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TXT e-solutions

Moderating our growth estimates

TXT reported a 4.8% year-on-year revenue decline in Q314, as TXT Perform
experienced a weak quarter for licence wins. However, on a nine-month
basis, both divisions achieved revenue growth. We have revised our
revenue forecasts to reflect a more uncertain economic environment,
resulting in cuts to FY14 EPS of 10% and FY15 EPS of 9%. With a strong
balance sheet, TXT has funds available to support its acquisition strategy.

Year end Revenue PBT* EPS* DPS PIE Yield

(€m) (€m) (€ (€ (x) (%)
12/12 46.5 42 0.37 0.20 20.7 2.6
12/13 52.6 48 0.45 0.25 171 32
12/14e 54.0 43 0.33 0.26 232 34
12/15e 58.8 6.2 0.46 0.27 16.9 35

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

Q314 results reflect weaker licensing demand

TXT reported a y-o0-y revenue decline of 4.8% in Q314. TXT Perform (61% of Q314
revenues) declined 9.3%, with lower licence order intake than a year ago.
Conversely, TXT Next (39% of Q314 revenues) grew revenues 3.1% y-o-y. Good
operating cost control limited the impact at the EBITDA level, with EBITDA down
4% (margin 12.2%) and normalised EBIT down 3% y-o-y (margin 9.6%). With net
cash of €7.1m at the end of Q314, the company continues to consider acquisitions,
particularly in TXT Next.

Outlook and changes to forecasts

With the uncertain economic environment weighing on decision-making in the
fashion and luxury sector, the timing of TXT Perform licence wins is difficult to
predict. However, the company is seeing some recovery in demand from
manufacturing customers, and has better visibility over its services pipeline.
Management expects the business to develop in line with Q413. We have revised
down our FY14 revenue forecast by 1.6% to reflect a weaker licensing environment
for TXT Perform. In FY15, we take a more cautious approach in both divisions,
reducing group revenue by 2.5%. This results in a reduction in normalised EPS of
10.2% in FY14 and 8.9% in FY15.

Valuation: Licensing pick-up key to upside

The stock trades on a P/E of 23.2x FY14e and 16.9x FY15e normalised EPS. This
is at a discount to global supply chain software vendors and at a premium to
European IT services companies, which is reasonable considering the split of the
business. The company has a strong cash position and we forecast a dividend yield
of at least 3% for FY14 and FY15. To see upside from this point, we would need to
see that recent investment in North America is driving new business, demand from
the European retail market is recovering, or operating profitability is improving.
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Review of Q3 results

TXT reported a decline in Q3 revenues of 4.8% y-o-y. On a nine-month basis, group revenue grew
1.5% y-o0-y, excluding the €1.5m exceptional income reported in Q214.

While TXT Next saw 3.1% growth in Q314, TXT Perform declined 9.3% as fewer licences were
signed compared to last year: Q314 licence revenues totalled €1.3m compared to €2.4m in Q313.
On a nine-month basis, both divisions grew y-o-y: TXT Perform +1.9% (excluding the €1.5m one-
off) and TXT Next +0.9%.

For Q314, despite the €0.3m drop in gross profit, EBITDA only declined €0.1m or 4%, with
normalised EBIT down 3%. The company increased its net cash position over the quarter, up to
€7.1m from €6.6m at the end of H114.

Exhibit 1: Q3 financial highlights

Q313a Q314a Change

Revenues 133 12.7 -4.8%
TXT Perform 85 7.7 9.3%
TXT Next 48 5.0 3.1%
Gross margin 52.3% 52.9% 0.6%
EBITDA 1.6 1.6 -4.0%
EBITDA margin 12.1% 12.2% 0.1%
Normalised EBIT 1.3 1.3 -3.2%
Normalised EBIT margin 10.0% 10.2% 0.2%
Reported EBIT 1.3 1.2 -3.3%
Reported EBIT margin 9.4% 9.6% 0.1%
Net cash 6.3 7.1 13.1%

Source: TXT e-solutions

TXT Perform

While licence income was lower than a year ago, TXT signed new contracts with Constellium
(Germany), Ellos (Sweden), PAS Group (Australia), and Build-a-Bear Workshop (US). Constellium
is an aluminium manufacturer, which highlights that TXT Perform’s planning products are used not
only by fashion and luxury goods companies, but also by manufacturers and CPG companies. The
company noted that it is seeing the gradual re-emergence of manufacturing customers in certain
countries as the sector starts to recover.

In the quarter, the division used its new AgileFit methodology to launch solutions for Miroglio and
Bata. The division also successfully completed projects with Sephora France and Pandora
(Denmark) and is working on a follow-on project with Sephora USA.

Outlook and changes to forecasts

The company commented that it is pursuing commercial opportunities in Asia Pacific as well as
areas where it is well-established (ie North America and Europe). Management believes it can
outperform the market due to its installed base of customers with wide geographic coverage and its
strengthened presence in North America. Visibility over the signing of new TXT Perform licences is
poor, but the services pipeline has better visibility, supporting development of the business in Q414
in line with Q413.

Management continues to look for acquisition opportunities, highlighting potential bolt-on deals for
TXT Next. With €7.1m net cash on the balance sheet, it has funds available if suitable targets are
identified.
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We have reduced our revenue forecasts for TXT Perform in FY14 and FY15 to reflect the weaker

licensing environment. This also has a follow-on impact on future Projects and Other Income

revenues. We have also taken a slightly more cautious approach to our TXT Next FY15 revenue
forecast. Overall this drives a 10.2% cut in FY15e EPS and an 8.9% cut to FY16e EPS.

Exhibit 2: Changes to forecasts

FY14 old

Revenues (€m) 54.9
TXT Perform 33.8
TXT Next 211
Gross margin 52.0%
Gross profit 28.6
EBITDA (€m) 6.0
EBITDA margin 10.9%
Normalised EBIT (€m) 5.0
Normalised EBIT margin 9.0%
Normalised net income (€m) 4.0
Normalised EPS (€) 0.37
Net cash (€m) 10.8
Dividend (€) 0.26

Source: Edison Investment Research
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FY14 new
54.0
328
212

51.6%
27.9
55
10.3%
45
8.4%
3.6
0.33
9.8
0.26

change
-1.6%
-2.9%
0.6%

-2.3%
-1.3%

-8.8%

-10.3%
-10.2%
-9.5%
0.0%

FY15e old
60.3
37.6
22.7

51.7%
31.2
7.7
12.8%
6.9
11.5%
55
0.50
13.3
0.27

FY15e new
58.8
36.5
223

51.7%
304
71
12.0%
6.3
10.7%
5.0
0.46
1.9
0.27

change
-2.5%
-2.9%
-1.8%

-2.6%
-8.0%

-8.9%

9.1%
-8.9%
-10.9%
0.0%
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Exhibit 3: Financial summary

Year end 31 December

PROFIT & LOSS

Revenue

Cost of sales

Gross profit

EBITDA

Operating Profit (before amort and except)
Amortisation of acquired intangibles
Exceptionals and other income
Other income

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 (c)

EPS - normalised fully diluted (c)

EPS - (IFRS) (c)

Dividend per share (c)

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

BALANCE SHEET
Fixed Assets
Intangible Assets
Tangible Assets

Other

Current Assets

Stocks

Debtors

Cash

Other

Current Liabilities
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 2010
IFRS

37,458
(18,757)
18,701
2,769
(776)

0.0

49.9%
74
2.1

14,328
11526
1528
1,274
28,876
793
21453
6,630

0
(17,719)
(15,615)
(2,104)
(8,398)
(3,870)
(4,528)
17,087

9,967
(198)
255
(2,340)
(137)
324

0
7,871
7,248
0

100
(723)

Source: TXT e-solutions and Edison Investment Research
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2011
IFRS

40,138
(19,522)
20,616
4,397
843

(4,581)

(3,738)
72
915
(3,666)
(591)
324
(4,257)

10.1

140
100.0

51.4%

(14,049)

390
(2,159)
2,403
(106)
(10,292)
9,667
(723)

0

(124)
(10,266)

2012
IFRS

46,499
(22,351)
24,148
5,322
4,283

939

5,222

(37)
4,246
5,185
(188)
4,092
4,997

10.0
41
37
50

20.0

51.9%
1.4
9.2

18,570
16,621
1,154
795
36,769
1,388
19,562
15,819
0
(20,651)
(15,155)
(5,496)
(8,666)
(4,301)
(4,365)
26,022

2,760
(37)

64
(405)
(8,450)
1,690

0
(4,378)
(10,266)
0

135
(6,023)

4,956
(435)
4,821
4,521

121
4942
4,642

10.5

45
44
25.0

52.7%

2015e
IFRS

58,816
(28,431)
30,384
7,084
6,312
(285)

6,027
(100)
6,212
5,927

(1,185)
4,970
4,742

10.4
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Edison, the investment intelligence firm, is the future of investor interaction with corporates. Our team of over 100 analysts and investment professionals work with leading companies, fund managers and investment banks
worldwide to support their capital markets activity. We provide services to more than 400 retained corporate and investor clients from our offices in London, New York, Frankfurt, Sydney and Wellington. Edison is
authorised and regulated by the Financial Conduct Authority ( ). 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. Edison Investment Research
Inc (Edison US) is the US subsidiary of Edison and is regulated 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 2014 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 securities described in the Investment Research may not be eligible for sale in all jurisdictions or to certain categories of investors. This
research is issued in Australia by Edison Aus and any access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act. The Investment Research is distributed in the United States
by Edison US to major US institutional investors only. Edison US is registered as an investment adviser with the Securities and Exchange Commission. Edison US relies upon the "publishers' exclusion" from the definition
of investment adviser under Section 202(a)(11) of the Investment Advisers Act of 1940 and corresponding state securities laws. As such, Edison does not offer or provide personalised advice. We publish information about
companies in which we believe our readers may be interested and this information reflects our sincere opinions. The information that we provide or that is derived from our website is not intended to be, and should not be
construed in any manner whatsoever as, personalised advice. Also, our website and the information provided by us should not be construed by any subscriber or prospective subscriber as Edison’s solicitation to effect, or
attempt to effect, any transaction in a security. 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). This is not a solicitation or inducement to buy, sell,
subscribe, or underwrite any securities mentioned or in the topic of this document. This document is provided for information purposes only and should not be construed as an offer or solicitation for 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 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. FTSE International Limited (‘FTSE”) © FTSE 2014. “FTSE®” is a trade mark of the
London Stock Exchange Group companies and is used by FTSE International Limited under license. Al rights in the FTSE indices and/or FTSE ratings vest in FTSE and/or its licensors. Neither FTSE nor its licensors
accept any liability for any errors or omissions in the FTSE indices and/or FTSE ratings or underlying data. No further distribution of FTSE Data is permitted without FTSE’s express written consent.
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