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Trading on track; executing on strategy 

K3 has issued a trading update for the period to 30 November which 
confirms steady execution of its strategic plans, and outlines the 
changes that will result from its operational resource review. 
Today’s update says that trading over the period from the end of 
June (as it transitions to a November year-end) has been in line with 
management expectations with a number of new customers signed. 
Net debt is much improved. The resource review has produced a 
number of changes which will focus on producing better customer 
delivery and increased own IP (Intellectual Property) sales and 
recurring revenue. This includes the Imagine suite (comprising the 
NextGen platform and accompanying modules) which has shown 
further progress. K3 also announces that Stuart Darling will become 
Chairman on a permanent basis. We note the positive tone on future 
delivery and leave estimates unchanged, apart from reflecting the 
improved estimated FY 2017E net debt number.  

 In September, K3 reported its second interim results (which were in 
line with guidance on the level of operating losses). Subsequent 
performance has been in line with expectations while, pleasingly, net 
debt is estimated to be around £4.7 million against our estimate of 
£5.0 million – a number which was itself at the optimistic end of 
consensus expectations.  

 The operational resource review has resulted in a number of proposed 
organisational changes, focused on unifying and streamlining 
customer delivery, increasing K3’s own IP sales and driving improved 
levels of recurring revenue. The update notes that Imagine POS has a 
growing pipeline of opportunities and has already been sold to twelve 
customers.  

 The Group will integrate the Microsoft Dynamics businesses into a 
single unit. Combined with a review of the Group’s IP roadmap, there 
will be a non-cash write down of up to £2.5 million relating to deferred 
capitalised development costs. 

 K3 will also create a single European unit focused on its own SaaS 
offering. It will integrate its product development and IP management 
functions into a Group IP unit and increase strategic cooperation with 
global system integrators in the Enterprise market.  

 The re-organisation will incur as-yet-unquantified exceptional costs in 
FY 2018E. An update is anticipated with the full year results for the 17 
month period in March 2018. 
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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 1.1x 0.9x 0.9x 0.7x 1.0x 

EV/ Adj. EBITDA 7.7x 6.9x 5.9x 16.1x 11.1x 

P/E 9.0x 8.6x 7.2x n.a. 22.7x 

Source: Company Information and Progressive Equity Research estimates 
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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) 7.3

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) (4.2) 4.1

FCF per share p 3.7 (0.0) 26.1 (6.0) (10.9) 9.5

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 4.1 4.1
Net (Debt)/Cash (13.8) (13.6) (12.1) (8.9) (4.7) (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) 162.6 165.8 169.1 203.9 171.8 173.6

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 74.7

Post-tax ROE (%) 2.5% 4.9% 6.5% 6.5% -11.9% 1.8%

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% -534.5%

Adj EPS growth -52.9% 32.8% 4.1% 19.7% -110.1% -414.6%

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 1.2 1.1 0.9 0.9 0.7 1.0

EV/EBITDA 10.5 7.7 6.9 5.9 16.1 11.1

EV/NOPAT 17.3 12.3 10.9 9.7 (602.0) 22.4

PER 11.9 9.0 8.6 7.2 n.a. 22.7

Dividend yield 0.6% 0.8% 0.9% 1.1% 1.1% 1.1%

FCF yield 2.2% 0.0% 15.7% -3.6% -6.6% 5.7%
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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. 


