Openpay Limited (OPY)
Rating: Buy | Risk: High | Price Target: $4.25
July 2020: Kicks Off New FY with Record Month with Continuing Accelerating Momentum
Event
OPY’s very positive – and accelerating – momentum continues with two very significant
milestones being achieved during July 2020, namely: (1) recent July 2020 month was the
best ever in history with significant and accelerating growth in the business around the two
key metrics of customer and merchant growth, translating into stronger TTV; and (2)
securing an exclusive 3-year strategic partnership with sports, leisure and hospitality SaaS
technology provider MSL solutions (ASX: MSL) providing access to MSL’s 400 golf clubs and
135,000 golfers with other key wins in Education and Memberships to come. No changes to
our numbers, PT or recommendation.
Next catalyst: FY20 result on 31 August 2020.
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Key take away #1: July 2020 was the best ever month on record showing minimal
deleterious impacts from COVID-19 – this continues on from the robust 3Q20 and
4Q20 periods with ALL performance metrics trending strongly in the right direction (i.e.
up!) highlighting the significant and accelerating momentum in the business, all of
which translates into solid revenue and gross profit longer-term. Bad debts and arrears
hit a very low 1.54% (vs. 2.89% in 4Q20 and 4.70% in 3Q20) and are now well below
‘normalised’ industry levels of ~3% (notwithstanding the one-off ‘blowout’ in 3Q20
owing to fraud during December 2019). July metrics:
1.

Active customers +145% from 139k in pcp to 340k – a record;

2.

Active merchants +48% from 1,501 in pcp to 2,219;

3.

Active plans +235% from 270k in pcp to 906k – a record;

4.

TTV +114% from $11.2m in pcp to $24.0m – comprising 27% online and 73% instore in Australia (100% of UK = online); and

5.

Revenue +73% from $1.2m in pcp to $2.1m.

•

Key take away #2: JD Sports online launched on 12 May in UK and continues to exceed
expectations – further evidence for OPY’s differentiated model: (1) pursuing the UK
channel whilst other largely homogenous BNPLs pile into the US; (2) higher ATVs; (3)
more flexible plans with longer tenures; (4) targeting an older demographic; (5)
focussing on verticals outside Retail such as Healthcare, Home Improvement and
Automotive; (6) B2B capability with SaaS portal with WOW and agreement with
Pentana (1,900 car dealer deployment); and (7) moving into new vertical channels in
Memberships and Online Education – e.g. payment of school fees and sports
clubs/associations. This compares to the crowded BNPL space where most of the
incumbents, unlike OPY, merely replicate to some degree the APT model.

•

Key take away #4: Robust and very strong balance sheet post $34m cap raise with
~10 quarters of cash (~3 years) as at 4Q20 – and growth funding position comprises
cash-on-hand of $70m, undrawn Australian debt facilities of $45m, and £20m in the UK
vs. 4Q20 cash outflows of $15.8m which includes timing differences between the
payment of merchants and receipts of cash from consumers funded through OPY’s
available cash and debt facilities (the operational cash burn for the period was ~$6.5m
with the remaining $9.25m relating to the timing difference driven by the growth in the
book and funded in cash and debt).

•

Key take away #5: New CFO appointed from 7 September 2020 – existing CFO leaving
owing to personal reasons (nothing sinister here!) with the incoming CFO an ex-CBA
colleague of the CEO (where he was head of Cash Flow and Transaction Services

Recommendation
BUY on TSR of 23%. Share price +178% last 3 months and +81% in the last month (!).OPY
also trades at a significant – and attractive – 29% discount to listed BNPL peers on an FY21
EV/Sales multiple of 10.0x vs. combined 14.1x (consensus) for APT, SPT, SZL, Z1P.
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OPY, which is headquartered in Melbourne, Australia, is a
fintech company that partners with merchants to provide
Buy Now, Pay Later (BNPL) repayment plans to customers
in-store, in-app and online. IPO on 16 December at $1.60ps.
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Openpay Summary – In Charts
Figure 1: OPY Customers Summary

Figure 2: OPY Merchants Summary
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Figure 4: OPY Revenue Summary
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Figure 3:OPY TTV Summary
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Active Plans
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Figure 6: OPY Merchant vs. Customer Fee Revenue Splits
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Figure 5: OPY Active Plans Summary
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Key risks
Regulation – The BNPL sector in particular has had a number of recent inquiries including
the ASIC and Senate inquiries. We expect that the regulatory environment and focus will
continue to remain dynamic. Failure to adequately comply with regulation, particularly
around consumer engagement and relevant credit laws, may result in certain activities of
OPY and other players being at risk.
Credit and Bad Debts – OPY is exposed to any deterioration in quality of the loan book.
Significant deterioration in credit quality across the book that exceeds current retained BDD
provision levels may negatively affect earnings, as well as finance costs and availability.
Although book performance has been strong to date (against mainstream benchmarks) this
may not always be the case.
Finance and Funding – As OPY relies on outside sources of funding, the ability of the
business to continue operations and to grow relies on both this funding and the
combination of equity utilised. One of the largest risks to OPY (and other BNPL players) is
availability as well as costs of financing. Finance and funding risk are magnified within the
current global volatile environment.
Fraud Risk – Although dealing in small ticket sizes and so unlikely to encounter large scale
frauds (such as other listed alternative financiers have encountered) OPY may encounter
fraud that could cause customer or merchant losses, which in turn may affect or cause an
increase in costs for the company. This happened in December 2020 (now remedied).
Economic Environment – The overall economic environment may affect the levels of
transaction volume, user adoption, savings rates or seasonality within the business. Having
demonstrated strong quarter on quarter growth rates since inception OPY will
progressively, as it becomes bigger with scale, be affected by overall seasonality particularly
in the retail sector it operates within. Deterioration within the economic environment
would likely negatively affect OPY (and other BNPL players), but caution is most pertinent
within the credit performance at this stage.
Competitive Landscape – OPY has a number of both mainstream (such as traditional bank
credit, Flexigroup, etc.) and alternative (Afterpay, Zip Co., etc.) competitors within various
products and sectors the company operates within. Higher competition is likely to manifest
itself within compression on merchant fees, tendering processes for larger merchants and
overall customer acquisition costs.
Technology – Technology and Moore’s Law are both one of the biggest benefits and risks
to a fintech business. OPY itself is disrupting mainstream and traditional credit and
payments companies and this may in of itself affect OPY if the company becomes
complacent. Failure to iterate, invest in product, R&D and process may result in OPY’s
product being of lower quality or having less relevance to consumers.
COVID-19 – is a completely unexpected and exogenous event that is affecting the whole
economy and the vast majority of consumers globally and within Australia. The scale and
potential impact of this even in our view is unprecedented. Whilst (likely and hopefully a
one-off), the impact has been immediate (though not to a large extent for OPY and other
BNPL players).
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Core drivers and catalyst
Our positive recommendation and attraction to OPY is driven by the following:
Structural tailwinds driving mainstream adoption – Shaw sees the emergence of fintech
companies driving credit and payment solutions as at the beginning of the adoption curve.
Traditional forms of personal credit and payment options are being eroded by new players
such as OPY. We expect structural tailwinds to continue to grow adoption from both
merchants and customers, driving well above system growth and taking share from major
incumbents, whilst growing the size of the overall pie.
Fintech competitive advantages – OPY has a best-in-breed product. OPY has competitive
advantages across three key value chains which include: 1) customers; 2) merchants; and 3)
funders – a rare position to be in.
Recurring income – Although having relatively short amortisation and book turn metrics
compared with a traditional personal finance lender, OPY has a material base of customers,
repeat transactions and some duration and repeatability to its book. A growing receivables
book should underpin further revenue and earnings growth, whilst increasing the
predictability and value of earnings being built.
Optionality around further geographies and products – We see opportunity for further
growth with penetration into NZ and the UK and then other geographies such as Europe as
well. The recent deals with Pentana (cars) and Woolworths ( SaaS) are further evidence –
and validation – of OPY’s broad product offering.
Building a moat with corporate appeal – The payments and fintech space has seen
consolidation from both older companies, as well as newer businesses (particularly in the
USA and Europe). We expect as active customer and merchant integrations rise that the
appeal of OPY to both local and international acquirers will rise. Tencent taking a stake in
APT is indicative of this alongside CBA’s $300m investment in Klarna, and the Mastercard
tie-ups with Splitit and Laybuy. OPY may potentially attract strategic interest in our view.
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Rating Classification
Buy

Expected to outperform the overall market

Hold

Expected to perform in line with the overall market

Sell

Expected to underperform the overall market

Not Rated

Shaw has issued a factual note on the company but does not have a recommendation

Risk Rating
High

Higher risk than the overall market – investors should be aware this stock may be speculative

Medium

Risk broadly in line with the overall market

Low
Lower risk than the overall market
RISK STATEMENT: Where a company is designated as ‘High’ risk, this means that the analyst has determined that the risk profile for this company is
significantly higher than for the market as a whole, and so may not suit all investors. Clients should make an assessment as to whether this stock
and its potential price volatility is compatible with their financial objectives. Clients should discuss this stock with their Shaw adviser before making
any investment decision.
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Disclaimer
Shaw and Partners Limited ABN 24 003 221 583 (“Shaw”) is a Participant of ASX Limited, Chi-X Australia Pty Limited and the holder of Australian
Financial Services Licence number 236048.
ANALYST CERTIFICATION: The Research Analyst who prepared this report hereby certifies that the views expressed in this document accurately
reflect the analyst's personal views about the Company and its financial products. Neither Shaw nor its Research Analysts received any direct financial
or non-financial benefits from the company for the production of this document. However, Shaw Research Analysts may receive assistance from the
company in preparing their research which can include attending site visits and/or meetings hosted by the company. In some instances, the costs of
such site visits or meetings may be met in part or in whole by the company if Shaw considers it is reasonable given the specific circumstances relating
to the site visit or meeting. As at the date of this report, the Research Analyst does not hold, either directly or through a controlled entity, securities
in the Company that is the subject of this report. Shaw restricts Research Analysts from trading in securities outside of the ASX/S&P100 for which
they write research. Other Shaw employees may hold interests in the company.
DISCLAIMER: This report is published by Shaw to its clients by way of general, as opposed to personal, advice. This means it has been prepared for
multiple distribution without consideration of your investment objectives, financial situation and needs (“Personal Circumstances”). Accordingly, the
advice given is not a recommendation that a particular course of action is suitable for you and the advice is therefore not to be acted on as investment
advice. You must assess whether or not the advice is appropriate for your Personal Circumstances before making any investment decisions. You can
either make this assessment yourself, or if you require a personal recommendation, you can seek the assistance of your Shaw client adviser. This
report is provided to you on the condition that it not be copied, either in whole or in part, distributed to or disclosed to any other person. If you are
not the intended recipient, you should destroy the report and advise Shaw that you have done so. This report is published by Shaw in good faith
based on the facts known to it at the time of its preparation and does not purport to contain all relevant information with respect to the financial
products to which it relates. The research report is current as at the date of publication until it is replaced, updated or withdrawn. Although the report
is based on information obtained from sources believed to be reliable, Shaw does not make any representation or warranty that it is accurate,
complete or up to date and Shaw accepts no obligation to correct or update the information or opinions in it. If you rely on this report, you do so at
your own risk. Any projections are indicative estimates only and may not be realised in the future. Such projections are contingent on matters outside
the control of Shaw (including but not limited to market volatility, economic conditions and company-specific fundamentals) and therefore may not
be realised in the future. Past performance is not a reliable indicator of future performance. Except to the extent that liability under any law cannot
be excluded, Shaw disclaims liability for all loss or damage arising as a result of any opinion, advice, recommendation, representation or information
expressly or impliedly published in or in relation to this report notwithstanding any error or omission including negligence.
DISCLOSURE: Shaw will charge commission in relation to client transactions in financial products and Shaw client advisers will receive a share of that
commission. Shaw, its authorised representatives, its associates and their respective officers and employees may have earned previously or may in
the future earn fees and commission from dealing in the Company's financial products. Shaw acted as Lead Manager and Underwriter in the
December 2019 IPO of OPY’s securities for which it received fees or will receive fees for acting in this capacity. Shaw also acted as Lead Manager
in the June 2020 placement of OPY’s securities for which it received fees or will receive fees for acting in this capacity.
RESEARCH TEAM: For analyst qualifications and experience, refer to our website at http://www.shawandpartners.com.au/about/ourpeople/research
RESEARCH POLICY: For an overview of our Research policy, refer to our website at https://www.shawandpartners.com.au/media/1267/
researchpolicy.pdf
If you no longer wish to receive Shaw research, please contact your Financial Adviser to unsubscribe.
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