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KEY INFORMATION 

Enterprise value £98.6m 

Index/market AIM 

Next news Interims, 9 July 2019 

Gearing 4.5% 
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K3 BUSINESS TECHNOLOGY GROUP IS A 
RESEARCH CLIENT OF PROGRESSIVE 

 

Further progress in the first half 

K3 has delivered a trading update ahead of its 9 July interims.  The 
Group continues to progress well and remains on track to meet 
market expectations for the financial year. Management focus 
remains firmly on cash generation and the update says that 
transformation initiatives continue to come through ‘across all key 
areas of activity’. The RNS notes that results will be more second-half 
weighted than usual, reflecting the bias towards Q4 of software 
licence and maintenance contract renewals, but also a degree of 
Brexit-related disruption. There was some catch up in activity towards 
the end of the first half, which should feed through into increased 
service delivery in H2. K3|Fashion enjoyed an encouraging H1 with a 
combination of new wins and extensions. Significantly, channel 
partners played a key role in four of these deals, and the pipeline 
looks ‘very encouraging’. Global Accounts and Managed Services 
sales continued to grow. K3|Imagine and K3|Cloud, K3’s 
Infrastructure as a Service offering, were launched during the period. 
We leave estimates unchanged ahead of the July results. 

▪ With management’s focus on cash generation and financial 
management, net debt of £5.8m at 31 May 2019 is 32% lower than a 
year ago (31 May 2018: £8.5m), and the announcement says that the 
improving trend is expected to continue.  

▪ K3 has seen some sluggishness in customers’ licence-related decision-
making processes, which consequently affected services activity during 
H1. Importantly, though, the Group saw a catch-up towards the end of 
the half year, when a number of major deals closed, which should help 
services utilisation in H2 and beyond.  

▪ Three new customers were signed for K3|Fashion during the first half 
(including Regatta), while two existing customers significantly increased 
their software licence orders.  Prospects for ‘K3 l fashion‘ received a 
further boost by Microsoft’s recommendation as its preferred ‘add on’ 
for the fashion industry globally.  

▪ K3|Imagine was launched in November 2018 and is expected to make 
a ‘meaningful contribution’ to the Group’s recurring revenue in the 
current financial year The Imagine platform is a material part of the 
group’s push for additional own-IP software sales, which will bring 
higher levels of gross margin and better long-term customer 
relationships and retention. Imagine revenues are now being generated 
from Software applications and Platform access with the potential to 
derive revenue from across the whole K3 customer base. 

100

150

200

250

300

ANALYSTS 

Ian Poulter 

+44 (0) 20 7781 5307 

ipoulter@progressive-research.com   

Gareth Evans 

+44 (0) 20 7781 5301 

gevans@progressive-research.com   

FYE NOV (£M) 2016(I) 2017 (II) 2018 2019E 2020E 

Revenue 89.2 118.2 83.3 88.0 88.0 

Adj EBITA 9.5 -1.7 4.6 5.3 6.0 

Fully adj PBT 8.8 -3.0 4.0 5.3 6.0 

Fully adj dil EPS (p) 22.9 -7.7 6.8 9.2 10.3 

EV/Sales (x) 1.1x 0.8x 1.2x 1.1x 1.1x 

EV/EBITDA (x) 7.7x 39.9x 12.1x 10.5x 9.6x 

PER (x) 9.6x N/A 32.2x 24.0x 21.3x 

Source: Company Information and Progressive Equity Research estimates 

K3 BUSINESS TECHNOLOGY GROUP 

SOFTWARE & COMPUTER SERVICES 

http://www.progressive-research.com/


18 June 2019 

 

 
2 

Financial Summary: K3 Business Technology Group 

Year end: November (£m unless shown)      

      

PROFIT & LOSS 2016(i) 2017 (ii) 2018 2019E 2020E 

Revenue 89.2  118.2  83.3  88.0  88.0  

Adj EBITDA 12.8  2.5  8.1  9.4  10.3  

Adj EBITA 9.5  (1.7) 4.6  5.3  6.0  

Reported PBT 4.5  (16.1) 0.0  2.7  3.4  

Fully adj PBT 8.8  (3.0) 4.0  5.3  6.0  

NOPAT 7.8  (1.4) 3.9  4.4  5.0  

Reported EPS (p) 12.3  (35.3) (1.1) 5.0  6.3  

Fully adj dil EPS (p) 22.9  (7.7) 6.8  9.2  10.3  

Dividend per share (p) 1.8  1.4  1.5  1.7  1.8  

      
CASH FLOW & BALANCE SHEET 2016(i) 2017 (ii) 2018 2019E 2020E 

Operating cash flow 5.5  5.9  8.2  7.2  8.0  

Free Cash flow (2.0) (3.1) 3.4  3.1  3.3  

FCF per share (p) (6.0) (8.2) 7.9  7.1  7.6  

Acquisitions (7.4) (1.0) 0.0  0.0  0.0  

Disposals 0.0  0.0  0.0  0.0  0.0  

Shares issued 13.2  8.4  0.0  0.0  0.0  

Net cash flow 3.8  4.3  3.4  3.1  3.3  

Overdrafts / borrowings (11.6) (6.2) (7.5) (7.5) (7.5) 

Cash & equivalents 2.8  1.9  6.9  10.0  13.4  

Net (Debt)/Cash (8.9) (4.3) (0.6) 2.5  5.8  

      
NAV AND RETURNS 2016(i) 2017 (ii) 2018 2019E 2020E 

Net asset value 73.4  69.7  69.0  70.7  75.9  

NAV/share 203.9  161.1  159.5  163.6  175.7  

Net Tangible Asset Value 2.4  2.5  2.3  1.9  2.6  

NTAV/share 6.6  5.7  5.4  4.3  6.1  

Average equity 74.4  80.6  78.1  72.3  70.0  

Post-tax ROE (%) 10.5% (1.7%) 5.0% 6.1% 7.2% 

      
METRICS 2016(i) 2017 (ii) 2018 2019E 2020E 

Revenue growth 6.9% 32.5% (29.5%) 5.6% 0.0% 

Adj EBITDA growth 17.0% (80.7%) 228.5% 15.3% 10.0% 

Adj EBIT growth 18.0% (90.7%) 558.5% 10.6% 9.6% 

Adj PBT growth 21.8% (134.3%) (231.9%) 33.7% 13.0% 

Adj EPS growth 19.7% (133.6%) (188.6%) 34.1% 13.0% 

Dividend growth 16.7% (20.0%) 10.0% 7.1% 10.0% 

Adj EBIT margins 10.7% (1.4%) 5.6% 6.1% 6.8% 

      
VALUATION 2016(i) 2017 (ii) 2018 2019E 2020E 

EV/Sales (x) 1.1 0.8 1.2 1.1 1.1 

EV/EBITDA (x) 7.7 39.9 12.1 10.5 9.6 

EV/NOPAT (x) 12.6 -71.6 25.4 22.2 19.6 

PER (x) 9.6 N/A 32.2 24.0 21.3 

Dividend yield 0.8% 0.6% 0.7% 0.8% 0.8% 

FCF yield (2.7%) (3.7%) 3.6% 3.2% 3.5% 
 

Source: Company information and Progressive Equity Research estimates 
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Disclaimers and Disclosures 

Copyright 2019 Progressive Equity Research Limited (“PERL”).  All rights reserved.  PERL provides professional equity research 
services, and the companies researched pay a fee in order for this research to be made available.  This report has been 
commissioned by the subject company and prepared and issued by PERL for publication in the United Kingdom only.  All 
information used in the publication of this report has been compiled from publicly available sources that are believed to be reliable; 
however, PERL does not guarantee the accuracy or completeness of this report.  Opinions contained in this report represent 
those of the research department of PERL at the time of publication, and any estimates are those of PERL and not of the 
companies concerned unless specifically sourced otherwise.  PERL is authorised and regulated by the Financial Conduct Authority 
(FCA) of the United Kingdom (registration number 697355). 

This document is provided for information purposes only, and is not a solicitation or inducement to buy, sell, subscribe, or 
underwrite securities or units.  Investors should seek advice from an Independent Financial Adviser or regulated stockbroker 
before making any investment decisions.  PERL does not make investment recommendations.  Any valuation given in a research 
note is the theoretical result of a study of a range of possible outcomes, and not a forecast of a likely share price.  PERL does not 
undertake to provide updates to any opinions or views expressed in this document. 

This document has not been approved for the purposes of Section 21(2) of the Financial Services & Markets Act 2000 of the 
United Kingdom.  It has not been prepared in accordance with the legal requirements designed to promote the independence of 
investment research.  It is not subject to any prohibition on dealing ahead of the dissemination of investment research. 

PERL does not hold any positions in the securities mentioned in this report.  However, PERL’s directors, officers, employees and 
contractors may have a position in any or related securities mentioned in this report.  PERL or its affiliates may perform services 
or solicit business from any of the companies mentioned in this report. 

The value of securities mentioned in this report can fall as well as rise and may be subject to large and sudden swings.  In addition, 
the level of marketability of the shares mentioned in this report may result in significant trading spreads and sometimes may lead 
to difficulties in opening and/or closing positions.  It may be difficult to obtain accurate information about the value of securities 
mentioned in this report.  Past performance is not necessarily a guide to future performance. 


