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PERLPARA
[bookmark: Title]
H1 sparkles as Beeks secures secular growth
[bookmark: BoldPara]Beeks interim results sparkle with: (i) 25% Y/Y growth in Annualised Committed Monthly Recurring Revenue, (ii) PBT +121% Y/Y, and (iii) operating cash flow +27% Y/Y, marking a decisive turn in cash generation. The strength of the business is reflected in 87% recurring revenue, 93% Y/Y, the low (0.5%) attrition rate, 0.8% Y/Y, and improving operational leverage (underlying EBITDA 35.6% margin, +110bps Y/Y). The print is ‘significantly ahead of prior expectations’ and Exchange Cloud is a ‘transformational opportunity’ (via IaaS sales to xchanges, which in turn sell to clients). In our view, the risk to estimates is on the upside. The shares have enjoyed a strong run since the 6 February Trading Update, with TSR +71.7% YTD (vs sector +2.7%), yet the valuation remains undemanding (EV/EBITDA c.10x vs sector 16.5x). Read on to learn about this structural growth compounder.
[bookmark: Bullet1]Strong KPIs with H1 revenue +25%. Annualised Committed Monthly Recurring Revenue (ACMRR) up 25% to £26.60m, underlying EBITDA +28% to £4.61m, implying 35.6% margin (+110bps Y/Y), underlying PBT +113% Y/Y to £1.38m, PBT +121% to £0.16m and underlying diluted EPS +42% at 1.77p. Net cash was £5.44m, £3.35m Y/Y, with improving cash conversion.
[bookmark: Bullet2]Improving sales momentum. There is significant customer momentum with: (i) More Tier 1 customer logos won and conditionally a third global Exchange post period end; (ii) significant expansion with existing customers, including a Proximity Cloud contract which more than 2x value to US$3.6m post period-end. (iii) A £5m Proximity Cloud contract win at “one of the world’s largest banking groups”.
[bookmark: Bullet3]Impact on estimates. CEO Gordon McArthur reiterates FY24 guidance, so we make no change to estimates. Our view remains that our FY25E estimates are conservative as sales execution is a function of existing pipeline conversion, not chasing new customers. 
[bookmark: Bullet4][bookmark: FinalPara]Investment case – secular growth. Beeks IaaS is optimised for low-latency private cloud compute, connectivity and analytics. Customers use Beeks to connect to Exchanges, trading venues and public cloud for hybrid cloud. By productising its vision (Build. Connect. Analyse), Beeks now offers an end-to-end service where Exchanges are clients (three on the roster). TAM is a portion of the global US$192bn IaaS market, with 21k banks and hundreds of global exchanges all migrating on-prem infrastructure to the cloud as they reconcile cloud’s cost and agility advantages with improved security with regulatory and data sovereignty concerns being addressed.
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[bookmark: _Toc391281587]Reviewing the H1 print
	Beeks Financial – Reconciliation Reported H1 PBT to Underlying EBITDA (£m)
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	Source: Company data, Progressive Equity Research


Operational momentum – it’s go-go and continues into H2
The period saw a significant expansion with existing customers, including a Proximity Cloud contract with a 2x contract value to US$3.6m. In addition, post period-end, Beeks won a £5m Proximity Cloud contract with preferred cloud computing and connectivity vendor status for ‘one of the world’s largest banking groups’.
Go-to-market progress – ecosystem widened & expansion deals
Sales ecosystem. Collaboration with BlueVoyant (announced January) enhances security protection for Beeks’ Managed Extended Detection and Response offering and marks a further investment into the Beeks Security Operations Centre (SOC). 
‘Land’ (new customers). Here Beeks focuses on growing the Tier 1 customer base, selling to organisations of varying sizes, ranging from Proof of Concepts to large scale, phase 2 roll-outs – with expansion opportunities across the majority.  There were significant new customers secured in H1 notably with a conditional contract with one of the largest exchanges globally, marking the third international exchange to sign up to Exchange Cloud. Post period-end Beeks inked a £5m Proximity Cloud contract with ‘one of the world’s largest banking groups’, with initial revenue from H1 FY25, underpinning later year forecasts.
Expand (existing customers). Expansion of the initial US$1.3m Proximity Cloud contract with a Tier 1 investment manager was signed in November, with a US$3.6m five-year contract. The first location was delivered in December 2023, with the second in February 2024. 
De-coding CEO Gordon McArthur commentary:
Confidence in the outlook in an early-stage market: “The strong growth we continue to demonstrate year on year, and our confident outlook for this and next year underline the size of the opportunity we are addressing.” 
“Financial markets are still only at the start of the journey to the cloud. With our proven offering and growing tier 1 customer base, which includes some of the largest financial organisations in the world, increasing profit margins and cash generation, we have never been better placed to seize the opportunity.” 
H2 is all about pipeline conversion: “Our H2 focus remains the conversion of our significant pipeline.”
Revenue drivers – Exchange Cloud expands TAM
Exchange Cloud is now up to three announced customers. Recap: Exchange Cloud is a multi-home, fully configured and pre-installed physical trading environment that is fully optimised for global exchanges. This is a transformational opportunity as it enables Beeks to target and win the biggest financial organisations as customers. They in turn sell through to their end users, creating greater operational leverage for Beeks. 
The financial markets are increasingly adopting cloud solutions. Beeks has a growing reputation and blue-chip customer base, with a substantial TAM being part of a US$192bn market (Source: Statistica).
	Beeks Financial – H1 KPIs (£m)
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H1 tech stack improvements 
Capitalised development costs, £1.33m, with development in the following areas:
Build-out of the functionality of Exchange and Proximity Cloud for tier 1 bank customers and large exchanges, such as multi-factor authentication support, further network automation and single sign-on.
Deepened the multi-tenant experience. Allows exchanges to subdivide an Exchange Cloud rack between multiple individual clients and have further improved the usability of the self-service infrastructure portal.
Completed engineering and customer migration work on the virtualisation platform. This improves performance and reduces operating costs for the current client base.
Analytics product improvements included: client documentation, marketing, further development of the high capacity, open architecture.
The H1 points of debate
Gross profit
H1 gross profit was +15% Y/Y at £4.99m, but the margin slipped to 39% (41% Y/Y). The margin is a result of increased infrastructure capacity and increased hosting costs. Guidance is for gross margins to improve in H2 as Beeks delivers on its sales pipeline with a lower cost of investment and fixed direct costs as Beeks has already added capacity across its global datacentre estate.
Operating costs
H1 reported PBT of £0.16m this reversed the £0.76m loss from H1/FY23. The jump in profitability was due to a combination of revenue growth plus administrative expenses, which dipped to £4.7m, £4.9m Y/Y, a flat headcount (105 FTEs vs 103), staff costs £3.53m, £3.59m Y/Y, and Capitalised development costs of £1.33m, down from £1.43m Y/Y. 
Effective tax rate (ETR) 
Beeks guides that ETR should normalise to nearer 20% for FY24. As in previous years, Beeks gains from the impact of R&D tax credits and there was a receipt of £0.1m relating to a prior period received. Y/Y
Cleaning the balance sheet
In September 2023, the mortgage on the Head Office property became due and Beeks fully repaid the loan (£1.57m), repaid term loan facilities (£0.25m), and took a reduced rate asset finance loan (£0.23m). As a consequence, period-end debt is £1.73m, £3.34m Y/Y. 
Stock cover for H2 deal flow
Current stock of £1.88m is comprised of £1.41m owned plus £0.47m asset financed. As supply chain lead times reduce, the existing stock means lower H2 FY24 investment, and a kicker to working capital. The exception is that some Proximity and Exchange Cloud deployments may require bespoke infrastructure and thereby draw in fresh investment.
Proximity/Exchange Cloud
Continued sales momentum reduces recurring revenue proportions given different revenue recognition policies because Promixity/Exchange has an appliance component that differs from the Public and Private Cloud, a pure subscription revenue. The reason for this is that Beeks replaces a shared infrastructure with a client-owned environment. The division was only launched in H1 22, and inked its first major contract, ICE Global Network, in September 2022, with the Johannesburg Stock Exchange following in June 2023.
	Beeks Financial – Cash conversion highlights (£’000)
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Disclaimers and Disclosures
Copyright 2024 Progressive Equity Research Limited (“PERL”).  All rights reserved.  Progressive’s research is commissioned by the subject company under contract and is freely available to the public and all institutional investors.  Progressive does not offer investors the ability to trade securities.  Our publications should not, therefore, be considered an inducement under MiFID II regulations.  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.
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H1/2024 H1/2023

Profit/(loss) before tax 158 -762

Deduct:

Grant Income -137 -130

Add back:

Non-recurring costs 22 81

Amortisation of acquired intangibles 156 301

Share based payments 1,129 1,155

Exchange rate loss 49 -

Underlying PBT 1,377 645

Finance 128 200

Amortisation of other intangibles 733 599

Depreciation 2,373 2,149

Underlying EBITDA 4,611 3,593

Period end 31 December
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Ended 31 December (£m)

H1 2024 H1 2023 Growth (%)

Revenue                 12.96               10.40  25%

ACMRR                 26.60               21.30  25%

Gross profit                   4.99                 4.35  15%

Gross margin (%)                 38.50               41.80 

Underlying EBITDA                   4.61                 3.59  28%

Underlying EBITDA margin (%)                 35.60               34.50 

Underlying profit before tax                   1.38                 0.65 

Underlying profit before tax margin (%)                 10.60                 6.30 

Profit /(Loss) before tax (£m)                   0.16               (0.76) 121%

Underlying basic EPS (p) 1.95 1.35 44%

113%
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6 Months 6 Months Year

(£'000)

Dec-23 Dec-22 Jun-23

(Loss)/profit before taxation for the period 158 -762 -650

Adjustments for: 

Depreciation and amortisation 3,217 3,049 6,435

Share based payment charge 1,129 1,155 2,291

Bank charges 70 53 115

Loan interest 59 67 140

Bank interest received -26 - -

Lease liability interest 82 80 165

Proceeds from grant income - -       609 

4,689 3,642 9,105

Working capital

Increase in trade and other receivables -541 -733 -1,667

Increase/(decrease) in Inventory 359 -485 311

(Increase) / decrease in trade and other payables 468 -1,456 -696

Cash generated from operating activities pre-tax 4,975 968 7,053

Operating cash flows before working capital
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