Equity Research

© REDEYE

Westpay

Sector: Fintech

Update

17 March 2021

Setting up for the future

Redeye keeps the fair value of Westpay based on the company to be profitable earlier than
expected with a lower cost basis after a period of good cost control. The fourth-quarter
report showed that the important KPIs are going in the right direction. Unfortunately, we
fear that COVID-19 will impact the net sales negatively in the first quarter, but net sales will
start to recover from there. We keep the fair value on the back of this and continue to see a
substantial upside in the Westpay share.

KPIs going in the right direction

The two most important KPIs of Westpay, gross margin, and recurring revenue, are going in
the right direction. Gross margin came in on the quarter on 70%, an increase Y/Y with
seven percentage points. Recurring revenue grows from 6.1 MSEK to 5.3 MSEK with a
growth of 16% and now stands for 34,5% of the total revenue. The gross margin shows that
the scalability is transforming in Westpay as this can be done with lower revenue than last
quarter and last year's fourth quarter. Together with more recurring revenue amounting to
more of the total revenue, it creates stability in the revenue and cash flows.

Cost control

Westpay has shown another quarter with good cost control, we expected Westpay to have
an EBITDA margin of 0%, but they surprised us and delivered a positive EBITDA margin.
Westpay has shown for the last eight quarters a negative EBITDA margin, now with another
quarter of positive quarter show that the last quarter was not just a one-off quarter.
Especially with a quarter that didn't grow compared to the previous quarter and previous
year's Q4 results.

Kept fair value

The fourth quarter was a step forward in the important KPIs, recurring revenue, and gross
margin is increasing with our expectations. As the new restrictions due to the pandemic are
hitting the already pressured sectors that Westpay serves, do we lower our revenue
estimates in the short run, but pull forward when Westpay is profitable on an EBITDA level.
We kept our base-case fair value of Westpay at 3.5 per share, corresponding to an upside
of 53%
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Q4: Strong KPI momentum and cost control

Estimate vs outcome - Westpa

2019 2020 2020

MSEK Q4 qaa  qee PM%
Met sales 14.8 13.9 14.0 -1%
of which recurring rev. 5.3 6.1 6.2 2%
System sales 9.5 LR 78 0%
Gross profit 9.4 9.7 8.2 B%
EBITDA -8.4 0.3 0.0 TaT%
EBIT -11.2  -1.5 -1.5 n.m.
Growth -6% -5%

Rec. Rov. grewth 15% 15%

Systam grewth -18% AT%

Gross profit margin 63%  T0% 635%
EEBITDA margin -64% 2% 0%

EBIT margin -76% -11% -11%

Source: Redeye Research

During the fourth quarter, net sales amount to 13.9 m SEK decreasing 6 % Y/Y, which was in
line with our estimates. Recurring revenue grew 15 % Y/Y and reached 6.1 m SEK. Systems
revenue fell 18 % Y/Y and amounted to 7.8 m SEK. Both revenue segments did essentially
perform in line with our expectations. With a good cost control where the other external
services were cut by 60 % from last year, EBITDA landed on 0.3 m SEK compared to our
estimates on break even. Subsequential did EBIT came in on -1,5 m SEK, which also was in
line with our estimates. It's impressive to increase the recurring revenues and improve the
gross margin during a quarter with falling revenues compared to last year and last quarter.
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Net sales have had negative due to COVID-19 and mostly hit the systems net sales. We
believe the new wave of the pandemic and seasonal effects hit the first three months will hit
the Systems sales in a similar way Q2 2020 was hit. COVID-19 continues to be the biggest
hinder to Westpay's growth, as potential customers’ uncertainty decreases their willingness
to invest. This is shown in their systems sales, but we don't see a lack of demand; therefore,
we expect the system'’s deals as they grow back to previous levels.

Despite the pandemic, Westpay signed a new agreement with Panini, which has 29 shops in
Stockholm. Still show the strength in Westpays offering to their customers during these
challenging times, which is a testimony to the potential when the pandemic lifts.

Waestpay:Revenue segments and gross profit margin
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The Q4 continued to show the important KPIs to go in the right direction, increasing recurring
revenue that grew 15% Y/Y and improving gross margin that increased five percentage points
from 65% to 70% Y/Y. With increasing recurring revenue and expanding gross margin,
stability and scalability are created in Westpay's cash flows, resulting in solid profitability
performance forward when the pandemic lifts and the growth starts to come back.

Westpay: EBITDA and EBITDA margin
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During the fourth quarter, Westpay was positive on an EBITDA level for the second quarter in
a row and showed good cost control. Especially in the other external expenses, which was
decreased 60% compared to the fourth quarter in 20719.

The financial liquidity

The cash-flow from operations during the fourth quarter amounted to 5,719m SEK, which
substantially improved compared to SEK -5,955m in Q4'19. The development is a result of
good cost control and maintained gross profits. At the end of Q4, Westpay had Tm SEK in
available liquidity and an unused overdraft facility of 7m SEK. The cash position was
negatively impacted by investing activities and in financing activities paying back 3,5m SEK.
Nonetheless, the financial situation remains challenging, as it leaves little room for error.
Therefore, we cannot roll out the need for a capital infusion within the year, but Westpay has
shown that they can be fast in their cost-cutting in challenging times.
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Financial estimates

Estimate changes

The fourth quarter showed the recurring revenue and Estimate changes

gross margin going in the right direction and good MSEK 201E 2022 2023E
cost control from management to show a positive Net sales
EBITDA margin in these challenging times. As we old 70 ap 105
have been afraid of before the third wave of COVID- Mew 55 65 76
19 and more burdensome restrictions for stores, % change -22% -28% -2T%
malls, and restaurants, we lower net sales estimates. ~ EBITDA
Old -10 -5 2
Based on a lower cost basis, the POS-strategy, and marginal -14.3%  -56% 1.9%
recurring revenue increasing, we increase the EBITDA New -6 0 8
margins and move forward the estimated timeline for marginal -11,7% 0,2% 5,9%
when Westpay reach their own financial goal of 10 % % change nm.  -102%  276%
EBITDA margin. Source: Redeye Research
Next quarter estimates
MSEK 2020Q1 202004  201Q1E
MET SALES 14.4 13.9 11.4
Of which recurring 5.5 6.1 6.2
System 9.0 [ 5.2
Gross Profit 9.1 9,7 8.2
EBITDA 4.2 0,3 2,6
EBIT -6.2 -1.5 4.0
Growth 10% 6% -21%
Rec. Rev. growth 22% 15% 13%
.Systemgrowth 4% . 8% A%
Gross profit margin 63% 70% T2%
EBITDA margin -29% 2% -23%
EBIT margin 43% 1% -35%

We expect the systems net sales to decrease significantly compared to the first quarter in
2020 due to hard comparables, as the pandemic had not impacted Westpay's systems sales
in Q1 of 2019. Recurring revenue will continue to grow, and as a result, we will see higher
gross margins. Due to lower net sales, will the EBITDA land on -23% and EBIT on -35%,
despite the previously mentioned cost control, we don't see that they can cut their cost to any
extent further. This will create pressure on the financial situation that is already under
pressure, so we expect the company to address the financial situation during this quarter.
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Valuation

As we decrease our topline and increase our profitability, we also move the timeline for profitability forward. We
have kept our Base-case valuation to 3.5 SEK per share, indicating a substantial upside of around 53%.

The Systems sales have not recovered as quickly as we expected before, but we have seen the recurring revenue
and good cost control, creating a lower cost basis for the future. With the momentum of signing new deals with
merchants such as Axfood, Max, and lastly Panini, we see the first quarter of 2021 as the bottom in decreasing
Systems sales. Westpay's flexibility, independence, and innovative drive should also ensure long-term solid growth,
where new services like PaaS and Swipe2Pay will play an important role. However, despite the company’s strong
third quarter, the financial position leaves minimal room for error, and we see a clear risk for some capital infusion
within a year.

Westpay shows the important KPIs, gross margin, and recurring revenue, going in the right direction. As Westpay
comes out of the pandemic, it should be a pent-up demand to update a modern payment solution and invest
willingness. However, the uncertainty currently is high because of the financial position. Current market valuation
translates to an EV/S multiple on 2021 forecasts of 1.7x. Our Base-case implies a 1.4x multiple for 2022E and 1.2x
multiple for 2023E, which we find fair in our view, given the positive momentum, revenue mix, and risk associated
with the case.

Westpay: LTM net sales, EV & EV/S
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Sum-of-the-parts valuation (SOTP)

2022E EV/S multi. EV Disc. EV

We also use a supportive SOTP to value Westpay, which is

) ) Recurring revenue 32 4,0x 130 104
based on multiple sales on the recurring revenue and the System sales 32 1.0x 32 26
system sales. We expect the recurring income to reach Sum. 64 2,5x
SEK 32m during 2022 and that the company will have
system sales of SEK 32m. We argue that a 4.0x multiple |[E)th ;32 |
(far below SaaS public valuation) compared to the Cash 0:2
previously used 3.0 multiple as the recurring revenue hasa  \1arket cap 121
higher profitability impact on gross margins. Atthe same  [per share 3,6 |

time, we added 1.0x on system sales. Our assumptions
lead to a SOTP valuation of SEK 3.6 per share, close to the
same level as for the DCF model.

Source: Redeye Research
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Bear Case 1.5 SEK

CAGR of 12% during the next ten years
Average 1-5 year EBIT margin of 1%
Average 6-10 year EBIT margin of 18%
Terminal FCF growth of 2%

Terminal EBIT margin of 16%

Base Case 3.5 SEK

CAGR of 13% during the next ten years
Average 1-5 year EBIT margin of 1,6%
Average 6-10 year EBIT margin of 20%
Terminal FCF growth of 2%

Terminal EBIT margin of 20%

Westpay 17 March 2021

Bull Case 6.0 SEK

CAGR of 20% during the next ten years
Average 1-5 year EBIT margin of 2,6%
Average 6-10 year EBIT margin of 24%
Terminal FCF growth of 3,6%

Terminal EBIT margin of 22%
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Summary Redeye Rating

The rating consists of three valuation keys, each constituting an overall assessment of several factors that are rated
on a scale of 0 to 1 points. The maximum score for a valuation key is 5 points.

Rating changes in the report

People: 4

Westpay has during the past years transformed from first being a supplier of cash registry hardware to now being a global
supplier of payment services. The ownership structure in Westpay is another of the company's main strengths. The high rating is
mainly because both the board and the management of the company have significant ownership in the company. The Board and
management together hold over 25 percent of the capital. We find this as positive as it contributes to a shareholder-friendly focus.
Of course, we would like to see institutions as major owners, but we are aware that for a company of Westpay's size rarely gets
that kind of owner.

Business: 3

We find opportunities for growth to be very strong for the company with its focus on payment solutions and increased SaaS share.
The innovative drive that the company has proven is critical for the long-term growth within the rapidly changing payment solution
sector. The company is number three in Sweden, but the market share is not directly large compared to Verifone and Ingenico. We
have identified two different types of sustainable competitive advantages that protect the company — partly regulatory barriers
that block new entrants from entering the market as well as lock-in effects of Westpay's customers due to development costs at
PSPs and Cash System suppliers.

Financials: 1

Westpay has a diversified customer portfolio and is entering both new market regions and verticals within the payment space. The
recurring revenue is steadily increasing, and the gross profit margins have been improving during the last years. However, the
company incurred losses in 2019, and the financial liquidity leaves limited room for error.
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INCOME STATEMENT 2019 2020 2021E 2022E 2023E
Net sales 58 53 55 64 15
Total operating costs -18 -58 -60 -61 -68
EBITDA -20 -5 -5 3 1
Depreciation 0 0 0 -1 -1
Amortization -1 -6 -6 -4 -4
Impairment charges 0 0 0 0 0
EBIT -21 -12 -1 -2 2
Share in profits 0 0 0 0 0
Net financial items -1 -1 -1 -1 -1
Exchange rate dif. 0 0 0 0 0
Ei'tax profit '22 '1[3) ’13 g S PROFITABILITY 2019 2020 2021E 2022€ 2023E
_ ROE -12% -46% -81% -43% 12%
Net earings 2 1 2 3 ! ROCE 90% 3% 40% T %
ROIC -108% -43% -44% -9% 9%
BALANCE SHEET 2019 2020 2021E 2022E 2023E EBITDA margin -35% 9% -9% 5% 9%
Assets EBIT margin -41% -22% -20% -3% 3%
Clrrent assels Net margin 3% -24% 22% 5% 1%
Cash in banks 6 1 5 6 1
Receivables I 12 12 15 18 DATA PER SHARE 2019 2020 2021E 2022E 2023E
Inventories 16 14 15 18 2 £PS 064 037 036 009 002
Other current assets 0 0 0 0 0 EPS a 064 037 036 009 002
Current assets ey a 3 3 4 Dividend 0.00 0.00 0.00 0.00 0.00
Fired assols Net debt 019 012 044 057 064
Tangble assets 2 S S 2 2 Tota shares 3375 375 375 3375 3375
Associated comp. 0 0 0 0 0
Investments 0 0 0 0 0 VALUATION 2019 2020 2021E 2022€ 2023E
Gooduil 0 0 0 0 0 B 999 695 91 964 987
Cap. exp. for dev. 0 0 0 0 0 PIE 49 59 6.4 245 1048
O intangible rights 10 10 ! ! 8 PIE diuted 49 59 64 245 1048
0 non-current assets 0 0 0 0 0 P/Sales 18 12 14 12 10
Total fixed assets 12 13 10 10 10 EV/Sales 17 13 17 15 13
Deferred tax assets 9 n n n n EV/EBITDA 49 143 181 305 142
Total (assets) 55 51 54 60 68 FV/EBIT a7 50 03 418 9
Liabilities
Current liabilities P8I 32 3 81 133 120
Short-term debt 0 5 20 2 29 SHARE PERFORMANCE GROWTH/YEAR 18/20€
Accounts payable 18 22 23 26 30 1month 19%  Netsales -32%
0 current liabilities 0 0 0 0 0 3 month -149%  Operating profit adj -36.4%
Current liabilities 18 21 43 52 59 12 month M7%  EPS, just -255%
Long-term debt 0 0 0 0 0 Since start of the year -205%  Equity -48.5%
gulscegr’;ehrg“ah"'““ g g g g g SHAREHOLDER STRUCTURE % CAPITAL VOTES
Total Ligbilties 18 97 9 5 59 Nordnet Pensionsfarsakring 16.0% 16.0 %
\ Jorgen Nordlund (med bolag) 15% 15%
Deferred tax iz 0 0 0 0 0 Avanza Pension 10% 10%
glzz\f;i:z?;ers equity 3; 2? g g g Walte Roggentin 55% 55%
S Without Bank Julius Baer & co LTD 53% 53%
Minority interest (BS) 0 0 0 0 0 Per-Anders Warn 40% 40%
Minority & equity 3 2 S 6 6 Alandsbarken AB 40% 40%
Total liab & SE 55 51 54 60 68 Goran Sparrdal 299 29
Carl Ragnar Torbernt Hjelmvik 30% 30%
Sten Karlsson (med bolag) 2.1% 2.1%
FREE CASH FLOW 2019 2020 2021E  2022E  2023E
Net sales 58 53 55 64 7 SHARE INFORMATION
Total operating costs -18 -58 -60 -61 -68 Rveuters code
Depreciations total -1 -1 -6 -5 -5 List
EBIT 2 12 an 2 2 Share price 23
Taxes on EBIT 0 0 0 0 0 Total shares, million 338
NOPLAT 27 12 11 D) ) Market Cap, MSEK 713
Depreciation 1 1 6 5 5
Gross cash flow -20 -5 -5 3 1 MANAGEMENT & BOARD
Change in WC 5 1 2 2 CE0 Sten Kar\ssqn
Gross CAPEX : 7 -4 -4 6 Cro Lars Levin
Free cash flow 24 -7 10 -3 . R Hans Edin
Chairman Christina Detlefsen
CAPITAL STRUCTURE 2019 2020 2021E 2022E 2023E FINANCIAL INFORMATION
Equity ratio 60% 4% 16% 10% 10%
Debt/equity ratio 0% 28% 228% 445% 447%
Net debt -6 4 15 19 21
Capital employed 21 25 24 25 28
Capital turnover rate 11 10 10 11 11
ANALYSTS Redeve AB
GROWTH 2019 2020 2021F 2022E  2023E Douglas Forsling Méster Samuelsgatan 42, 10tr
Sales growth -13% -9% 3% 18% 16% douglas.forsling@redeye.se 111 57 Stockholm
EPS growth (adj) 1% -42% -4% -18% -123%

Forbes Goldman
forbes.goldman@redeye.se
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Redeye Rating and Background Definitions

Company Quality

Company Quality is based on a set of quality checks across three categories; PEOPLE, BUSINESS, FINANCE. These
are the building blocks that enable a company to deliver sustained operational outperformance and attractive long-
term earnings growth.

Each category is grouped into multiple sub-categories assessed by five checks. These are based on widely
accepted and tested investment criteria and used by demonstrably successful investors and investment firms. Each
sub-category may also include a complementary check that provides additional information to assist with
investment decision-making.

If a check is successful, it is assigned a score of one point; the total successful checks are added to give a score for
each sub-category. The overall score for a category is the average of all sub-category scores, based on a scale that
ranges from 0 to 5 rounded up to the nearest whole number. The overall score for each category is then used to
generate the size of the bar in the Company Quality graphic.

People

At the end of the day, people drive profits. Not numbers. Understanding the motivations of people behind a business
is a significant part of understanding the long-term drive of the company. It all comes down to doing business with
people you trust, or at least avoiding dealing with people of questionable character.

The People rating is based on quantitative scores in seven categories:
e  Passion, Execution, Capital Allocation, Communication, Compensation, Ownership, and Board.

Business

If you don't understand the competitive environment and don't have a clear sense of how the business will engage
customers, create value and consistently deliver that value at a profit, you won't succeed as an investor. Knowing
the business model inside out will provide you some level of certainty and reduce the risk when you buy a stock.

The Business rating is based on quantitative scores grouped into five sub-categories:
e Business Scalability, Market Structure, Value Proposition, Economic Moat, and Operational Risks.

Financials

Investing is part art, part science. Financial ratios make up most of the science. Ratios are used to evaluate the
financial soundness of a business. Also, these ratios are key factors that will impact a company's financial
performance and valuation. However, you only need a few to determine whether a company is financially strong or
weak.

The Financial rating is based on quantitative scores that are grouped into five separate categories:
e Earnings Power, Profit Margin, Growth Rate, Financial Health, and Earnings Quality.
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Disclaimer

Important information

Redeye AB ("Redeye" or "the Company") is a specialist financial advisory boutique that focuses on small and mid-cap growth companies in the Nordic
region. We focus on the technology and life science sectors. We provide services within Corporate Broking, Corporate Finance, equity research and
investor relations. Our strengths are our award-winning research department, experienced advisers, a unique investor network, and the powerful
distribution channel redeye.se. Redeye was founded in 1999 and since 2007 has been subject to the supervision of the Swedish Financial
Supervisory Authority.

Redeye is licensed to; receive and transmit orders in financial instruments, provide investment advice to clients regarding financial instruments,
prepare and disseminate financial analyses/recommendations for trading in financial instruments, execute orders in financial instruments on behalf
of clients, place financial instruments without position taking, provide corporate advice and services within mergers and acquisition, provide services
in conjunction with the provision of guarantees regarding financial instruments and to operate as a Certified Advisory business (ancillary
authorization).

Limitation of liability

This document was prepared for information purposes for general distribution and is not intended to be advisory. The information contained in this
analysis is based on sources deemed reliable by Redeye. However, Redeye cannot guarantee the accuracy of the information. The forward-looking
information in the analysis is based on subjective assessments about the future, which constitutes a factor of uncertainty. Redeye cannot guarantee
that forecasts and forward-looking statements will materialize. Investors shall conduct all investment decisions independently. This analysis is
intended to be one of a number of tools that can be used in making an investment decision. All investors are therefore encouraged to supplement
this information with additional relevant data and to consult a financial advisor prior to an investment decision. Accordingly, Redeye accepts no
liability for any loss or damage resulting from the use of this analysis.

Potential conflict of interest
Redeye's research department is regulated by operational and administrative rules established to avoid conflicts of interest and to ensure the
objectivity and independence of its analysts. The following applies:

. For companies that are the subject of Redeye's research analysis, the applicable rules include those established by the Swedish Financial
Supervisory Authority pertaining to investment recommendations and the handling of conflicts of interest. Furthermore, Redeye employees
are not allowed to trade in financial instruments of the company in question, from the date Redeye publishes its analysis plus one trading
day after this date.

. An analyst may not engage in corporate finance transactions without the express approval of management and may not receive any
remuneration directly linked to such transactions.

. Redeye may carry out an analysis upon commission or in exchange for payment from the company that is the subject of the analysis, or
from an underwriting institution in conjunction with a merger and acquisition (M&A) deal, new share issue or a public listing. Readers of
these reports should assume that Redeye may have received or will receive remuneration from the company/companies cited in the report
for the performance of financial advisory services. Such remuneration is of a predetermined amount and is not dependent on the content of
the analysis.

Redeye's research coverage

Redeye's research analyses consist of case-based analyses, which imply that the frequency of the analytical reports may vary over time. Unless
otherwise expressly stated in the report, the analysis is updated when considered necessary by the research department, for example in the event of
significant changes in market conditions or events related to the issuer/the financial instrument.

Recommendation structure

Redeye does not issue any investment recommendations for fundamental analysis. However, Redeye has developed a proprietary analysis and rating
model, Redeye Rating, in which each company is analyzed and evaluated. This analysis aims to provide an independent assessment of the company
in question, its opportunities, risks, etc. The purpose is to provide an objective and professional set of data for owners and investors to use in their
decision-making.

Redeye Rating (2021-03-17)

Rating People Business Financials
5p 20 15 3
3p-4p 108 88 39
Op-2p 5 30 91
Company N 133 133 133

Duplication and distribution

This document may not be duplicated, reproduced or copied for purposes other than personal use. The document may not be distributed to physical
or legal entities that are citizens of or domiciled in any country in which such distribution is prohibited according to applicable laws or other
regulations.

Copyright Redeye AB

CONFLICT OF INTERESTS

Douglas Forsling owns shares in the company : No

Forbes Goldman owns shares in the company : Yes
Redeye performs/have performed services for the company and receives/have
received compensation from the company in connection with this.
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