Openpay Limited (OPY)
Rating: Buy | Risk: High | Price Target: $2.25
Inaugural – and Milestone – B2B Contract with WOW a Significant Positive
Event
OPY has announced a significant and new technological new business-to-business (B2B)
payments solution to Australia’s #1 supermarkets operator and one of Australia’s top 10
companies by market cap (~A$53b), Woolworth (ASX: WOW), that not only diversifies
OPY’s future earnings but is also advantageously capital light to OPY.
Next catalyst: 1H20 result in February 2020 (specific date TBA).

Highlights
 New growth stream via the “Openpay for Business” Software-as-a-Service (SaaS)
portal – enables businesses like hotels, pubs, restaurants, schools, etc. to manage their
trade accounts with WOW end-to-end, including account management (new and
existing), invoicing, credit approvals and checks, collecting data analytics, repayment
scheduling, purchase orders, payment reconciliations and various applications, all of
which lead to ongoing customer retention and efficiency.
 Contract tenure is 3 years with a 2 year option – this shows commitment on the part of
WOW, which we believe previously used an in-house system which was partly manual.
 Further opportunity to deploy this B2B portal across Australia and globally – clearly
nabbing a customer the size of WOW is a milestone given the many 1000s of
transactions that are conducted across its payments and digital platform.
 Shaw and Partners believe the longer term revenue model is likely to be an attractive
combination of:
1.

Upfront administration fee for on-boarding of accounts; and

2.

SaaS-like utilisation fee against the transaction volume going through the portal.

 Shaw and Partners believe the revenue impact to OPY is likely to impact FY22+ post
the next 6 months’ implementation phase – and could be very significant in the outer
years as utilisation of the portal increases.
 Does not require balance sheet support from OPY given WOW has plenty of cash –
and therefore is likely to lead to a relatively quick payback period for OPY and healthy
returns. OPY already has a strong balance sheet with cash at end of 2Q20 a healthy
$53m, and a $75m debt facility in place to fund the receivables book growth and
balance the timing of outgoing merchant payments vs. incoming customer payments.
Estimated 3Q20 cash outflows expected to be ~$89m.

Recommendation

Danny Younis | Senior Analyst

BUY. No changes to our numbers, PT and forecasts at this stage. Whilst the share price
performance has been disappointing, it is early days yet and as long as OPY continues to
generate strong quarterly growth, we believe the share price will resolve itself (and
important announcements like this one will obviously help!) – as it did with Z1P which for
two years traded sideways. OPY is a young company doing everything right and its
accelerated – and significant – growth trajectory should continue with a clear runway
ahead. It is perfect timing for the BNPL space in Australia and overseas – and the aforesaid
announcement with WOW further differentiates itself from the crowded BNPL space with
most of the incumbents, unlike OPY, merely replicating to some degree the APT model.
OPY is ideally positioned for long-term growth, with a very attractive and large addressable
market, which is very fragmented, thereby enabling the company to pursue and drive
scale. Furthermore, the company has minimal debt, management expertise is high and the
risk/reward equation compelling. OPY also trades at a significant – and attractive – 60%
discount to listed BNPL peers on an FY20 EV/Sales multiple of just 6x vs. combined 15x
(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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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. Accordingly, Shaw may have a
conflict of interest which investors should consider before making an investment decision.

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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