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COMPANY DESCRIPTION 

Kape is a cybersecurity company focused on 
digital privacy and protection 
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Taking the Express path to global leadership 

Kape recently announced the transformational acquisition of ExpressVPN 
and its interim results today show that the Group has been performing well 
even as it was concluding that deal. The transaction will roughly treble 
Kape’s revenues and significantly increase EBITDA.  The combination will 
create a powerful force in the global market for security with a focus on 
digital privacy, with around 6 million subscribers and a true international 
footprint. This note provides a summary of the proposed transaction and 
attempts to model the resulting much larger business. 

▪ Outline of deal  Kape is paying $936m for ExpressVPN, a cyber security 
leader almost twice Kape’s size (in revenue terms) and with a leading 
global position in the global market for personal privacy, primarily due to 
its leading VPN (Virtual Private Network) product. ExpressVPN 
management will stay with the enlarged group post the transaction.  

▪ Financial details The consideration is payable 63% up-front, with 37% 
deferred (half by 12 and half by 24 months).  In terms of cash / shares, 
some 75% of the total is cash, with 25% in Kape shares (subject to the 
usual lock-in and orderly markets arrangements). Kape has undertaking a 
heavily oversubscribed equity raise to fund the initial cash payment, and 
has a facility in place with its major shareholder Unikmind to underwrite 
the deferred (cash) consideration – although Kape expects to be able to 
fund this element from operational cash generation and existing facilities.  

▪ Price comment Kape has paid around 3.5x historic sales, and 12.6x historic 
EBITDA (both figures based on 2020 results).  Given growth and potential 
synergies, the multiple for 2022E Adjusted EBITDA could fall to around 8x 
EBITDA.  For a high-growth business, with genuine global scale, and clear 
long-term market opportunity, augmented by the synergies possible 
within the Kape group, we believe this represents an attractive price.  

▪ Changes to estimates We upgrade 2022E revenues by some 146%, with 
Adjusted EBITDA  up 84% from $91.0 million to $167.7 million.  Our 
forecast Adjusted Diluted EPS for 2022E increases by 27%. There are some 
technical changes relating to IFRS15 and its impact on reported and 
Adjusted EBITDA – we discuss those in the sections below.  

Overall, this transaction puts Kape on the global stage for cyber security – 
the financial impact (and earnings enhancement) speaks for itself, and the 
group will benefit from genuine global scale.   
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FYE DEC ($M) 2018 2019 2020 2021E 2022E 

Revenue 52.1 66.1 122.2 200.0 615.5 

Adjusted EBITDA 10.4 14.6 39.0 74.5 167.7 

Adjusted PBT 8.2 10.6 30.8 64.3 160.1 

Adjusted Dil EPS (c) 5.0 6.5 13.5 23.4 41.0 

EV/Sales 26.2x 20.6x 11.1x 6.8x 2.2x 

EV/ Adj. EBITDA 131.3x 93.5x 34.9x 18.3x 8.1x 

P/E 113.1x 86.8x 41.5x 24.0x 13.7x 

Source: Company Information and Progressive Equity Research estimates. 
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Deal structure, price paid and timing  

Structure 

Kape has announced the acquisition of ExpressVPN for a total consideration of $936m, 
payable as shown in the image below:  

 
CONSIDERATION DETAIL, SPLIT AND TIMING 

 

Source: Company information 

 

The group is undertaking an equity raise (subject now only to shareholder approval) to fund 
the cash element of the initial consideration ($354m) and expects the deferred cash 
consideration ($345m) to be funded from operational cash generation – but has in place a 
standby facility from Kape’s major shareholder Unikmind which covers both Kape’s existing 
bank debt and the deferred payments shown above.  

Price paid 

The price equates to some 12.5x historic (2020) Adjusted EBITDA based on IFRS figures (see 
below), and just under 3.5x historic (2020) revenues.  We believe that, given the growth 
rates being achieved, the market opportunity and the clear opportunities for synergistic 
benefits, this represents both a fair price for the ExpressVPN owners and an attractive deal 
for Kape.  We note that the ExpressVPN investors have been comfortable to accept $250m 
in Kape shares – a strong signal of their belief in the combination.  

We comment further below on the price paid, since the growth in the business and synergy 
potential further reduce the multiples being paid on forward earnings – assuming full 
synergies the 2022E forward multiple for the acquired business falls to around 8x EBITDA. 

Timing 

We understand that the deal, as well as being subject to a General Meeting approval 
process, will require USA Antitrust clearance.  Given that this can take 45-90 days, we have 
made the assumption for modelling purposes that the deal completes on 1 January 2022.  
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Deal rationale and shape of the enlarged group 

In some ways, the reason for the deal is blindingly obvious – it roughly trebles Kape’s 
revenue base, doubles the customer base and almost doubles EBITDA.  Given the deal 
structure, funded mainly though cash, it is dramatically earnings-enhancing in the first year.  

Aside from arguments around financial metrics, the combination also delivers a number of 
specific benefits:  

▪ Genuine global scale and reach – The combined business will be a fully-qualified “tier 
one” provider of cyber security solutions on the global market, with c.6 million 
customers and generating a significant level of profit and cash.  This should allow the 
group to maintain, and build on, its leading position through further investment in 
technology, and/or additional M&A over time 

▪ Significant team of highly-qualified technical staff – ExpressVPN adds just under 300 
new team members to the Kape group, of whom almost half are employed in R&D 
roles…this should allow Kape to not only rationalise and optimise the product portfolio, 
but to develop and evolve new offerings at a rapid pace, and in line with global best 
practice 

▪ Access to founder skillsets – Importantly, ExpressVPN’s two co-founders will also be 
joining Kape, and will have responsibility for managing the ExpressVPN business 

▪ New distribution channels – ExpressVPN has developed a strong partnership base 
among hardware OEMs, with the product pre-installed on Acer, HP and Philips devices, 
among others.  This could provide significant cross-sale opportunities for Kape 

▪ Revenue opportunities – cross-sell and up-sell potential is clear, with a range of 
additional products within the Kape group, and given ExpressVPN’s history of focus on 
just one product line (VPN security) 

▪ Higher ARPU – we understand that ExpressVPN sells for an average price of $99 per 
year – more than double Kape’s existing price point, and offering scope to increase 
prices across the board for Kape’s products as they are sold to end users accustomed 
to these higher price-point solutions from a trusted name in the security world 

▪ Cost reduction – simply eliminating duplication, and rationalising support operations 
(which are run from the Philippines for both businesses) with targeted reductions in 
marketing spend are expected to produce annualised cost savings of $30m per annum, 
of which some $19m is expected during 2022, and the full amount from 2023 onwards 
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H1 2021 results 

Revenues increased 61.9% (up 26.8% on a pro forma basis) to $95.5 million (H1 2020: $59.0 
million), with strong growth in recurring revenues to $59.1 million, up 16.3%. Subscriber 
numbers had grown to 2.7 million by the end of the first half from 2.5 million six months 
earlier. The Digital Privacy segment reported a 17.3% increase in revenue to $49.6 million 
(H1 2020: $42.2 million). The Digital Security segment saw a return to growth with an 
increase in revenue of 10.3% to $18.5 million (H1 2020: $16.7 million), driven by a 19.1% 
growth in revenue from Intego’s Endpoint security products. 

Adjusted EBITDA increased by 75% (19% on a proforma basis) to $28.7 million (H1 2020: 
$16.4 million) with an adjusted EBITDA margin of 30.0% (H1 2020: 27.8%). Operating Profit 
increased 299% to $13.6 million (H1 2020: $3.4 million) while fully adjusted diluted EPS 
increased by 70% to 9.0 cents (H1 2020: 5.3 cents). Kape continued to deliver strong cash 
generation as adjusted operating cashflow increased by 66.7% to $14.6 million (H1 2020: 
$8.8 million).  

The $152.1 million strategic acquisition of Webselenese in March 2021 was a key feature 
of the half year, with the deal bringing Kape a significant broadest audience for consumer 
digital privacy and security, with over 100 million readers. It was earnings accretive, and 
the integration is ‘proceeding rapidly’ with significant benefits - including a reduction in 
average customer acquisition cost – already realised.  

The Group continued to add to its products with, inter alia, the launch of a Privacy First 
Anti-Virus solution for PC. It has also made further good progress in implementing cross-
sell initiatives with the result seen in 12% of new CyberGhost customers and over 20% of 
new Intego users in H1 2021 purchasing more than one product  

Clearly, the post period-end has been dominated by the acquisition of ExpressVPN, with 
guidance that the enlarged group is expected to generate revenues for the year ended 31 
December 2022 of between $610-624 million and proforma Adjusted EBITDA of between 
$166-172 million. 

Changes to estimates 

As described above, we assume that the transaction completes on 1 January 2022, so our 
forecasts for 2021 are unaffected and the 2022 year includes a full 12-month contribution 
from the acquired business.  

There are four key parts to the model changes…the immediate fundraise, the initial 
consideration (cash payment, and share issue at the time of completion), the deferred 
consideration (all cash payments) and finally the consolidation of the acquired business.  
This final part is complicated by the differences between current financial reporting under 
US GAPP and the 2022 financial year which will be reported under IFRS15. 

The table below summarises the overall changes to our estimates -we do not currently 
publish estimates for 2023E, but we expect to include these when Kape publishes its 2021 
results likely in March 2022.  
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CHANGES TO ESTIMATES 

 

Source: Progressive Equity Research Ltd, company information 

 

The assumptions we have made are as follows:  

▪ Immediate issue of new equity to raise $354m in preparation for the cash component 
of the initial consideration.  This adds little to interest income for the year (2021) but 
increases the average share count across the year, resulting in a reduced EPS figure for 
2021. 

▪ Completion of the deal on 1 January 2022, with payment of cash consideration, issue 
of new shares to ExpressVPN shareholders and establishment of deferred consideration 
liabilities 

▪ Payment of the first deferred consideration in January 2023, with the second (and final) 
payment falling outside the scope of our current forecasts 

▪ Inclusion of ExpressVPN for all of calendar 2022, with assumption of growth relative to 
the historic 2020 reported revenue and EBITDA 

▪ Adjustments for both IFRS15 (which reduces the revenue that can be recognised on 
contract signing) and for the fact that ExpressVPN was an existing (major) customer of 
Webselenese….so consolidating ExpressVPN effectively removes the associated 
revenue and EBITDA margin from the overall group figures 

  

US$m unless stated Old New

Change 

(%) Old New

Change 

(%)

Revenue 200.0 200.0 0% 250.0 615.5 146%

Adj EBITDA 74.5 74.5 0% 91.0 167.7 84%

Fully adj PBT 64.3 64.3 0% 83.3 160.1 92%

Fully adj. dil. EPS (c) 25.3 23.4 -7% 32.4 41.0 27%

FY 2021E FY 2022E
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EBITDA “bridge” 

Given the importance of the Adjusted EBITDA figure to many investors, and given the 
number of changes within the figures above, we have produced a “bridge” from our 
previous 2022E Adjusted EBITDA figure to our new estimate. This includes our estimates 
for the effects of IFRS15 and the elimination of what will now be intra-group revenues.   

 
2022E ADJUSTED EBITDA BRIDGE – OLD FORECASTS TO NEW ESTIMATES 

 

Source: Progressive Equity Research Ltd 

 

  

167.7
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What’s in it for ExpressVPN ?  

Kape has, for many years, been expanding through both acquisition and organic delivery.  
This ExpressVPN deal is, by some margin, the largest deal in Kape’s history.  The attraction 
for Kape is clear – and we understand that the attraction for ExpressVPN is related to Kape’s 
existing and historic success.   

▪ Both companies have been highly successful at executing on their growth strategies, 
both (especially PIA within Kape) already benefit from the flexibility of a largely-remote 
workforce, and both use offshore delivery (in the Philippines) for customer support.   

▪ Crucially, Kape already provides a multi-product offering and platform, which could be 
quickly brought to bear on the large ExpressVPN customer base (and through its strong 
distribution network).  This should allow for an expansion of the ARPU achieved by both 
businesses, and for further organic growth over time.  

▪ We understand that, through a combination of these factors, as well as a clear cultural 
alignment, Kape was able to persuade the ExpressVPN founders and shareholders that 
a combination was the logical move.  

It is perhaps for these reasons that Kape has been able to negotiate what appears to be a 
very good price – paying a low-double digit EBITDA multiple for a business with genuine 
global scale, with a very attractive historic growth profile and with significant ongoing 
market opportunity.  

 

Summary and conclusion 

 
This deal is clearly a very major step for Kape.  The group is becoming a material player on 
the world stage for personal security and privacy.  The move is not without risk – the 
consideration is partly deferred but fixed, and the sums payable are considerable.  
Nevertheless, the expansion in the group’s scale and the opportunity for cross-sell and up-
sell, as well as logical cost reductions, should allow the business to easily fund the deferred 
element of the consideration and benefit in terms of strong cash flows and the ability to 
reinvest in products, as well as providing a good long-term opportunity for investors.  
 
We take additional comfort from today’s strong H1 delivery, and look forward to further 
announcements as the transaction moves through the antitrust procedures and towards 
completion.  We may need to adjust our forecasts again, once deal timing is clearer and as 
additional detail is available, but in the meantime we take comfort from the ongoing 
expansion in the digital security market and Kape’s clear ambition to expand and extend 
its role in the market.  
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Financial Summary: Kape Technologies 

Year end: December ($m unless shown)      
      
PROFIT & LOSS 2018 2019 2020 2021E 2022E 
Revenue 52.1  66.1  122.2  200.0  615.5  
Adj EBITDA 10.4  14.6  39.0  74.5  167.7  
Adj EBIT 8.3  11.9  34.1  70.8  164.1  
Reported PBT 3.3  2.8  7.3  46.0  141.5  
Fully adj PBT 8.2  10.6  30.8  64.3  160.1  
NOPAT 7.7  11.1  31.9  63.8  147.7  
Reported Dil EPS (c) (0.3) 1.7  14.8  16.7  36.3  
Fully adj Dil EPS (c) 5.0  6.5  13.5  23.4  41.0  
Dividend per share (c) 0.0  0.0  0.0  0.0  0.0  

      
CASH FLOW & BALANCE SHEET 2018 2019 2020 2021E 2022E 
Operating cash flow 2.2  (1.7) 37.6  52.4  144.1  
Free Cash flow ($m) (7.1) (5.4) 8.4  41.7  132.0  
FCF per share (c) (4.8) (3.6) 4.2  17.1  37.7  
Acquisitions (21.2) (64.3) (58.5) (165.1) (591.0) 
Disposals 0.0  0.0  0.0  0.0  0.0  
Shares issued 0.0  0.0  113.2  386.5  237.0  
Net cash flow (29.1) (70.9) 45.7  263.1  (222.0) 
Overdrafts / borrowings 0.0  (40.2) (38.8) (114.6) (107.9) 
Cash & equivalents 40.4  8.2  49.9  390.9  162.3  
Net (Debt)/Cash 40.4  (32.0) 11.1  276.3  54.3  

      
NAV AND RETURNS 2018 2019 2020 2021E 2022E 
Net asset value 73.0  155.0  228.8  656.0  1,020.0  
NAV/share (c) 51.3  99.2  109.8  221.7  296.7  
Net Tangible Asset Value 36.7  (87.9) 0.8  275.4  (279.0) 
NTAV/share (c) 25.8  (56.2) 0.4  93.1  (81.1) 
Average equity 76.2  114.0  191.9  442.4  838.0  
Post-tax ROE (%) (0.7%) 1.8% 15.0% 9.2% 15.1% 

      
METRICS 2018 2019 2020 2021E 2022E 
Revenue growth 2.9% 26.9% 85.0% 63.6% 207.8% 
Adj EBITDA growth 28.3% 40.3% 167.7% 91.0% 125.3% 
Adj EBIT growth 24.1% 43.5% 186.8% 107.5% 131.6% 
Adj PBT growth 24.8% 28.1% 191.2% 109.1% 148.8% 
Adj EPS growth 33.5% 28.8% 109.1% 73.4% 75.0% 
Dividend growth (100.0%) N/A N/A N/A N/A 
Adj EBIT margins 15.9% 18.0% 27.9% 35.4% 26.7% 

      
VALUATION 2018 2019 2020 2021E 2022E 
EV/Sales 26.2 20.6 11.1 6.8 2.2 
EV/EBITDA 131.3 93.5 34.9 18.3 8.1 
EV/NOPAT 176.5 123.0 42.6 21.4 9.2 
PER 113.1 86.8 41.5 24.0 13.7 
Dividend yield N/A N/A N/A N/A N/A 
FCF yield (0.9%) (0.6%) 0.7% 3.0% 6.7% 

 

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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