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COMPANY DESCRIPTION 

K3 is a leading global supplier of integrated 
business solutions to retailers, manufacturers 
and distributors. 

www.k3btg.com 
 

Platform for growth in place 
K3’s results for the year to the end of November 2020 reflect a period in 
which its retail solution sales were impacted by COVID-19. They also reflect 
significant honing of the focus of the business with two non own IP divisions 
– the UK Dynamics business placed in administration in 2020 and Starcom, 
sold in February 2021 – treated as discontinued businesses in the numbers. 
The continuing businesses reported revenues down 2.5% with the 
recurring/predictable element of that increasing during the year. With the 
Starcom disposal strengthening the Balance Sheet, the new CEO, Marco 
Vergani, starts his tenure with the opportunity to apply his strong track 
record of driving sales growth to those continuing businesses. We believe 
that K3 now has a good platform on which to move forward and deliver 
further improvement in SaaS revenues, with investment and its growth 
strategy focused on its own IP products and its Global Accounts businesses. 

▪ These results reflect the challenges of the pandemic which the Group has 
faced and which have affected the sales and adoption of new, and 
developing, K3|Imagine solutions. They also show the resilience that the 
Group’s relative diversification, both geographically and by market 
vertical, has had in enabling the continuing businesses to hold up well. 

▪ Revenue from continuing operations of £48.8m in FY 2020 compares to 
£50.1m in FY 2019. Gross profit numbers were £28.7m and £28.8m for 
those respective periods and, in our view, represented a satisfying 
performance given the operating environment. Legacy products and the 
outlook for the Sage business have spawned £16.9m of noncash 
exceptional impairment charges. Given the investment in the Group’s 
strategy, it is suspending dividend payments for the foreseeable future. 

▪ The Group now comprises Own-IP, Global Accounts and Third-Party 
products. The outlook comments state that trading so far in the new 
financial year has been ‘in line with the same period last year’ – one which 
had not seen the effects of the pandemic. 

▪ In the first quarter of K3’s current financial year, £1.5m of contracts have 
been closed for K3|fashion with both European and US retailers. That 
compares to £1.4m signed during the whole of FY 2020. So far, a total 
contract value of £0.5m of new contracts have been signed for 
K3|Imagine while Global Accounts is ‘maintaining momentum’. 
Management continues to review market opportunities for K3|Imagine 
and ‘remain excited’ about its growth potential.   

Note: (I) FY2016 is a June year end; (II) FY2017 is 17 months to November 2017. 2019 and 2020 
show continuing businesses.  
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FYE NOV (£M) 2016(I) 2017 (II) 2018 2019 2020 

Revenue 89.2 118.2 83.3 50.1 48.8 

Adj EBITDA 12.8 2.5 8.1 7.1 4.0 

Fully adj PBT 8.8 -3.0 4.0 2.1 -1.7 

Fully adj dil EPS (p) 22.9 -7.7 6.8 2.6 -4.8 

EV/Sales (x) 0.8x 0.6x 0.9x 1.5x 1.6x 

EV/EBITDA (x) 5.9x 30.7x 9.3x 10.6x 19.1x 

PER (x) 7.5x N/A 25.2x 65.2x N/A 

Source: Company Information and Progressive Equity Research estimates. 
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2  K3 Business Technology Group 

FY 2020 results and beyond 

K3 now 

K3’s continuing businesses represent its core profitable business units and the Group’s 
strategy remains focused on growing own-IP sales, and on the potential of the K3|imagine 
platform and applications. 

Own IP 

K3’s Own-IP business includes: 

▪ IP embedded within third-party solutions such as K3|fashion and K3|pebblestone; 

▪ K3|Imagine, its cloud-native platform, solutions, and apps, with its integration engine, 
K3|dataswitch; and 

▪ Other stand-alone point solutions and apps. 

The Own-IP business has its main opportunity to benefit from SaaS revenue and higher 
margins from the K3|Imagine platform and applications. K3|fashion is a key product and 
one which is now sold via channel partners (who are also responsible for implementations) 
across all K3’s markets. Similarly, the sales route in the UK for the K3|pebblestone product 
is now also through channel partners. 

The announcement highlights that the appointment of a new CEO and the effects of the 
pandemic mean that management will re-evaluate market strategy to ensure that it is 
investing in market segments with attractive long-term growth opportunities. The 
K3|Imagine suite is relevant for existing customers using legacy technology who wish to 
migrate and also gives the Group an opportunity to cross-sell into Global Accounts and 
other customers. The outlook statement in the announcement notes that initiatives to 
promote the migration of key customers on legacy POS solutions to the K3|Imagine retail 
suite ‘are in planning and development’. 

Global Accounts 

The Global Accounts business is seeing good growth. It supports Inter IKEA Systems B.V., 
which is the owner and franchisor of the IKEA concept, and the Inter IKEA Concept 
franchisees. K3 continues to invest in supporting the growth of the IKEA franchises network 
and expects to see continued growth, including within the newer geographies. 

Third-Party products 

The Third-Party solutions business contains K3’s SYSPRO and Sage products which are sold 
in the UK. The former has core markets in manufacturing and distribution. K3 sees 
‘significant earnings and cash flows’ from annual software licence, support, and 
maintenance renewals from its installed customer base. The results announcement notes 
that Sage and SYSPRO suffered from ‘sluggish new business’ as a result of both Brexit and 
coronavirus – although the prospects for the SYSPRO business are beginning to improve. 
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3  K3 Business Technology Group 

Results from continuing activities 

Given the change in the shape of the Group following the action taken on the Dynamics 
business and the subsequent sale of Starcom, K3’s segmental analysis now reflects its three 
main businesses. 

 
Business results 

  

Source: Company information, Progressive Equity Research 

 

Revenue 

In FY 2020, K3 reported revenue from continuing operations of £48.8m (FY 2019: £50.1m) 
within which, recurring or predictable revenue accounted for 76.2% of the total revenue 
(FY 2019: 73.2%). Recurring or predictable revenue is defined as contracted support, 
maintenance and services revenues with a frame agreement of two years or more as 
percentage of total revenue. 

Revenue by type (£m) 

  

Source: Company information, Progressive Equity Research 
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4  K3 Business Technology Group 

Own IP revenues of £16.1m compared to £17.9m in FY 2019. It is worth noting, in our view, 
that, despite the pressures on the retail sector in the second half of K3’s FY 2020, £1.4m of 
contracts for K3|fashion were closed during FY 2020 (FY 2019: £2.4m). The K3|Imagine 
platform and its applications are provided on both a Platform-as-a-Service (“PaaS”) and 
SaaS basis although retail solution sales were obviously affected by coronavirus restrictions 
and poor trading conditions that have continued into the current year. That said, £1.0m of 
contracts were closed over the year compared to £0.3m in FY 2019. 

Global Accounts’ revenues increased by 9.7% to £17.3m - a strong performance reflected 
as K3 supported the expansion of the IKEA franchisee network into new geographies such 
as South and Central America, mainly driving services income. As the Group has previously 
noted, its Far Eastern customers were impacted by COVID-19 for less time than those in 
the west.  

Third-Party product revenues were down 6.7% from £16.5m in FY 2019 to £15.4m in FY 
2020. Crucially, annual renewal rates of software licences and maintenance contracts 
during the critical October period were at normal high levels. As we note elsewhere, the 
UK reseller market was affected by the coronavirus crisis and Brexit uncertainty as 
customers’ growth aspirations were curtailed. K3’s manufacturing customer base, which is 
mainly SYSPRO, showed more resilience and, although services income was impacted by 
the closure of some customer sites, new business discussions continued. Its retail and 
distribution customer base (mainly Sage) was more disrupted and new opportunities less 
easy to come by. Unsurprisingly, therefore, £4.7m of the Group’s Goodwill impairment 
charge relates to the Sage business unit.  

Gross profit 

Group gross profit for the financial year was £28.7m versus £28.8m in FY 2019 while the 
gross margin increased to 58.8%. The split between the businesses is shown in the chart 
above. 

Expenses 

Administrative expenses increased to £48.5m in FY 2020 (FY 2019: £28.7m) including an 
exceptional noncash impairment charge of £16.9m.That charge reflected a review of K3’s 
legacy and non-own IP products in light of its strategic focus on developing its own-IP 
products. 

Underlying support and admin expenses increased by 14.4% to £24.7m (FY 2019: £21.6m) 
as investment in commercial and product development resource continued. Adjusted 
EBITDA from continuing businesses decreased to £4.0m from £7.2m in FY 2019 reflecting 
that investment, the effects of COVID-19 and lower fashion software sales. 

Adjusted EBITDA and Operating loss 

This chart shows the various elements that took adjusted EBITDA from £4.0m to an 
operating loss of £19.8m. 
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5  K3 Business Technology Group 

Adjusted EBITA to Operating loss bridge (£m) 

  

Source: Company information, Progressive Equity Research 

After finance expenses, the loss before tax from continuing activities was £20.9m in FY 
2020 compared to a loss of £0.7m in FY 2019. The impairment charge is non-tax deductible. 
Otherwise, the tax charge for continuing businesses was just £7k compared to a £0.4m 
charge in FY 2019 leaving an FY 2020 loss after tax for continuing businesses of £20.9m (FY 
2019: loss of £1.1m). 

Discontinued activities 

Discontinued activities relate to the UK Dynamics subsidiary was put into administration 
on 21 April 2020 and the disposal of Starcom Technologies Limited. The former produced 
a loss after tax of £1.0m in FY 2020 (FY 2019: £15.2m) while the latter reported a profit 
after tax of £0.8m in FY 2020 compared to £0.9m in FY 2019. 

EPS 

The reported basic and diluted loss per share was 49.3p in FY 2020 compared to 36.0p in 
FY 2019. The corresponding adjusted basic and diluted per share numbers from continuing 
businesses were a 4.8p loss and 2.6p earnings respectively. 

Financial position 

At the start of the first lockdown in the UK, K3 raised £6.0m in funding, through a 
shareholder loan of £3.0m and a £3.0m increase in its Barclays facilities. K3 ended FY 2020 
with net debt of £1.9m compared to £2.4m as at 30 November 2019.  The position has 
improved further with the sale of Starcom for £14.7m in cash. Subsequently, the Group has 
also agreed an extension to its Revolving Credit Facility with Barclays to March 2022 with a 
requested facility of £3.5m. K3 is also in discussions to convert the £3.0m of shareholder 
loans to equity ‘in the near future’. This leaves the Group better positioned to focus on 
developing its own IP products, particularly the K3|Imagine platform.  
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Financial Summary: K3 Business Technology Group 

Year end: November (£m unless shown)      
      
PROFIT & LOSS 2016(i) 2017 (ii) 2018 2019 2020 
Revenue 89.2  118.2  83.3  50.1  48.8  
Adj EBITDA 12.8  2.5  8.1  7.1  4.0  
Adj EBITA 9.5  (1.7) 4.6  2.9  (0.5) 
Reported PBT 4.5  (16.1) 0.0  (0.7) (20.9) 
Fully adj PBT 8.8  (3.0) 4.0  2.1  (1.7) 
NOPAT 7.8  (1.4) 3.9  2.4  (0.4) 
Reported EPS (p) 12.3  (35.3) (1.1) (36.0) (49.3) 
Fully adj dil EPS (p) 22.9  (7.7) 6.8  2.6  (4.8) 
Dividend per share (p) 1.8  1.4  1.5  0.0  0.0  

      
CASH FLOW & BALANCE SHEET 2016(i) 2017 (ii) 2018 2019 2020 
Operating cash flow 5.5  5.9  8.2  6.1  8.6  
Free Cash flow (2.0) (3.1) 3.4  0.1  2.4  
FCF per share (p) (6.0) (8.2) 7.9  0.2  5.6  
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  (1.8) (0.7) 
Overdrafts / borrowings (11.6) (6.2) (10.2) (10.6) (12.4) 
Cash & equivalents 2.8  1.9  9.6  8.2  9.3  
Net (Debt)/Cash (8.9) (4.3) (0.6) (2.4) (1.9) 

      
NAV AND RETURNS 2016(i) 2017 (ii) 2018 2019 2020 
Net asset value 73.4  69.7  69.0  49.3  29.9  
NAV/share 203.9  161.1  160.6  114.7  69.7  
Net Tangible Asset Value 2.4  2.5  2.3  2.1  1.9  
NTAV/share 6.6  5.7  5.4  4.9  4.3  
Average equity 74.4  80.6  78.1  68.0  52.5  
Post-tax ROE (%) 10.5% (1.7%) 5.0% 3.5% (0.9%) 

      
METRICS 2016(i) 2017 (ii) 2018 2019 2020 
Revenue growth 6.9% 32.5% (29.5%) (39.9%) (2.5%) 
Adj EBITDA growth 17.0% (80.7%) 228.5% (11.9%) (44.5%) 
Adj EBIT growth 18.0% (90.7%) 558.5% (28.8%) (61.8%) 
Adj PBT growth 21.8% (134.3%) (231.9%) (46.9%) (178.5%) 
Adj EPS growth 19.7% (133.6%) (188.6%) (61.4%) (283.1%) 
Dividend growth 16.7% (20.0%) 10.0% (100.0%)   
Adj EBIT margins 10.7% (1.4%) 5.6% 5.8% (1.1%) 

      
VALUATION 2016(i) 2017 (ii) 2018 2019 2020 
EV/Sales (x) 0.8 0.6 0.9 1.5 1.6 
EV/EBITDA (x) 5.9 30.7 9.3 10.6 19.1 
EV/NOPAT (x) 9.7 -55.0 19.5 31.4 -169.6 
PER (x) 7.5 N/A 25.2 65.2 N/A 
Dividend yield 1.0% 0.8% 0.9% N/A N/A 
FCF yield (3.5%) (4.7%) 4.6% 0.1% 3.3% 

 

Source: Company information and Progressive Equity Research estimates 

Note: (i) FY2016 is a June year end; (ii) FY2017 is 17 months to November 2017. 2019 and 2020 show continuing businesses. 
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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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