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Chief Executive Andy Michuda 
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COMPANY DESCRIPTION 

Sopheon is an international provider of 
software and services for product life cycle 
management 

www.sopheon.com 
 

Well positioned despite uncertain times 

Sopheon has announced results for calendar 2019 in line with January’s 
trading update on revenue and ahead of our expectations at the Adjusted 
EBITDA level, demonstrating the strong finish to the year and continuing 
delivery on the group’s growing market opportunity.  Clearly the outlook for 
2020 is entirely shrouded in short-term uncertainty. Consequently, we 
choose to leave revenue and profit estimates unchanged for now, but will 
look to revisit them in due course.  For the same reasons, we are not 
introducing 2021 estimates at this point.  The group remains very well 
positioned in our opinion, with strong products and a robust cash balance.  

▪ 2019 results Although down on the prior year, the group delivered a 
resilient result for FY 2019 in a tricky year, reporting an improvement over 
the first half performance in H2 as management had signalled. Confidence 
in the underlying strength of the business prompts a maintained dividend 
despite the tough 2019. 

▪ Revenue visibility for 2020 and cash strength  Revenue visibility for FY 
2020E currently stands at $21.2m compared to $20.6m at this time a year 
ago. In future, Sopheon expects to focus more on ARR rather than visibility 
as a metric of progress, and recurring revenue rose to $15.9m from 
$14.8m at the start of the year. 

▪ Forecasts  Given the Coronavirus impact and uncertainty, we choose not 
to introduce 2021 estimates at this point (which would have been our 
usual practice).  We are not, however, making any specific changes to our 
2020 revenue or profit forecasts – clearly these are now subject to 
additional risk and uncertainty, but to effect a specific reduction at this 
point would suggest a degree of spurious accuracy.  We will await further 
developments in the spread of the disease and its impact, and look to 
revisit estimates in due course.  

Sopheon has delivered a strong finish to 2019 – not enough to completely 
offset a weaker start to the year, but clearly demonstrating effective delivery 
against a major market opportunity.  The current Coronavirus pandemic is 
bound to impact near-term performance, but we believe the business to be 
well positioned with its c.$20m cash balance, and once normality returns, we 
believe Sopheon will continue to find strong demand for its products in an 
expanding range of end markets.  
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FYE DEC ($M) 2016 2017 2018 2019 2020E 

Revenue 23.2 28.5 33.9 30.3 35.5 

Adj EBITDA 5.3 8.2 9.4 6.4 5.7 

Fully adj PBT 2.7 5.3 6.9 3.1 2.5 

Fully adj dil EPS (c) 28.1 50.9 59.8 26.5 21.4 

EV/Sales (x) 2.1x 1.7x 1.4x 1.6x 1.4x 

EV/EBITDA (x) 9.2x 5.9x 5.2x 7.6x 8.5x 

PER (x) 22.7x 12.6x 10.7x 24.1x 29.9x 

Source: Company Information and Progressive Equity Research estimates 
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FY 2019 results 

A return to form in the second half 

At the interim stage of 2019, we noted that the headwinds being experienced were, to an 
extent, offset by a strong forward pipeline. Revenue for the full year of $30.3m (which 
would be $0.5m higher at constant currency rates) compared to $33.9m in FY 2018 – 
showing an increase in revenue from $13.7m in the first half of FY 2019 to $16.6 in the 
second half. Although that latter number was below the $18.0m secured in H2 2018, it 
represented the level of improved delivery from the first half that management had 
signalled. The chart below shows the revenues under the geographic segmental split. 

Revenue by segment ($m) 

  

Source: Company information 

Mix reflected lower perpetual license revenue 

Over the year, lower revenue from perpetual licenses was the main source of the lower 
total (FY 2019, $5.4m versus $8.9m in FY 2018), with consulting services a touch lower at 
$9.4m compared to $10.8m the previous year.  Revenue recognized from recurring 
relationships – maintenance, hosting and SaaS – rose to $15.5m from $14.2m in FY 2018 
and the chart overleaf shows the evolution of the balance between the types of revenue 
over recent half years. 

A strong end to the year 

During FY 2019, the slower first half performance accounted for the number of license 
transactions (including SaaS deals) of 47 in the period being below the 57 reported in FY 
2018. The announcement notes a strong end to the year with 23 deals signed in November 
and December.  At 18, new customer acquisitions were the same as in FY 2018 – it is also 
worth noting that 29 existing customers also signed license extension orders during the 
year. 

  

0.0

2.0

4.0

6.0

8.0

10.0

12.0

14.0

H1
2014

H2
2014

H1
2015

H2
2015

H1
2016

H2
2016

H1
2017

H2
2017

H1
2018

H2
2018

H1
2019

H2
2019

North America Europe



 

19 March 2020 

 

 
3  Sopheon 

Revenue by type (%) 

  

Source: Company information 

Annual Recurring Revenue 

Revenue visibility for FY 2020E currently stands at $21.2m compared to $20.6m at this time 
a year ago. In future, Sopheon expects to focus more on ARR rather than visibility as a 
metric of progress. Sopheon continued to sign a mix of perpetual and SaaS deals during FY 
2019. The announcement states that the total value of new SaaS business booked in FY 
2019 was similar to that of FY 2018, despite the signing of nine SaaS license orders. It also 
highlights that a major existing SaaS customer converted its license to perpetual, ‘in 
conjunction with a large expansion of their license footprint’. Although a welcome contract, 
this did not help improvement in ARR.  In addition, lower perpetual license revenues 
resulted in lower incremental maintenance, and recurring revenue attrition was 
approximately 6% versus 3% in FY 2018.  Consequently, recurring revenue rose to $15.9m 
from $14.8m at the start of the year and $15.3m at the interim stage of 2019. 

The announcement highlights that, on the deals where the pipeline already indicates a 
buying preference, approximately 45% of the software-related value represents SaaS 
opportunity as opposed to perpetual. It broadly expects that the majority of new customers 
will opt for SaaS while the majority of existing customers are expected to continue to opt 
for perpetual licensing as a natural extension of their existing licensed base. 
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Selected reporting metrics ($m) 

  

Source: Company information 

 

Costs, margin and profitability 

Overall expenditure on product development in FY 2019 was $6.5m (FY 2018, c.$5.5m) with 
research and development reported in the income statement increasing from $5.1m to 
$5.7m. Sales and marketing costs were up slightly at $8.8m from $8.6m last year, with 
higher staff costs mitigated by lower revenue-associated commissions and incentives. 
Sopheon continues to recruit and ended the period with 162 staff compared to 147 at the 
end of 2018 – although the level was effectively reached by the end of the first half with 
new hires across its commercial, deployment and development areas. The Group is starting 
to explore offshoring, with a small team working in India. Headline administration costs 
rose by around $0.3m.  Sopheon’s adoption of IFRS 16 has resulted in a reduction in leases 
expense of $0.7m, offset by increases in depreciation and interest of $0.7m and $0.1m 
respectively.   Gross margin for the year was 70% compared to 71% in FY 2018 with the 
main direct cost component remaining delivery teams and associated subcontractors. 
Adjusted EBITDA for FY 2019 was $6.4m (2018: $9.4m) while FY 2019 PBT was $2.4m (2018: 
$6.4m) with higher amortization and depreciation charges following the adoption of IFRS 
16. 

EPS and dividend 

Sopheon reported diluted EPS of 19.20c versus 64.98c in FY 2019. We estimated adjusted 
diluted equivalent numbers at 59.8c for 2018 and 26.5c for 2019. Despite a challenging 
year in 2019, and as a signal of its faith in the long-term opportunity, the Group has 
maintained its dividend at 3.25p per share.  We have therefore mapped our previous 2019 
dividend forecast (3.9p) to the 2020 year.  

Cash and credit facilities 

Sopheon ended FY 2019 with an improved net cash position of $19.4m (2018: $16.7m), 
which was around $1m ahead of our estimates.  Given this strength, we upgrade our 2020 
net cash forecast from $18.9m to $20.1m.  Again, given the strong balance, the revolving 
credit facility with Silicon Valley Bank was not renewed but the relationship with the lender 
is described as remaining strong, should funding be required for M&A or other purposes. 
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Transformation to Cloud 

The fifth element 

Sopheon has been pursuing a growth strategy based on four main pillars: 

▪ Leveraging blue-chip references to extend Accolade as the digital platform of choice to 
digitalize corporate strategy and operational execution 

▪ Generating faster Net New logo growth in target industries through deeper 
specialization and domain-specific expertise 

▪ Multiplying growth through developing and monetizing an Accolade ecosystem of 
distribution partnerships – channel, strategic and geographical 

▪ Engaging in M&A only if it propels the speed and competency for Sopheon to achieve 
the three points above 

The Group has now added a fifth element to its strategy – transformation to a cloud 
business. In the results announcement, Sopheon states that during 2019 it saw 
‘unexpectedly strong drive and desire’ from customers for adopting cloud technologies and 
SaaS solutions With a clear acceptance of cloud-based solutions by customers across many 
industries, companies have seen the significant benefits of moving to a cloud-based model. 
Sopheon should be no exception with a SaaS model and cloud-based solutions likely to 
yield palpable revenue and cost benefits over time.  

As well as addressing the move to the cloud, Sopheon’s commentary on 2019 and its goals 
for the future note some particular points of focus in the current operating environment 
which we summarise below: 

▪ Sopheon has invested, and will continue to invest, in enhancing the flexibility and 
configurability of Accolade 

▪ To counter lengthening buying cycles, Sopheon will phase its selling efforts to address 
a client’s most urgent need, expanding its sales proposition following the initial 
deployment 

▪ In focusing on its chosen core vertical markets of chemicals, aerospace, consumer 
products, food and beverage, automotive/transportation and high technology, the 
Group will continue to invest in industry-specific expertise and solutions 

▪ In 2020, management expects to expand its consulting partner ecosystem in both the 
EU and the United States 

▪ In response to Covid-19, it has introduced a work from home policy and restriction 
supported by virtual working practices, 

Outlook 

Sopheon has committed to invest further as it seeks to accelerate its progress and 
consolidate its position. Covid-19 aside, the Board says that the Group remains confident 
of growing commercial traction in the coming year. It notes the strength of the balance 
sheet which provides the underlying base from which the Group operates.  The maintained 
dividend is an indication of the confidence in the business despite a challenging 2019; 
nevertheless we remind investors of increased risk to 2020 estimates, and as described 
above, we elect not to introduce 2021 estimates at this stage. 
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Financial Summary: Sopheon 

Year end: December ($m unless shown)      
      
PROFIT & LOSS 2016 2017 2018 2019 2020E 
Revenue 23.2  28.5  33.9  30.3  35.5  
Adj EBITDA 5.3  8.2  9.4  6.4  5.7  
Adj EBIT 3.1  5.8  6.9  3.0  2.3  
Reported PBT 3.1  5.1  6.4  2.5  2.0  
Fully adj PBT 2.7  5.3  6.9  3.1  2.5  
NOPAT 3.0  5.3  6.3  2.8  2.2  
Reported Dil EPS (c) 42.8  55.9  65.0  19.2  18.5  
Fully adj dil EPS (c) 28.1  50.9  59.8  26.5  21.4  
Dividend per share (p) 0.0  2.5  3.3  3.3  3.9  

      
CASH FLOW & BALANCE SHEET 2016 2017 2018 2019 2020E 
Operating cash flow 5.5  6.0  9.8  7.1  4.3  
Free Cash flow 3.0  2.8  7.0  3.4  0.6  
FCF per share (c) 29.5  27.1  65.6  31.6  5.8  
Acquisitions 0.0  0.0  0.0  0.0  0.0  
Disposals 0.0  0.0  0.0  0.0  0.0  
Shares issued 0.1  0.0  0.2  0.1  0.0  
Net cash flow 2.9  3.1  7.2  2.7  0.6  
Overdrafts / borrowings (5.8) (3.2) (0.4) 0.0  0.0  
Cash & equivalents 10.1  12.7  17.1  19.4  20.1  
Net (Debt)/Cash 4.2  9.5  16.7  19.4  20.1  

      
NAV AND RETURNS 2016 2017 2018 2019 2020E 
Net asset value 10.4  18.6  25.6  27.9  29.5  
NAV/share (c) 142.3  186.0  252.2  274.2  288.3  
Net Tangible Asset Value 0.2  0.4  0.5  0.5  0.6  
NTAV/share (c) 3.3  4.1  5.2  5.0  5.9  
Average equity 7.9  14.5  22.1  26.7  28.7  
Post-tax ROE (%) 37.7% 36.5% 28.7% 10.5% 7.5% 

      
METRICS 2016 2017 2018 2019 2020E 
Revenue growth 11.1% 23.0% 18.9% (10.8%) 17.5% 
Adj EBITDA growth 28.9% 54.8% 14.7% (31.6%) (11.3%) 
Adj EBIT growth 98.8% 87.5% 19.6% (55.9%) (22.7%) 
Adj PBT growth 88.5% 95.1% 30.5% (55.5%) (19.2%) 
Adj EPS growth 102.4% 80.7% 17.5% (55.6%) (19.3%) 
Dividend growth N/A N/A 30.0% 0.0% 20.0% 
Adj EBIT margins 13.2% 20.2% 20.3% 10.0% 6.6% 

      
VALUATION 2016 2017 2018 2019 2020E 
EV/Sales (x) 2.1 1.7 1.4 1.6 1.4 
EV/EBITDA (x) 9.2 5.9 5.2 7.6 8.5 
EV/NOPAT (x) 16.2 9.2 7.7 17.4 22.5 
PER (x) 22.7 12.6 10.7 24.1 29.9 
Dividend yield N/A 0.4% 0.5% 0.5% 0.6% 
FCF yield 4.6% 4.2% 10.3% 4.9% 0.9% 

 

Source: Company information and Progressive Equity Research estimates 
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To arrange a meeting with the management team, or for further information about Progressive, please contact: 
Emily Ritchie 
+44 (0) 20 7781 5311 
eritchie@progressive-research.com 
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