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Consistent progress, relentless focus 

2.4m subscriber base underscores growth potential 

Kape has enjoyed a good first half of 2020 both in terms of operational 
progress and financial performance. Revenues increased 97% to $59.0 
million (H1 2019: $29.9 million), a 12% increase on a pro-forma basis. The 
interim results reflect the Group’s continuing success in integrating its 
Private Internet Access (PIA) acquisition while growing subscriber numbers 
– now just shy of 2.4m in total - across the businesses. The focus on 
customer lifetime value is evident in the marketing spend and investment 
in new product development. Kape remains on track to meet previous 
guidance for the full year and expects to deliver synergies from the PIA deal 
at the top end of the mooted range. We believe that the Group has good 
revenue visibility and it continues to maintain a high level of user retention 
at 80%. We make no changes to estimates other than to reflect a higher 
amortisation charge. In our view, the interim results show that Kape 
continues to display the drive and capacity to meet the growing needs of 
consumers for digital privacy and security products in a rapidly evolving 
marketplace. 

▪ In H1 2020, Kape produced double-digit growth in revenue and EBITDA – 
both reported and pro forma – while continuing to invest in product 
development and showing improved cash generation. The Group also saw 
strong growth in recurring revenues to $50.8 million, an increase of 140%. 
Revenue visibility (from existing users) increased to $106.6 million. 

▪ Kape continues to make progress in the high growth privacy-first digital 
security space and to report positively on the integration of PIA and new 
product development. 

▪ PIA is proving to be a successful merger between two teams sharing 
technical knowledge and the same development methodologies. The 
Group is delivering new products to market in a very short space of time 
and we expect it to leverage PIA’s brand and business pedigree to good 
advantage to bring significant upsell opportunities. 

▪ With a growing, maturing customer base to which Kape can apply its user 
acquisition strategy and new product development, we note the potential 
for continued strong organic growth. 

▪ Although Kape has made a transformational acquisition in the form of PIA, 
it retains the capacity to make more acquisitions through which it could 
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 31.0 35.3 37.3 

Adjusted Dil EPS (c) 5.0 6.4 13.5 15.8 16.6 

EV/Sales 8.2x 6.5x 3.6x 3.2x 2.9x 

EV/ Adj. EBITDA 41.4x 29.5x 11.9x 10.5x 9.8x 

P/E 51.3x 39.8x 18.8x 16.1x 15.3x 

Source: Company Information and Progressive Equity Research estimates 
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Another strong performance 

Kape has produced double-digit growth in revenue and EBITDA – both reported and pro 
forma – while continuing to invest in product development and also generating cash. 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 alone 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 reacts to large-scale data breaches. Kape now has a mature, and growing, subscriber 
base and is placing considerable emphasis on product development to provide consumers 
with ever-relevant products within a top-quality infrastructure. 

Outlook  

The Group’s current near-term focus is on generating organic growth from PIA and its new 
product developments. The announcement states that management ‘continues to 
evaluate select M&A opportunities as appropriate’. This year’s guidance of revenues of 
between $120-123 million and Adjusted EBITDA of between $35-38 million in the full year 
2020 is reiterated with a confident nod towards the growth prospects for the Group in 2021 
and beyond. 

Operational progress 

Integrating PIA 

The integration of PIA continues apace and is still anticipated to complete in the second 
half of 2020 with the targeted 40% reduction in PIA’s monthly operating costs in Q3 2020 
on track. Kape expects to deliver synergies towards the upper end of the $3.5-4.5 million 
guidance outlined at the time of the acquisition – something which has been achieved at 
no cost to service or innovation. At the recent Capital Markets Day, it was also noted that 
the monthly run rate of annualised cost synergies was running at U$5.5-6.5 million at that 
time. 

Keeping the customer satisfied 

The integration of PIA has brought a particular focus to user acquisition and marketing, 
customer service, infrastructure, R&D and culture. The benefits that the Group has already 
derived from the process were highlighted in July’s CMD with synergies (as we note above) 
nicely on track and service levels significantly enhanced. The chart below shows some of 
the metrics which Kape released at the time of the CMD and which we see as key elements 
for keeping customer retention rates at the current high levels. 

Subscriber numbers 

Subscriber numbers increased to 2.38m from 2.31m at the end of 2019. In the first quarter 
of 2020 we focused on PIA’s integration into the Group, preparing the infrastructure for 
our user growth initiatives. Following a flat first quarter in terms of PIA user growth, the 
successful implementation of Kape’s specialist user acquisition strategy and technology in 
March, has seen growth in PIA’s subscriber base resume, with a steady growth in monthly 
PIA sign-ups in Q2 2020. Kape’s user acquisition initiatives alone, drove c. 8,000 new PIA 
sign ups in August, in addition to the new users which have been generated from organic 
traffic. This upward trend is expected to continue throughout the second half. 
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Meanwhile, the number of CyberGhost and Intego subscribers increased by an annualised 
20% and 22% respectively and management expects PIA to achieve these double-digit 
growth rates (we assume that annualised growth rate will be reached by PIA during FY 21E). 
Given the focus on privacy and security customers, the PC performance products saw a 
2.4% annualised decrease in users during the period. 

 
Improving resolution and response times to enhance customer satisfaction 

 

Source: Company information 

WireGuard 

A further example of the benefits of the integration process on providing customers with 
an enhanced infrastructure (while reducing costs for Kape) can be seen in another joint 
venture. PIA and CyberGhost have improved the speed of its Digital Privacy solutions by 
c.30% through the introduction of a new encrypted WireGuard protocol across the Digital 
Privacy division. 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. 

Providing the right products 

In the interim results announcement, management again highlights the significant 
potential that lies in leveraging PIA’s brand and pedigree to capture a larger proportion of 
an expanded target market. 
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Among the main themes of the CMD in July were the good cultural fit between the Kape 
and PIA teams and the common themes of privacy and security among their customer 
bases. The resulting opportunities for cross-selling and upselling are exemplified by the 
initial implementation of Intego’s end point security solution into CyberGhost’s product 
suite and the offering of PIA’s VPN solution to Intego’s customers. Consequently, the Group 
has seen a 15% take-up rate of Kape’s premium VPN from new Intego antivirus users during 
Q2 2020. 

The CyberGhost Privacy Suite 

As we note above, product development during H1 2020 went hand-in-hand with the 
integration of PIA. Kape launched a number of privacy and security products during the 
first half with future product development focused on expanding its privacy and security 
ecosystem offering while providing its customers with a robust and competitively 
supportive infrastructure. Kape recently launched the beta version of CyberGhost 8 Privacy 
Suite.  

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 (a significant 
milestone for the product development team) by partnering with Microsoft Virus 
initiative, 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 

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. Crucially, it will allow Kape to introduce new features and integrated products in the 
future. 
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Privacy Suite Dashboard 

 

Source: Company information 

 

Private Browser 

Kape also launched its new privacy browser extension for Chrome, Firefox and Edge and 
(as we note above) introduced its end-point security solution for Windows, integrated into 
the Microsoft Virus Initiative programme. Private Browser has been specially developed by 
the PIA team and 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. 

H1 2020 numbers 

Revenue 

Kape produced good underlying revenue growth of 12% on a pro forma basis (assuming 
that PIA was owned for the whole of the comparator period). Reported revenue growth 
was 97%, to $59.0m, following that acquisition in December 2019 and an increase in 
revenue from renewals of the existing user base and revenue from new users. The 
improvement was driven by an increase in direct marketing expenses to $18.8 million from 
$11.1 million in the comparator period. 

The Group also saw strong growth in recurring revenues to $50.8 million, an increase of 
140%. Revenue visibility (from existing users) increased to $106.6 million compared to 
$98.8 million six months earlier with 86% of the revenues on subscription basis as at the 
end of June 2020. 
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The Digital Privacy segment reported very respectable organic revenue growth (excluding 
the impact of PIA) of 47% in the period, to $17.9 million (H1 2019: $12.2 million). Private 
Internet Access contributed $24.3 million of revenue to the segment in H1 20 following its 
acquisition in December 2019, resulting in a 245% increase in revenue to $42.2 million (H1 
2019: $12.2 million) and a 277% increase in segment result to $24.6 million (H1 2019: $6.5 
million). The underlying growth rate reflected a 181% increase in revenue from existing 
customers and a 7% increase in revenue from new sign-ups. The Digital Privacy segment 
reflected margin reflected that revenue from existing customer in an increase to 58.1% 
from 53.3% in H1 2019.   

The Digital Security segment numbers in H1 2019 were influenced by reduced investment 
in direct marketing of the PC performance products following a shift in focus on to the 
higher customer lifetime values available from Intego’s Endpoint security products and 
Digital privacy solutions – although that did not outweigh the lower PC performance 
product revenue. 

The table below shows the segmental split of revenues and profits leading to the Group 
position.  

Segmental and profit figures ($m) 

  

Source: Company information, Progressive Equity Research 

Digital Privacy ($m) H1 19 H2 19 H1 20

Revenue 12.2 17.9 42.2

Cost of sales -2.3 -3.1 -7.5

Direct sales and marketing costs -3.4 -5.8 -10.2

Segment result 6.5 9.0 24.6

Segment margin (%) 53.3% 50.4% 58.1%

Digital Security ($m) H1 19 H2 19 H1 20

Revenue 17.7 18.2 16.7

Cost of sales -1.8 -0.3 -1.1

Direct sales and marketing costs -7.7 -8.3 -8.6

Segment result 8.2 9.7 7.0

Segment margin (%) 46.2% 53.1% 42.0%

Total segment result 14.7 18.7 31.6

Indirect sales and marketing costs -3.7 -4.2 -4.6

Research and development costs -1.4 -1.8 -3.0

Management, general and administrative cost -3.9 -3.9 -7.6

Adjusted EBITDA 5.8 8.8 16.4

EBITDA margin % 19.2% 24.4% 27.8%

Employee share-based payment charge -1.0 -0.7 -0.5

Other operating income 0.0 -0.1 0.0

Exceptional and non-recurring costs -0.5 -1.8 -2.7

Depreciation and amortisation -2.8 -3.5 -9.8

Operating profit 1.4 2.7 3.4
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Profitability 

Adjusted EBITDA increased by 185% (21.6% on a prof forma basis) to $16.4 million (H1 
2019: $5.8 million while the adjusted EBITDA margin increased to 27.8% (H1 2019: 19.2%). 
As well as controlling overall costs, margins reflect reduced travel costs during the period 
of the pandemic so far. 

Exceptional and non-recurring costs in H1 2020 comprised non-recurring staff costs of $2.5 
million relating to bonuses for the acquisition and integration of PIA and $0.2 million for 
professional services related to acquisitions. The acquisition of PIA added $6.3 million for 
the amortisation of acquired intangible assets in the first half. The only change to our 
estimates is to reflect a higher level of that amortisation for the current full year and 
subsequent forecast years. 

After finance costs of $2.0 million, reported PBT of $1.4 million in H1 2020 compared to 
$1.3 million in the first half of last year. Adjusted Earnings Per Share increased 142% to 6.3c 
(H1 2019: 2.6c) 

Cash 

Following the acquisition of PIA in December 2019, Kape reported strong cash generation 
in the first half of its current financial year. Adjusted cash flow from operations attributable 
to the current financial period was $19.2 million (H1 2019: $7.3 million), a cash conversion 
of 117%. With $10.5 million reinvested in user acquisition costs in H1 20 (to be expensed 
in future periods, adjusted cash flow from operations was $8.8 million (H1 2019: $0.2 
million). Kape ended the half year with a cash balance of $17.0 million – up from $8.2 
million at the end of December 2019 - and net debt of $25.6 million compared to $32.0 
million as at 31 December 2019. 
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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  13.0  17.0  18.7  
Fully adj PBT 8.2  10.6  31.0  35.3  37.3  
NOPAT 7.7  11.1  28.2  32.6  35.1  
Reported Dil EPS (c) (0.3) 1.3  4.8  6.4  6.9  
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) 16.2  22.9  24.4  
FCF per share (c) (0.2) (3.6) 8.4  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) 11.2  7.9  24.4  
Overdrafts / borrowings 0.0  (40.2) (35.2) (28.5) (21.8) 
Cash & equivalents 40.4  8.2  14.4  15.6  33.3  
Net (Debt)/Cash 40.4  (32.0) (20.8) (12.9) 11.5  

      
NAV AND RETURNS 2018 2019 2020E 2021E 2022E 
Net asset value 73.0  155.0  164.3  176.6  190.0  
NAV/share (c) 51.3  99.2  91.5  94.3  101.4  
Net Tangible Asset Value 36.7  (87.1) (60.1) (51.7) (21.1) 
NTAV/share (c) 25.8  (55.7) (33.5) (27.6) (11.2) 
Average equity 76.2  114.0  159.7  170.5  183.3  
Post-tax ROE (%) (0.7%) 1.8% 5.8% 7.2% 7.3% 

      
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% 193.7% 13.8% 5.6% 
Adj EPS growth 33.5% 28.8% 111.4% 16.8% 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 8.2 6.5 3.6 3.2 2.9 
EV/EBITDA 41.4 29.5 11.9 10.5 9.8 
EV/NOPAT 55.7 38.8 15.3 13.2 12.2 
PER 51.3 39.8 18.8 16.1 15.3 
Dividend yield N/A N/A N/A N/A N/A 
FCF yield (0.1%) (1.4%) 3.3% 4.7% 5.0% 

 

Source: Company information and Progressive Equity Research estimates 
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Emily Ritchie 
+44 (0) 20 7781 5311 
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