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Strong progress, 24.2% growth in revenue 

Confident outlook with growing revenue visibility 

Kape Technologies has reported first half revenue a touch ahead of 
the guidance given in July’s trading update with Adjusted EBITDA in 
line with the suggested $5.8 million. The results show strong progress 
in growing SaaS revenues with the number of subscription users 
increasing by 24% to over 1 million and the retention rate improving 
again to a very healthy level. The first half also saw further investment 
in customer acquisition paying off with ZenMate and Intego – now 
both fully integrated into the Group - benefitting. New product 
launches and high-profile successes by Intego’s macOS security 
analyst team helped augment Kape’s market positioning. We note that 
this business model continues to enhance Kape’s ongoing revenue 
visibility and that Kape is growing market share. We make no change 
to our numbers as the Board expresses confidence in meeting 
stretching market growth estimates. 

▪ The strong demand for Kape’s core software products, produced a 
24.2% increase in the Group’s revenue to $29.9 million and a 21.3% 
increase in Adjusted EBITDA to $5.8 million in the first half of 2019. 

▪ The period saw improved performances from both of last year’s 
acquisitions, Intego and ZenMate, which are expected to benefit further 
from an acceleration of digital marketing in future periods. There was 
also good complementary organic growth resulting from increased 
brand awareness for CyberGhost and ZenMate. These results 
emphasise that Kape continues to demonstrate that it is able to integrate 
acquisitions efficiently and then enhance their performance. 

▪ Kape performed well against its KPIs, with the most notable feature 
being a significant improvement in the user retention rate to 82% from 
74% at the end of December 2018. This remains a key focus for the 
Group going forward. 

▪ The Group continues to execute on its strategy of accelerating SaaS 
adoption through organic and acquisitive means. This is being achieved 
by leveraging its user acquisition expertise to sell its expanding suite of 
cybersecurity products. 

▪ As Kape continues to pursue organic growth and to assess further 
potential acquisitions, the interim outlook statement notes the Board’s 
confidence in meeting market expectations for growth in FY 2019 and 
beyond. Consequently, we leave estimates unchanged.  
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FYE DEC ($M) 2016 2017 2018 2019E 2020E 

Revenue 56.5 50.6 52.1 68.6 83.2 

Adjusted EBITDA 6.4 8.1 10.4 14.2 18.4 

Adjusted PBT 4.8 6.6 8.2 11.7 15.9 

Adjusted Dil EPS (c) 2.7 3.7 5.0 6.9 9.8 

EV/Sales 1.6x 1.8x 1.7x 1.3x 1.1x 

EV/ Adj. EBITDA 14.0x 11.1x 8.7x 6.3x 4.9x 

P/E 34.0x 24.7x 18.5x 13.2x 9.3x 

Source: Company Information and Progressive Equity Research estimates 
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H1 2019 results 

Increasing relevance in an evolving market 

Kape’s interims reflect its success in addressing the continuing demand for the 
protection of online personal data and information. Regular use of a VPN is growing and 
Global Web Index data shows that 25% of internet users have used a VPN in the past 
month on computers, mobile phones or tablets. The Group has assembled a collection 
of products and services which enable it to accumulate new users and, crucially, it has 
proved to be adept at retaining them. This has resulted in a strong performance by Kape 
in a young and growing market and its digital marketing expertise and technologies 
continue to be a differentiating factor for the business. The VPN market continued to 
grow in 2019 with an 18% increase in search interest in Q1 2019 compared to the same 
period in 2018. 

Kape’s product set comprises: 

▪ CyberGhost and ZenMate VPNs in the digital privacy market; 

▪ Intego’s Mac and iOS malware protection suite of products; and  

▪ The device optimisation products of DriverFix, Restoro and Reimage  

All these products are focused on providing the best customer experience and the strong 
demand for these core software products, produced a 24.2% increase in the Group’s 
revenue to $29.9 million and a 23.4% increase in Adjusted EBITDA to $5.8 million in the 
first half. CEO, Ido Erlichman highlights the improved performances of Intego and 
ZenMate (both now fully integrated into the Group) during H1 2019. They are expected 
to benefit further from an acceleration of digital marketing in future periods. Meanwhile, 
increased brand awareness for CyberGhost and ZenMate is producing good organic 
user acquisition. 

Subscription base 

 

Source: Company information 

0

200000

400000

600000

800000

1000000

1200000

Dec-15 Jun-16 Dec-16 Jun-17 Dec-17 Jun-18 Dec-18 Jun-19



17 September 2019 

 

 
3 

Good progress on KPIs 

In the first six months of its current financial year, Kape has measured up well against 
its KPIs, with the most notable feature being a significant improvement in the user 
retention rate to 82% from 74% as at the end of December 2018 – something which 
remains a key focus for 2019. We understand that this rate is one of the highest amongst 
consumer-focused SaaS providers.  

Subscriptions during H1 2019 (000s) 

  

Source: Company information 

 

Growing subscriber base and improved retention rate 

  

Source: Company information 

Kape attributes the increase in the retention rate to its investment in product research 
and development which has produced products to which customers are happy to return. 
Some 44% of its workforce (excluding the Philippines-based support staff) is allocated 
to R&D and the Group’s malware detection capabilities. Together with a 23.7% increase 
in the Group’s subscription user base, we believe that Kape remains very well-placed to 
achieve sustained growth.  
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Customer acquisition model drives growth in recurring revenue 

Because Kape pays its customer acquisition costs “up front” (to the marketing partners 
which drive traffic and customers), but only earns its revenue from customers over time, 
the model consumes cash in its initial months, but generates cash (and revenue) over 
time.  We have previously shown the chart below for CyberGhost but we think it is worth 
repeating as it depicts the way in which the Lifetime Value (LTV) builds to cover the 
customer acquisition cost (CAC) over the period of the relationship with the customer. 

Lifetime Value:CAC for CyberGhost in 2018 

 

Source: Company information 

With the lifetime value of customers at a high level in that example for CyberGhost, it is 
pleasing to see the strong increase in new subscribers and the retention success that 
has followed the launch of Kape’s user acquisition activity in mid-2017. This chart shows 
how subscriber renewals are increasing year on year with growth in the retention rates 
for each individual cohort as they mature. They reflect numbers for ZenMate, Intego and 
CyberGhost and show the de-risking of the revenue model as visibility grows with 
improvement in recurring revenues from existing cohorts of subscribers. The Group now 
has six cohorts of data which provide it with a robust historical data set from which it 
gains greater visibility of its future cash flows and which can advise investment planning. 
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Subscribers by initial purchase year (000s) 

 

Source: Company information 

The Group generated over $10.9 million of deferred income in the first half and it is worth 
noting that it expects to deliver $38million in future revenue from existing contracted 
customers taking into account first renewal only (H1 2018: $30million). Overall, Kape 
expects to receive $45 million of cash flow from existing customer cohorts in the next 
three years. 

We note that these numbers compare to the Group’s current EV (based on H1 2019 
closing cash position) of $94 million. Clearly, in addition to those expected revenues 
from existing customers, the Group will have further new users in those years and would 
also expect to receive cash flow from those existing cohorts beyond the three-year 
period highlighted. 
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The H1 2019 numbers 

Revenues from continuing operations (on 26 July 2018, the Group sold the Media 
division) in the first half of 2019 increased by 24.2% to $29.9 million while the segmental 
result – now just the App distribution business - increased by 28.2% to $14.7 million 
(after directly attributable costs) reflecting an increase in direct marketing and strong 
results from the Group’s user acquisition campaigns. Adjusted EBITDA increased by 
21.3% to $5.8 million (H1 2018: $4.7 million).  

Segment result and Group adjusted EBITDA ($m) 

 

Source: Company information 

The table below shows the reconciliation of EBITDA to Operating profit over the last 
three half years. The increase in the charge for depreciation and amortisation in H1 2019 
to $2.8 million from $1.7 million in H1 2018 reflects the amortisation of acquired 
intangible assets associated with the acquisitions of Intego and Zenmate made in H2 
2018.  

EBITDA reconciliation to operating profit ($m) 

 

Source: Company information 

Exceptional and non-recurring items 

There were non-recurring staff costs of $0.4 million in H1 2019 (H1 2018: $0.5 million) 
related to the restructuring of Intego and Zenmate, and $0.1 million (H1 2018: $0.1 
million) for professional services for acquisitions and restructuring expenses.  

H1 2018 H1 2019

Revenue 24.1 29.9

Cost of sales -2.8 -4.2

Direct sales and marketing costs -9.8 -11.1

Segment result 11.5 14.7

Indirect sales and marketing costs -2.5 -3.7

Research and development costs -0.8 -1.4

Management, general and administrative cost -3.4 -3.9

Adjusted EBITDA 4.7 5.8

EBITDA margin % 19.7 19.2

($m) H1 2018 H2 2018 H1 2019

Adjusted EBITDA 4.7 5.6 5.8

Employee share-based payment charge -0.2 -1.3 -1.0

Exceptional and non-recurring costs -0.7 -0.7 -0.5

Depreciation and amortisation -1.7 -2.1 -2.8

Operating profit 2.1 1.5 1.4
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Profit  

Profit before tax was $1.3 million (H1 2018: $1.8 million) and after a tax charge of $0.4 
million (H1 2018: $0.3 million), profit after tax was $0.9 million (H1 2018: $1.5 million). 
Adjusted diluted EPS of 2.5 cents in H1 2019 compared to 2.2 cents in the comparator 
period for continuing businesses.  

Cash position and net assets 

Kape ended the half year with a cash balance of $36.4 million compared to $40.4 million 
at the end of 2018. It has no debt. Adjusted cash flow from operations attributed to the 
current period was $7.3 million (compared to $6.4 million in H1 2018), representing cash 
conversion of 127%. During H1 2019, $7.1 million was reinvested in user acquisition 
costs that will be expensed in future periods (H1 2018: $3.4 million).  

Operating cash flow ($m) 

 

Source: Company information 

Capital expenditure in the first half was $1.4 million (H1 2018: $0.9 million while cash 
outflows from financing activities of $1.4 million (H1 2018: $7.7 million) included a final 
instalment of $0.9 million (H1 2018: $0.5 million) for the repurchase of CyberGhost’s 
founder’s share-options, and payments of leases of $0.6 million (H1 2018: $0.6 million). 
The Group ended the half year with net assets of $74.9 million (31 December 2018: 
$72.9 million).  

Product launches and macOS successes 

In line with its strategy, Kape’s investment in ZenMate added impetus to its organic 
growth opportunities through the launch of two products focused on increasing Kape's 
addressable market in the privacy-led cybersecurity space. During the first half of 2019, 
Kape launched the ZenMate Ultimate app, the most comprehensive update of 
ZenMate’s VPN platform so far, which is available across multiple platforms and can be 
used on up to five devices at a time. We understand that in the first half of 2019, the 
number of mobile users of Cyberghost’s iOS application doubled and it was consistently 
positioned in the Top10 Apple iOS productivity apps globally. 

It also launched ZenMate Pulse, a web firewall extension which protects the user and 
identifies the specific threat. Meanwhile, the Intego development team was the first to 
expose new high-profile macOS malware security threats when its macOS security 
analyst team discovered a number of important malware families for Apple users. The 
first was the OSX/CrescentCore malware that installs malicious Safari extension 
software while the second was a new Mac malware, OSX/Linker, which could be used 
by hackers to gain entry into private and supposedly secure operating systems. 

Adjusted operating cash flow ($m): H1 2018 H2 2018 H1 2019

Attributable to current year 6.4 9.6 7.3

Investment in growth -3.4 -6.8 -7.1

Adjusted operating cash flow 2.9 2.8 0.2
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Outlook confident and no changes to estimates 

Kape’s outlook statement is confident in meeting market expectations for growth in FY 
2019 and beyond. Consequently, we leave our estimates unchanged. The Board’s 
comments focus on the execution of strategy in capturing a larger share of the high-
growth consumer digital privacy segment. As we mentioned previously, leveraging its 
R&D capabilities and continuing to invest in its products are key to achieving that. The 
Board expects to continue to benefit from its successful proprietary digital distribution 
and online marketing expertise in maximising product sales while extending its recurring 
revenue base. The Board expects to continue to pursue its joint organic and acquisitive 
growth strategies.  

Summary 

In all, this was another strong six months of progress for Kape as it penetrated its target 
market further and continued to build its suite of products and bolster its market position 
with further product launches. Management retains its focus on driving organic growth 
in revenues and EBITDA while assessing further acquisitions. Crucially, its SaaS model 
continues to de-risk the outlook as visibility grows with improvement in recurring 
revenues from existing cohorts of subscribers. 

 



17 September 2019 

 

 
9 

Financial Summary: Kape Technologies 

Year end: December ($m unless shown)      

      

PROFIT & LOSS 2016 2017 2018 2019E 2020E 

Revenue 56.5  50.6  52.1  68.6  83.2  

Adj EBITDA 6.4  8.1  10.4  14.2  18.4  

Adj EBIT (3.5) 6.7  8.3  11.5  15.6  

Reported PBT (10.0) 1.3  3.3  9.5  13.7  

Fully adj PBT 4.8  6.6  8.2  11.7  15.9  

NOPAT 4.3  6.0  7.7  10.7  13.6  

Reported Dil EPS (c) (7.6) (2.3) (0.3) 4.9  7.0  

Fully adj Dil EPS (c) 2.7  3.7  5.0  6.9  9.8  

Dividend per share (c) 0.0  4.9  0.0  0.0  0.0  

      
CASH FLOW & BALANCE SHEET 2016 2017 2018 2019E 2020E 

Operating cash flow 5.9  6.4  3.2  3.7  7.9  

Free Cash flow (U$m) 3.0  0.4  (0.4) 0.3  4.5  

FCF per share (c) 2.1  0.3  (0.2) 0.2  3.1  

Acquisitions (1.1) (5.5) (21.2) 0.0  0.0  

Disposals 0.0  0.0  0.0  0.0  0.0  

Shares issued (1.0) 0.0  0.0  0.0  0.0  

Net cash flow 0.7  (6.6) (29.1) 0.3  4.5  

Overdrafts / borrowings 0.0  0.0  0.0  0.0  0.0  

Cash & equivalents 72.1  69.5  40.4  40.7  45.3  

Net (Debt)/Cash 72.1  69.5  40.4  40.7  45.3  

      
NAV AND RETURNS 2016 2017 2018 2019E 2020E 

Net asset value 80.6  79.4  73.0  80.3  90.7  

NAV/share (c) 57.1  56.3  51.3  56.4  63.8  

Net Tangible Asset Value 73.4  67.0  36.7  46.6  59.6  

NTAV/share (c) 52.1  47.5  25.8  32.7  41.9  

Average equity 86.0  80.0  76.2  76.6  85.5  

Post-tax ROE (%) (12.4%) (4.2%) (0.7%) 9.5% 12.2% 

      
METRICS 2016 2017 2018 2019E 2020E 

Revenue growth (33.2%) (10.5%) 2.9% 31.8% 21.3% 

Adj EBITDA growth (36.3%) 26.1% 28.3% 36.9% 29.7% 

Adj EBIT growth (600.1%) (292.5%) 24.1% 38.4% 36.1% 

Adj PBT growth (41.5%) 39.0% 24.8% 41.8% 35.6% 

Adj EPS growth (41.7%) 37.9% 33.5% 39.8% 41.8% 

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

Adj EBIT margins (6.1%) 13.2% 15.9% 16.7% 18.8% 

      
VALUATION 2016 2017 2018 2019E 2020E 

EV/Sales 1.6 1.8 1.7 1.3 1.1 

EV/EBITDA 14.0 11.1 8.7 6.3 4.9 

EV/NOPAT 20.8 15.0 11.7 8.4 6.6 

PER 34.0 24.7 18.5 13.2 9.3 

Dividend yield N/A 5.4% N/A N/A N/A 

FCF yield 2.3% 0.3% (0.3%) 0.2% 3.3% 
 

Source: Company information and Progressive Equity Research estimates 
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