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Fundraising to support new strategic decisions 

K3 recently announced a Placing and Open Offer at 140p to raise 
£8.5 million before expenses. The Placing is subject to shareholder 
approval. The proceeds will be used to strengthen the Group’s 
balance sheet and provide additional working capital to give the 
management team flexibility as it makes strategic decisions (a 
further review of Group resources and operations was announced in 
May). The fundraising is also key to securing certain amendments to 
the terms of the Group’s existing facility agreement with K3’s 
lenders. Several Board changes have been announced and K3 will 
recruit a new Chairman. The trading comment in the announcement 
anticipates an operating loss of between £0.4 million and £2.4 
million. We reintroduce estimates for FY 2017E (a 17 month period) 
and 2018E which reflect the change to a November year end. 
Meanwhile, management again underlines the positive momentum in 
the profitable business units. 

 K3 announced a Placing (5.4 million New Ordinary Shares) and Open 
Offer (0.7 million New Ordinary Shares) at 140p to raise £8.5 million 
before expenses (£7.5 million and £1 million respectively). The Placing 
has been completed, but is subject to shareholder approval at a 
General Meeting scheduled for 5 July 2017. An additional £0.7 million 
cash is being invested in K3 through an exercise of warrants. 

 The proceeds will be used to strengthen the Group’s balance sheet 
and support amendments to its banking facilities. They will provide 
additional working capital whilst the Board conducts its review of 
Group resources and enable it ‘to operate with full flexibility’ as it 
makes strategic decisions. The review could lead to the identification 
of non-core businesses which would be ‘suitable for exit’. 

 K3 now expects to report an operating loss (before exceptional items) 
of between £0.4 million and £2.4 million for the year to the end of June 
2017 (June is a key selling month). 

 Several Board changes will take effect following completion of the 
Placing. Chairman David Bolton will retire and Non-executive Director, 
Stuart Darling, will hold the role of Chairman on an interim basis while 
the Board undertakes a recruitment process. In addition, Chief 
Financial Officer, Rob Price, is appointed to the Board. 

We see this fundraising as an important step in underpinning the 
strategy to secure, inter alia, higher own-IP sales, accelerated cloud 
delivery, enhanced cross-selling opportunities and growth in 
recurring revenues. 
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FYE NOVEMBER (EST) 
JUNE (ACT)  (£M) 

FY14 FY15 FY16 
FY17E 

(17 MONTHS) 
FY18E 

Revenue 72.0 83.4 89.2 114.0 74.0 

Adjusted EBITDA 9.8 11.0 12.8 4.7 6.8 

Adjusted PBT 6.6 7.2 8.8 -0.9 3.8 

Adjusted EPS (p) 18.4 19.2 22.9 -2.3 7.2 

EV/Sales 0.8x 0.7x 0.6x 0.5x 0.8x 

EV/ Adj. EBITDA 5.9x 5.3x 4.5x 12.3x 8.5x 

P/E 8.0x 7.7x 6.4x n.a. 20.3x 

Source: Company Information and Progressive Equity Research estimates 
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Supporting the evolution of K3 

Fundraising 

K3 has announced a Placing (5.4 million New Ordinary Shares) and Open Offer (0.7 
million New Ordinary Shares) at 140p to raise £8.5 million before expenses (circa £7.5 
million and £1 million respectively). The Placing was completed during trading on the 
day of the announcement – if the Open Offer is fully taken up, the raise will represent 
approximately 16.9% of the existing issued share capital. The Placing is subject to 
shareholder approval at a General Meeting scheduled for 5 July 2017. 

The net proceeds of between £7.25 million and £8.25 million (depending on Open 
Offer uptake) will be used to strengthen the Group’s balance sheet and provide 
additional working capital whilst the Board conducts its recently-announced review of 
Group resources and operations. The announcement says that this should provide 
enough additional working capital during the review period and enable the 
management team ‘to operate with full flexibility’ as it makes strategic decisions. 

An additional £0.7 million cash is being invested in K3 through exercise of warrants by 
Johan Claesson resulting in the issue of a further 700,000 new shares. In addition, he 
will seek to convert a longstanding loan into ordinary shares at the issue price (subject 
to the approval of K3’s lending banks) which would result in the issue of 457,142 new 
Ordinary Shares. 

Changes to senior management and the Board 

The review of the Group’s senior management by CEO Adalsteinn Valdimarsson, who 
was appointed in October 2016, had resulted in the appointment of a new CFO, Rob 
Price, who is appointed to the Board (see below).  

In addition, a range of changes to the operational management have been made to 
streamline the Group’s management structure and promote better cross-selling of 
products and services. Management had previously announced associated ongoing 
annualised cost savings of approximately £3 million. 

K3 has announced Board changes which will take effect following completion of the 
Placing. These include the retirement of Chairman David Bolton who had also 
previously served as Finance Director and then CEO of K3 prior to his Chairmanship in 
almost twenty years of service within K3.  

Non-executive Director, Stuart Darling, will hold the role of Chairman on an interim 
basis, while the Board undertakes a recruitment process. In addition, as noted above, 
Chief Financial Officer Rob Price is appointed to the Board. 

  

Net proceeds of £7.25m to 

£8.25m 

Cost savings of c. £3m were 

previously announced 
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A further review is in progress 

At the interim results in March 2017, the Group reported a significantly improved 
pipeline of potential new clients and also announced a major new contract with The 
British Heart Foundation. Subsequently, in May 2017, K3 said that certain large 
Enterprise contracts had not been secured as expected at that stage of the second half 
of its current financial year. Consequently, it said that results for the year to 30 June 
2017 would be significantly below current market expectations. Management cited a 
number of reasons for the shortfall: the softening in end market conditions in the retail 
sector, longer sales cycles for larger scale deals, the accelerating shift to cloud 
consumption and customer preference for upgrades as opposed to new systems. 

This prompted a further review aimed at achieving a number of aims: 

 refocusing the growth strategy around the profitable and cash generative 
business units 

 driving down customer acquisition costs 

 maximising client retention 

 increasing the focus on the Group’s own intellectual property thereby 
improving operating margin percentages; 

 developing multiple niche software solutions capable of deployment in a wider 
range of Enterprise Resource Planning (ERP) environments; 

 a greater focus on contracted, recurring revenue; 

 migrate earnings away from discrete licence sales towards more consumption 
based revenue streams; and 

 further focus on centralisation and rationalisation of Group costs. 

The announcement says that the review could lead to the identification of non-core 
businesses which would be ‘suitable for exit’. 

Trading and numbers guidance 

The trading comment in the fundraising announcement said that the Board is 
‘encouraged by the underlying strength and performance of K3’s profitable business 
units’ which it expects to generate ‘significant recurring revenues and cash flows’ from 
K3’s large SME customer base. It also notes that the Board is pleased with the pilot 
projects underway for its new cloud-based modular technologies. 

The announcement also provided an update on current trading and gave guidance on 
the expected outcome for the current financial year to the end of June 2017. The 
following points are highlighted: 

 K3 now expects to report an operating loss (before exceptional reorganisation 
costs and impairment charges) of between £0.4 million and £2.4 million for the 
twelve months to 30 June 2017 (NB: June is a key selling month). 

 The profitable business units are expected to generate an operating profit in 
the range of £6 million to £7 million. The loss-making business units are 
expected to generate operating losses of the same magnitude (after non-
recurring write-downs of approximately £1.8 million). 

 Exceptional costs are expected to rise to approximately £3.5 million (versus 
£3.0 million reported on 10 January 2017). 

 An impairment charge of approximately £2.0 million to write-down the carrying 
value of goodwill and other intangible assets is expected 

Upgrade preference and the 
accelerating shift to cloud 
consumption are among the 
reasons for the shortfall 

versus market expectations 

An operating loss between 
£0.4 million and £2.4 million 
is expected for the twelve 

months to 30 June 2017 
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Banking facilities 

While strengthening the Balance Sheet will add flexibility to the Board’s decision-
making process, it is also key to securing certain amendments to the terms of the 
Group’s existing financing facility agreement with its lending banks. That latter point 
includes discussion with the Group’s senior debt lenders, Barclays and HSBC, 
regarding its lending arrangements. 

Given the Group’s trading, K3 has requested a deferral of the next banking covenant 
test date due 30 June 2017 when a technical breach of covenant would be likely to 
occur, until 30 November 2017. Quarterly testing would then resume in line with K3’s 
new November financial year end. It has also requested a relaxation of covenant levels 
at 30 November 2017 and 28 February 2018.  

K3 notes that the banks ‘have been, and remain, fully supportive’. Currently, they have 
formally agreed to waive the financial covenant tests at 30 June 2017, subject to 
Admission of the new shares. Relaxation of the 30 November 2017 and 28 February 
2018 covenant levels (and realignment with K3’s new financial year end) remains 
subject to formal approval. The Board expects this to take place prior to the date of the 
General Meeting and remains ‘confident of a successful outcome to this process and 
remains in constructive dialogue with its banking partners’. 

Change of financial year end 

K3 has previously said that it is changing its financial year-end from 30 June to 30 
November. Consequently, K3 will next publish second interim results for the six 
months to 30 June 2017 together with unaudited results for the 12 months to 30 June 
2017 (expected to be announced during September 2017). After releasing audited 
results for the 17 months to 30 November 2017 it will revert to a normal, biannual 
reporting calendar based on the new 30 November year end. 

Dividend 

K3 will not declare a final dividend for the twelve months to the end of June 2017 but it 
expects to declare a final dividend (reflecting twelve months) when reporting results for 
the 17 months to 30 November 2017. 

Estimates 

We withdrew our estimates at the time of the May trading update following the 
uncertainty surrounding the performance of the loss-making Enterprise business unit at 
the time. However, we also noted that K3 was seeing encouraging progress and 
healthy cash flows elsewhere in the business – a positive note which management has 
reiterated in the fundraising announcement. It has also previously reported an increase 
in recurring revenues while the move towards higher own-IP sales and cloud delivery 
continues. That latter point was supported by news that pilot customers have been 
secured for its cloud based solutions. 

We are reintroducing estimates for FY 2017E and FY 2018E in this document. Both 
financial years reflect the change to a November year end from June previously. 
Consequently, the estimates for FY 2017E are based on a 17 month period although 
we note that K3 will also release numbers for the six months to June 2017 in 
September 2017. 

We have assumed that action taken by management will reduce and then eliminate 
losses from those units currently in that position by the end of FY 2018E or that they 
will be deemed suitable for exit. 

Deferral of banking covenant 
test agreed in the near term 
with relaxation of further 
tests subject to formal 

approval 

K3 will adopt a November 

year end 
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Our revenue assumptions for FY 2017E reflect an estimated reduction in revenue from 
the non-profitable businesses and a further five months’ worth of revenues from the 
whole business, on that basis, given the change in year end from June to November. 
We have assumed that around 30% of our previous revenue estimates for the Group 
of £89.2m were attributable to the (currently) non-profitable businesses and that, 
conservatively, it retains some £10 million of that revenue when producing our FY 
2018E estimates for revenue. Operating profits reflect assumptions of improving 
profitability during FY 2018E for the retained businesses which are currently in loss. 
These are open to revision as further details on the benefits of more cost efficiencies 
and cross selling are reported. 

 

Estimate changes 

 

Source: Progressive Equity Research estimates 

 

 

 

 

 

£m unless stated Old (12m) New (17m)

Change 

(%) Old New

Change 

(%)

Revenue 89.2 114.0 27.8% 90.0 74.0 -17.8%

Adj EBITDA 12.2 4.7 -61.3% 15.5 6.8 -56.0%

Reported PBT 0.7 -10.1 -1458.5% 6.6 1.6 -75.6%

Fully adj PBT 7.9 -0.9 -111.0% 10.9 3.8 -65.3%

Reported EPS (p) 1.6 -23.0 -1519.7% 14.4 3.0 -79.3%

Fully adj EPS (p) 18.0 -2.3 -112.9% 24.8 7.2 -70.9%

FY17E FY18E
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Financial Summary 

 

Source: Company information, Progressive Equity Research estimates 

 

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

17m

Revenue 63.5 72.0 83.4 89.2 114.0 74.0

Adj EBITDA 7.2 9.8 11.0 12.8 4.7 6.8

Adj EBITA 5.1 7.3 8.2 9.5 (0.2) 4.1

Reported PBT 0.5 1.9 3.9 4.5 (10.1) 1.6

PBT before exceptionals and AAG 4.4 6.6 7.2 8.8 (0.9) 3.8

Fully adj PBT 4.4 6.6 7.2 8.8 (0.9) 3.8

NOPAT 4.4 6.2 7.0 7.8 (0.1) 3.4

Reported EPS (p) 4.2 8.1 10.7 12.3 (23.0) 3.0

EPS before exceptionals and AAG (p) 13.9 18.4 19.2 22.9 (1.9) 7.3

Fully adj EPS (p) 13.9 18.4 19.2 22.9 (2.3) 7.2

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

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 3.6 8.6

Free Cash flow £m 1.1 (0.0) 8.4 (2.0) (4.5) 4.4

FCF per share p 3.7 (0.0) 26.1 (6.0) (11.7) 10.1

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 9.2 0.0

Net cash flow 2.0 0.1 1.6 3.8 3.8 4.4

Net (Debt)/Cash (13.8) (13.6) (12.1) (8.9) (5.0) (0.6)

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 74.3 75.0

NAV/share (p) 162.6 165.8 169.1 203.9 171.8 173.5

Net Tangible Asset Value (14.5) (11.4) (10.9) (1.8) 3.2 5.4

NTAV/share (p) (46.2) (35.9) (34.3) (4.9) 7.3 12.5

Average equity 49.0 51.9 53.1 63.5 73.8 74.6

Post-tax ROE (%) 2.5% 4.9% 6.5% 6.5% -11.9% 1.7%

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

Revenue growth -6.5% 13.3% 16.0% 6.9% 27.8% -35.1%

Adj EBITDA growth -44.1% 36.8% 11.4% 17.0% -63.2% 45.1%

Adj EBIT growth -55.1% 43.3% 11.6% 16.6% -101.6% -2723.2%

Adj PBT growth -56.4% 50.9% 9.5% 21.8% -110.0% -531.0%

Adj EPS growth -52.9% 32.8% 4.1% 19.7% -110.1% -412.2%

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

Adj EBIT margins 8.0% 10.1% 9.8% 10.7% -0.1% 5.5%

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

EV/Sales 0.9 0.8 0.7 0.6 0.5 0.8

EV/EBITDA 8.1 5.9 5.3 4.5 12.3 8.5

EV/NOPAT 13.2 9.4 8.3 7.4 (460.2) 17.1

PER 10.6 8.0 7.7 6.4 n.a. 20.3

Dividend yield 0.7% 0.9% 1.0% 1.2% 1.2% 1.3%

FCF yield 2.5% 0.0% 17.7% -4.1% -8.0% 6.9%
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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. 


