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K3 Business Technology
FY16 trading in line

K3 expects to report FY16 results broadly in line with market expectations.
Trading was encouraging during H216, with a good level of contract wins
in the final months of the year. Net debt has reduced over the year,
although is higher than we forecast, partly due to a major retail customer
going into administration close to year-end. We make no changes to
estimates, pending FY16 results on 13 September.

Year Revenue PBT* EPS* DPS P/E Yield
end (Em) (Em) (p) (p) (9 (%)
06/14 72.0 6.6 185 1.25 17.1 0.4
06/15 83.4 7.2 19.1 1.50 16.5 0.5
06/16e 875 9.4 233 1.65 13.6 0.5
06/17e 95.6 119 26.2 1.82 121 0.6

Note: *PBT and EPS are normalised, excluding amortisation of acquired intangibles,
exceptional items and share-based payments.

FY16 broadly in line with market expectations

K3 has reported that FY16 trading was encouraging, particularly in its core sectors.
Results for the year should therefore be broadly in line with market expectations.
This is despite providing in full for a retail customer that went into administration in
June. The crucial final months of the year saw a good level of contract wins across
both the Retail and Manufacturing divisions, and this combined with renewals
supported significant new business for K3 hosting. Recurring revenues should
show growth y-o-y, reflecting the increasing proportion of cloud-based business.
Integration of DdD continues on track, and should be earnings enhancing in FY17.

Net debt reducing, although higher than expected

Net debt at year-end is expected to be £8.9m, down from the £12.1m at the end of
FY15. This is higher than our £5.8m forecast — several factors have caused this,
including the customer that has gone into administration and euro-denominated
debt being translated at a lower exchange rate (from roughly €1.3/£1 through H216
to €1.2/£1 on 30 June). We expect to get a clearer picture on working capital when
the company reports FY16 results on 13 September, at which point we will also
incorporate the recent Merac acquisition.

Valuation: Own-IP strategy to drive upside

The stock is trading on a P/E multiple of 13.6x FY16e EPS and 12.1x FY17e EPS
compared to small-cap UK software and IT services stocks trading on an average
17x current year and 15x next year EPS. K3 continues to invest in developing and
supporting its own-IP solutions and building out its partner channel. Combined with
a focus on selling hosting services to a larger proportion of customers, the
company has the potential to grow the business on a multi-year basis. We believe
that the stock could trade up to 15x FY17e EPS (393p per share).
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Business description

K3 Business Technology provides Microsoft- and
Sage-based ERP solutions and managed services
to SMEs in the retail, distribution and
manufacturing sectors.
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Exhibit 1: Financial summary

Year end 30 June
PROFIT & LOSS
Revenue

Cost of Sales
Gross Profit
EBITDA

Operating Profit (before am of acg. Intang. and except.)

Amortisation of acquired intangibles
Share-hased payments

Other

Operating Profit

Net Interest

Profit Before Tax (norm)

Profit Before Tax (FRS 3)

Tax

Profit After Tax (norm)

Profit After Tax (FRS 3)

Average Number of Shares Outstanding (m)
EPS - normalised (p)

EPS - normalised fully diluted (p)

EPS - FRS 3 (p)

Dividend per share (p)

Gross Margin (%)
EBITDA Margin (%)
Operating Margin (before GW and except.) (%)

BALANCE SHEET
Fixed Assets
Intangible Assets
Tangible Assets
Goodwill

Other

Current Assets

Stocks

Debtors

Cash

Current Liabilities
Creditors

Other Creditors

Short term borrowings
Long Term Liabilities
Long term borrowings
Other long term liabilities
Net Assets

CASH FLOW
Operating Cash Flow
Net Interest

Tax

Capex
Acquisitions/disposals
Financing

Dividends

Net Cash Flow

Opening net debt/(cash)
HP finance leases initiated
Other

Closing net debt/(cash)

£'000s

2012
IFRS

67,961
(28,491)
39,470
12,942
11,405
(3,586)
(72)
(395)
7,352
(1,309)
10,096
6,043
(319)
8,501
5,724

28.2
30.4
29.7
20.3
1.00

58.1
19.0
16.8

68,325
21,255
2,722
43,540
808
32,418
0
30,322
2,096
(48,043)
(8,797)
(21,468)
(17,778)
(5,797)
0
(5,797)
46,903

7,284
(839)
(1,312)
(3,160)
(7,132)
5,026
(214)
(347)
15,486
0

151
15,682

Source: K3 Business Technology Group, Edison Investment Research

K3 Business Technology | 14 July 2016

2013
IFRS

63513
(30,375)
33,138
7,261
5,164
(3,182)
(70)
(727)
1,185
(723)
4,441
462
780
4,165
1,242
292
143
141
43

(4,613)
(1,917)

(286)

2014
IFRS

71,950
(32,990)
38,960
9,861
7,328
(2,989)
(27)
(1,722)
2,590
(705)
6,623
1,885
675
5,874
2,560

31.4
18.7
18.5

8.1
1.25

54.1
13.7
10.2

67,067
20,040
2,439
43,952
636
29535
0
28,888
647
(40,278)

52,605

5,352
(848)
290
(4,487)
(129)
217
(316)
139
13811
0

44
13,628

2015
IFRS

83,427
(40,446)
42,981
10975
8,169
(2,800)
(18)
(546)
4,805
(926)
7,243
3,879
(436)
6,162
3443

31.6
19.5
19.1
10.9
1.50

515
13.2
9.8

67,497
20,806

2,316
43,541

2016e
IFRS

87,506
(40,131)
47375
13,540
10,215
(2,900)
(30)
(900)
6,385
(780)
9,435
5,605
(1,057)
7,738
4,548

32.6
23.7
23.3
14.0
1.65

54.1
15.5
1.7

73,872
27,256

2,241
43,541

2017e
IFRS

95,609
(43,878)
51,731
15,676
12,151
(2,900)
(30)

0

9,221
(300)
11,851
8,921
(1,659)
9,592
7,262

36.0

905
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by the Securities and Exchange Commission. Edison Investment Research Limited (Edison Aus) [46085869] is the Australian subsidiary of Edison and is not regulated by the Australian Securities and Investment
Commission. Edison Germany is a branch entity of Edison Investment Research Limited [4794244].

DISCLAIMER

Copyright 2016 Edison Investment Research Limited. All rights reserved. This report has been commissioned by K3 Business Technology Group and prepared and issued by Edison for publication globally. All information
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investment in any securities mentioned or in the topic of this document. A marketing communication under FCA Rules, this document has not been prepared in accordance with the legal requirements designed to promote
the independence of investment research and is not subject to any prohibition on dealing ahead of the dissemination of investment research. Edison has a restrictive policy relating to personal dealing. Edison Group does
not conduct any investment business and, accordingly, does not itself hold any positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have
a position in any or related securities mentioned in this report. Edison 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 are subject to large and sudden swings. In addition it may be difficult or not possible to buy, sell or obtain accurate information about the value of securities mentioned in this report. Past
performance is not necessarily a guide to future performance. Forward-looking information or statements in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not
yet determinable, and therefore involve known and unknown risks, uncertainties and other factors which may cause the actual results, performance or achievements of their subject matter to be materially different from
current expectations. For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in relation
to acquiring or disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a “personalised service” and, to the extent that it contains any financial advice, is intended only
as a “class service” provided by Edison within the meaning of the FAA (ie without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making an investment
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