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12 July 2024

Smartpay Holdings Ltd (SMP)
The preferred way to pay

New merchant verticals look to deliver value

Smartpay’s AGM included a trading update that highlighted merchant conditions over
April and May. Milestone progress on the New Zealand proposition was also provided.

Merchant terminals: The Australian terminals fleet grew to 19,100 units and the all-
important net adds were +700 over April-May. The Australian merchant base rose to
13,500 (13,000 FY24) and we estimate similar onboarding rates have been sustained,
with an average 1.4x terminals per new customer in April and May. While the company
no longer provides quarterly updates, our forecast net adds in 1Q25 is +700.

Acquiring revenues: We estimate monthly recurring revenue of NZ$384 per average
unit deployed in May. Management guided to soft total transaction value for hospitality
merchants (down ~10% in the worst effected vertical), so aggregate growth of 0.7%
versus 1H24 (~NZ$381) looks positive. We believe that recent customer acquisitions
are starting to bear fruit, driven by back-book churn (including attrition from the legacy
integrations) and newly onboarded merchants that exhibit better value and margin.

We estimate a 1.31% revenue margin for May 2024 (1.27% 1H24). In our opinion this
reinforces the end-to-end payments proposition; and suggests a continued take-up for
the company’s Zero Cost™ EFTPOS surcharge solution.

Network effect: End-to-end testing for the New Zealand android terminal is on-track
and scheduled to commence with partners in July.

1Q is usually soft for net adds and we make no change to our revenue forecasts.

Investment view: Maintain Hold; PT $1.30 p/s

SMP has an implied 7.6% market share for small business EFTPOS terminals. While
we see headroom to further grow market share, our investment thesis is predicated on
scalability. Insufficient cash conversion could limit unit deployments and double-digit
revenue growth on our estimates. We note that unit hardware capex and marketing
costs increased in 2H24. Likely catalysts will be: (1) further ARPU improvement; and
(2) operating leverage from expensed CACs when the NZ proposition is launched.

Earnings Forecast

Year Ending 31 March 2024 2025e 2026e 2027e
:Zz Sales (NZ$m) 96.5 113.9 143.2 1725
5160 Eﬂ EBITDA (Underlying) (NZ$m) 223 21.4 316 30.1
$1.40 NPAT (Reported) (NZ$m) 8.5 8.7 15.8 20.2
$1.20 f NPAT (Adjusted) (NZ$m) 95 8.7 15.8 20.2
.00 L EPS (Adjusted) (NZ¢ps) 4.0 3.6 6.6 8.5
$0.80 r EPS Growth (%) 9.1% -8.4% 82.3% 27.3%
$0.60 "‘_\_J PER (x) 32.1 35.0 19.2 15.1
$0.40 EV/EBITDA (x) 13.8 14.4 9.8 7.9
$0.20 FCF Yield (%) 0.1% 1.1% 5.1% 6.6%
$0.00 Dividend (NZ¢ps) 0.0 0.0 0.0 0.0
Jul 22 Jan 23 Jul 23 Jan 24 Jul 24 Yield (%) 0.0% 0.0% 0.0% 0.0%
—SMP S&P 300 Rebased Franking (%) 0.0% 0.0% 0.0% 0.0%
ROE (%) 20.0% 15.3% 23.0% 23.2%
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Smartpay Holdings Ltd (SMP)

Company Description

Smartpay Holdings (SMP) is an independent full-service provider of payment solutions,
offering omni-channel EFTPOS capabilities that are designed, developed and implemented
through a B2B arrangement for customers in Australia and New Zealand. This includes
facilitating electronic payment methods, integrating data management and connectivity
between EFTPOS and PoS devices; and providing transaction processing services that
settle funds to merchant bank accounts for predominantly SMEs in Australia.

Investment Thesis and Valuation

We maintain our Hold recommendation and Target Price of $1.30 p/s. SMP should benefit
from system growth within digital payments and capture market share, balanced by difficult
economic conditions and higher investment costs. We view the unit economics as
attractive, where each additional Australian unit is estimated to provide for an NPV of
NZ$13,000 over an implied 10-year asset duration.

Risks to Investment Thesis
Key downside risks to an investment in SMP include but are not limited to:

Economic risk: There is a risk that an economic downturn could reduce retail transactions
for SME customers or even jeopardise their survivorship, leading to an adverse impact on
SMP’s future financial performance.

Innovation risk: Product development could take longer or be more expensive than
expected, not be attractive to potential customers, or not be successful at all. There is also
a risk that financial intermediation removes the current acquiring partnership with Cuscal,
or undermines the provision of value-add services, which could adversely affect SMP’s
competitive position and profitability.

Strategy execution risk: SMP’s future profitability will be contingent to the provision of
ongoing service and support functionality and to ensure that customers remain with the
business. Any increase in customer churn could prevent SMP from achieving its overall
growth targets which could, in turn, adversely affect its profitability.

Disruption risk: SMP is heavily reliant on the capability and reliability of its IT systems and
backup systems, and those of its external service providers such as communication
carriers, ISPs and the switching partner (Cuscal), to process transactions and generally to
enable it to operate its transaction processing capabilities. Any disruption to, or failure in,
these processes could materially impact the operations and financial performance.

Data security risk: SMP processes sensitive end customer information and is heavily
reliant on the security of its payment systems infrastructure to ensure that Merchants retain
confidence when using the products and services. Any breach of security or customer data
privacy could lead to the transmission of information, which may result in reputational
damage and/or possible liability claims.

Competition risk: The New Zealand EFTPOS terminal rental market is mature. There is a
risk that price competition could become more intense if SMP is unable to differentiate its
value-add services. This could deteriorate the competitive advantage over independent
equipment providers.
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Smartpay Holdings Ltd
as at 12 July 2024

Table 1 - Financial summary

March Year End Price (A$) $1.15

Profit & Loss (NZ$m) 2023 2024  2025e  2026e  2027¢ EERGIIELRZR (VA $1.28

Sales Revenue 77.8 96.5 113.9 143.2 1725 Recommendation Hold

...% Change 61.8% 24.1% 18.0% 25.7% 20.5% Shares on Issue (m) 242.1

EBITDA 18.6 22.3 214 316 39.1 Market Cap (A$m) 278.4

...% Change 67.8% 20.0% -40% 475% 23.7%  TargetPrice (A$ps) $1.30

Depreciation & Amortisation (9.9) (11.6) (12.1) (12.7) (13.2)

EBIT 88 108 93 189 259

Net Interest (0.6) . 0.3 0.9 21 Core EPS (NZ¢ps) 36 4.0 36 6.6 85

EBT (Before Impairments) 8.1 . 9.7 19.8 28.0 ...% Change 291.8% 9.1% -84% 823% 27.3%

Impairments & FX Adj. 0.3) . - - - DPS (NZ¢ps) 0.0 0.0 0.0 0.0 0.0

EBT 7.8 . 9.7 19.8 28.0 P/E (X) 35.0 32.1 35.0 19.2 15.1

Tax Benefit/(Expense) 0.9 : (1.0) (4.0) (78)  PICF(x) 829 18428 88.9 195 152

EV/EBITDA (¥) 16.6 13.8 14.4 9.8 7.9

EVIEBIT () 35.2 28.6 33.2 16.3 11.9
NTA (NZ¢ps) 0.1 0.1 0.1 0.2 03
P/INTA (X) 214 15.2 115 7.4 5.1

Cashflow (NZ$m) 2023 2024  2025e 2026e  2027e

EBITDA 18.6 223 214 31.6 39.1 Perf. & Leverage Ratios 2023 2024  2025e 2026e 2027e

Changes in Working Capital 5.0 4.1 0.3 4.7 4.7 EBITDA Margin (%) 23.9% 231% 188% 221% 22.7%

Gross Cash How 236 26.4 218 36.3 43.8 EBIT Margin (%) 113% 11.2% 82% 132% 15.0%

Net Interest Expense 0.8) (0.5) 0.3 0.9 2.1 OCF Realisation (%) 100.1% 92.4% 101.7% 1164% 114.1%

Income Tax Paid 0.6 1.7) (1.0) (4.0 (7.8)  FCF Realisation (%) 422%  17% 39.3% 98.6%  99.0%

Residual Operating ltems (4.9) (4.8) - - - ROA (%) 10.9% 7.9% 6.1% 108% 11.4%

Operating Cash How 18.6 19.4 21.2 33.3 38.1 ROE (%) 222% 200% 153% 23.0% 23.2%

Finance Leases (1.1) (1.5) (1.9) (1.9) (1.9)  ROIC (%) 225% 239% 17.6% 34.0% 465%

Lease Adjusted OCF 17.5 17.9 19.2 314 36.1 Payout Ratio (%) 0.0% 0.0% 0.0% 0.0% 0.0%

Capital Expenditure (138) (17.8) (158) (157) (16.2)  Dividend Yield (%) 00% 00% 00% 00%  0.0%

Free Cash Fow 3.7 0.2 34 156 20.0  Franking (%) - - - - -

Dividends Paid - - - - - Net Interest Cover (x) 137 239 (274) (20.8) (12.6)

Share Issues - - - - - Net Debt/EBITDA (x) 0.1) 0.1) (0.3) 0.7) (1.1)

Change in Borrowings (1.3) (1.0) (1.0) (1.0) (1.0)  NetDebt/Equity (%) -48%  -42% @ -92% -27.6% -42.4%

Net Change in Cash 24 0.8) 24 14.6 19.0 Net Debt/Net Debt+Equity (%)  -5.1% -44% -101% -381% -73.7%

Balance Sheet (NZ$m) 2023 2024 2025e 2026e  2027¢ | Segment Revenue (NZ$m) 2023 2024 2025e 2026e  2027e

Cash & Equivalents 12.0 11.2 136 28.2 47.2 New Zealand 146 141 19.6 31.7 413

Restricted Bank Accounts 74 9.0 9.0 9.0 9.0 Australia 63.2 824 943 1115 131.2

Receivables 16.0 61.5 338 425 51.3 Other 0.0 0.0 - - -

Other 0.1 0.1 0.1 0.1 0.1 Revenue 778 96.5 113.9 143.2 1725

Current assets 355 81.9 56.6 79.9 107.6

Plant, Property & Equipment 15.6 254 28.9 32.7 36.9 Unit Assumptions 2023 2024  2025e  2026e  2027e

Right-of-Use Assets 4.4 6.4 6.4 6.4 6.4 New Zealand Units 30,000 30,000 30,000 30,000 30,000

Contract Costs 25 2.6 2.3 2.1 1.9 Australian Units 15,700 18,400 21,500 25,000 28,900

Intangible Assets 133 17.6 20.0 213 222 Group Units 45,700 48,400 51500 55,000 58,900

Goodwill 148 148 14.8 14.8 14.8

Other 2.2 3.0 3.0 3.0 3.0 Model Drivers (Australia) 2023 2024  2025e  2026e  2027e

Non Current Assets 52.7 69.7 75.3 80.2 85.1 Value/Average Unit (NZ$'000)  328.6 322.1 317.0 3234 329.8

Total Assets 88.3 151.6 1319 160.2 192.7 Volume/Average Unit (#'000) 10.9 10.2 11.2 12.2 13.2

Payables 29.8 79.4 52.1 65.5 78.9 GP Margin (%) 513% 48.6% 482% 47.0% 45.9%

Borrowings 1.0 - - - -

Other 2.6 24 24 2.4 2.4

Current Liabilities 333 81.8 54.5 67.9 81.2

Borrowings 9.0 9.0 8.0 7.0 6.0

Lease liabilities 3.6 53 53 53 53

Other - - - - -

Non Current Liabilities 12.6 174 16.4 154 144

Total Liabilities 46.0 99.2 70.8 83.2 95.6

Net Assets 42.3 524 61.1 76.9 97.1

Contributed Equity 91.6 91.6 91.6 91.6 91.6

Share Performance Rights 19 3.2 3.2 3.2 3.2

Forex Translation Reserve 0.2 0.5 0.5 0.5 05

Retained Profits/(Losses) (51.4) (42.9) (34.3) (18.4) 17

Shareholders Equity 42.3 52.4 61.1 76.9 97.1

Net Debt/(Cash) (2.0) (2.2) (5.6) (212) (41.2)

SOURCE: BELL POTTER SECURITIES ESTIMATES
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Research Team

Staff Member Title/Sector Phone @bellpotter.com.au
Expect >15% total return on a Chris Savage Head of Research/Industrials 612 8224 2835 csavage
12 month view. For stocks regarded Rob Crookston Strategy 612 8224 2813 rcrookston
as ‘Speculative’ a return of >30% is Analysts
expected. John Hester Healthcare 612 8224 2871 jhester
Expect total return between - Martyn Jacobs Healthcare 613 9235 1683 mjacobs
5% and 15% on a 12 month view Thomas Wakim Healthcare 612 8224 2815 twakim
Michael Ardrey Industrials 613 9256 8782 mardrey
Expect <-5% total return on a Marcus Barnard Industrials 618 9326 7673 mbarnard
12 month view Sam Brandwood Industrials 612 8224 2850 sbrandwood
. . Joseph House Industrials 613 9325 1624 jhouse
Specu"’_"t've "_WesFmemS are either _Stan'u’) Baxter Kirk Industrials 61392351625  bkirk
enterprises with il or only prospective Daniel Laing Industrials 612 8224 2886 dlaing
operations or recently commenced
P Hont ;/ o Hayden Nicholson Industrials 613 9235 1757 hnicholson
operations with only forecast cash flows, or . .
P . y Chami Ratnapala Industrials 612 8224 2845 cratnapala
companies that have commenced . )
. ) . Jonathan Snape Industrials 613 9235 1601 jsnape
operations or have been in operation for . )
. Connor Eldridge Real Estate 612 8224 2893 celdridge
some time but have only forecast cash
Andy MacFarlane Real Estate 612 8224 2843 amacfarlane
flows and/or a stressed balance sheet.
Regan Burrows Resources 618 9236 7677 rburrows
Such investments may carry an David Coates Resources 612 8224 2887 dcoates
exceptionally high level of capital risk and Stuart Howe Resources 613 9325 1856 showe
volatility of returns. Brad Watson Resources 618 9326 7672 bwatson
James Williamson Resources 613 9235 1692 jwilliamson
Associates
Leo Armati Associate Analyst 612 8224 2846 larmati
Kion Sapountzis Associate Analyst 613 9235 1824 ksapountzis
Ritesh Varma Associate Analyst 613 9235 1658 rvarma

Research Coverage & Policies

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
were prepared in an independent manner and (2) no part of the Analyst's compensation was, is or will be, directly or indirectly, related to
specific recommendations or views expressed by that Research Analyst in the Research Report.

Research Analyst’s Compensation

Research Analyst's compensation is determined by Bell Potter Securities Research Management and Bell Potter Securities’ Senior
Management and is based upon activities and services intended to benefit the investor clients of Bell Potter Securities Ltd. Compensation
is not linked to specific transactions or recommendations. Like all Company employees Research Analysts receive compensation that is
impacted by overall Company profitability.

Prices

The Price appearing in the Recommendation panel on page 1 of the Research Report is the Closing Price on the Date of the Research
Report (appearing in the top right hand corner of page 1 of the Research Report), unless a before midday (am) time appears below the
Date of the Research Report in which case the Price appearing in the Recommendation panel will be the Closing Price on the business day
prior to the Date of the Research Report.

Availability

The completion and first dissemination of a Recommendation made within a Research Report are shortly after the close of the Market on
the Date of the Research Report, unless a before midday (am) time appears below the Date of the Research Report in which case the
Research Report will be completed and first disseminated shortly after that am time.

Dissemination

Bell Potter generally disseminates its Research to the Company’s Institutional and Private Clients via both proprietary and non-proprietary
electronic distribution platforms. Certain Research may be disseminated only via the Company’s proprietary distribution platforms; however
such Research will not contain changes to earnings forecasts, target price, investment or risk rating or investment thesis or be otherwise
inconsistent with the Author’s previously published Research. Certain Research is made available only to institutional investors to satisfy
regulatory requirements. Individual Bell Potter Research Analysts may also opt to circulate published Research to one or more Clients by
email; such email distribution is discretionary and is done only after the Research has been disseminated. The level and types of service
provided by Bell Potter Research Analysts to Clients may vary depending on various factors such as the Client’s individual preferences as
to frequency and manner of receiving communications from Analysts, the Client’s risk profile and investment focus and perspective (e.g.
market-wide, sector specific long term and short term etc.) the size and scope of the overall Client relationship with the Company and legal
and regulatory constraints.
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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,
recommendations and facts included in the reports.

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
closed.

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
licensed and regulated by the Securities and Futures Commission, Hong Kong. In the United States this Research Report is being
distributed by Bell Potter Securities (US) LLC which is a registered broker-dealer and member of FINRA. Any person receiving this
Research Report from Bell Potter Securities (US) LLC and wishing to transact in any security described herein should do so with Bell Potter
Securities (US) LLC.

Bell Potter Securities Limited Bell Potter Securities (HK) Bell Potter Securities (US) LLC  Bell Potter Securities (UK) Limited
ABN 25 006 390 772 Limited Floor 39 16 Berkeley Street London, England
Level 29, 101 Collins Street Room 1601, 16/F 444 Madison Avenue, New York ~ W1J 8DZ, United Kingdom
Melbourne, Victoria, 3000 Prosperity Tower, 39 Queens NY 10022, U.S.A Telephone +44 7734 2929
Telephone +61 3 9256 8700 Road Central, Hong Kong, 0000  Telephone +1 917 819 1410

www.bellpotter.com.au Telephone +852 3750 8400
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