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Encouraging H1 with strong revenues 

Focus on K3’s own Intellectual Property 

Strong revenue growth of 21% in H1 15 was flagged in January’s 
trading update and reflects the continuing success of the Group’s 
AX solution in particular. Adjusted profit from operations was up by 
14% and Adjusted EPS increased by 9%. Net debt stood at £12.07 
million at the end of H1 15. Software licence sales increased to a 
record high with related services income also growing well on the 
back of deals closed in FY14. The business continues to see the 
cost pressures that it has previously mentioned but is starting to see 
the benefits of management action on training and outsourcing. For 
the first time, K3’s segmental reporting is by industry sector: Retail, 
and Manufacturing & Distribution. There is also useful detail on 
sales of K3’s own intellectual property where margins are higher 
than the Group average. Having increased estimates in January, we 
make no further changes to our numbers apart from increasing net 
debt expectations for FY15 and FY16. 

 After good growth in the second half of the last financial year, H1 15 
represents an encouraging performance as it reflects the investment 
previously made and the management team’s strategic focus on 
expanding its reseller channels while improving sales of its existing 
software products. 

 As K3 continues to develop broader channels to market for its ax|is 
product, the previously announced accreditation of membership of 
Microsoft's Global Independent Software Vendor programme is 
proving to be useful. 

 H1 15 contained an additional £1.2m of personnel costs. Much of this 
was in management and sales resources across the group to support 
future growth. K3 has previously noted higher costs of people needed 
to implement new contracts – especially in relation to AX. A reduced 
gross margin of 51% (H1 14: 55%) reflects this. Pleasingly, in-house 
training and near shore resourcing is starting to mitigate this pressure.  

 Total revenue of £41.67 million comprised £19.63 million from Retail 
and £22.04 million from Manufacturing & Distribution. Within that, K3 
product revenue (licence and related) increased by 30% in H1 15 to 
£9.07 million with a 64% Gross Margin (H1 14, 65%).   
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FYE JUNE 2012 2013 2014 2015E 2016E 

Revenue 68.0 63.5 72.0 81.5 89.6 

Adjusted EBITDA 12.9 7.3 9.9 11.6 13.3 

Adjusted PBT 10.0 4.4 6.6 8.1 9.8 

Adjusted EPS 24.4 13.9 18.4 20.4 24.7 

EV/Sales 1.3x 1.4x 1.2x 1.1x 1.0x 

EV/ Adj. EBITDA 6.6x 11.8x 8.7x 7.4x 6.4x 

P/E 9.3x 16.4x 12.4x 11.1x 9.2x 

Dividend yield (%) 0.4% 0.4% 0.5% 0.7% 0.8% 

Source: Company Information and Progressive Equity Research estimates 

K3 BUSINESS TECHNOLOGY GROUP 

SOFTWARE AND COMPUTER SERVICES 
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H1 15 numbers 

Revenues in H1 15 increased by 21% (a touch better than the 20% mentioned in 
January’s trading update) to £41.67 million and adjusted profit from operations rose by 
14% to £4.11 million.  The level of product licence revenues from K3’s own intellectual 
property grew to £4.89 million (H1 14, £4.11m) accounting for 18% of all product 
licence revenue. Overall, Group recurring revenues accounted for 48% of the total and 
rose by 11% on the prior period to £19.84 million (H1 14, £17.91 million).  

As we note elsewhere, expected investment costs affected margins with the Group 
Gross Margin of 51% showing a reduction from H1 14’s 55%. However, the amount of 
Gross Margin – some £21.11 million – was an increase of 11% on the comparator 
period given the strong level of revenue growth.  

Adjusted profit from operations increased by 14% to £4.11 million (H1 14, £3.61m). 
Adjusted earnings per share rose by 9% to 8.4p (H1 14, 7.7p). In line with previous 
policy, no interim dividend was declared but the Directors intend to propose a final 
dividend with the results for the full financial year 

Net debt 

Net debt at 31 December 2014 was £12.07 million compared to £9.91 million a year 
earlier and £13.63 million at the end of June 2014 after a working capital outflow in the 
period of £1.16 million. Expenditure on fixed assets and a small acquisition cost a 
further £0.78m. As usual, cash generation in H1 benefited from the SYSPRO licence 
and support contract renewals. Additional three year duration loan facilities were 
agreed in August 2014. With net debt at the end of H1 15 running higher than we had 
anticipated, we increase our expectations to £14.2 million for FY15 and £9.3 million for 
FY16. 

Overview and outlook 

The new divisional reporting emphasises the progress which K3 has made in 
developing its new products and underscores the importance of its own intellectual 
property in driving future recurring revenues. The higher margins that come with the 
latter are supporting the rationale behind the focus on K3’s own intellectual property. It 
is also interesting to note that growth in revenue from software licence renewals and 
support contracts has been ‘assisted by reduced attrition across most platforms’. On 
that point, we note the 98% renewal rate of SYSPRO maintenance and support 
contracts. 

Although there are clear cost pressures in terms of the lack of personnel with the 
required skills to implement new contracts (with the AX products in particular), they 
have been well flagged by management over the last couple of years and are 
associated with the fast-growing market which K3 is exploiting. Importantly, action 
taken by management and investment in training and outsourcing are starting to act as 
a counterbalance to that expense. 

K3 expects its Retail business to continue to generate a good level of contracted 
services revenues which ‘will continue to come through in the second half of the 
financial year’. The new deal pipeline at the period end stood at £26.3 million (H1 14, 
£38.0 million). The reduction reflects the strong conversion rate of last year’s pipeline. 

The announcement notes that the outlook for the Manufacturing & Distribution 
business ‘remains encouraging’. New products, new channel partners and an upgrade 
to K3’s NAV distribution product are all helping. That is already reflected in the pipeline 
for this division which has increased by 22% to £29.0 million (H1 14, £23.8 million). 
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New segmental reporting - Retail 

Retail (£m) 

 

Source: K3 information 

 

H1 15 highlights 

 Total sales up 34% to £19.63 million, driven by ax|is and NAV products. 

 Recurring revenues increased by 40% to £6.78 million and accounted for 35% of 
total retail sales. 

 K3’s Retail Intellectual Property produced revenue of £6.94 million in FY15 at a 
Gross Margin of 55.4% compared to an average 43.6% for the Retail division. 

 Software sales rose by 20% to £4.08 million 

 Software related services revenue improved by 38% to £7.63 million. Gross margin 
of 21% on this reflected the high cost of AX project delivery – now being mitigated 
by near-shore resource and in-house training initiatives. 

 New orders down to £6.8 million (H1 14, £10.0 million) but first new orders for AX 
via international partner channel won. 

 Total value of sales from partner channel across all solutions was £2.26 million (H1 
14, £1.27 million). 

 Dutch fashion and retail markets continue to be ‘very slow’. 
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New segmental reporting - Manufacturing & Distribution 

Manufacturing & Distribution (£m) 

 

Source: K3 information 

Highlights 

 H1 15 revenues up by 11% to £22.04 million (H1 14, £19.79 million). 

 Software sales up 54% to £3.54 million (H1 14, £2.30 million). 

 K3’s Manufacturing & Distribution Intellectual Property produced revenue of £2.13 
million in FY15. Notably, the Gross Margin of 91.8% compares to an average of 
56.9% for the Manufacturing & Distribution division. 

 Strong performance from SYSPRO where recurring revenues still very high at 98% 
and renewals remain H1 weighted. 

 Two large wins for AX and NAV solutions. 

 Increased Sage sales. 

 H1 15 new orders up to £5.50 million (H1 14, £2.16 million). 

 Adjusted profit from operations down 4% from £3.54 million to £3.40 million 
reflecting higher (people) costs of delivery. 

 Gross Margin 56.9% (H1 14, 66.0%). 

 Recurring revenues flat at £13.06 million (but still 59% of total) with competition in 
lower tiers of K3’s Sage offering. 

 Hosting and managed services activities expected to enjoy a stronger H2 15. 
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FINANCIAL SUMMARY 

 

Source: K3 information, Progressive Equity Research estimates 

 

 

 

Year ended Jun FY-12 FY-13 FY-14 FY-15 FY-16

£m £m £m £m £m

Profit & Loss Act Act Act Est Est

Revenue £m 68.0 63.5 72.0 81.5 89.6

Adj EBITDA £m 12.9 7.3 9.9 11.6 13.3

Adj EBIT £m 11.4 5.2 7.3 8.9 10.6

Reported PBT 6.0 0.5 1.9 4.9 6.7

PBT before exceptionals and AAG 10.0 4.4 6.6 8.1 9.8

Fully adj PBT 10.1 4.4 6.6 8.1 9.8

NOPAT £m 8.0 3.6 5.1 6.2 7.4

Reported EPS 19.8 4.2 8.1 12.3 16.9

EPS before exceptionals and AAG 24.3 10.4 20.8 20.4 24.7

Fully adj EPS 24.4 13.9 18.4 20.4 24.7

Dividend per share p 1.00 1.00 1.25 1.50 1.75

Cash flow & Balance sheet

Operating cash flow 7.3 8.0 6.3 6.3 12.0

Free Cash flow £m 3.6 3.9 2.3 1.0 6.7

FCF per share p 12.4 13.2 7.4 3.2 21.1

Capex -3.2 -4.6 -4.5 -4.0 -4.0

Acquisitions -7.1 -1.9 -0.1 0.0 0.0

Net cash flow -5.4 -0.8 0.0 -0.7 4.9

Shares issued 5.0 2.7 0.3 0.0 0.0

Net cash -15.7 -13.8 -13.6 -14.2 -9.3

Metrics FY-12 FY-13 FY-14 FY-15 FY-16

Revenue growth 28.7% -6.5% 13.3% 13.3% 9.8%

Adj EBITDA growth 22.4% -43.9% 35.8% 17.8% 14.6%

Adj EBIT growth 18.4% -54.7% 41.9% 21.7% 19.1%

Adj PBT growth 15.7% -56.0% 49.1% 22.6% 20.9%

Adj EPS growth 7.2% -43.2% 32.8% 11.1% 20.9%

Dividend growth 33.3% 0.0% 25.0% 20.0% 16.7%

Adj EBIT margins 16.8% 8.1% 10.2% 10.9% 11.9%

Operating cash conversion 56% 110% 63% 54% 90%

Capex/Depreciation 206% 219% 176% 148% 148%

Valuation FY-12 FY-13 FY-14 FY-15 FY-16

EV/sales 1.3 1.4 1.2 1.1 1.0

EV/EBITDA 6.6 11.8 8.7 7.4 6.4

EV/NOPAT 10.8 23.8 16.7 13.8 11.6

PER 9.3 16.4 12.4 11.1 9.2

Dividend yield 0.4% 0.4% 0.5% 0.7% 0.8%

FCF yield 5.5% 5.8% 3.2% 1.4% 9.3%
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Disclaimers and Disclosures 

Copyright 2015 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.

 


