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TXT e-Solutions is a research client of Edison Investment Research Limited 

TXT reported strong growth in both divisions, despite a difficult economic environment 

in Italy and the retail industry, and management expects growth to continue into 

Q113. Integration of Maple Lake is underway, but there is still more to be done in TXT 

Perform to create a unified business. We trim our FY13 forecasts to reflect slightly 

slower growth from Maple Lake and forecast 38% EPS growth in FY14. In our view, 

the share price does not reflect the company’s growth prospects.  

Year end Revenue 
(€m) 

PBT* 
(€m) 

EPS* 
(€) 

DPS 
(€) 

P/E 
(x) 

Yield 
(%) 

12/11 40.1 0.9 0.06 2.00** 129.2 25.3 
12/12 46.5 4.4 0.77 0.40 10.2 5.1 
12/13e 56.0 5.4 0.73 0.22 10.9 2.8 
12/14e 60.9 7.5 1.01 0.30 7.8 3.8 
*PBT and EPS are normalised, excluding amortisation of acquired intangibles, exceptional items and share-based 
payments. ** Special dividend 

FY12 results: organic and acquisition growth  
While Q412 revenues were slightly weaker than we forecast, and the higher proportion 

of services drove weaker gross margins, this was partially compensated for by good 

operating expense control, resulting in a normalised operating margin of 9.2% versus 

2.1% in FY11. Tax credits relating to IRAP refunds and deferred tax assets resulted in 

an effective tax rate of 3% and normalised EPS of €0.77 versus our €0.66 forecast. 

The company announced a €0.4 per share dividend, based on underlying profits and 

returning the remaining proceeds from selling KIT Digital shares. 

Outlook and changes to forecasts 
Despite the weak economic environment in Italy and difficult conditions in the retail 

market, the current order book leads the company to expect growth in Q113. We 

have slightly reduced our FY13 revenue forecast to reflect the weaker economy and 

delays in North American licensing, but with the mix more in favour of software, we 

forecast slightly higher gross margins (54.2% versus 54.0%) and normalised operating 

margins of 9.9% versus our previous 10.0% forecast. We have revised down our 

FY13 EPS forecast by 5% and introduce a FY14 forecast of 38% EPS growth. We 

expect the company will continue to increase its net cash position. 

Valuation: Undervalued versus peers 
On our revised forecasts, TXT trades on a P/E of 10.9x FY13e and 7.8x FY14e 

normalised EPS, which is at a discount to peers. In our view, this is not justified based 

on the company’s growth, profitability and dividend yield prospects, and we see 

scope for upside to at least 10x FY14e EPS (€10.1). Triggers for share price 

appreciation include continued strong contract wins in TXT Perform and TXT Next, 

evidence that operating profitability is improving, smooth integration of Maple Lake 

and evidence that the Maple Lake acquisition is leading to enhanced sales 

opportunities in both Europe and North America.  
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Review of FY12 results 

TXT reported FY12 revenues below our forecast, with the shortfall in TXT Perform (all from Maple Lake 

licensing). This moved the revenue mix in favour of services and therefore reduced gross margins 

below our forecast. Operating expenses came in lower than expected, resulting in EBIT much closer to 

our forecast. The company received one-off tax refunds relating to IRAP and recognised a deferred tax 

asset relating to previous losses, resulting in an effective tax rate of 3% versus our 25% forecast.   

Exhibit 1: Results highlights 

€m FY12e FY12a FY11a Change 
Revenues 47.1 46.5 40.1 15.8% 
  TXT Perform 27.0 26.4 22.1 19.5% 
  TXT Next 20.1 20.1 18.1 11.4% 
Gross margin 52.9% 51.9% 51.4%  
EBIT 4.44 4.28 0.8 407.3% 
EBIT margin 9.4% 9.2% 2.1%  
Normalised net income 3.40 4.26 0.32 1214.9% 
Normalised EPS (€) 0.66 0.78 0.06 1172.7% 
Net cash 5.33 6.02 10.27 -41.4% 

Source: TXT e-Solutions and Edison Investment Research 

The company sold down the remaining shares in KIT Digital (part of the consideration received for 

selling the Polymedia business in 2011) resulting in an exceptional gain of €0.94m in FY12. A dividend 

of €0.4 per share was announced, equating to a payout ratio of approximately 30% on underlying 

earnings plus the payout of the KIT Digital share sale proceeds. The company expects to maintain the 

payout ratio at around the 30% level. 

TXT Perform 
The original TXT Perform business generated Q4 revenues of €6.0m, in line with our forecast, equating 

to FY12 revenue growth for the original business of 13.5%. The new Maple Lake business generated 

revenues of €1.3m (€0.4m licenses and €0.9m services), lower than our €2.0m forecast, with the 

shortfall in licenses. We understand that this was partly an issue of revenue recognition and partly due 

to the time taken to integrate the business and hire new heads. 

Integration of Maple Lake 

The Maple Lake acquisition completed on 28 September 2012, with €8.7 net cash paid (€9.7m initial 

consideration less working capital adjustments and net cash acquired) and 238,854 shares issued in 

December. The company also recorded contingent consideration of €2.8m at the end of FY12, 

payable in two tranches based on results at the end of FY13 and FY14. The Maple Lake operations 

have been integrated into the existing TXT Perform business and TXT Perform and Maple Lake 

continue to sell each other’s products. 

TXT Next 
This division reported revenues and profitability in line with our expectations. Revenues grew 7.1%  

y-o-y in Q412 and 11.4% in FY12. 
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Outlook and changes to forecasts 

The company will work on further integrating the Maple Lake business, including expanding the sales 

team; current discussions regarding TXT Perform business are positive. The current order book points 

to growth in Q113, despite the difficult retail environment and economic situation in Italy. 

We have reduced our revenue forecast for FY13 by 1%, reflecting slightly slower growth from the North 

American business. This equates to y-o-y growth of 20.5% and includes Maple Lake for a full year. We 

introduce an 8.7% group revenue growth rate for FY14. Based on the mix of software and services, 

we forecast growth in the gross margin from 51.9% in FY12 to 55.7% in FY14. We forecast growth in 

commercial and G&A costs in FY14, with flat R&D as Maple Lake R&D is integrated with the existing 

TXT Perform R&D. This results in growth in our normalised EBIT margin forecast from 9.2% in FY12 to 

12.3% in FY14. We continue to factor in a 25% tax rate for FY13-14. 

With a higher diluted share count than previously forecast, we reduce our FY13 EPS forecast by 5% 

and reduce our dividend forecast to reflect the target 30% payout ratio. 

Our FY13 lower net cash forecast reflects higher working capital. We note that this does not include 

the payment of contingent consideration for Maple Lake of €2.8m. We assume €1.4m of this is paid in 

FY14 and the remaining €1.4m in FY15. 

Exhibit 2: Changes to forecasts 

 FY13 old FY13 new change FY14 new 
Revenues (€m) 56.5 56.0 -0.9% 60.9 
Gross margin 54.0% 54.2%  55.7% 
Normalised EBIT (€m) 5.6 5.5 -2.0% 7.5 
Normalised EBIT margin 10.0% 9.9%  12.3% 
Normalised net income (€m) 4.1 4.1 -2.0% 5.6 
Normalised EPS (€) 0.77 0.73 -5.4% 1.01 
Net cash (€m) 9.3 8.2 -11.0% 11.4 
Dividend (€) 0.24 0.22 -8.3% 0.30 

Source: Edison Investment Research 

Valuation 

On our revised forecasts, TXT trades on a P/E of 10.9x FY13e and 7.8x FY14e normalised EPS (see 

Exhibit 3). With a business split 50/50 between software and services, we would expect TXT to trade 

somewhere between the two groups. Applying a small-cap company discount to the overall peer 

group, we view a multiple of 10x FY13e EPS as reasonable, equating to a share price of €10.1. 

Triggers for share price appreciation include continued strong licensing in TXT Perform, continued 

contract wins in TXT Next, evidence that operating profitability is improving, smooth integration of 

Maple Lake and evidence that the Maple Lake acquisition is leading to enhanced sales opportunities in 

both Europe and North America. 

Recent acquisitions – supply chain software in demand 

Two recent acquisitions, which although are of larger, more established companies than TXT, highlight 

the value of supply chain software to enterprise software vendors. In December 2012, JDA Software 

was acquired by RedPrairie (itself privately owned) for an enterprise value of $1.9bn, combining to 

create a company with annual revenues of more than $1bn. This valued JDA on an EV/Sales basis of 

2.8x FY12e and a P/E of 21.2x FY12e. In February, NCR completed its acquisition of Retalix for 

$650m, valuing the business at an EV/Sales multiple of 2.4x FY12e and 2.2x FY13e and a P/E of 
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35.7x FY12e and 26.8x FY13e. Retalix was forecast to grow at 10%+ for FY12 and FY13 with EBIT 

margins of c 10%. 

Exhibit 3: Peer group valuation 

Company Share 
price 

Market 
cap 

Rev growth EBIT margin EBITDA margin EV/Sales P/E 

 m CY NY CY NY CY NY CY NY CY NY 
TXT € 7.90 € 41 20.5% 8.7% 9.9% 12.3% 11.6% 14.0% 0.7 0.6 10.9 7.8 
Software companies with SCM software offerings        
American Software $8.50 $231         18.1 15.2 
Descartes $9.87 $618 11.8% 13.5% 16.3% 22.1% 30.1% 31.5% 3.9 3.4 17.6 17.3 
Manhattan 
Associates 

$72.09 $1,415 9.7% 9.5% 24.1% 25.2% 25.8% 26.8% 3.2 2.9 22.7 20.1 

MICROS Systems $42.74 $3,391 8.9% 4.7% 21.5% 21.6% 23.7% 24.1% 2.0 1.9 15.6 14.6 
Oracle $35.96 $170,222 6.5% 6.1% 47.5% 48.1% 50.0% 51.1% 3.5 3.1 12.1 11.1 
SAP € 64.00 € 88,022 11.6% 9.8% 30.9% 32.5% 34.3% 36.1% 4.8 4.3 18.5 16.2 
Totvs R 43.12 R 6,969 13.0% 11.1% 24.5% 25.2% 27.4% 28.1% 4.2 3.7 22.6 19.5 
Average   10.3% 9.1% 27.4% 29.1% 31.9% 33.0% 3.6 3.2 18.2 16.3 
European IT services companies           
AtoS € 57.25 € 4,834 0.9% 2.4% 7.1% 7.6% 11.2% 11.6% 0.5 0.4 12.2 11.6 
Cap Gemini  € 38.28 € 5,878 1.2% 3.1% 7.7% 8.1% 10.0% 10.4% 0.5 0.4 13.0 11.9 
Computacenter  £5.02 £773 4.1% 3.0% 2.6% 2.8% 3.8% 3.9% 0.2 0.2 12.1 11.1 
Devoteam  € 10.30 € 100 -2.2% 2.3% 4.7% 5.9% 5.9% 7.1% 0.1 0.1 8.0 6.5 
Engineering II € 30.60 € 373 2.5% 2.6% 9.7% 9.8% 12.4% 12.4% 0.5 0.4 8.9 8.5 
Groupe Steria  € 12.41 € 365 0.9% 3.1% 6.0% 6.8% 8.3% 9.0% 0.3 0.3 5.7 4.9 
Sopra Group € 57.00 € 677 3.5% 3.9% 8.7% 8.9% 9.9% 10.3% 0.7 0.6 9.6 8.9 
SQS  £2.76 £72 7.8% 11.3% 5.9% 6.5% 9.0% 9.1% 0.4 0.3 8.9 7.1 
Average   2.3% 4.0% 6.6% 7.0% 8.8% 9.2% 0.4 0.4 9.8 8.8 

 Source: Thomson and Edison Investment Research 
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Exhibit 4: Financial summary 
  €'000s 2010 2011 2012 2013e 2014e 
Year end 31 December   IFRS IFRS IFRS IFRS IFRS 
PROFIT & LOSS         
Revenue     37,458 40,138 46,499 56,016 60,916 
Cost of sales   (18,757) (19,522) (22,366) (25,647) (27,007) 
Gross profit   18,701 20,616 24,133 30,369 33,909 
EBITDA     2,769 4,397 5,320 6,519 8,509 
Operating Profit (before amort and except)     (776) 843 4,258 5,519 7,509 
Amortisation of acquired intangibles   0 0 0 (500) (500) 
Exceptionals and other income   13 (4,581) 924 0 0 
Other income   0 0 0 0 0 
Operating Profit   (763) (3,738) 5,182 5,019 7,009 
Net Interest   (198) 72 130 (100) 0 
Profit Before Tax (norm)     (974) 915 4,388 5,419 7,509 
Profit Before Tax (FRS 3)     (961) (3,666) 5,312 4,919 7,009 
Tax   255 (591) (176) (1,230) (1,752) 
Profit After Tax (norm)   (719) 324 4,243 4,065 5,632 
Profit After Tax (FRS 3)   (706) (4,257) 5,136 3,690 5,257 
        Average Number of Shares Outstanding (m)   5.1 5.1 5.0 5.1 5.1 
EPS - normalised (c)     (14) 6 85 79 110 
EPS - normalised fully diluted (c)     (13) 6 77 73 101 
EPS - (IFRS) (c)     4 281 103 72 103 
Dividend per share (c)   0.00 200.00 40.00 22.00 30.00 
        Gross margin (%)   49.9% 51.4% 51.9% 54.2% 55.7% 
EBITDA Margin (%)   7.4 11.0 11.4 11.6 14.0 
Operating Margin (before GW and except) (%)   -2.1 2.1 9.2 9.9 12.3 
        BALANCE SHEET        
Fixed Assets     14,328 7,735 21,815 20,895 19,895 
Intangible Assets   11,526 6,561 19,866 18,654 17,554 
Tangible Assets   1,528 819 1,154 1,446 1,546 
Other   1,274 355 795 795 795 
Current Assets     28,876 32,145 36,769 42,255 47,468 
Stocks   793 661 1,388 1,200 1,200 
Debtors   21,453 15,083 19,562 23,020 25,034 
Cash   6,630 14,181 15,819 18,035 21,234 
Other   0 2,220 0 0 0 
Current Liabilities     (17,719) (14,049) (20,631) (24,947) (26,570) 
Creditors   (15,615) (12,292) (15,135) (19,451) (21,074) 
Short term borrowings   (2,104) (1,757) (5,496) (5,496) (5,496) 
Long Term Liabilities     (8,398) (5,567) (11,770) (10,370) (8,970) 
Long term borrowings   (3,870) (2,155) (4,301) (4,301) (4,301) 
Other long term liabilities   (4,528) (3,412) (7,469) (6,069) (4,669) 
Net Assets     17,087 20,264 26,183 27,833 31,823 
        CASH FLOW        
Operating Cash Flow     9,967 19,265 3,734 6,165 8,119 
Net Interest    (198) 166 188 (100) 0 
Tax   255 390 (176) (1,230) (1,752) 
Capex   (2,340) (2,159) (822) (500) (500) 
Acquisitions/disposals   (137) 2,403 (8,700) 0 (1,400) 
Financing   324 (106) 1,501 0 0 
Dividends   0 (10,292) 0 (2,120) (1,268) 
Net Cash Flow   7,871 9,667 (4,275) 2,215 3,199 
Opening net debt/(cash)     7,248 (723) (10,266) (6,023) (8,238) 
HP finance leases initiated   0 0 0 0 0 
Other   100 (124) 32 (0) (0) 
Closing net debt/(cash)     (723) (10,266) (6,023) (8,238) (11,437) 

Source: TXT e-Solutions and Edison Investment Research 
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EDISON INVESTMENT RESEARCH LIMITED 
Edison Investment Research Limited (Edison) is a leading international investment research company. Edison and its subsidiaries (Edison Group) have won industry recognition, with 
awards both in Europe and internationally. The team of 95 includes over 60 analysts supported by a department of supervisory analysts, editors and assistants. Edison writes on more 
than 400 companies across every sector and works directly with corporates, fund managers, investment banks, brokers and other advisers. Edison’s research is read by institutional 
investors, alternative funds and wealth managers in more than 100 countries. Edison, founded in 2003, has offices in London, New York, Sydney and Wellington. Edison is authorised and 
regulated by the United Kingdom’s Financial Services Authority  (www.fsa.gov.uk/register/firmBasicDetails.do?sid=181584). Edison Investment Research (NZ) Limited (Edison NZ) is the 
New Zealand subsidiary of Edison. Edison NZ is registered on the New Zealand Financial Service Providers Register (FSP number 247505) and is registered to provide wholesale and/or 
generic financial adviser services only. 
DISCLAIMER 
Copyright 2013 Edison Investment Research Limited. All rights reserved. This report has been commissioned by TXT e-Solutions and prepared and issued by Edison for publication 
globally. All information used in the publication of this report has been compiled from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy 
or completeness of this report. Opinions contained in this report represent those of the research department of Edison at the time of publication. The research in this document is intended 
for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and habitual investors who are “wholesale clients” for the purpose 
of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c)(1)(a), (b) and (c) of the FAA). It is not intended for retail clients. This is not a solicitation or inducement to buy, sell, 
subscribe, or underwrite securities. This document is provided for information purposes only and should not be construed as an offer or solicitation for investment. Edison has a restrictive 
policy relating to personal dealing. Edison Group does not conduct an investment business and, accordingly, does not hold any positions in the securities mentioned in this report. 
However, their respective directors, officers, employees and contractors 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 decision. To the maximum extent 
permitted by law, Edison, its affiliates and contractors, and their respective directors, officers and employees will not be liable for any loss or damage arising as a result of reliance being 
placed on any of the information contained in this report and do not guarantee the returns on investments in the products discussed in this publication.  

Registered in England, number 4794244, Edison Investment Research Limited is authorised and regulated by the United Kingdom Financial Services Authority. 
www.edisoninvestmentresearch.co.uk. Registered on the New Zealand Financial Service Providers Register, number 247505, Edison Investment Research (NZ) Limited is registered to provide 
wholesale and/or generic financial adviser services and is regulated by the New Zealand Financial Markets Authority. 
London +44 (0)20 3077 5700  
Lincoln House, 296-302 High Holborn 
London, WC1V 7JH, UK 

New York +1 646 653 7026  
245 Park Avenue, 39th Floor 10167, 
New York, US 

Wellington +64 4894 8555 
Level 15, 171 Featherston Street, 
Wellington 6011, NZ 

Sydney +61 (0)2 9258 1162 
Level 33, Australia Square, 264 George St, 
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