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 FY18 earnings review 

The ICT recruitment industry continues to show strength, and on 
the 13th August, HiTech Group Australia (HiTech) delivered a 
solid FY18 result with EBITDA in line with our $3.7m forecast. 

A lot to like with this result, with operating revenue $26.4m, up 
+13% on (pcp), Gross Profit +12% on (pcp), and leverage dropping 
through to an NPAT of $2.68m, an increase of +16% on FY17. 

Investor return  

Why a BUY? Even after a 12m period of +37% TSR appreciation 
versus the Small Ordinaries, we see dividend yield support, along 
with continued organic and potential non-organic growth 
underpinning the share-price, toward the target price – capital 
appreciation +3.9% and gross yield of +10.9% drives a TSR of 
14.8%. 

FY19F gross yield of ~10% 

We have maintained our forecast payout ratio of 100% driving a 
fully franked 9 cents dividend. 

Pristine balance sheet 

Cash balance at $5.8m, an increase of 13% over pcp has no debt 
and cash available of ~$5m. Based on our forecasts and dividend 
payout ratio, cash levels will be maintained unless an acquisition 
can be sourced and/or capital is utilised for organic growth 
opportunities. 

Industry position 

While barriers to entry in the recruitment space are low we are 
comfortable that the quality of the Board and management will 
ensure HiTech keeps pace with market and technological 
developments while acquiring and consolidating new business 
lines to grow and diversify the earnings base. Technology 
disruption continues to play-out in a number of industry verticals 
(Banking/Fintech) and Wall Street has seen graduates shunning a 
career in Investment Banking for Silicon valley. HiTech earns most 
of its revenue through contracting to the ICT market. As firms 
continue to downsize their full-time work forces, the use of 
outsourcing and contracted workforces will continue to grow. This 
combined with forecast strong growth in the ICT staffing levels 
ensures HiTech is well placed to capitalise on these longer-term 
trends.  

Valuation 

Our 12-month forward price target is set at $1.23, based on a 
blend of DCF (WACC, 10%, β=1.0), P/E Multiple, and EV/EBITDA. We 
increase our P/E multiple of 15x, a 25% discount to Small Ords as 
appropriate; balancing the liquidity challenge (~65% held by 
founders/Hazouri family) against high growth and attractive yield. 

Website  

http://hitechaust.com/ 

 

     
Company Data

Shares  outstanding (m) 38.1

Price ($) 1.18

Market Capita l i sation ($m) 44.9

Free Float (%) 37%

Free Float Market Capita l i sation ($m) 16.7

12 month low ($) 0.63

12 month high ($) 1.20

Average da i ly volume (3 month) ('000) 0.5

Forecast Stock Capita l  Return 4%

Forecast Total Stock Gross Return 15%

Data Source: FactSet

Earnings Summary (A$m)

Year end June FY17 FY18F FY19F FY20F

Sales revenue 23.3 26.4 29.1 31.5

EBITDA 3.4 3.7 4.6 5.0

PBT 3.5 3.7 4.6 5.0

Underlying NPAT 2.4 2.6 3.2 3.5

Reported NPAT 2.3 2.6 3.2 3.5

Reported EPS (c) 6.6 7.4 9.1 9.9

Underlying EPS diluted (c) 6.1 5.9 7.3 8.0

Underlying P/E (x) 10.5 19.9 16.1 14.8

DPS (c) 6.0 8.0 9.0 10.0

Payout ratio (%) 87% 108% 100% 100%

Franking (%) 100% 100% 100% 100%

Dividend yield (%) 5.1% 6.8% 7.6% 8.5%

Gross Yield (%) 13.4% 9.7% 10.9% 12.1%  

Data Source: Company, APP Securities 

Share Price Performance 
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APP Securities contributes all company estimates to Bloomberg, Thomson 
Reuters, FactSet and Capital IQ. 

http://hitechaust.com/
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HiTech Australia 

Summary Profit and Loss A$m FY16 FY17 FY18 FY19F FY20F

Recommendation BUY Sales revenue 18.3 23.3 26.4 29.1 31.5

Price ($) 1.18      COGS (14.4) (18.6) (21.1) (23.2) (25.1)

Target Price ($) 1.23      Gross Profit 3.9 4.7 5.3 5.9 6.3

Upside (Downside) (%) 3.9% Gross Profit Margin 21.3% 20.2% 20.1% 20.2% 20.2%

Gross Yield FY19 (%) 10.9% Other operating costs (1.4) (1.3) (1.6) (1.3) (1.4)

Total Stock Return (%) 14.8% EBITDA 2.5 3.4 3.7 4.6 5.0

Shares (m) 38.1      D&A 0.0 0.0 0.0 0.0 0.0

Diluted shares(m) 43.7      EBIT 2.5 3.4 3.7 4.6 5.0

Market Capitalisation ($m) 44.9      Margin 13.7% 14.7% 14.1% 15.8% 15.8%

Free Float Market Capitalisation ($m) 16.7      Net interest 0.0 0.0 0.0 0.0 0.0

PBT 2.5 3.5 3.7 4.6 5.0

Valuation Tax (0.7) (1.0) (1.1) (1.4) (1.5)

Profit 1.8 2.4 2.6 3.2 3.5

Discounted Cash Flow Minority interests 0.0 0.0 0.0 0.0 0.0

Diluted Value per share ($) $1.19 Underlying NPAT 1.8 2.4 2.6 3.2 3.5

Non-recurring items 0.4 (0.1) 0.0 0.0 0.0

Cash adjusted P/E (x) Reported NPAT 2.2 2.3 2.6 3.2 3.5

Forecast P/E Multiple (x) 15.0      

Diluted Value per share ($) $1.38 Cashflow A$m FY16 FY17 FY18 FY19F FY20F

Operating EBITDA 2.5 3.4 3.7 4.6 5.0

EV/EBITDA Change in working capital 0.1 0.2 0.6 (0.0) (0.1)

Forecast EV/EBITDA (x) 8.0 Net interest 0.0 0.0 0.0 0.0 0.0

12 month forward EBITDA ($m) 4.7 Tax paid (0.6) (1.5) (1.1) (1.4) (1.5)

Enterprise Value ($m) 37.7 Other (0.1) (0.2) 0.0 0.0 0.0

Net Cash (Debt)  ($m) 6.7 Operating cashflow 1.9 1.9 3.2 3.2 3.4

Cash from option exercise 4.0 Capital expenditure (0.1) (0.2) (0.1) (0.1) (0.1)

Value  ($m) 48.4 Net Divestment/(Acquistions) 0.7 0.7 0.0 0.0 0.0

Diluted Value per share ($) $1.11 Other 0.0 0.0 0.0 0.0 0.0

Investing cashflow 0.6 0.5 (0.1) (0.1) (0.1)

Financial Metrics FY16 FY17 FY18 FY19F FY20F Change in Debt 0.0 0.0 0.0 0.0 0.0

Reported EPS (c) 7.0 6.6 7.4 9.1 9.9 Change in Equity 0.0 0.1 0.6 0.0 0.0

Underlying EPS (c) 5.8 6.9 7.4 9.1 9.9 Dividends paid 0.0 (1.7) (2.5) (3.0) (3.3)

Underlying EPS diluted (c) 4.9 6.1 5.9 7.3 8.0 Other 0.0 0.0 0.0 0.0 0.0

Underlying P/E (x) 6.5 9.3 16.0 12.9 11.9 Financing cashflow 0.0 (1.6) (1.8) (3.0) (3.3)

P/E (diluted & cash adj.) (x) 3.3 8.0 16.1 12.8 11.8 Net cashflow 2.6 0.8 1.3 0.1 (0.0)

DPS (c) 2.0 6.0 8.0 9.0 10.0

Payout ratio (%) 34.4% 87.4% 108.5% 100.0% 100.0% Balance Sheet A$m FY16 FY17 FY18 FY19F FY20F

Franking (%) 100% 100% 100% 100% 100% Cash and Deposits 4.4 5.2 5.9 6.6 6.6

Dividend yield (%) 1.7% 5.1% 6.8% 7.6% 8.5% Receivables 3.1 2.6 2.6 2.9 3.1

Gross Yield (%) 7.6% 13.4% 9.7% 10.9% 12.1% Financial assets 0.6 0.0 0.0 0.0 0.0

Book value (c) 16.3 16.8 17.0 19.0 19.4 Other Current Assets 0.0 0.2 0.0 0.0 0.0

Net Tangible Assets (c) 16.2 16.7 15.5 17.5 17.8 Total Current Assets 8.1 8.0 8.5 9.5 9.7

Price to Book value (x) 2.3 3.8 6.9 6.2 6.1 PPE 0.1 0.2 0.2 0.3 0.5

Price to NTA (x) 2.3 3.8 7.6 6.8 6.6 Deferred tax assets 0.1 0.1 0.1 0.1 0.1

Cash Conversion 100% 99% 116% 100% 99% Intangibles (incl. goodwill) 0.0 0.0 0.0 0.0 0.0

Op. cashflow per share (c) 5.1 4.3 7.1 7.1 7.6 Other 0.0 0.0 0.7 0.7 0.7

Price to OCFS (x) 7.0 13.5 16.1 16.0 15.0 Total Non Current Assets 0.1 0.3 1.0 1.1 1.2

Interest cover (EBIT/Net int) (x) n/m n/m n/m n/m n/m Total Assets 8.2 8.3 9.5 10.6 11.0

Underlying ROE (%) 37.1% 38.3% 36.8% 40.7% 41.5% Payables 1.4 1.2 1.3 1.4 1.6

Underlying ROA (%) 9.1% 10.4% 10.4% 11.4% 11.5% Interest Bearing Debt 0.0 0.0 0.0 0.0 0.0

Other 0.8 0.4 0.7 0.8 0.8

Multiples FY16 FY17 FY18 FY19F FY20F Total Current Liabilities 2.2 1.6 2.0 2.2 2.4

Net debt (4.4) (5.2) (5.9) (6.6) (6.6) Interest Bearing Debt 0.0 0.0 0.0 0.0 0.0

Market Equity (Y/E) 13.7 25.4 51.5 51.5 51.5 Long Term Provisions 0.0 0.1 0.1 0.1 0.1

EV 9.3 20.2 45.6 44.9 44.9 Deferred Tax 0.0 0.0 0.0 0.0 0.0

EV/EBITDA (x) 3.7 5.6 11.2 8.9 8.2 Total Non Current Liabilities 0.0 0.1 0.1 0.1 0.1

EV/EBIT (x) 3.7 5.6 11.2 8.9 8.2 Total Liabilities 2.3 1.7 2.1 2.3 2.5

Growth Rates FY16 FY17 FY18 FY19F FY20F Shareholders Equity 2.9 3.1 3.7 3.7 3.7

Revenue growth (%) 22% 28% 13% 10% 8% Retained Earnings/(Losses) 2.7 3.4 3.2 3.2 3.2

Gross Profit growth (%) 22% 21% 13% 11% 8% Reserves/Other 0.3 0.2 0.5 1.4 1.6

EBITDA growth (%) 85% 37% 8% 23% 9% Minority Interests 0.0 0.0 0.0 0.0 0.0

Underlying EPS (dil) growth  (%) 62% 23% -2% 24% 9% Total Equity 6.0 6.7 7.4 8.3 8.5

HIT-ASX
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Full Year Preliminary Release 

• HIT has reported broadly in line with our estimates, albeit revenue was a shade lower $26.4m vs $27.5m 
estimated, a GP of $5.3m led to a consistent 20.2% margin in line with FY17, better improvement in costs 
saw EBITDA coming in at $3.8m in-line with or estimated $3.7m EBITDA. 

• Final dividend of 4 cents, brings a DPS of 8 cents for the full-year, with the company maintaining a healthy 
cash-balance of $5.8m, and this despite a payout ratio of 108% (fully-diluted basis). We remain comfortable 
with the forecast payout ratio considering the B/S has no debt, and operationally the business delivers 
strong cash-conversion – we would revisit this depending on corporate activity. 

• Operating cash-flow, $3.2m was impressive and up 70% on the FY17 result of $1.9m. 

• We make minimal changes to our forecasts, and see a fully-diluted FY19 P/E of 15.6x, and forecast 12% 
three-year EPS CAGR profile as attractive, particularly when compared with the ASX Small Industrials on 
20.2x P/E multiple and similar growth outlook. 

 Figure 1. HiTech Group Australia Profit and Loss 

Y/E June $m FY16 FY17 FY18 FY19F FY20F FY21F

Contracting and permanent placement revenue 18.3 23.3 26.4 29.1 31.5 33.2

Other Revenue 0.0 0.0 0.03 0.0 0.0 0.0

Total Sales 18.3 23.3 26.4 29.1 31.5 33.2

Cost of Services (14.4) (18.6) (21.1) (23.2) (25.1) (26.5)

Gross Profit 3.9 4.7 5.3 5.9 6.3 6.7

Adminis tration (1.1) (1.2) (1.2) (1.3) (1.4) (1.4)

Other (0.3) (0.0) (0.4) 0.0 0.0 0.0

Total other operating expenditure (1.4) (1.3) (1.6) (1.3) (1.4) (1.4)

EBITDA 2.5 3.4 3.7 4.6 5.0 5.3

Depreciation

EBITA 2.5 3.4 3.7 4.6 5.0 5.3

Amortisation of intangibles 0.0 0.0 0.0 0.0 0.0 0.0

Underlying EBIT 2.5 3.4 3.7 4.6 5.0 5.3

Interest income 0.0 0.0 0.0 0.0 0.0 0.0

Interest expense 0.0 0.0 0.0 0.0 0.0 0.0

Net Interest income/(expense) 0.0 0.0 0.0 0.0 0.0 0.0

Underlying PBT 2.5 3.5 3.7 4.6 5.0 5.3

Taxation (0.7) (1.0) (1.1) (1.4) (1.5) (1.6)

Underlying NPAT 1.8 2.4 2.6 3.2 3.5 3.7  

Source: Company data, APP Securities 

Supporting Our View  

• We are forecasting continued growth in revenue (+7.9%, 3 year CAGR), but at lower levels than that have 

been achieved over the last three years (CAGR of +20%), and keep our gross margins steady at 20.2% 

consistent with FY17, FY18. 

• With the recruitment market highly fragmented we see plenty of opportunity for HIT to bolt-on 

acquisitions, or move into adjacent markets.  

 

• Labour market statistics continue to remain favourable for job-seekers - And we note the May-2018 budget, 

and the Turnbull Government’s decision to invest approximately $2.4 billion in growing Australia’s research, 

science and technology capabilities. This includes: additional funding for national research infrastructure; 

the Australian Technology and Science Growth Plan that will deliver cutting edge digital infrastructure; 

more opportunities to skill our workforce; a new space agency; and measures to boost our export potential. 

These investments support the creation of new ideas, encourage commercial opportunities, and underpin 

successful businesses and new jobs. 
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Valuation 

The average of our three valuation techniques gives us a 12 month forward blended valuation of $1.23 (up from 

$1.11), primarily reflecting roll forward and marginally higher earnings.  

Figure 2. HiTech Australia Group Valuation 

12 month forward price (P/E) Jun-18 Aug-19 Jun-19 Aug-20 Jun-20 Aug-21 Jun-21

HIT underlying EPS ($) (di luted) 0.059           0.075           0.073           0.081           0.080           0.085           0.084           

Forecast P/E (x) 15.0 15.0 15.0 15.0 15.0 15.0 15.0

Unadjusted Value $0.89 $1.13 $1.10 $1.21 $1.20 $1.28 $1.26

Net Cash (Debt) 5.9 6.7 6.6 6.6 6.6 6.7 6.6

Cash from exercised options 4.0 4.0 4.0 4.0 4.0 4.0 4.0

Total  Cash post option exercise 9.9 10.7 10.6 10.6 10.6 10.7 10.6

Cash va lue per share $0.23 $0.25 $0.24 $0.24 $0.24 $0.24 $0.24

Value $1.12 $1.38 $1.34 $1.46 $1.44 $1.52 $1.51

12 month forward price DCF Jun-18 Aug-19 Jun-19 Aug-20 Jun-20

HiTech Australia DCF $1.15 $1.19 $1.19 $1.22 $1.22

12 month forward price (EV/EBITDA) Jun-18 Aug-19 Jun-19 Aug-20 Jun-20 Aug-21 Jun-21

HIT underlying EBITDA ($) 3.7 4.7 4.6 5.0 5.0 5.3 5.3

Forecast EV/EBITDA (x) 8.0 8.0 8.0 8.0 8.0 8.0 8.0

Forecast Enterprise Value 29.7 37.7 36.7 40.4 39.8 42.5 42.0

Net Cash (Debt) 5.9 6.7 6.6 6.6 6.6 6.7 6.6

Option exercise 4.0 4.0 4.0 4.0 4.0 4.0 4.0

Forecast Equity 39.6 48.4 47.3 51.0 50.4 53.1 52.7

Di luted shares 43.7 43.7 43.7 43.7 43.7 43.7 43.7

Per share (diluted) $0.91 $1.11 $1.08 $1.17 $1.16 $1.22 $1.21

Blended valuation Jun-18 Aug-19 Jun-19 Aug-20 Jun-20

12 month forward (Cash adjusted P/E) $1.12 $1.38 $1.34 $1.46 $1.44

12 month forward price DCF $1.15 $1.19 $1.19 $1.22 $1.22

12 month forward EV/EBITDA $0.91 $1.11 $1.08 $1.17 $1.16

Blended target $1.06 $1.23 $1.21 $1.28 $1.27  

Source: Company data, APP Securities 
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This research report was prepared solely by APP Securities Pty Ltd (ABN 45 112 871 842) (AFSL 307 706) (“APP Securities”). ASX Limited (ABN 98 008 624 691) “ASX” did not prepare 

any part of the report and has not contributed in any way to its content. The role of ASX in relation to the preparation of the research reports is limited to funding their 

preparation, by APP Securities, in accordance with the ASX Equity Research Scheme.   

ASX does not provide financial product advice. The views expressed in this research report may not necessarily reflect the views of ASX. To the maximum extent permitted by 
law, no representation, warranty or undertaking, express or implied, is made and no responsibility or liability is accepted by ASX as to the adequacy, completeness or 
reasonableness of the research report. 

This research is subject to the disclosures and restrictions set out below. This Research remains the property of APP Securities. No material contained in this Research may be 
reproduced or distributed without prior written approval of APP Securities, except as allowed by the Copyright Act. This Research is current at the date of publishing. For 
updates or further information regarding this research, please contact your advisor. APP Securities does or seeks to undertake business with companies covered in its research, 
therefore, Investors should consider this report as only a single factor in making their investment decisions.  For explanations regarding ratings and other important disclosures, 
please refer to the disclosure section at the end of this document. 

 

Analyst Certification:  

The research analyst(s) identified on the cover of this report individually certify that in respect of each security or issuer that the research analyst covers that: this report accurately reflects his or 
her personal views about any and all of the subject issuer(s) or securities; and no part of the research analyst’s compensation was, is, or will be directly or indirectly related to the specific 
recommendation(s) or views expressed by the research analyst(s) in this report. 

General Disclosure 

APP Securities and its associates (as defined in Chapter 1 of the Corporations Act 2001), officers, directors, employees and agents, from time to time, may own or have positions in securities of 
the company(ies) covered in this report and may trade in the securities mentioned either as principal or agent or may be materially interested in such securities. 

APP Securities does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that the firm may have a conflict of interest that could affect 
the objectivity of this report. Investors should consider this report as only a single factor in making their investment decision. 

Contact with HiTech has been made during the preparation of this report for assistance with the verification of facts. 

APP Securities Pty Ltd has not received during the past 12-months compensation for financial and advisory services from the company, its parent or its wholly owned or majority owned 
subsidiary. 

Disclaimer & Warning 

This report may contain general advice or recommendations which, while believed to be accurate at the time of publication, are not appropriate for all persons or accounts. This report does not 
purport to contain all the information that a prospective investor may require. Before making an investment or trading decision, the recipient must consider market developments subsequent 
to the date of this document, and whether the advice is appropriate in light of his or her financial circumstances or seek further advice on its appropriateness or should form his/her own 
independent view given the person’s investment objectives, financial situation and particular needs regarding any securities or Financial Products mentioned herein. Information in this 
document has been obtained from sources believed to be true but neither APP Securities nor its associates make any recommendation or warranty concerning the Financial Products or the 
accuracy, or reliability or completeness of the information or the performance of the companies referred to in this document. Past performance is not indicative of future performance. This 
document is not an offer, invitation, solicitation or recommendation with respect to the subscription for, purchase or sale of any Financial Product, and neither this document or anything in it 
shall form the basis of any contract or commitment. Although every attempt has been made to verify the accuracy of the information contained in the document, liability for any errors or 
omissions (except any statutory liability which cannot be excluded) is specifically excluded by APP Securities, its associates, officers, directors, employees and agents.  The securities of such 
company (ies) may not be eligible for sale in all jurisdictions or to all categories of investors. 

Analysts’ Compensation: The research analysts responsible for the preparation of this report receive compensation based upon various factors, including the quality and accuracy of the 
analyst(s) research, client evaluation feedback, independent survey rankings and overall firm revenues, which include revenues from, among other business units and corporate finance. 

Other International Investors: International investors outside the US, UK, UAE or Canada are encouraged to contact their local regulatory authorities to determine whether any restrictions apply 
to their ability to purchase this investment and should seek their own advice  

Recipient Representations/Warranties: By accepting this report, the recipient represents and warrants that he or she is entitled to receive such report in accordance with the restrictions set out 
in this document and agrees to be bound by the limitations contained herein. Any failure to comply with these limitations may constitute a violation of law. 

Meanings of APP Securities Stock Ratings 

Buy – Describes stocks that we expect to provide a total return (price appreciation plus gross yield) of 10% or more within a 12-month period.  

Hold – Describes stocks that we expect to provide a total return (price appreciation plus gross yield) of 0% to 10% within a 12-month period.  

Sell – Describes stocks that we expect to provide a total return (price appreciation plus gross yield) of less than 0% within a 12-month period.  

NR – The investment rating and price target have been temporarily suspended.  Such suspensions are in compliance with applicable regulations and/or APP Securities policies. 

CS – Coverage Suspended.  APP Securities has suspended coverage of this company. 

Speculative Buy – Describes stocks we research with a positive bias, whose company fundamentals and/or financials are being covered, but for which there is insufficient information for APP 
Securities to assign a Buy or Sell rating.  

Speculative Sell – Describes stocks we research with a negative bias, whose company fundamentals and/or financials are being covered, but for which there is insufficient information for APP 
Securities to assign a Buy or Sell rating. 

Monitor – Describes stocks whose company fundamentals and/or financials are being monitored, or for which no financial projections or opinions on the investment merits of the company are 
provided. 

It is permitted for the total expected returns to be temporarily outside the prescribed ranges due to extreme market volatility or other justifiable company or industry-specific reasons. 

Free Float (float / current shares outstanding) *100 – This float figure is the number of shares that are available to the public and is calculated by subtracting the shares held by insiders and 
those deemed to be stagnant shareholders. Stagnant holders include ESOP's, ESOT's, QUEST's, employee benefit trusts, founding shareholder equity stake plus senior management equity stake, 
corporations not actively managing money, venture capital companies and shares held by Governments. 

Terminal Value methodology - APP Securities' Discounted Cash Flow (DCF) valuation applies a terminal growth rate to the last forecast year's cash flow and discounts the amount using 
Weighted Average Cost of Capital (WACC). The Terminal Value is tested using ASX-listed company multiples. For resource company’s there is no terminal value because cash flows are forecast to 
the end of mine life. 
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