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Well on track 

…and building out an attractive protection suite 

Kape has delivered on a very strong H1 period – revenues from core 
ongoing operations up 14%, with Adjusted EBITDA tracking well 
towards our full-year estimates. We make no changes to profit 
forecasts, but take comfort from the strength of the H1 delivery.  More 
strategically, the recent Intego deal has added malware protection to 
the expanding technology suite, offering a steadily-more-holistic 
solution to users’ technology security needs. 

▪ Financial outcome H1 saw strong growth in core revenue (up 14%), 
adjusted EBITDA (up 178% on a like-for-like basis) and cash from 
operations (up 90%). The group ended the period with net cash of 
$62.7m, still very well funded for further acquisitions, and/or material 
investment in the product and strategic roadmap.  

▪ Other material KPIs Performance in the long term will be driven by new 
customer subscriptions, client retention and strong margin generation. 
H1 saw impressive delivery on all three: customer subscriptions more 
than doubled, to 561,000; customer retention rose from 69% to 74%, 
and EBITDA margins rose from 10% to 15%.  

▪ M&A - Intego Post the period end, Kape acquired a pure-SaaS malware 
protection business, Intego. The deal offers significant opportunities 
both in its own right, and through applying Kape’s customer acquisition 
skills…we comment further overleaf. 

▪ No change to profit estimates Given the strength in H1 delivery, the 
group appears to be well on track for our full-year 2018 estimates. We 
chart the EBITDA progression, in particular, overleaf.  At this point we 
feel it prudent not to raise estimates – although the balance of risk has 
perhaps shifted to the upside. We have nudged down our net cash 
estimate to reflect the capitalised investment in subscription customers. 

Overall, these results demonstrate a business that is delivering on its long-
held and clearly-enunciated plan: focus on high quality consumer-facing 
products in the cyber security arena, and use excellence in customer 
acquisition to build a large body of loyal and profitable customers. The RNS 
shows all elements of this – product enhancements, M&A into new areas 
and ongoing rigour on customer marketing. We look forward to further 
developments, both organic and through acquisition… 
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FYE DEC ($M) 2015 2016 2017 2018E 2019E 

Revenue 84.6 56.5 66.4 60.7 71.1 

Adjusted EBITDA 10.1 6.4 8.3 10.2 13.5 

Adjusted PBT 8.1 4.8 6.7 9.2 12.1 

Adjusted EPS (₵) 4.6 2.7 3.8 5.2 7.4 

EV/Sales 2.0 3.1 2.6 2.9 2.4 

EV/ Adj. EBITDA 17.2 27.0 21.0 17.0 12.8 

P/E 37.2 63.8 45.4 33.1 23.3 

Source: Company Information and Progressive Equity Research estimates 
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H1 financial metrics 

Kape has delivered a very strong H1 performance, which is all the more impressive once 
the now-disposed Web Apps and Media segments are excluded.   

The charts below demonstrate revenue and segment profitability by division, and clearly 
highlight the progress being achieved in the core App Distribution business:  

Revenue progression by division 

 

Source: Company information 

As shown above, the App distribution business is performing well, with revenues up 
some 14% to $24m.   

The App distribution revenues are of steadily increasing quality, with material growth in 
numbers of products sold, platforms supported and subscriber numbers. A number of 
key metrics in relation to the App distribution business are highlighted below:  

▪ Number of subscriptions more than doubled to 561,000 at the period end 

▪ Increasing proportion of SaaS revenue – which will increase following the pure-
SaaS Intego acquisition (see detail below) – the strong growth of Cyberghost and 
some 40% of new Reimage sales are on a subscription basis 

▪ Improved customer retention rates – up from 69% to 74% during the period 

▪ Materially expanded customer lifetime value These figures combine to provide a 
dramatically-increased expectation of “lifetime value” of the current customer base – 
up to $18m from $8m at the end of December 2017; for revenue expected in future 
periods from existing users, this is a material enhancement in what we believe to be 
a core KPI metric 

 

Notes * and ** Revenues in the Media business reduced in the period as the group 
focussed on profitable deals within the programmatic advertising business. Both this and 
the Web apps business have been disposed of (Web apps in September 2017, and 
Media in July 2018).  
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Segment profit progression 

 

Source: Company information 

The chart above demonstrates that the two now-disposed units (Media and Web apps) 
contributed only flat or declining segment results comparing H1 2018 to H1 2017…the 
growth all came from the highly-performing App distribution business, generated largely 
through the revenue growth as described on the preceding page.  

 

Other financial results from H1 2018 included: 

▪ Cash from operations grew 90% on an underlying basis – this would have been 
higher had it not been for investment of some $3.4m in the acquisition of subscription-
based customers….there was no equivalent payment in H1 2017, and the group 
expects to deliver profit from this customer group over future periods. Under IFRS 
15, this cost is capitalised as an asset on the balance sheet, and amortised over the 
expected revenue profile of the customer cohort.  We reduce our 2018E operating 
cash flow forecast by some $6m to reflect an expected full-year impact of this effect, 
reducing to a $2m change for 2019E.  

▪ There were a small number of exceptional costs ($0.5m in total) relating to option 
payments around the special dividend, to M&A costs and an onerous lease contract.  
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How is Kape so successful in its chosen markets ?  

Kape has, over a two year period, delivered an almost complete transformation of its 
business model.   

The group has evolved from sales of browser-based pop-up advertising (the old 
“Crossrider” business) through an advertising platform and exchange, and now boasts 
a number of genuine and high-quality in-house software products, with a clear focus 
around consumer protection and cyber security.  

In our view, the success of this transformation has been driven by two key areas of 
focus; product and sales: 

Product excellence 

The main products are Reimage and CyberGhost, targeting the markets for device repair 
and performance improvement, and VPN security respectively. These are well-regarded 
and highly functional products in their respective markets.  

Product enhancements are ongoing, and new versions/platforms are being released to 
market in a steady stream…during H1 2018 CyberGhost 7.0 was launched for iOS 
(Apple) and Android markets. Reimage is also available for both PC and Mac markets. 

By keeping products leading-edge and high quality, the group is able to keep retention 
rates high and attract new customers – Kape has R&D centres in Israel, Germany and 
Romania (with Intego adding the USA and France to this list).  

Sales execution 

The group has always been very focused on winning new customers in a cost-efficient 
manner, ever since the original Crossrider sales mechanism.  

This is a critical skill within an entirely-online selling environment, and the ability to 
maintain a competitive edge in large and growing markets is extremely lucrative.   

 

Given the sales growth being achieved, and the margins now being earnt on recurring 
(retained) customers, it appears that Kape has evolved a good mix of these key 
ingredients – sufficient product investment to earn and retain an edge in the market, and 
a sales “machine” capable of driving customer acquisition behaviour at a low-enough 
cost of customer acquisition to allow a good (and indeed growing) margin to be earnt 
from each customer.   
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How is this being applied to malware via Intego ?  

The July Intego acquisition brings to this mix a range of malware protection products, 
with a focus on the Apple (Mac and iOS) marketplace. This fits well with the existing 
Kape portfolio, and offers significant potential for ongoing organic growth. There are, 
however, two key aspects of Intego relevant to its ongoing value to the group: 

▪ Intego sells entirely on a SaaS basis (with no licence up-front revenue)…this means 
that the business takes longer to generate growth in revenue, but once established, 
the revenue is of a repeat/recurring nature, and is therefore of innately higher value 

▪ Intego currently sells purely on an “organic” basis, and therefore the application of 
Kape’s digital marketing skills could generate a meaningful uplift in monthly 
subscription sales 

Kape’s business opportunities 

 

Source: Progressive Equity Research 

Summary and conclusion  

Overall, we believe that H1 saw solid ongoing performance within Kape – the key App 
distribution business performed very well, and both revenues and margins are tracking 
well to our full-year estimates. More strategically, the post-period-end acquisition of 
Intego added another element to the overall solution offering, and Intego company 
specifics lend themselves well to Kape’s sales-enhancement methodologies. A strong 
H1, with clear positive signals for the full year and beyond. 
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Financial Summary: Kape Technologies 

Year end: December ($m unless shown)      

      

PROFIT & LOSS 2015 2016 2017 2018E 2019E 

Revenue 84.6 56.5 66.4 60.7 71.1 

Adj EBITDA 10.1 6.4 8.3 10.2 13.5 

Adj EBIT 0.7 (3.5) 6.9 8.8 11.8 

Reported PBT (14.7) (10.0) (2.9) 7.9 11.5 

Fully adj PBT 8.1 4.8 6.7 9.2 12.1 

NOPAT 8.2 4.3 6.2 8.2 11.0 

Reported EPS (c) (11.9) (7.6) (2.5) 3.8 5.7 

Fully adj EPS (c) 4.6 2.7 3.8 5.2 7.4 

Dividend per share (c) 0.0 0.0 4.9 0.0 0.0 

      
CASH FLOW & BALANCE SHEET 2015 2016 2017 2018E 2019E 

Operating cash flow 5.9 5.9 6.5 6.2 12.2 

Free Cash flow (U$m) 1.8 3.0 4.5 2.9 8.6 

FCF per share (c) 1.2 2.1 3.1 2.0 5.9 

Acquisitions (0.9) (1.1) (5.5) (16.0) 0.0 

Disposals 0.0 0.0 0.0 0.0 0.0 

Shares issued (5.1) (1.0) 0.0 0.0 0.0 

Net cash flow (4.7) 0.7 (2.6) (20.0) 8.6 

Overdrafts / borrowings 0.0 0.0 0.0 0.0 0.0 

Cash & equivalents 71.3 72.1 69.5 49.5 58.0 

Net (Debt)/Cash 71.3 72.1 69.5 49.5 58.0 

      
NAV AND RETURNS 2015 2016 2017 2018E 2019E 

Net asset value 91.5 80.6 79.4 78.0 86.2 

NAV/share (c) 64.8 57.1 56.3 55.1 60.9 

Net Tangible Asset Value 72.3 73.4 67.0 51.3 60.9 

NTAV/share (c) 51.1 52.1 47.5 36.2 43.0 

Average equity 101.2 86.0 80.0 78.7 82.1 

Post-tax ROE (%) (17.4%) (12.4%) (4.5%) 7.0% 10.0% 

      
METRICS 2015 2016 2017 2018E 2019E 

Revenue growth 19.0% (33.2%) 17.4% (8.5%) 17.1% 

Adj EBITDA growth (26.2%) (36.3%) 28.8% 23.3% 32.7% 

Adj EBIT growth (85.3%) (600.1%) (297.6%) 28.9% 33.9% 

Adj PBT growth (10.2%) (41.5%) 40.2% 37.3% 32.3% 

Adj EPS growth (49.1%) (41.7%) 40.5% 37.3% 42.0% 

Dividend growth N/A N/A N/A (100.0%) N/A 

Adj EBIT margins 0.8% (6.1%) 10.3% 14.6% 16.6% 

      
VALUATION 2015 2016 2017 2018E 2019E 

EV/Sales 2.0 3.1 2.6 2.9 2.4 

EV/EBITDA 17.2 27.0 21.0 17.0 12.8 

EV/NOPAT 21.1 40.1 27.8 21.1 15.8 

PER 37.2 63.8 45.4 33.1 23.3 

Dividend yield N/A N/A 2.9% N/A N/A 

FCF yield 0.7% 1.2% 1.8% 1.2% 3.4% 
 

Source: Company information and Progressive Equity Research estimates 
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Disclaimers and Disclosures 

Copyright 2018 Progressive Equity Research Limited (“PERL”).  All rights reserved.  PERL provides professional equity research 
services, and the companies researched pay a fee in order for this research to be made available.  This report has been 
commissioned by the subject company and prepared and issued by PERL for publication in the United Kingdom only.  All 
information used in the publication of this report has been compiled from publicly available sources that are believed to be reliable; 
however, PERL does not guarantee the accuracy or completeness of this report.  Opinions contained in this report represent 
those of the research department of PERL at the time of publication, and any estimates are those of PERL and not of the 
companies concerned unless specifically sourced otherwise.  PERL is authorised and regulated by the Financial Conduct Authority 
(FCA) of the United Kingdom (registration number 697355). 

This document is provided for information purposes only, and is not a solicitation or inducement to buy, sell, subscribe, or 
underwrite securities or units.  Investors should seek advice from an Independent Financial Adviser or regulated stockbroker 
before making any investment decisions.  PERL does not make investment recommendations.  Any valuation given in a research 
note is the theoretical result of a study of a range of possible outcomes, and not a forecast of a likely share price.  PERL does not 
undertake to provide updates to any opinions or views expressed in this document. 

This document has not been approved for the purposes of Section 21(2) of the Financial Services & Markets Act 2000 of the 
United Kingdom.  It has not been prepared in accordance with the legal requirements designed to promote the independence of 
investment research.  It is not subject to any prohibition on dealing ahead of the dissemination of investment research. 

PERL does not hold any positions in the securities mentioned in this report.  However, PERL’s directors, officers, employees and 
contractors may have a position in any or related securities mentioned in this report.  PERL or its affiliates may perform services 
or solicit business from any of the companies mentioned in this report. 

The value of securities mentioned in this report can fall as well as rise and may be subject to large and sudden swings.  In addition, 
the level of marketability of the shares mentioned in this report may result in significant trading spreads and sometimes may lead 
to difficulties in opening and/or closing positions.  It may be difficult to obtain accurate information about the value of securities 
mentioned in this report.  Past performance is not necessarily a guide to future performance. 


