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Technology One (TNE)
SaaS ARR growth likely to be the highlight

Expecting another solid result

Technology One is scheduled to report its 1HFY22 result on Tuesday, 24" May and
we anticipate a solid result with forecast low double digit revenue and PBT growth. In
our view, however, the key highlight will be the level of SaaS ARR growth which we
expect to be strong given the level of SaaS flips are likely to be accelerating. We
forecast SaaS ARR growth of 38% to ¢.$215m and, furthermore, forecast total ARR
growth of 18% to c¢.$275m. One offsetting impact, however, of the expected
accelerating SaaS flips is the level of on premise initial licence fees is likely to fall
materially — we forecast a 44% fall to $2.0m — and while this is a headwind for
earnings we believe it is positive overall that these licence fees are rapidly diminishing.
We also expect Technology One to provide FY22 guidance at the release of the
interim result and expect the usual 10-15% growth in PBT with the likelihood this will
be towards the upper end despite the rapid decline of on premise initial licence fees.

No change in forecasts

There is no change in our forecasts and we wait for the release of the 1HFY22 result
before looking to reassess. We already forecast strong PBT growth of 16% in FY22
which is slightly above the top end of the 10-15% growth we expect the company to
provide as FY22 guidance. The key swing factor this year is likely to be the level of on
premise initial licence fees and if, for instance, Technology One is still able to generate
a result towards the top end of the usual 10-15% growth range despite a material fall in
these licence fees then this will further increase the quality of the result.

Investment view: PT down 11% to $12.50, Maintain BUY

While there is no change in our forecasts we have updated each valuation used in the
determination of our price target for market movements and time creep. There are no
changes in the key assumptions we apply which are a 15% discount in the relative
valuations and an 8.5% WACC and 5.0% terminal growth rate in the DCF. The net
result is an 11% decrease in our PT to $12.50 which has all been driven by a reduction
in the relative valuations. We maintain our BUY recommendation.

Earnings Forecast

Year end 30 September 2021 2022e 2023e 2024e
$15.00
Total revenue (A$m) 311.8 350.2 384.5 431.0
$12.50 |t EBITDA (A$m) 124.9 150.4 179.2 2103
NPAT (A$m) 72.7 85.3 99.0 116.0
$10.00 EPS (diluted) (cps) 225 26.3 30.4 35.4
$7.50 EPS growth (%) 15% 17% 16% 17%
PER (x) 44.2 37.9 32.8 28.1
$5.00 Price/CF (x) 27.9 25.2 21.4 18.3
EV/EBITDA (x) 24.7 204 16.9 14.2
$2.50 ! ! ! ! Dividend (¢ps) 13.9 15.3 17.6 20.2
May 20 Nov 20 May 21 Nov 21 May 22 _
Yield (%) 1.4% 1.5% 1.8% 2.0%
TN E S&P 300 Rebased ROE (%) 38.2% 36.5% 34.5% 33.0%
Franking (%) 60.0% 60.0% 75.0% 75.0%
SOURCE: IRESS SOURCE: BELL POTTER SECURITIES ESTIMATES
BELL POTTER SECURITIES LIMITED DISCLAIMER:
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1HFY22 Preview

Expecting another Solid Result

A summary of our P&L forecast for the 1IHFY22 result is shown below.

Figure 1 - Forecast 1HFY22 P&L

Year end 30 September 1HFY21 1HFY22e Change
Total revenue (ASm) 144.7 160.4 11%
Interest revenue 0.1 0.1 -5%
Revenue excluding interest 1445 160.2 11%
Expenses (excl. R&D) -78.7 -83.4 6%
Expenses as % of revenue -54.4% -52.1% 239bps
R&D expense -16.2 -17.9 11%
R&D as % of revenue 11.2% 11.2% -1bps
EBITDA 49.7 58.9 19%
Depreciation -1.8 -1.7 -5%
Amortisation -10.0 -14.7 48%
EBIT 379 42,5 12%
Net interest (expense)/income -0.6 -0.6 0%
Profit before tax 373 41.9 12%
Tax expense 9.1 -10.3 13%
NPAT 28.2 31.6 12%
EBITDA margin 34.3% 36.8% 241bps
EBIT margin 26.2% 26.5% 31bps
PBT margin 25.8% 26.1% 35bps
NPAT margin 19.5% 19.7% 23bps
Effective tax rate -24.4% -24.5% -13bps
Basic EPS (cps) 8.79 9.81 12%
Diluted EPS (cps) 8.75 9.74 11%
Interim dividend (cps) 3.82 4.20 10%
Franking 60.0% 60.0%

Payout ratio 43.4% 42.8%

SOURCE: COMPANY DATA AND BELL POTTER SECURITIES ESTIMATES

The key take-outs are:

e Forecasting low double digit growth: We forecast low double digit growth in both
revenue (up 11%) and PBT (up 12%). Note our revenue forecast of $160m assumes a
1H/2H split of 46%/54% (consistent with both FY21 and FY20) and our PBT forecast of
$41.9m assumes a 1H/2H split of 37%/63% (slightly lower than the FY21 split of
38%/62% but higher than the underlying 30%/70% split in FY20).

Forecasting 35% growth in SaaS fees: The key driver of our forecast 11% growth in
revenue is a 35% increase in SaaS fees to $93m. This more than offsets forecast
material falls in both on premise initial licence fees (down 44%) and on premise annual
licence fees (down 14%) and continues the trend of SaaS fees becoming an
increasingly larger percentage of total revenue.

Forecast strong growth in both SaaS and total ARR: While not shown in the figure
above, we forecast 38% growth in SaaS ARR to $215m and 18% growth in total ARR
to $275m. These forecasts imply a 23% decline in non-SaaS ARR to $60m.

BELL POTTER
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Earnings and Valuation Changes

No Change in Forecasts

There is no change in our forecasts and we wait for the release of the 1HFY22 result
before looking to reassess. We already forecast strong PBT growth of 16% in FY22 which
is slightly above the top end of the 10-15% growth we expect the company to provide as
FY22 guidance. The key swing factor this year is likely to be the level of on premise initial
licence fees and if, for instance, Technology One is still able to generate a result towards
the top end of the usual 10-15% growth range despite a material fall in these licence fees
then this will further increase the quality of the result.

A summary of our key forecasts is shown below. Note we forecast higher PBT growth of
¢.17% in both FY23 and FY24 as we expect the headwind from declining on premise initial
licence fees to be less in these periods as they become more negligible. The only notable
headwind in these periods is expected to be the increasing amortisation.

Figure 2 - Key forecasts

Year end 30 Septemer FY22e Change FY23e Change FY24e Change
Total revenue (ASm) 350.2 12% 384.5 10% 431.0 12%
EBITDA 150.4 20% 179.2 19% 2103 17%
PBT 113.0 16% 1321 17% 154.6 17%
NPAT 85.3 17% 99.0 16% 116.0 17%
Diluted EPS 26.3c 17% 30.4c 16% 35.4c 17%
DPS 15.3c 10% 17.6¢ 15% 20.2c 15%

SOURCE: BELL POTTER SECURITIES ESTIMATES

11% Decrease in PT to $12.50

While there is no change in our forecasts we have updated each valuation used in the
determination of our price target for market movements and time creep. There are no
changes in the key assumptions we apply which are a 15% discount in the relative
valuations and an 8.5% WACC and 5.0% terminal growth rate in the DCF.

The change in each valuation and the impact on our price target calculation is shown
below.

Figure 3 - Change in valuations and impact on PT

Old (as at 21-Mar-22) New (as at 10-May-22)
Valuation % Price Valuation % Price
per share weighting target per share weighting target
Methodology
PE ratio $13.99 40% $5.60 $12.09 40% $4.83
EV/EBITDA $13.70 40% $5.48 $11.77 40% $4.71
DCF $14.63 20% $2.93 $14.79 20% $2.96
Total 100% $14.00 100% $12.50

SOURCE: BELL POTTER SECURITIES ESTIMATES

The figure shows a double digit percentage decrease in each relative valuation but a
modest low single digit percentage increase in the DCF. The net result is an 11%
decrease in the PT to $12.50 which is >20% premium to the share price so we maintain
our BUY recommendation.
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Technology One

Company Description

Technology One is a SaaS company that provides ERP (enterprise resource planning)
software. The company develops, markets, sells, implements and supports its own
enterprise software for each customer which is highly configurable but not customised.

Technology One was formed in 1987 and head office is in Brisbane, Queensland. The
company markets its software in Australia, New Zealand, Malaysia and the UK and has in
excess of 1,200 customers across these regions.

Investment Thesis

We maintain our BUY recommendation on Technology One. Our investment thesis is
based on:

e Valuation: Our price target for Technology One is $12.50 which is a 26% premium to
the current share price. The price target is generated from a blend of the three
valuation methodologies we apply to the company: PE, EV/EBITDA and DCF.

e PEG ratio of 2-3x: We forecast double digit underlying EPS growth of in each of the
next three years which in our view justifies a PEG ratio of b/w 2-3x in these periods.

e Potential to lift growth target: Technology One has had an annual growth target of
10-15% growth in NPAT for a decade but we believe there is potential for the company
to lift this annual target to 15-20% at some stage in the next few years.

e Reasonable yield: The forecast yield for Technology One is reasonable between 1-2%
or more which assumes a payout ratio of b/w 55-60%. In our view this a reasonable
yield for a company with such high forecast growth.

Key Risks
Key downside risks to our estimates and valuation include (but are not limited to):

e Switch to SaaS: Like many software companies, Technology One is currently
transitioning from an on premise to off-premise delivery model for its software. The
company already has around half of its customers on the TechnologyOne SaaS
platform (i.e. off premise) but there is still half of its customers still to be transitioned
and this shift carries risk.

e Competitive threat: Technology One is one of several enterprise developers and
vendors globally and its key competitors are large, global software companies such as
Oracle, SAP, Workday and Infor. The size of these competitors presents a competitive
threat to Technology One with the large marketing and R&D budgets of these
companies and also the global presence and support provided

e UK performance: Technology One expanded into the UK market in 2006 and has
recorded a loss in that market almost every year since. The business recorded a
modest profit in FY16 but then slid back into a loss in FY17 and the loss then increased
further in FY18. There are signs the business is turning around and it did report a
modest profit again in FY20 but the company has yet to indicate when it expects the
business to generate reasonable returns.

BELL POTTER
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Table 1 - Financial summary

Technology One (TNE)

$12.50
$3,215m

Share price:
No. of issued shares:

Target price:

323.1m Market cap:

Profit & Loss (A$m)
Year end 30 Sep 2020 2021 2022e 2023e 2024e Year end 30 Sep 2020 2021 2022e 2023e 2024e
Total revenue 298.7 3118 350.2 3845 431.0 Net profit (ASm) 62.9 72.7 85.3 99.0 116.0
Change 4% 4% 12% 10% 12% Diluted EPS (c) 19.6 225 26.3 304 354
EBITDAR 133.3 160.1 189.0 2208 2549 Change 7% 15% 17% 16% 17%
R&D expense -31.0 -35.1 -38.7 -41.6 -44.7 P/Eratio (x) 50.7 442 37.9 328 281
EBITDA 102.3 1249 150.4 179.2 2103 CFPS (c) 323 35.6 395 46.6 54.5
Depreciation -39 -33 -35 -3.6 3.7 Price/CF (x) 30.9 27.9 25.2 214 18.3
Amortisation -14.7 225 -32.6 -42.4 -50.9 DPS (c) 12.9 13.9 153 17.6 20.2
Forex 0.0 0.0 0.0 0.0 0.0 Yield (%) 1.3% 1.4% 15% 1.8% 2.0%
EBIT 836 99.1 1143 1332 155.7 Franking (%) 60% 60% 60% 75% 75%
Netinterest (expense)lincome -11 -1.3 -1.2 11 11 EVIRevenue (x) 10.3 9.9 8.7 79 6.9
Profit before tax 825 97.8 113.0 1321 154.6 EV/EBITDA (x) 30.2 24.7 204 16.9 14.2
Taxexpense -195 -25.2 217 -33.0 -38.7 NTAper share (c) 131 117 175 217 429
NPAT 62.9 727 853 99.0 116.0 Price/NTA (x) 76.2 85.1 56.8 359 232
Year end 30 Sep 2020 2021 2022e 2023e 2024e Year end 30 Sep 2020 2021 2022e 2023e 2024e
EBITDA 102.3 1249 150.4 179.2 2103 EBITDAR/sales (%) 44.6% 51.3% 53.9% 57.4% 59.1%
Change in working capital 16.1 -0.9 0.0 -14 -19 EBITDA/sales (%) 34.2% 40.0% 42.9% 46.6% 48.7%
Gross operating cash flow 1184 124.0 150.4 177.8 208.4 PBT/sales (%) 27.6% 31.4% 32.3% 34.3% 35.8%
Netinterest -11 -13 -12 11 11 Return on assets (%) 16.7% 16.0% 17.3% 18.1% 18.8%
Tax paid -13.7 78 -20.8 -24.8 -29.0 Return on equity (%) 44.3% 38.2% 36.5% 34.5% 33.0%
Other 0.0 0.0 0.0 0.0 0.0 ROIC (%) NM NM  >100%  >100%  >100%
Net operating cash flow 103.5 115.0 1284 151.9 178.3 Payout ratio (%) 65.2% 61.4% 57.8% 57.5% 56.7%
Payments for PPE 20 -17 -2.0 25 25 Effective tax rate (%) -23.7%  -25.7%  -245%  -250%  -25.0%
Payments for intangibles -42.9 -51.3 -575 -62.5 -65.0
Payments for acquisitions 02 116 60 53 00
Net investing cash flows -45.1 -64.5 -65.5 -70.3 675 Year end 30 Sep 2020 2021 2022e 2023e 2024e
Proceeds from options exercise 5.2 10.6 25 25 25 Net debt/(cash) ($m) -125.2 -131.4 -151.9 -184.8 -233.8
Repayment of borrowings 0.0 0.0 0.0 0.0 0.0 Net debt/equity (%) NM NM NM NM NM
Dividends paid -39.0 -42.5 -46.0 514 -59.4 Gearing (%) NM NM NM NM NM
Net financing cash flows -38.3 -32.9 -48.5 -53.9 -61.9 Net debt/EBITDA (X) NM NM NM NM NM
Net change in cash 202 176 144 217 49.0
Cash at end of period 1252 1429 1573 1850 2340
Year end 30 Sep 2020 2021 2022e 2023e 2024e
Balance Sheet (A$m) Revenue (A$m)
Year end 30 Sep 2020 2021 2022e 2023e 2024e Saas fees 106.2 1511 200.1 257.7 3285
Cash 125.2 1429 1573 185.0 2340 On Premise - Initial licences 27.3 16.8 11.7 70 35
Prepayments 10.9 134 134 134 134 On Premise - Annual licences 102.3 79.0 75.0 56.3 352
Receivables 374 50.6 52.6 57.7 64.7 Consulting 625 645 62.9 63.2 635
Income taxreceivable 8.1 0.0 0.0 0.0 0.0 Other 08 0.7 0.7 0.7 0.7
Other current assets 254 279 27.9 279 279 Total revenue incl. interest 299.0 3120 3505 384.9 4314
PPE 328 283 26.8 25.7 245 Interest revenue 04 0.2 03 04 04
Intangibles - Goodwill 333 56.2 56.2 56.2 56.2 Total revenue excl. interest 298.7 3118 350.2 384.5 4310
Intangibles - Other 67.3 96.4 121.3 1414 155.5
Other receivables 00 00 00 00 00
Contract acquisition assets 70 12.6 12.6 12.6 12.6 Year end 30 Sep 1HFY21  2HFY21 1HFY22e 2HFY22e
Deferred taxassets 28.6 263 26.3 26.3 26.3 Total revenue (A$m) 1445 167.3 160.2 190.0
Total assets 375.9 454.7 4945 546.4 6153 Growth 5% 4% 11% 14%
Payables 371 36.6 38.6 423 475
Current provisions 205 212 21.2 212 212 EBITDAR 65.8 94.3 76.8 112.2
Unearned revenue 1441 160.0 160.0 160.0 160.0 R&D expense -16.2 -19.0 -17.9 -20.8
Current borrowings 0.0 38 3.8 0.0 0.0 EBITDA 49.7 75.3 58.9 914
Non-current provisions 24 21 21 21 21 Depreciation -18 -15 -1.7 -7
Non-current borrowings 0.0 76 16 0.1 0.1 Amortisation -10.0 -12.5 -14.7 -17.9
Other non-current liabilities 273 272 272 272 272 Forex 0.0 0.0 0.0 0.0
Total liabilities 2337 264.5 260.5 259.0 264.1 EBIT 379 61.2 425 718
Shareholders’ equity 40.6 516 54.1 56.6 59.1 Netinterest expensefincome 0.6 0.7 -0.6 -0.6
Reserves 635 727 746 779 82.6 Pre-tax profit 373 60.6 419 711
Retained eamings 38.1 65.9 105.2 152.9 209.4 Taxexpense 9.1 -16.1 -10.3 -17.4
Total shareholders' equity 1422 190.2 234.0 2874 351.1 NPAT 28.2 445 316 53.7
SOURCE: BELL POTTER SECURITIES ESTIMATES
—V
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For Bell Potter Securities’ Research Coverage Decision Making Process and Research Independence Policy please refer to our company
website: https://bellpotter.com.au/research-independence-policy/.

Authoring Research Analyst’s Certification

The Authoring Research Analyst is responsible for the content of this Research Report, and, certifies that with respect to each security that
the Analyst covered in this Report (1) all the views expressed accurately reflect the Analyst’s personal views about those securities and
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Disclaimers

This Research Report is a private communication to Clients and is not intended for public circulation or for the use of any third party,
without the prior written approval of Bell Potter Securities Limited.

The Research Report is for informational purposes only and is not intended as an offer or solicitation for the purpose of sale of a security.
Any decision to purchase securities mentioned in the Report must take into account existing public information on such security or any
registered prospectus.

This is general investment advice only and does not constitute personal advice to any person. Because this Research Report has been
prepared without consideration of any specific client’s financial situation, particular needs and investment objectives (‘relevant personal
circumstances’), a Bell Potter Securities Limited Broker (or the financial services licensee, or the representative of such licensee, who has
provided you with this report by arrangement with Bell Potter Securities Limited) should be made aware of your relevant personal
circumstances and consulted before any investment decision is made on the basis of this Research Report.

While this Research Report is based on information from sources which are considered reliable, Bell Potter Securities Limited has not
verified independently the information contained in this document and Bell Potter Securities Limited and its directors, employees and
consultants do not represent, warrant or guarantee expressly or impliedly, that the information contained in this Research Report is
complete or accurate.

Nor does Bell Potter Securities Limited accept any responsibility for updating any advice, views, opinions or recommendations contained in
this Research Report or for correcting any error or omission which may have become apparent after the Research Report has been issued.

Bell Potter Securities Research Department has received assistance from the Company referred to in this Research Report including but
not limited to discussions with management of the Company. Bell Potter Securities Policy prohibits Research Analysts sending draft
Recommendations, Valuations and Price Targets to subject companies. However, it should be presumed that the Author of the Research
Report has had discussions with the subject Company to ensure factual accuracy prior to publication.

All opinions, projections and estimates constitute the judgement of the Author as of the Date of the Research Report and these, plus any
other information contained in the Research Report, are subject to change without notice. Prices and availability of financial instruments
also are subject to change without notice.

Notwithstanding other departments within Bell Potter Securities Limited advising the subject Company, information obtained in such role is
not used in the preparation of the Research Report.

Although Bell Potter Research does not set a predetermined frequency for publication, if the Research Report is a fundamental equity
research report it is the intention of Bell Potter Research to provide research coverage of the covered issuers, including in response to
news affecting the issuer. For non-fundamental Research Reports, Bell Potter Research may not provide regular updates to the views,
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Notwithstanding that Bell Potter maintains coverage on, makes recommendations concerning or discusses issuers, Bell Potter Research
may be periodically restricted from referencing certain Issuers due to legal or policy reasons. Where the component of a published trade
idea is subject to a restriction, the trade idea will be removed from any list of open trade ideas included in the Research Report. Upon lifting
of the restriction, the trade idea will either be re-instated in the open trade ideas list if the Analyst continues to support it or it will be officially
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Bell Potter Research may provide different research products and services to different classes of clients (for example based upon long-
term or short term investment horizons) that may lead to differing conclusions or recommendations that could impact the price of a security
contrary to the recommendations in the alternative Research Report, provided each is consistent with the rating system for each respective
Research Report.

Except in so far as liability under any statute cannot be excluded, Bell Potter Securities Limited and its directors, employees and
consultants do not accept any liability (whether arising in contract, in tort or negligence or otherwise) for any error or omission in the
document or for any resulting loss or damage (whether direct, indirect, consequential or otherwise) suffered by the recipient of the
document or any other person.

In the USA and the UK this Research Report is only for institutional investors. It is not for release, publication or distribution in whole or in
part in the two specified countries. In Hong Kong this Research Report is being distributed by Bell Potter Securities (HK) Limited which is
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