadmus winning contracts to supply payment equipment to Singapore taxi firm CityCab and NETS, which is owned by Singapore’s three major banks.

     This month, that relationship paid off further with Cadmus winning a S$13.6 million (NZ$13.7 million) contract to supply new GPRS-based payment systems to Comfort, Singapore’s largest taxi company. Cadmus now has 70 per cent of Singapore’s taxi market and 40 per cent of its total EFTPOS market.

     Given these concrete results, and the fact that ST Electronics operates in many other markets, there’s a strong likelihood further contracts will emerge. On its own, Cadmus has already secured contracts in places as diverse as India and Nigeria.

     Cadmus has also been building up its finance business, which rents its own and other’s equipment, to a book worth more than $20 million. With between 70 per cent and 75 per cent of EFTPOS terminals in New Zealand being rented and about 95 per cent in Australia, that means the company is building up a bank of practically guaranteed repeat business.

