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W
hen a derogatory 
term for the hatch-
et-faced is the back-
end of your product, 
you know you have 

an image problem. Buses aren’t sexy, 
except perhaps to a small cadre of ex-
drivers and train-spotters types, but 
that could be about to change.

Bus companies are emerging from a 
period of underinvestment and confu-
sion caused by new emissions regula-
tions. A shortage of chasses, the basic 
frame and moving parts, sunk one 
manufacturer, East Lancashire Coach-
builders, and led to a slump at Alexan-
der Dennis and Wrightbus, the top two. 
Now, manufacturers expect to profi t 
as operators replace buses they should 
have replaced earlier, and as they mod-
ernise their fl eets to meet increasingly 
strict environmental and disability 
laws.

Enter Optare, a fi rm assembled by 
entrepreneur Roy Stanley from the 
carcass of East Lancashire 
Coachbuilders, chassis design 
company Leyland Product 
Development and Optare, the 
number three manufacturer.

FUELLING EFFICIENCY
It is developing lightweight 
buses that house either diesel 
or hybrid-diesel electric 
engines. By outsourcing the 
manufacture of components 
and focusing on design and 
assembly chief executive, 
Andrew Brian, is building 
more fuel-effi  cient buses, that 
are cheaper to operate and have more 
options – not just engines, but 
everything from CCTV to seating.

 Because of climate change, high fuel 
prices, and the prospect of commuters 
switching to public transport, hybrid 
buses are alluring. Like Sirens, though, 

shares with a good story can tempt 
investors into dangerous speculative 
waters. 

Optare will only unveil its hybrids 
at a trade show in November and 

although it intends to build its 
own chasses, for now it relies 
on imported kits. To double 
its double-decker production, 
it’s moving to a new factory 
and Optare must convince big 
operators such as Arriva and 
Stagecoach to buy Optares 
instead of the competition. 
Wrightbus has 13 hybrid buses 
operating in London, although 
Transport for London expects 

to be trialling 10 Optares by the end of 
the year.

The problem is Optare currently 
doesn’t have a track record, not even an 
annual report. It fl oated as Darwen in 
February and became Optare in June, 
when it took over its larger rival and 
assumed its name.  

In July, fund manag-
ers valued the company 
at 30p a share when they 
bought over 50 million new 
shares to fund the takeover 
of Optare. Brian became 
a shareholder at the same 
time, buying more than 
165,000 shares for £50,000.  

We can also calculate 
how much profi t the com-
pany would need 
to earn to justify 
a conservative 
price earnings 
(PE) ratio of, 

say, 10. At the beginning of 
August, Darwen’s price was 
about 30p, implying earn-
ings of about 3p per share, or 
around £3 million.

Although that’s more 
than Optare typically 
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earned, it’s a bigger, more ambitious 
company now. In July, Go-Ahead placed 
a £14.25m order for 94 buses. Most of 
them are double-deckers, which the old 
Optare didn’t manufacture.

Assuming a successful turnaround 
at East Lancashire Coachbuilders, 3p 
a share didn’t seem outlandish to Dar-
wen’s broker when it fl oated earlier in 
the year, although the forecasts are out 
of date now it’s taken over Optare. None 
of this is conclusive, because it remains 
to be seen whether Optare is winning 
the battle of the buses, but in Septem-
ber we will fi nd out more when the 
company publishes its interim results 
and its broker updates its forecasts. 

Meanwhile, the 30p price tag seems 
tantalisingly realistic. Maybe that’s 
because of the febrile state of the mar-
ket, or the near collapse of Tanfi eld, 
another Stanley company. It’s as if 
investors aren’t heeding the Siren calls.

More information
www.iii.co.uk/LSE/OPD, blog.iii.co.uk/ope
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In September, Optare’s broker 
should update its earnings 
forecast, which the popular 
investment websites will publish. 
To convert it into a ‘forward’ PE 
ratio you divide the price by the 
forecast earnings per share. 
Although the broker will factor in 
the latest information, there are 
two reasons to be cautious. The 
forward PE is not fact, it’s a 
projection, and the purpose of 
broker research is to market the 
company’s shares to institutional 
investors so it can be optimistic.

Key stat: clues in the fi gures

Richard Beddard (e-mail: 
richard.beddard@iii.co.uk) is 
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about companies, including 
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Investor blog: http://blog.iii.co.uk
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Will Optare win the 
battle of the buses?
Optare’s new hybrid buses are a compelling investment 
idea.  Richard Beddard assesses  whether the fi rm can 
convince the big operators of their worth

Mobs.0908.SSleuth.p48.indd   48 18/8/08   13:17:07


