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K3 BUSINESS TECHNOLOGY GROUP IS A 
RESEARCH CLIENT OF PROGRESSIVE 

 

Short term trading pressure 

K3 has this morning published a trading update; there has been 
weakness in December trading as customers continue to adopt 
subscription-driven Cloud-based models.  This trend, combined with 
a number of contract slippages, has impacted H1, and management 
are not confident of making up the shortfall in H2.  We downgrade 
our 2017E estimates by 18% at the Adj EBITDA level.  We await 
further detail, both in terms of strategic progress and around the 
near-term pressures, with the H1 results due towards the end of 
March.  Clearly this news is a disappointment, but it should not 
divert the group from its ongoing strategic refocus, which is already 
beginning to bear fruit. 

 Trading pressured – we understand that the challenges have mainly 

been experienced in the Enterprise segment, with some deals slipping, 
and other customers opting for consumption-based models which 
result in lower near-term revenues. 

 Strategic evolution continues – the group has recently implemented 

a number of changes to strategic focus and style of delivery, aimed at 
better capitalising on the growing retail software opportunity.  Nothing 
in today’s news detracts from this migration – in fact, it suggests that 
the evolution of strategy is well-timed, and should leave the group 
better positioned to benefit over the medium-to-long term. 

 Changes to forecasts – given the H1 disappointment, and the 
comments around a c.£3.5m EBITDA shortfall for the year, we 
downgrade FY17E EBITDA by some £2.7m (we were at the low end of 
the consensus range), and make a more modest reduction to FY18E 
EBITDA (which begins to see the full-year benefit of the cost 
reductions implemented during this year).  Further detail is provided 
overleaf.  

 

The timing of this news is disappointing, given the new team’s plans and 
significant aspirations for the group.  Although it is frustrating to see K3 
impacted by what appear to be industry-wide pressures, this short-term 
slowdown should not, in our opinion, distract investors from the long-term 
value being created.  K3 is evolving to become a more global player in an 
increasingly lucrative (and hopefully predictable) Cloud-delivered and 
consumption-based marketplace. 
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FYE JUNE (£M) FY14 FY15 FY16 FY17E FY18E 

Revenue 72.0 83.4 89.2 89.2 90.0 

Adjusted EBITDA 9.8 11.0 12.8 12.2 15.5 

Adjusted PBT 6.6 7.2 8.8 7.9 10.9 

Adjusted EPS (p) 18.4 19.2 22.9 18.0 24.8 

EV/Sales 1.7x 1.4x 1.3x 1.3x 1.3x 

EV/ Adj. EBITDA 12.2x 11.0x 9.4x 9.9x 7.7x 

P/E 16.6x 15.9x 13.3x 16.9x 12.3x 

Source: Company Information and Progressive Equity Research estimates 
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Additional detail and commentary 

Trading pressured 

The group has seen a number of deals slip, especially in the Enterprise customer 
space, across a number of technologies and a number of geographies.  The sluggish 
demand is accompanied by (and to an extent caused by) customer deliberations about 
whether to adopt Cloud or on-premise technology, and whether to contract via an up-
front licence, or through the more modern subscription structure.  The latter is more 
valuable for K3 in the long term, but impacts on short-term revenue recognition.  In 
addition to these pressures, the group has also been less accommodating of 
customers looking to receive discounts on list prices towards the end of financial 
periods – again this is a long-term positive for the group, but in the short term it causes 
revenue pressure. 

 

Strategic evolution continues 

Despite the difficult general environment, K3 has begun to see the positive impact of 
recent managerial and strategic realignment.  In essence, the group, under its new 
executive team, is pushing to become more focused on Cloud delivery, more 
customer-centric and better able to capitalise on owned intellectual property (software) 
by making it available for sale and monetisation across the group.  We will return to 
this theme in another document in a few weeks’ time, but we understand that modest 
early examples of success are already being demonstrated in certain areas. 

 

Changes to forecasts 

For FY2017E, we downgrade revenue from £96.2m to £89.2m, and adjusted EBITDA 
from £14.9m to £12.2m, taking adjusted EPS from 25.0p to 18.0p; our new net debt 
estimate for June 2017 is £10.5m.  For FY2018E, revenue is downgraded by a similar 
proportion (£90m from £99.3m) but adjusted EBITDA begins to benefit from some of 
the actions being taken, and falls only modestly, to £15.5m from our previous forecast 
of £16.6m.  Net debt is now forecast at c.£6m for June 2018.  Clearly these 
downgrades come as a disappointment, but hopefully the revised estimates are based 
on a higher degree of recurring and reliable revenue, and the correlation of cash flow 
to EBITDA will be stronger as the sales are increasingly aligned to consumption-based 
contracts and thereby cash collections.  

 

CHANGES TO FORECASTS 

 

Source: Progressive Equity Research estimates 

  

£m unless stated Old New

Change 

(%) Old New

Change 

(%)

Revenue 96.2 89.2 -7.3% 99.3 90.0 -9.3%

Adj EBITDA 14.9 12.2 -18.3% 16.6 15.5 -6.3%

Reported PBT 6.8 0.7 -89.1% 8.6 6.6 -23.5%

Fully adj PBT 10.9 7.9 -27.8% 12.6 10.9 -13.7%

Reported EPS (p) 14.8 1.6 -89.1% 18.8 14.4 -23.5%

Fully adj EPS (p) 25.0 18.0 -27.8% 28.7 24.8 -13.7%

FY17E FY18E
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SUMMARY FINANCIALS 

 

Source: Company information, Progressive Equity Research estimates 

 

Profit & Loss FY-13A FY-14A FY-15A FY-16A FY-17E FY-18E

Revenue 63.5 72.0 83.4 89.2 89.2 90.0

Adj EBITDA 7.2 9.8 11.0 12.8 12.2 15.5

Adj EBITA 5.1 7.3 8.2 9.5 8.8 11.7

Reported PBT 0.5 1.9 3.9 4.5 0.7 6.6

PBT before exceptionals and AAG 4.4 6.6 7.2 8.8 7.9 10.9

Fully adj PBT 4.4 6.6 7.2 8.8 7.9 10.9

NOPAT 4.4 6.2 7.0 7.8 7.4 9.7

Reported EPS (p) 4.2 8.1 10.7 12.3 1.6 14.4

EPS before exceptionals and AAG (p) 13.9 18.4 19.2 22.9 18.1 24.9

Fully adj EPS (p) 13.9 18.4 19.2 22.9 18.0 24.8

Dividend per share (p) 1.0 1.3 1.5 1.8 1.9 2.0

Cash flow & Balance sheet FY-13A FY-14A FY-15A FY-16A FY-17E FY-18E

Operating cash flow 8.0 5.4 9.6 5.5 5.3 11.6

Free Cash flow £m 1.1 (0.0) 8.4 (2.0) (0.7) 4.5

FCF per share p 3.7 (0.0) 26.1 (6.0) (2.0) 12.2

Acquisitions (1.9) (0.1) (6.6) (7.4) (0.9) 0.0

Disposals 0.0 0.0 0.0 0.0 0.0 0.0

Shares issued 2.7 0.3 0.1 13.2 0.0 0.0

Net cash flow 2.0 0.1 1.6 3.8 (1.6) 4.5
Net (Debt)/Cash (13.8) (13.6) (12.1) (8.9) (10.5) (6.0)

NAV and returns FY-13A FY-14A FY-15A FY-16A FY-17E FY-18E

Net asset value 51.1 52.6 53.5 73.4 73.4 78.1

NAV/share (p) 162.6 165.8 169.1 203.9 203.9 216.8

Net Tangible Asset Value (14.5) (11.4) (10.9) (1.8) 0.4 7.6

NTAV/share (p) (46.2) (35.9) (34.3) (4.9) 1.2 21.2

Average equity 49.0 51.9 53.1 63.5 73.4 75.7

Post-tax ROE (%) 2.5% 4.9% 6.5% 6.5% 0.8% 6.9%

Metrics FY-13A FY-14A FY-15A FY-16A FY-17E FY-18E

Revenue growth -6.5% 13.3% 16.0% 6.9% 0.0% 0.9%

Adj EBITDA growth -44.1% 36.8% 11.4% 17.0% -4.8% 27.4%

Adj EBIT growth -55.1% 43.3% 11.6% 16.6% -7.2% 32.1%

Adj PBT growth -56.4% 50.9% 9.5% 21.8% -10.2% 37.6%

Adj EPS growth -52.9% 32.8% 4.1% 19.7% -21.4% 37.6%

Dividend growth 0.0% 25.0% 20.0% 16.7% 5.7% 5.4%

Adj EBIT margins 8.0% 10.1% 9.8% 10.7% 9.9% 12.9%

Valuation FY-13A FY-14A FY-15A FY-16A FY-17E FY-18E

EV/Sales 1.9 1.7 1.4 1.3 1.3 1.3

EV/EBITDA 16.7 12.2 11.0 9.4 9.9 7.7

EV/NOPAT 27.4 19.5 17.3 15.4 16.3 12.4

PER 22.0 16.6 15.9 13.3 16.9 12.3

Dividend yield 0.3% 0.4% 0.5% 0.6% 0.6% 0.6%

FCF yield 1.2% 0.0% 8.5% -2.0% -0.7% 4.0%
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Disclaimers and Disclosures 

Copyright 2017 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.

 


