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RPM Global Holdings Ltd RUL:ASX

RPM Global is a software and consulting provider focused on solutions for the mining industry. The

company earns most of its revenue through software maintenance, licensing, and subscriptions,

while the remainder comes from project-based consulting work for mining operations.

Notably, the company’s software offerings, including AMT and XECUTE, have gained traction as the
company expands its portfolio through development and acquisitions.

The crucial thing to understand about RPM Global is that part of its business, about 65% of its
revenue in H2 FY 2024, is generated by a high-quality software business that is transitioning from
license sales to software as a service subscription. The other part of its business is a medium (or

potentially low) quality consulting business that one might expect to trade at around 10 to 15 times

earnings if it were a standalone business. However, this low-quality business is part of the sales

motion that feeds the high-quality software business, so it makes sense to retain it.
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Leadership

Managing Director Richard Mathews joined RPM Global in 2012, steering the company toward its
current software-centric focus. Known for building his significant personal investment in RPM shares
on market in the very early days, Mathews embodies a founder-like role.

The company previously gave guidance as “EBITDA less management incentives”, which is arguably
one of the worst measures of a company’s performance you could imagine. However, the board
showed a willingness to improve and no longer proffers such a dubious metric, despite Mathews’
recent protestations at the 2024 AGM that it is a valid measure.

Chairman Steve Baldwin owns over 3 million shares, and Director Ross Walker owns over 1 million
shares. Directors Angeleen Jenkins and Paul Scurrah don't own many shares, but Scurrah recently
bought almost $25k worth of shares on-market at $2.90.
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Valuation

RPM Global has significant tax losses, so earnings before interest and tax is a better guide to
underlying earnings growth than net profit after tax.

It has given guidance that FY 2025 profit Before Tax will be in the range of $12.5 million to $14.5
million compared to $10.2 million in FY 2024. That means, depending on the tax rate, RPM Global
probably trades in the vicinity of 50 to 55 times FY 2025 earnings.

RPM Global’'s enterprise ratio to revenue multiple can give us a sense of how optimistic the market is
about the company relative to history. The chart below suggests that the market has become more

optimistic about RPM Global lately, but optimism remains below peak levels.
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Sociological Factors

RPM Global was included in the ASX 300 on 23 September 2024, and the share price has been
strong since then. This suggests inclusion may have triggered incremental buying.

If the inclusion in the ASX 300 has driven buying, then the share price may moderate once that wave
has passed. Given the fairly modest liquidity in the stock, it is unlikely to enter the ASX 200 in the
short term but certainly has the potential to do so in the long term. That should drive further buying.
The less reliable advisory division has been performing strongly over the last couple of years. Since
commentary tends to focus on the more attractive software division, it is quite possible that the
market is overpaying for this lower margin, lower quality revenue by conflating it with the higher
quality, higher margin revenue.

Finally, one of the difficulties for RPM Global is that many mine sites do not have good internet
connections, so cloud software is not really viable. However, Starlink has revolutionised remote
access to the internet, and this may drive a tailwind for the company since it prefers to sell
subscription revenue to license revenue when possible.
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Risks
Should growth stall, the RPM Global share price would likely de-rate given the current multiple of

earnings implies an expectation of strong growth. The most likely reason organic growth would stall
would be increased competition.

The CEO is clearly talented and has been the architect of the long-term strategy. His departure
would likely hurt the stock.
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Since the advisory business isn't making recurring revenue, it is quite possible that it could decline
sharply due to macroeconomics. Not only would this mask revenue growth in the software business,
but it could also significantly reduce profits.

Finally, although past acquisitions have been successful, the company could be seduced into making
a harmful acquisition.
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Why hold the Company?

RPM Global could build its software business into something immensely valuable. Once clients move
to the software, it will probably be very inconvenient to change providers, and this should mean
pricing power for RPM Global in the long term.

While the multiple of current earnings is high, the company has demonstrated that profits can grow
faster than revenue, and the company has plenty of room to grow. The company is reporting an
increasing number of global framework agreements with big mining companies, which may prove to
be a competitive advantage over many potential competitors.

RPM Global shares are an investment in the long-term growth of a potentially high-quality software
and services business with plenty of room to grow both through product development and
acquisitions. It is run by competent and aligned management. However, due to its current valuation
and the less reliable advisory business, its shares are a higher-risk investment.

Conclusion

In conclusion, RPM Global presents a compelling investment opportunity due to its strong positioning
in the mining software industry, successful transition to a software-as-a-service model, and potential
for long-term growth.

The company's high-quality software business, which generates a significant portion of its revenue,
coupled with its strategic consulting arm, creates a synergistic ecosystem that enhances its
competitive advantage.

With aligned and competent management, a track record of successful acquisitions, and the potential
for increased demand driven by technological advancements like Starlink, RPM Global is well-
positioned to capitalize on the evolving needs of the mining industry.

While the current valuation may seem high, the company's demonstrated ability to grow profits faster
than revenue and its increasing number of global framework agreements with major mining
companies suggest significant potential for future value creation, making it an attractive option for
investors willing to accept some risk in pursuit of long-term growth.
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Disclaimer YRS MARKETS

Our Commitment

recommendations, managed and presented by Milton Park Equities Pty Ltd (ABN 33 668 234 562),
as a Corporate Authorised Representative of LeMessurier Securities Pty Ltd (ABN 43 111 931 849)
(LemSec), holder of Australian Financial Services Licence No. 296877, offers insights and analyses
formulated in good faith. Our evaluations and projections are grounded in the known facts at the
time of creation and aim to provide a comprehensive view of the anticipated financial landscape in
2024. However, readers should be aware that these projections are estimates and may not fully
materialize.

Scope and Application

The insights within MPC Markets are crafted for a broad audience and do not specifically cater to
individual investment objectives, financial situations, or needs. Readers should consider the
suitability of the advice in relation to their personal circumstances before making any investment
decisions.

Research Integrity and Use

The research and content of MPC Markets are intended solely for our readers and should not be
copied, distributed, or shared without proper attribution. While we strive to ensure accuracy and
relevance, Milton Park Equities cannot guarantee the continuous updating or correction of the
information or opinions expressed within the publication.

Disclaimer of Liability

Milton Park Equities, in its capacity as a Corporate Authorised Representative of LemSec, disclaims
any responsibility for losses or damages arising from reliance on the opinions, advice,
recommendations, or information—whether direct or implied—contained in the MPC Markets
Discount Entry Note, notwithstanding any errors, omissions, or instances of negligence.

Analyst Objectivity

All research analysts contributing to the MPC Markets Discount Entry Note affirm that the views
expressed represent their personal opinions regarding the subject companies and financial products
covered in the publication.

Copyright and Usage Rights

The content of MPC Markets Discount Entry Note is the property of Milton Park Equities Pty Ltd,
either through ownership or licensing agreements. Unauthorized reproduction, adaptation, linkage,
framing, broadcasting, distribution, or transmission of this material is prohibited without express
written permission from Milton Park Equities, except for personal use or as allowed by applicable
laws.
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