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CMD emphasises strong positive momentum 

Well positioned with excellent growth prospects  

Kape’s recent Capital Markets Day (CMD) was an extremely useful update 
on the many benefits of integrating complementary acquired businesses 
(including the collaboration between engineering teams) and the 
opportunities for upselling that new product development brings. Over the 
last six months, Kape has proceeded with the integration of PIA, expanding 
the growth of new users through the application of the Group’s user 
acquisition knowhow and technology. It has also made further 
enhancements to its product offering which, inter alia, will improve user 
engagement and retention. This note looks to bring out the main points 
from the CMD and highlights the significant progress that has been made 
this year. 

▪ The CMD highlighted the significant benefits that the Group is reaping 
from the collaboration between its businesses to combine expertise and 
R&D investment. 

▪ In particular, it emphasised the success which management has had in 
integrating PIA into the Group, while developing and growing the 
CyberGhost Privacy Suite in a market which has expanded during the 
COVID-19 pandemic. 

▪ Kape has market leading privacy and software products which provide a 
strong offering to consumers on a global basis. Crucially, the Group has 
continued to trade strongly in 2020 with increased demand for its 
products as remote working has become the norm. 

▪ This customer proposition and the Group’s proven user acquisition model 
combine to produce significant growth in customer numbers, revenue and 
EBITDA. The growing proportion of Software as a Service (SaaS) 
agreements adds to the excellent revenue visibility of the Group.  

▪ The impact of the earnings enhancing acquisition of PIA can be seen in the 
levels of revenue and EBITDA growth, 83% and 148% respectively, in our 
estimates for FY20, its first full year of ownership. 

In all, we believe that Kape is in a position to grow strongly organically from 
the base which the management team has established following a series of 
complementary acquisitions. It also retains the ability to make more 
acquisitions through which it can further accelerate its strategic delivery.  
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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 16.6 

EV/Sales 8.7x 6.9x 3.8x 3.3x 3.1x 

EV/ Adj. EBITDA 43.7x 31.1x 12.5x 11.1x 10.4x 

P/E 54.8x 42.6x 20.2x 17.2x 16.4x 

Source: Company Information and Progressive Equity Research estimates 
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Capital Markets Day 

Kape’s CMD was well-focused and gave a structured view of the Group’s progress in 
growing customer numbers and evolving its product suite. The presentations also covered 
the digital privacy markets and how they have changed during the COVID-19 pandemic. 
The integration of the Private Internet Access (PIA) acquisition is obviously a key area for 
Kape this year and the success, to date, of that was brought out during the CMD. On the 
product side, those (remotely) attending the CMD were given some very encouraging 
updates on the CyberGhost Privacy Suite and on other new products. Aside from CEO, Ido 
Erlichman, the presenters were from PIA and CyberGhost and had joined the Group with 
the acquisition of those businesses by Kape. The result was an extremely useful update on 
the many benefits of integrating complementary acquired businesses (including the 
collaboration between engineering teams) and new product development. 

In this document, we look to summarise the main points from the CMD. 

Setting the scene 

Kape’s strategic direction 

The presentations were topped and tailed by Ido Erlichman’s reminders and updates on 
the transformation of Kape and the strategy – both in terms of delivery to date and the 
priorities going forward. Clearly, the content of the CMD presentations should be viewed 
in the context of the Group’s ongoing strategic priorities which have driven the direction 
of the Group and its successful transformation into the business which it now is - and we 
include a reminder of those: 

▪ Expand the global customer base - The group now services 2.35 million paying 
subscribers, providing a significant global platform for continued growth. 

▪ Product innovation and R&D to further competitive advantage and user satisfaction - 
Kape’s enhanced product stack now includes a suite of privacy-based software solutions 
focused on browsing, encryption and connectivity. New products are in development 
and a number will be released during the rest of 2020. 

▪ Leverage customer acquisition platform – There is a significant opportunity to leverage 
Kape’s proprietary technology platform to deliver continued strong organic growth. 
This remans a key feature of what Kape offers in terms of the acceleration of the growth 
of the subscriber bases of acquired businesses. 

▪ Continue acquisitive expansion - Leverage Kape’s success in integrating and growing 
SaaS products in the consumer privacy space to create a truly dominant brand. With a 
highly successful acquisitive track record to date, Kape remains well-positioned to 
take advantage of further complementary acquisition opportunities which may arise. 

Kape’s positioning 

Kape is fully focused on the high growth privacy-first digital security space and, following a 
series of complementary acquisitions, has a strong customer proposition underpinned by 
a proven user acquisition model. Its privacy and software security products are designed 
for global consumer markets and, in tandem with the Group’s SaaS-based financial model, 
are producing strong revenue visibility and have generated a useful track record of revenue 
and EBITDA growth. 
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Kape is structured into two divisions which aim to protect its customers’ digital lives and 
their digital information. The two businesses are summarised in the chart below. Kape 
expects to gradually consolidate the brands but will not shift completely from a multi-brand 
strategy to one based on a single brand. 

 
Kape Technologies 

 

Source: Company information, Progressive Equity Research 

Acquisition history 

Kape’s acquisition history – it has completed five acquisitions in under four years - has 
featured its ability to leverage its user acquisition capabilities to build subscriber numbers. 
Currently, more than 90% of Group revenues are subscription based and retention rates 
remain pleasingly high. Crucially, Kape’s business model was not built on a freemium basis 
and it only makes money from selling software. This means that it has no conflict of interest 
between its digital privacy products and its subscribers’ data. 

So far, Kape’s ability to drive revenue from its acquisitions can be seen in the improvement 
in their performances over time. For instance, CyberGhost increased revenues to U$26m 
in FY 2019 from U$5m when it was acquired in 2017. It is anticipated by management that 
it will report around U$40m this year. The acquisition of Intego in 2018 added protection 
to the product offering and also brought a very strong cyber security research team into 
the Group which has subsequently been expended significantly. It also brought another 
opportunity to enhance revenues by utilising the Kape user acquisition platform. To take 
Kape to the next level, management opted to merge with PIA, one of the leaders in the US 
digital privacy market, in December 2019. 

Digital Privacy
VPN focus but also provides private browsers, encrypted search engines, cloud based secured storage 

and secured protection for digital images

Digital Security

Acquired March 2017
• Expanded the Group’s 

footprint in the high growth 
cyber security market

Part of original Group
• Patented repair solution to 

fix PCs and Macs remotely
• Removes malware
• and repairs computer 

software

Acquired July 2018
• Mac OS cybersecurity SaaS provider
• Endpoint-Security Engine, anti-

spam, back-up, data protection, 
parental controls, NetBarrier – two-
way firewall

Acquired December 2019
• Strong presence in North America
• >1m customers
• User base built gradually and organically to

create a mature base with strong retention

Acquired October 2016
• Scans computers for outdated 

drivers across all Windows
• operating systems
• and devices

Acquired October 2018
• Extended footprint in Europe
• Restructured and transitioned 

from loss to profit
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Guidance on numbers 

For the year ending 31 December 2020, the Group has given consistent guidance on 
expectations for the current financial year since the acquisition of PIA. Management 
expects to deliver revenues of above U$120 million, and Adjusted EBITDA of over U$35 
million representing a significant uplift following the inclusion of PIA in the Group. Our 
estimates for those numbers are U$120.8 million and U$36.2 million respectively. 

Digital Privacy market overview  

This section was delivered by Ted Kim who is Head of North America and Non-executive 
Director. He joined the Group with the acquisition of PIA. 

Market growth 

The global privacy market is a fast growing one and the COVID-19 pandemic has increased 
the amount of internet usage by people who are now working from home and handling 
much more sensitive work-related information as well as their personal business via home 
networks. This has resulted in increased risks for both individuals and companies – but also, 
according to ZD Net, in a 33% increase in the use of VPNs usage since the beginning of the 
pandemic. 

Overall, people are becoming more aware of data capture but don’t know what is 
happening to it. They do know that they want it to be secure. Statistics from Pew Research 
show that 59% of consumers lack understanding of what happens to data that is collected 
from them while the vast majority say they have little, or no control over what data is 
collected in the first place.  

It is unsurprising, then, that the VPN market exceeded U$25bn in 2019 and is expected, by 
Global Market Insight, to reach U$70bn in 2026. The VPN market in Europe is expected to 
show compound growth of 10% from 2020 to 2026 with the consumer segment growing at 
a CAGR of 18% as the public become more aware of large-scale data breaches. Target rich 
areas for hackers 

The Data Security market is more mature with projected market revenues of $170.4bn 
expected in 2022 with the number of connected devices expected to exceed 20 billion this 
year (Source: Gartner, Wandera). Devices are all potential entry points for hackers and 
research indicates that 48% of phishing attacks occur on mobile devices. 

Kape and PIA 

Integration on track 

As noted earlier, the integration of PIA into the Kape Group is a crucial and transformational 
process. Mr Richard Lee (Operations & Integration Director – Digital Privacy) described how 
the amalgamation of two sets of complementary competencies has driven activity in the 
‘new’ PIA. Integration is well on track and the ‘uncertainty on trajectory of the combined 
companies has been substantially reduced’.  

Combining PIA’s strong brand with Kape’s customer acquisition has worked well and the 
integration is on track to realise the synergies of at least U$3.5-4.5 million outlined at the 
time of the acquisition – something which has been achieved at no cost to service or 
innovation. Richard Lee also noted that the monthly run rate of annualised cost synergies 
was currently running at U$5.5-6.5 million. 
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Leveraging PIA’s brand 

PIA had strong brand equity and, having targeted tech-savvy early adopters, had acquired 
a mature user base which had high renewal rates and which had been growing mainly 
through organic means. However, growth has slowed in recent years. Conversely, Kape had 
less mature subscriber cohorts but had utilised its user acquisition expertise to accelerate 
growth.  

The charts below show how the user acquisition strategy accelerated growth in 
CyberGhost’s subscriber base and that is what the Group is applying to PIA to leverage its 
brand and improve growth. The lower chart, while including PIA, does not yet reflect the 
full impact of the introduction of the user acquisition strategy. PIA is using new channels 
such as YouTube and social influencers as part of its marketing strategy and has 
customised, co-branded pages for new affiliate channels which are expected to improve 
conversion metrics. The marketing is all internally built, with no outside marketing. 

 
Cohorts analysis 

 

Source: Company information, Progressive Equity Research 
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Improving customer satisfaction is crucial to retention 

At the beginning of June, PIA launched 24-hour customer support, which management sees 
as a key differentiator from many competitors. That service increased chat support by 
800%, reducing rejection rates which, in combination with other initiatives has reduced 
resolution times by a third. Customer satisfaction has improved as a result of the 
investment made and the initiatives taken. 

 
Improving resolution and response times to enhance customer satisfaction 

 

Source: Company information 

 

Improving PIA’s infrastructure 

PIA’s lack of change to its infrastructure meant less downtime but little innovation. In 
combination with Kape, the business has now increased customer choice for geographic 
server coverage and introduced new technology protocols. It should also bring better, and 
faster, service quality to its customers while decreasing monthly operating expenses by 
subscriber– management anticipates a 40% decrease from the current level of c.50 cents 
by the end of 2020. 

A good culture fit 

On the important subject of culture, Richard Lee noted that the two teams have worked 
very well together during the first six months of the integration process. PIA had operated 
remotely while Kape was run more centrally from three locations. So far, the business has 
had a 97% employee retention rate (excluding pre-planned departures at the time of the 
acquisition). The business is now ready for the introduction of new products and initiatives. 
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Product innovation  

Tommie Podzemski (VP R&D Digital Privacy) focused on the technology side in his 
presentation. The Group now has compatible development cultures and the teams work 
together on problems. The two strong engineering teams, working together, have already 
completed two joint projects. 

Development teams working together – GEN4 

PIA had a state of the art system but no proactive management and needed a lot of manual 
intervention which made it time-consuming to add new regions and protocols. PIA 
therefore needed to undertake research and to expand its existing environment. The 
answer was GEN4 which is based on the five major pillars shown in this chart. Happily, 
CyberGhost had already invested heavily in next generation infrastructure. 

 
GEN4 

 

Source: Company information 

 

In terms of performance, GEN4 runs on 10 Gigabit high-performance servers. It is multi 
region, providing high availability and is geo-optimised to give the user better performance. 
Everything is encrypted end to end using 100% self-managed servers to which no-one 
outside Kape has access. Modularity allows for a plug-and-play style environment to 
support new protocols while GEN4 uses advanced monitoring and self healing. Essentially 
the combination of CyberGhost’s research infrastructure development and PIA’s 
investment in its client interface allowed more rapid deployment and upgrades. 

WireGuard 

In another joint venture, PIA and CyberGhost have improved the speed of its Digital Privacy 
solutions by c.30% through the introduction a new encrypted WireGuard protocol. 
WireGuard is viewed as the next generation VPN protocol with great compatibility with 
mobile devices which means less battery drain. It allows users to choose between VPN 
protocols and improve their experience. WireGuard is focused on security over privacy so 
PIA has added features to increase the level of privacy. In combination with GEN4, this gives 
better speed for users and lower costs for Kape. 

  

High performance Multi-region Security Modularity
Advanced 

monitoring and self 
healing
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The CyberGhost Privacy Suite 

Timo Beyel (CTO Digital Privacy) set out the rationale behind CyberGhost’s new Privacy 
Suite. CyberGhost has a user interface which allows the addition of new products. It has 
established an early-adopter user community from which it can gather customer feedback 
when developing new products and the result of that process during 2019 is its Privacy 
Suite. 

A dashboard has been created to deliver optimal interactions and to manage new and 
existing features. The basis of the Privacy Suite is to give the user full control with a few 
clicks. It has four core modules which the user can access via a dashboard which 
summarises the individual privacy status. It contains: 

▪ Secured and encrypted network connection via Virtual Private Network 

▪ Integrated Endpoint Security virus detection – a market in which Intego has a strong 
position and has received VB100 test certification which requires a 100% detection rate. 
Kape has launched Intego's endpoint security solution for Windows by partnering with 
Microsoft, replicating its solution for macOS. 

▪ Privacy Guard which analyses different security settings of the system and recommends 
levels of optimisation and allows the user to choose their preferred privacy levels 

▪ Security Updater which scans apps for vulnerabilities and continuously monitors the 
system in the background 

 
Privacy Suite Dashboard 

 

Source: Company information 
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The Privacy Suite is made up of plug-in components, or modules. Users can test and 
purchase individual modules as required which provides a strong upselling opportunity for 
CyberGhost to sell new features. It is flexible, has a clear content area and a ‘quick action’ 
area. 

 
A flexible approach 

 

Source: Company information 

 

CyberGhost also has a mobile strategy which includes a new feature for protecting digital 
images – this app has been launched recently on iOS and can automatically scan for 
sensitive images. 

New products 

The three principles behind the Group’s product development are prevention, detection 
and mitigation. The combined development teams have a number of products in the wings 
for future release: 

Identity protection 

Adroit Market Research expects the global identity theft market to reach U$18.7bn by 
2025. Kape has built a web-based custom solution to protect against identity theft which 
constantly monitors for breaches in the background and will provide notifications of any 
occurrences. It uses just-in-time notification and then a guide of how to handle the 
detected breach. The product will launch later this year. 

Main navigation area Content area Action area
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Private Browser 

Private Browser has been specially developed by the PIA team is a special browser which 
does not store any browsing history. It is free of any browser and Google service 
dependencies and it also disconnects the user from search subject, removing third party 
access to users’ searches. This will also be released in 2020. 

 
Private Browser protects users from third party intrusion on searches 

 

Source: Company information 

 

Password manager 

Following surveys, it was clear that a password manger would be a popular addition and it 
has had a very good retention rate on the platform during testing. It also adds to the 
lifetime value of a customer to Kape. It supports passwords and secure notes. It retains a 
history log to allow monitoring of previous secure sharing of passwords. Again, it will be 
out in 2020. 
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In Summary 

As well as exploring the operating environment in the high growth privacy-first digital 
security space, Kape’s CMD contained positive updates on the integration of PIA and new 
product development. The former is likely to yield synergies above the range initially 
mooted while the latter demonstrates the opportunities that can arise from the 
collaboration between development teams. On that note, PIA is proving to be a successful 
technical merger between two teams sharing technical knowledge and the same 
development methodologies. Kape can now bring new products to market in a very short 
space of time, setting a strong foundation for the future and offering significant upsell 
opportunities. 

Crucially, by applying its user acquisition strategy and new product development, the 
Group is in a position to grow strongly organically from the base which the management 
team has established following a series of clever acquisitions. It also retains the ability to 
make further acquisitions through which it can further accelerate its strategic delivery. 
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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  27.3  
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  10.2  
Fully adj Dil EPS (c) 5.0  6.4  13.5  15.8  16.6  
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  28.9  35.3  
Free Cash flow ($m) (0.4) (5.4) 16.1  22.9  24.4  
FCF per share (c) (0.2) (3.6) 8.3  11.9  12.7  
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  7.9  24.4  
Overdrafts / borrowings 0.0  (40.2) (35.2) (28.5) (21.8) 
Cash & equivalents 40.4  8.2  14.3  15.5  33.2  
Net (Debt)/Cash 40.4  (32.0) (20.9) (13.0) 11.4  

      
NAV AND RETURNS 2018 2019 2020E 2021E 2022E 
Net asset value 73.0  155.0  171.0  190.0  209.8  
NAV/share (c) 51.3  99.2  95.2  101.4  111.9  
Net Tangible Asset Value 36.7  (87.1) (62.4) (56.3) (27.8) 
NTAV/share (c) 25.8  (55.7) (34.8) (30.0) (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% 14.1% 5.5% 
Adj EPS growth 33.5% 28.8% 110.7% 17.2% 5.2% 
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 8.7 6.9 3.8 3.3 3.1 
EV/EBITDA 43.7 31.1 12.5 11.1 10.4 
EV/NOPAT 58.8 40.9 16.1 13.9 12.9 
PER 54.8 42.6 20.2 17.2 16.4 
Dividend yield N/A N/A N/A N/A N/A 
FCF yield (0.1%) (1.3%) 3.1% 4.4% 4.6% 

 

Source: Company information and Progressive Equity Research estimates 
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