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Focus on own IP remains key 

K3’s interim results confirm that the Group continues to progress well 
with its transformation strategy. As flagged, the full year results will 
be more second-half weighted than usual to meet market 
expectations for the financial year. We note that, as well as the usual 
bias towards Q4 of software licence and maintenance contract 
renewals, the announcement highlights that the Group closed several 
large contracts and commitments towards the end of H1. Additionally, 
there was some catch-up of previously highlighted delayed contract 
signings around the period end, which should feed through into 
increased service delivery in the second half. Aside from the delays 
within Dynamics, the rest of the business remained on track in H1 with 
Sage and Managed Services particularly pleasing. K3 | Imagine 
launched last year and K3 | Cloud, K3’s Infrastructure as a Service 
offering, launched during the period with the former a ‘cornerstone’ 
of K3’s growth plans and a major focus for the current financial year 
and beyond. We believe that K3 remains well-positioned to make 
further progress. We make no changes to our adjusted estimates and 
look forward to a good second half performance from the Group.  

▪ The positive outlook statement notes that the second half has ‘started 
well’ and the new business pipeline remains strong. 

▪ K3 closed three major new contracts and commitments early in the 
second half and additional orders have been received since. There is 
‘an encouraging near-term new business pipeline’. 

▪ As flagged in June’s trading update, several large contracts closed 
much later than expected, with Brexit causing some disruption, 
impacting services utilisation and income. The Group has now ‘largely 
caught up’ on the outstanding major Supply Chain contract closures. 

▪ K3 has strengthened its sales resource to develop sales of its cloud-
native ‘K3 I Imagine’ suite of applications and other initiatives. 
Management notes the product’s ‘great potential’ for its 3,700 existing 
and new customers alike and expects it to make a ‘meaningful 
contribution’ to the Group’s revenue in the second half, driving Own IP 
sales. 

▪ ‘K3 I fashion’ added three more customers in the period, two of those 
are expected to ramp-up software licence orders over the remainder of 
2019. K3 launched a channel partner model in the UK for ‘K3 I fashion’, 
to further extend its IP footprint. 
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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) 7.5x 38.9x 11.8x 10.3x 9.3x 

PER (x) 9.3x N/A 31.3x 23.4x 20.7x 

Source: Company Information and Progressive Equity Research estimates 

 

 
 Note: (I) FY2016 is a June year end; (II) FY2017 is 17 months to November 2017 

K3 BUSINESS TECHNOLOGY GROUP 

SOFTWARE & COMPUTER SERVICES 

http://www.progressive-research.com/
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H1 2019 results 

Summary KPIs – 6m to 31 May 

 

Source: Company information 

Revenue and gross profit 

In line with management’s guidance on the delays in certain contract signings, K3 has 
reported revenue for the first six months of the current financial year of £38.2 million, 
down 7.7% from £41.4 million in H1 2018. Recurring income from software maintenance 
renewals, support contracts and hosting & managed services, represented 50.0% of the 
total (H1 2018: 45.2%). 

Revenue – 6m to 31 May 

  

Source: Company information 

Gross profit decreased by 9.7% to £19.5 million (H1 2018, £21.6 million), reflecting the 
delayed contract closures, which severely impacted services activity and consequently 
utilisation and services gross margin. Gross profit derived from Own IP of £6.3 million 
represented 32.5% of gross profit, up from 31.5% in H1 2018. 

Gross profit – 6m to 31 May 

  

Source: Company information 

The overall gross margin for the Group decreased from 52.2% to 51.1% predominantly 
reflecting the reduction in Services gross margin from 27.9% in H1 2018 to 21.8% in the 
half year just reported. 

6m to: 31-May-17 31-May-18 31-May-19

Overall Gross Margin 46.8% 52.2% 51.1%

Recurring revenue as % of total 46.7% 45.2% 50.2%

Own IP revenue as % of total 22.6% 21.7% 21.2%

Own IP gross profit as % of total 30.7% 31.5% 32.5%

£m Own IP As % of total

Supply chain / 

Mgd Svcs As % of total

Software licences 1.8 22% 3.2 11%

Services 0.5 6% 11.9 40%

Recurring 5.1 63% 14.1 47%

Hardware/other 0.7 9% 0.9 3%

Total 8.1 30.1

£m Own IP As % of total

Supply chain / 

Mgd Svcs As % of total

Software licences 1.6 25% 1.8 14%

Services 0.4 6% 2.3 17%

Recurring 4.0 63% 8.8 66%

Hardware/other 0.3 5% 0.4 3%

Total 6.3 13.2
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Gross margin analysis – 6m to 31 May 

 

Source: Company information 

 

Profits and earnings 

Support costs continue to reflect the centralised management of resources and 
expenses, such as the global costs of the Group’s finance, IT, legal, human resource 
functions as well as Board and PLC costs. There was a net increase in cost in the period 
as further internal efficiencies only partially offset investment in IT security. Adjusted 
profit from operations of £0.8 million was a reduction from the £1.7 million reported in 
the comparative period during H1 2018 mainly as a result of the lower margin in 
Services.  Exceptional costs of £0.3 million in H1 2019 compared to £0.7 million in H1 
2018 while, in combination, amortisation of acquired intangibles and share-based 
payments reflected similar amounts (£1.5 million) across the two periods. After those 
items, the reported loss from operations of £1.0 million in the first half compared to £0.5 
million in H1 2018. 

After finance expenses of £0.4 million (H1 2018: £0.5 million), adjusted profit before tax 
for the period was £0.4 million (H1 2018: £1.2 million) while the reported loss before tax 
for the period was £1.5 million (H1 2018: loss of £1.0 million). 

Adjusted earnings per share of 0.0p compared to 1.4p in H1 2018. 

Improving cash flow 

At 31 May 2019, net debt stood at £5.7m (31 May 2018: £8.5m), reflecting 
management’s continued focus on improving cash generation and managing working 
capital balances in combination with ‘better internal processes, improved deal and 
resource allocation evaluation, as well as incentivisation’. 

Dividend 

The announcement says that the Board intends to propose only a final (and total) 
dividend for the year to 30 November 2019 which ‘is anticipated to show a year-on year 
uplift in line with the Board’s confidence in K3’s future prospects’. 

 

 

 

6m to: 31-May-18 31-May-19 31-May-18 31-May-19

Software licences 94.0% 91.5% 54.8% 56.0%

Services 49.7% 83.8% 26.7% 19.0%

Recurring 79.0% 78.0% 64.7% 62.3%

Hardware/other 44.1% 39.6% 20.6% 38.2%

Overall 75.9% 78.0% 45.7% 43.8%

Own IP Supply chain / Mgd Svcs
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Segmental split 

Further to the Group performance and the segmental revenue and gross profit numbers 
highlighted in the tables, we provide an overview of the performance of the two segments 
below. 

Supply Chain Solutions & Managed Services  

Supply Chain Solutions & Managed Services – H1 2019 

 

Source: Company information 

The core offering is based on the Microsoft Dynamics suite of software as well as 
SYSPRO and Sage solutions. 

▪ Services revenues were down as a result of the delays in the closure of new Microsoft 
Dynamics deals which also resulted in lower services utilisation 

▪ Revenue down 7% to £30.1m (H1 2018: £32.4m) 

▪ Gross profit decreased by 10.8% to £13.2 million (H1 2018: £14.8m) 

▪ Services gross margin decreased to 19.0% (H1 2018: 26.7%). 

▪ Global Accounts, including the IKEA relationship, continued to grow in conjunction 
with further expansion of the IKEA franchisee network into new geographies. The 
first new franchisee and project in South America. 

▪ There is also still more opportunity to deepen relationships within the IKEA 
ecosystem. 

▪ Following the opening of the new office in Kuala Lumpur to service more efficiently 
the Far Eastern growth opportunities, K3 has added further resource. The office 
generated earlier levels of chargeability than expected. 

▪ Own IP sales in Global Accounts gained impetus with further sales of ‘K3 I 
dataswitch’ and the first sales of ‘K3 I Imagine’ warehouse solutions. 

Own IP  

Own IP – H1 2019 

 

Source: Company information 

 

Six months to 31 May 2018 2019 2018 2019 2018 2019

Software licences 3.1 3.2 1.7 1.8 54.8% 56.0%

Services 14 11.9 3.7 2.3 26.7% 19.0%

Recurring  14.1 14.1 9.1 8.8 64.7% 62.3%

Hardware and other 1.2 0.9 0.3 0.4 20.6% 38.2%

Total 32.4 30.1 14.8 13.2 45.7% 43.8%

Revenue (£m) Gross profit (£m) Gross margin 

Six months to 31 May 2018 2019 2018 2019 2018 2019

Software licences 2.4 1.8 2.2 1.6 94.0% 91.5%

Services 0.8 0.5 0.4 0.4 49.7% 83.8%

Recurring  4.6 5.1 3.7 4 79.0% 78.0%

Hardware and other 1.2 0.7 0.5 0.3 44.1% 39.6%

Total 9.0 8.1 6.8 6.3 75.9% 78.0%

Revenue (£m) Gross profit (£m) Gross margin
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Own IP encompasses K3-authored software that enriches its established third party 
offerings based on Microsoft, SYSPRO and Sage (such as the K3 l fashion and K3 l 
Pebblestone products) and K3’s own IP portfolio with its stand-alone ‘point’ solutions. 
The latter includes DdD Point of Sales and the K3 l Imagine platform and modules. The 
development of Imagine, K3’s cloud-native, ERP agnostic platform allows it to integrate 
leading-edge ‘module’ solutions into customers’ existing infrastructure quickly and 
efficiently. 

▪ Total revenue total revenue of £8.1 million (H1 2018: £9.0 million). 

▪ ‘K3 I imagine’ revenue in H1 2019 was £0.3 million (H1 2018: nil). 

▪ Recurring revenues from Own IP increased to £5.1 million (H1 2018: £4.6 million) 
reflecting growth in stand-alone agnostic IP solutions. 

▪ Recurring revenue is expected to continue to grow as the Group commercialises ‘K3 
I Imagine’ which should also benefit sales of ‘K3 I dataswitch’. 

▪ Revenue from software licence sales decreased to £1.8 million (H1 2018: £2.4 
million) due to the aforementioned delays to expected deals and follow-on orders. 

▪ Three new customers for ‘K3 I fashion’ were added in the first half, including Regatta. 

▪ Licence revenue is expected to increase as further orders as roll-outs proceed. 

▪ The number of customers expanded by 12% in H1 2019 and the announcement says 
that the ‘pipeline is good and of a high quality’.  

Estimates 

We note the Board’s view that K3 remains on track to meet market expectations for the 
full year and that the second half will include significant licence and maintenance 
contract renewals where renewal rates are very high – around 98%. Consequently, aside 
from reflecting the H1 restructuring costs in our full year estimates for the current period, 
we leave our adjusted numbers unchanged, additionally noting the flagged second half 
weighting of performance following the catch-up on the outstanding delays towards the 
end of the first half.  

Estimate changes 

 

Source: Progressive Equity Research estimates 

 

 

£m unless stated Est Act Diff (%) Old New

Change 

(%)

Revenue 88.0 88.0 0.0% 88.0 88.0 0.0%

Adj EBITA 5.3 5.3 0.0% 6.0 6.0 0.0%

Reported PBT 2.7 2.4 -11.1% 3.4 3.4 0.0%

Fully adj PBT 5.3 5.3 0.0% 6.0 6.0 0.0%

Fully adj dil EPS (p) 9.2 9.2 0.0% 10.3 10.3 0.0%

FY 2019E FY 2020E



9 July 2019 

 

 
6 

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  2.4  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) 4.5  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  6.9  8.0  

Free Cash flow (2.0) (3.1) 3.4  2.9  3.3  

FCF per share (p) (6.0) (8.2) 7.9  6.6  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  2.9  3.3  

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

Cash & equivalents 2.8  1.9  6.9  9.8  13.1  

Net (Debt)/Cash (8.9) (4.3) (0.6) 2.2  5.6  

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

Net asset value 73.4  69.7  69.0  70.5  75.7  

NAV/share 203.9  161.1  159.5  163.0  175.1  

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) 7.5 38.9 11.8 10.3 9.3 

EV/NOPAT (x) 12.3 -69.7 24.7 21.6 19.1 

PER (x) 9.3 N/A 31.3 23.4 20.7 

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

FCF yield (2.8%) (3.8%) 3.7% 3.1% 3.6% 
 

Source: Company information and Progressive Equity Research estimates 

Note: (i) FY2016 is a June year end; (ii) FY2017 is 17 months to November 2017 
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