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COMPANY DESCRIPTION 
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Strong financial performance in FY 2019 
Kape’s results for FY 2019 are in line with numbers given in January’s trading 
update. Importantly, a further strong period of SaaS KPIs underpins revenue 
and earnings visibility. Management has delivered a strong financial 
performance while executing a substantial, earnings enhancing acquisition 
towards the end of the period. The Group completed the transformational 
and significantly earnings enhancing acquisition of Private Internet Access 
(PIA) in December 2019 and integration is ‘well underway’, with 
management still expecting to realise $3.5-4.5 million annual savings in 
2020. As well as expanding the Group’s user base, the deal brought 
additional product innovation and R&D capabilities. Previous acquisitions, 
ZenMate and Intego, benefited from further investment in customer 
acquisition. The Group has also announced the promised new bank facility 
which reduces its cost of debt and, in our view, represents a significant 
endorsement of Kape’s business model by leading banks. We make small 
adjustments to operating items noting that the group has reiterated its 
guidance for FY 2020E of $120-123m revenue and $35-38m Adjusted 
EBITDA, with our estimates sitting prudently within this range. 

▪ Strong profit growth in FY 2019 was underpinned by significant organic 
growth in Kape’s core business. 

▪ Revenues increased 27% to $66.1 million (2018: $52.1 million), Adjusted 
EBITDA was up 40% to $14.6 million (2018: $10.4 million) while the EBITDA 
margin improved to 22% from 19.9% in the prior year. There was strong 
growth (87%) in recurring revenues to $51.5 million (2018: $27.6 million). 

▪ As well as acquiring PIA, Kape completed the integration of Intego and 
ZenMate during the year with $1.7 million in annualised cost savings 
identified relating to ZenMate. The acquisition of Intego has strengthened 
Kape’s position in the North American market while expanding its internet 
security software capability. 

▪ Kape expects to generate a much higher level of visibility over income, 
citing expected revenues of $98.8 million in future financial years 
anticipated to be generated from existing customers, an increase of 230% 
from the position at the end of 2018. 

Kape is in a very strong position with management executing strategy and 
delivering exciting KPIs.  The key PIA acquisition has added significant scale, 
product and capabilities to a solid ongoing performance from the existing 
business. We anticipate that combination will deliver further strong growth.  
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FYE DEC ($M) 2018 2019 2020E 2021E 2022E 

Revenue 52.1 66.1 120.8 135.9 146.8 

Adjusted EBITDA 10.4 14.6 36.2 40.8 43.8 

Adjusted PBT 8.2 10.6 30.9 35.3 37.3 

Adjusted Dil EPS (c) 5.0 6.4 13.5 15.8 16.7 

EV/Sales 4.9x 3.8x 2.1x 1.9x 1.7x 

EV/ Adj. EBITDA 24.4x 17.4x 7.0x 6.2x 5.8x 

P/E 28.5x 22.1x 10.5x 9.0x 8.5x 

Source: Company Information and Progressive Equity Research estimates 
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A strong performance in FY 2019 

Supportive market drivers and relevant products 

Kape’s position as a leading 'privacy-first' digital security software provider to consumers 
is underpinned both by its range of privacy and security products and by developments in 
the macro environment. Its market continues to expand as consumers become increasingly 
aware of the impact of corporate data breaches and their own individual exposures which 
expand with each new interaction online. Kape has acquired and developed a suite of 
solutions that directly address consumers’ concerns over privacy and protection. 

During 2019, Kape’s core Digital Privacy subscription base grew by over 74.3% organically 
compared to FY 2018. Combined with the addition of the transformational acquisition of 
PIA and the successful integration of Zenmate and Intego, management has put in place a 
business with a highly-relevant set of products across an expanded global presence. 

Key Performance Indicators  

Kape reports on three KPIs which have a direct bearing on the growth profitability and 
earnings predictability of the Group:  

The subscriber base demonstrates the development of Kape’s SaaS-based business 
model and future revenue potential. 

▪ In FY 2019, subscriber numbers increased to 2,350k from 830k. 

▪ Excluding the PIA acquisition, Kape saw 42% growth in paying subscribers from 830,000 
(Dec 2018) to 1.18 million at the end of December 2019. 

The retention rate reflects the levels of customer satisfaction and their perception of the 
quality of services and products.  

▪ In FY 2019, retention rates were steady at a high level of 81% versus 74% in FY 2018. 

Deferred income and Adjusted operating cash flow are an indicator of the visibility which 
the Group and shareholders have over revenues and the quality of earnings. 

▪ At the end of FY 2019, deferred income stood at $35.3 million (FY 2018: $9.5 million). 

▪ Adjusted operating cash flow for FY 2019 was $1.0 million ($5.7 million). 

The Group’s strategy of using its digital marketing expertise to drive growth meant that its 
solutions performed strongly in 2019 in a growing market. High retention rates for the 
products in the Digital Privacy segment were of particular importance. 
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The FY 2019 numbers 

Following the acquisition of PIA, Kape will now operate with two reportable segments - 
Digital Privacy which comprises the Group’s Virtual Private Network products (Cyberghost, 
Private Internet Access and Zenmate), Private.SH, LibreBrowser and Private Storage and 
Digital Security, comprising the Group’s end point security and PC performance products. 

Revenues from continuing operations (on 26 July 2018, the Group sold the Media division) 
in FY 2019 increased by 26.9% to $66.1 million. Adjusted EBITDA from continuing 
operations increased by 40.3% to $14.6 million (2018: $10.4 million) with the growth 
reflecting the strong performance of Kape’s Digital Privacy business which exhibited an 
increase of 98.0% in revenues and 72.3% in segment results. PIA contributed $2.5 million 
to revenues and $2.0 million to segment results. Excluding the initial contribution from PIA, 
those segmental numbers were 81.5% and 48.3% respectively.   

The segment margin decreased to 51.6% from 59.3% in FY 2018 as the revenue growth is 
driven by user acquisition activities (see comment on reinvestment in Cash Flow below). 
Conversely, the Digital Security segment margins improved to 49.7% in FY 2019 (2018: 
45.2%) driven by the higher proportion of recurring revenue of Intego’s end point security 
products. Consequently, there was an increase of 7.2% in segment results to $17.9 million 
(2018: $16.7 million) despite the 2.4% decrease in revenues to $35.9 million (2018: $36.9 
million).  

Segmental results – Digital Privacy 

 

Source: Company information 

Segmental results – Digital Security 

 

Source: Company information 

 

 

Digital Privacy ($m) 2018 2019

Revenue 15.2 30.1

Cost of sales -3.0 -5.4

Direct sales and marketing costs -3.2 -9.1

Segment result 9.0 15.5

Segment margin (%) 59.3% 51.6%

Digital Security ($m) 2018 2019

Revenue 36.8 35.9

Cost of sales -2.6 -2.1

Direct sales and marketing costs -17.6 -16.0

Segment result 16.7 17.9

Segment margin (%) 45.2% 49.7%
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Adj EBITDA and profit 

Adjusted EBITDA from continuing operations for FY 2019 was $14.6 million (2018: $10.4 
million) which was slightly above guidance given in January’s trading update. 

EBITDA and margin 

  

Source: Company information 

Operating profit was $4.1 million versus $3.6 million in FY 2018. Exceptional and non-
recurring costs in 2019 comprised restructuring costs of $0.4 million due to the 
restructuring of Zenmate and Intego and $1.9 million for professional services and other 
acquisition related cost associated with the acquisition of PIA (2018: $0.8 million). Profit 
before tax from continuing operations was $2.8 million (2018: $3.3 million). Profit after tax 
from continuing operations was $2.5 million (2018: $2.2 million) after Kape recognised a 
deferred tax asset of $1.6 million (2018: $0.2 million) in respect of tax losses accumulated 
in previous years. 

Cash Flow 

Adjusted cash flow from operations in FY 2019 was $17.9 million (2018: $15.9 million), 
representing cash conversion of 129%. Including $16.9 million which was reinvested in user 
acquisition costs that will be expensed in future periods (2018: $10.2 million), adjusted 
cash flow from operations was $1.0 million (2018: $5.7 million). At 31 December 2019 the 
Group’s cash balance was $8.2 million (31 December 2018: $40.4 million) and the net debt 
was $32 million after a cash investment of $64.3 million for the acquisition of PIA. 

New bank facilities 

In line with its statement at the time of the acquisition of PIA, the Group has put in place a 
long term debt facility from three commercial banks - Bank of Ireland, Barclays Bank and 
Citi Commercial Bank - to replace and repay the $40m short-term debt facility provided by 
Unikmind and to provide further borrowing resources.  

The ‘New Debt Facilities’ comprise a $40 million term facility, a $10 million revolving credit 
facility and a $20 million uncommitted acquisition facility. The New Debt Facilities have a 
three-year term with an option to extend by up to an additional two years.  50% of the 
Term Facility will be amortised on a quarterly basis across 36 months. The New Debt 
Facilities carry an interest rate of LIBOR plus an opening margin of 2% per annum reducing 
the debt cost from a LIBOR plus 5% on the short-term debt facility. 

H1 2018 H2 2018 H1 2019 H2 2019

Revenue 24.1 28.0 29.9 36.1

Cost of sales -2.8 -2.8 -4.2 -3.4

Direct sales and marketing costs -9.8 -10.9 -11.1 -14.1

Segment result 11.5 14.2 14.7 18.7

Indirect sales and marketing costs -2.5 -3.9 -3.7 -4.2

Research and development costs -0.8 -0.6 -1.4 -1.8

Management, general and administrative cost -3.4 -4.1 -3.9 -3.9

Adjusted EBITDA 4.7 5.6 5.8 8.8

EBITDA margin % 19.7 20.1 19.2 24.4
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In our view, as well as reducing its cost of debt, the granting of these facilities represents a 
significant endorsement of Kape’s business model by these banks. 

Outlook 

The outlook commentary for the current financial year reiterates previous guidance that 
Kape expects to generate proforma revenues of between $120-$123 million and Adjusted 
EBITDA of between $35-$38 million. The Board notes that the Group should continue to 
deliver growth ‘underpinned by the Group’s product, brand and market presence as well 
as its robust business model’. The announcement says that Kape has had a good start to FY 
2020E and the Board is confident in delivering growth in-line with expectations during the 
year. The Group does not foresee an effect on demand from its products from Covid-19. 
Its operational performance reflects its position as a digital business and it is prepared 
structurally for supporting the business through remote working arrangements. 

Going forward 

Product development  

We note elsewhere the deployment of products acquired with PIA (in the process of formal 
launch or in the final stages of development) and those include LibreBrowser (a completely 
private browser), Private.sh (a private and encrypted search engine based on cryptography 
technology) and Private Storage (a cloud-based secure private storage solution). But the 
Group also made strides in R&D during FY 2019, including the launch of an infrastructure 
revamp for its privacy solution, Gen4, which allows Kape to upgrade its infrastructure in a 
modular way. It increases the speed of connection by an average of 35% in key geographies 
and its server fleet performs 1000% more efficiently than before. Crucially, Kape has 
already started integrating this solution into PIA. 

In 2019, the Group launched the ZenMate Ultimate app, the most comprehensive update 
of ZenMate's VPN platform to-date. As previously reported, Kape’s macOS security analyst 
team was the first to discover several important malware security threats for Apple users, 
against which Intego’s users are now fully protected.  

Kape expects to launch its privacy and security control centre in Q2 2020 to give customers 
visibility over their exposure and control their security and privacy measures from one 
dashboard.  

Growth strategy  

On the back of acquisitions, product development, customer acquisition expertise and 
SaaS-based business model, the Group has a strong base (including its technology platform) 
from which to pursue growth in its market share of expanding addressable markets. CEO, 
Ido Erlichman, highlights the opportunities for the Group to continue to expand its 
customer base and to make the most of its acquisition of PIA and the associated brand 
strength – and to develop that outside North America. He also notes that Kape will continue 
to evaluate select acquisitions.  
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The impact from acquiring PIA 

With the successful integration of previous acquisitions, CyberGhost, Zenmate and Intego 
completed, the highly significant acquisition of PIA transformed the prospects of the 
Group. The deal doubled Kape’s paying customer base and created a significant market 
presence in the US while providing a strong brand in the digital privacy and security space. 
The addition of PIA to the Group effectively doubles revenues (including a stronger 
recurring revenue base) and increases adjusted EBITDA by around 2.5 times in our FY 2020E 
estimates. Kape now has the opportunity to use its customer acquisition expertise to drive 
growth in PIA user numbers, expand the PIA brand further and launch the new products 
which were acquired as part of the transaction. 

The announcement notes that the integration programme is ‘well underway’ and is 
progressing ahead of expectations with the integration of the customer service side is 
almost complete. Management is targeting $3.5-4.5 million in annualised cost savings by 
the end of 2020 from the implementation of Kape’s infrastructure and capacity 
management technology which will reduce the cost of serving users. Economies of scale 
should also form part of the savings.  

Estimate changes 

Following an in-line set of numbers and bearing in mind unchanged guidance for revenues 
and Adj. EBITDA for FY 2020E, we only make some small adjustments to our estimates at 
the operating level and introduce FY 2022E numbers for the first time. We have made some 
adjustments to our assumptions for amortisation of acquired intangibles and net interest 
charges. Together with updating for the full impact of all consideration shares, our Adjusted 
EPS estimates realign accordingly. 

FY 2019 and estimate changes 

  

Source: Company information and Progressive Equity Research estimates 

 

  

U$m unless stated Est Act

Change 

(%) Old New

Change 

(%) Old New

Change 

(%)

Revenue 68.6 66.1 -4% 122.2 120.8 -1% 136.7 135.9 -1%

Adj EBITDA 14.2 14.6 3% 35.7 36.2 1% 40.1 40.8 2%

Fully adj PBT 11.5 10.6 -8% 32.6 30.9 -5% 34.6 35.3 2%

Fully adj. dil. EPS (c) 6.6 6.4 -2% 19.6 13.5 -31% 21.1 15.8 -25%

FY 2019 FY 2020E FY 2021E
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Financial Summary: Kape Technologies 

Year end: December ($m unless shown)      
      
PROFIT & LOSS 2018 2019 2020E 2021E 2022E 
Revenue 52.1  66.1  120.8  135.9  146.8  
Adj EBITDA 10.4  14.6  36.2  40.8  43.8  
Adj EBIT 8.3  11.9  33.1  37.4  40.4  
Reported PBT 3.3  2.8  22.0  25.8  27.4  
Fully adj PBT 8.2  10.6  30.9  35.3  37.3  
NOPAT 7.7  11.1  28.2  32.6  35.1  
Reported Dil EPS (c) (0.3) 1.3  8.3  9.8  10.3  
Fully adj Dil EPS (c) 5.0  6.4  13.5  15.8  16.7  
Dividend per share (c) 0.0  0.0  0.0  0.0  0.0  

      
CASH FLOW & BALANCE SHEET 2018 2019 2020E 2021E 2022E 
Operating cash flow 3.2  (1.7) 22.1  26.4  32.5  
Free Cash flow ($m) (0.4) (5.4) 16.1  20.4  24.1  
FCF per share (c) (0.2) (3.6) 8.3  10.6  12.5  
Acquisitions (21.2) (64.3) (5.0) (15.0) 0.0  
Disposals 0.0  0.0  0.0  0.0  0.0  
Shares issued 0.0  0.0  0.0  0.0  0.0  
Net cash flow (29.1) (70.9) 11.1  5.4  24.1  
Overdrafts / borrowings 0.0  (40.2) (35.2) (28.5) (21.8) 
Cash & equivalents 40.4  8.2  14.3  13.0  30.4  
Net (Debt)/Cash 40.4  (32.0) (20.9) (15.5) 8.6  

      
NAV AND RETURNS 2018 2019 2020E 2021E 2022E 
Net asset value 73.0  155.0  171.0  189.9  209.8  
NAV/share (c) 51.3  99.2  95.2  101.4  112.0  
Net Tangible Asset Value 36.7  (87.1) (62.4) (56.3) (27.7) 
NTAV/share (c) 25.8  (55.7) (34.8) (30.1) (14.8) 
Average equity 76.2  114.0  163.0  180.5  199.9  
Post-tax ROE (%) (0.7%) 1.8% 9.8% 10.5% 9.9% 

      
METRICS 2018 2019 2020E 2021E 2022E 
Revenue growth 2.9% 26.9% 82.8% 12.6% 8.0% 
Adj EBITDA growth 28.3% 40.3% 148.7% 12.6% 7.4% 
Adj EBIT growth 24.1% 43.5% 178.2% 13.0% 7.9% 
Adj PBT growth 24.8% 28.1% 192.8% 14.0% 5.9% 
Adj EPS growth 33.5% 28.8% 110.7% 17.0% 5.6% 
Dividend growth (100.0%) N/A N/A N/A N/A 
Adj EBIT margins 15.9% 18.0% 27.4% 27.5% 27.5% 

      
VALUATION 2018 2019 2020E 2021E 2022E 
EV/Sales 4.9 3.8 2.1 1.9 1.7 
EV/EBITDA 24.4 17.4 7.0 6.2 5.8 
EV/NOPAT 32.8 22.9 9.0 7.8 7.2 
PER 28.5 22.1 10.5 9.0 8.5 
Dividend yield N/A N/A N/A N/A N/A 
FCF yield (0.2%) (2.5%) 5.9% 7.5% 8.8% 

 

Source: Company information and Progressive Equity Research estimates 
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To arrange a meeting with the management team, or for further information about Progressive, please contact: 
Emily Ritchie 
+44 (0) 20 7781 5311 
eritchie@progressive-research.com 
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