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Market Cap: £66.1m 

 

SHARE PRICE (p) 
 

 

12m high/low 230.0p/106.74p 

Source: LSE Data 

 

KEY INFORMATION 

Enterprise value £80m 

Index/market FTSE AIM 

Next news FY14 results, Sept 2014 

Gearing 21% 

Interest cover 12.2x 

 

K3 BUSINESS TECHNOLOGY IS A 
RESEARCH CLIENT OF PROGRESSIVE 

 

In-line trading update 

K3 has issued a trading update for the year to June 2014, which is 
described as being in line with market expectations.  This is the 
result of good progress made in H2, with the Microsoft-based 
Dynamics AX product seeing good demand, and other areas of the 
group also trading ahead of the prior year.   

 The Microsoft ax | is product is showing material strength – description 
of “further major orders”, of which we may hear more detail in the full 
results announcement in September.  This platform is the group’s 
flagship suite for high-end retail customers, and has seen significant 
investment over recent years.  The group is now beginning to see a 
return on this investment, and Microsoft is described as being “highly 
supportive” of K3 as it works to evolve a global channel.   

 Other areas of the group are described as showing “year-on-year” 
progress; we hope to see further extension of the IKEA relationship, 
additional Managed Services sales, and a steady monetisation of the 
SYSPRO infrastructure. 

 Recurring revenue is up year-on-year, which helps improve “quality” of 
earnings.  Net debt is slightly higher than our expectation, at c.£13.6m 
(we had forecast £11.9m) but there is reassuring comment that the 
level of debt is expected to reduce in H1.   

 

This update is relatively brief, and gives little away in terms of detail; we 
will have to wait for the full year results announcement in mid September.  
Nevertheless, it is clear that the group is continuing to see the fruits of its 
multi-year labour in developing ax | is.  This product, and the apparent 
level of support from Microsoft, will both increase the average deal size, 
and increase the level of owned software within customer solutions.   

K3 is beginning to play a materially different role in the eyes of customers 
and partners.  FY14 perhaps has shown an element of this elevation, but 
we would hope for additional evidence (both in terms of profitability and 
otherwise) during the course of FY15 and beyond. 
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FYE JUNE 2011 2012 2013 2014E 2015E 

Revenue 52.8 68.0 63.5 71.5 77.5 

Adjusted EBITDA 10.6 12.9 7.3 9.8 10.5 

Adjusted PBT 8.7 10.0 4.4 6.9 7.6 

Adjusted EPS 22.8 24.4 13.9 17.7 19.6 

EV/Sales 1.5x 1.2x 1.3x 1.1x 1.0x 

EV/ Adj. EBITDA 7.6x 6.2x 11.0x 8.2x 7.6x 

P/E 9.2x 8.6x 15.1x 11.8x 10.7x 

Source: Company Information and Progressive Equity Research estimates 
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FINANCIAL FORECASTS 

Year ended June FY-11 FY-12 FY-13 FY-14 FY-15 

 
£m £m £m £m £m 

Profit & Loss Act Act Act Est Est 

Revenue £m 52.8 68.0 63.5 71.5 77.5 

Adj EBITDA £m 10.6 12.9 7.3 9.8 10.5 

Adj EBIT £m 9.6 11.4 5.2 7.8 8.5 

Reported PBT 4.9 6.0 0.5 2.3 4.1 

PBT before exceptionals and AAG 8.7 10.0 4.4 6.9 7.6 

Fully adj PBT 8.7 10.1 4.4 7.0 7.7 

NOPAT £m 6.7 8.0 3.6 5.4 6.0 

Reported EPS 16.7 19.8 4.2 5.9 10.5 

EPS before exceptionals and AAG 22.7 24.3 10.4 17.6 19.4 

Fully adj EPS 22.8 24.4 13.9 17.7 19.6 

Dividend per share p 0.8 1.0 1.0 1.1 1.2 

Cash flow & Balance sheet 
     Operating cash flow 5.6 7.3 8.0 8.8 9.5 

Free Cash flow £m 2.4 3.6 3.9 4.2 4.9 

FCF per share p 8.9 12.4 13.2 13.3 15.6 

Capex -2.1 -3.2 -4.6 -3.5 -3.0 

Acquisitions -5.4 -7.1 -1.9 -0.4 -0.4 

Net cash flow -4.2 -5.4 -0.8 1.9 3.1 

Shares issued 0.2 5.0 2.7 0.0 0.0 

Net cash -15.5 -15.7 -13.8 -11.9 -8.8 

                  

Metrics FY-11 FY-12 FY-13 FY-14 FY-15 

Revenue growth 20.4% 28.7% -6.5% 12.6% 8.4% 

Adj EBITDA growth 27.4% 22.4% -43.9% 34.5% 7.5% 

Adj EBIT growth 28.8% 18.4% -54.7% 50.4% 9.5% 

Adj PBT growth 31.5% 15.7% -56.0% 56.9% 10.5% 

Adj EPS growth 22.7% 7.2% -43.2% 27.9% 10.5% 

Dividend growth 50.0% 33.3% 0.0% 10.0% 9.1% 

Adj EBIT margins 18.2% 16.8% 8.1% 10.9% 11.0% 

Operating cash conversion 53% 56% 110% 90% 90% 

Capex/Depreciation 218% 206% 219% 175% 150% 

                  

Valuation FY-11 FY-12 FY-13 FY-14 FY-15 

EV/sales 1.5 1.2 1.3 1.1 1.0 

 
EV/EBITDA 
 

7.6 6.2 11.0 8.2 7.6 

EV/NOPAT 11.9 10.0 22.1 14.7 13.4 

PER 9.2 8.6 15.1 11.8 10.7 

Dividend yield 0.4% 0.5% 0.5% 0.5% 0.6% 

FCF yield 4.2% 5.9% 6.3% 6.3% 7.4% 

  

Source: Progressive Equity Research estimates 



14 July 2014 

 

 
3 

Disclaimers and Disclosures 

Copyright 2014 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 not regulated by the Financial Conduct Authority 
(FCA). 

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.  This document is a marketing communication under FCA Rules.  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. 


