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Piteco
Bold entry into the US marketplace

Piteco is buying the principal assets of LendingTools (LT), a small,
privately owned US payments software provider, for up to $14.5m in cash.
LT operates in the niche area of “correspondent banking”, offering
financial institutions an alternative to the Federal Reserve’s FedLine
Advantage. The deal provides Piteco with an attractive route into the
lucrative US market, which it plans to use to grow its core treasury
software solutions. On our updated forecasts, EPS rise by 12-14% over
FY17 to FY19. Given the attractive growth opportunities, strong cash
generation and healthy balance sheet, we continue to believe the shares
are attractive on ¢ 14x our FY18e earnings.

Net sales EBITDA** EPS* DPS PIE Yield
Year end revenue* (€m) (€Em) (c) (c) (x) (%)
12115 12.8 5.7 215 10.0 234 20
12/16 135 5.6 25.1 15.0 20.1 3.0
12117e 18.0 8.0 320 175 15.8 35
12/118e 20.9 9.1 349 20.0 14.5 4.0

Note: *Excludes the capitalisation of development costs, change in work in progress and
other revenues (largely expenses charged back to customers). **Normalised, excluding
amortisation of acquired intangibles, exceptional items and share-based payments.

Acquisition of US payments software provider

Piteco is effectively paying $13m for an initial 55% of LT, based in Wichita, Kansas,
which has net cash position of ¢ $2m. The acquisition has been structured to
enable two executives with strong expertise in the field to take significant minority
shareholdings. Piteco plans to increase its shareholding to 60% for up to an
additional $1.5m over the next two years but has no current plans to lift its stake
any further than that. LT generated revenue of $5m in FY16, operates in a growth
market and offers EBITDA margins of ¢ 35-40%. It has long-term contracts and
relatively low churn rates, and 90% of its revenues are recurring in nature.

Forecasts: FY18 revenues rise by 34%, EPS by 12%

We have included LT in our forecasts for 8.7 months in FY17, with annualised
revenues of $5.2m (€4.9m), and growing at 10% pa in each of FY18 and FY19 as it
gains market share. In all, group net sales revenues rise by 25% in FY17, 35% in
FY18 and 36% in FY19. EBITDA rises by 27%, 32% and 33% in the respective
years, while adjusted EPS goes up by 13%, 12% and 14%. We have assumed that
Piteco has paid $13m for an initial 55% of LT, which has cash balances of $2m and
no debt. We forecast the group to end FY17 with net debt of €4.5m (previously
€4.5m net cash), falling to €1.0m at the end of FY18 (€7.1m net cash).

Valuation: DCF valuation moves up

The stock looks attractive, trading on ¢ 15.8x our EPS in FY17e, falling to ¢ 14.5x in
FY18e and to ¢ 13.7x in FY19e. Our DCF model suggests a valuation of 549¢c
(previously 497c), which is 9% above the current price. The calculation uses
conservative assumptions including a 4.7% CAGR in organic net sales revenue
over 10 years, long-term operating margins of 40% to net sales and a WACC of
9%. It has also been adjusted for the dilution impact of the convertible bonds.
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Acquisition of LendingTools

Piteco is effectively paying $14.5m for 60% of Wichita, Kansas-based LendingTools (LT). LT has net
working capital of ¢ $2.25m, most of which is cash. The deal is being carried out through Piteco’s
fully owned subsidiary Piteco North America Corp, which is acquiring 55% of a special purpose
vehicle (SPV) called Juniper Payments LLC (Juniper) for $3m and is providing Juniper with a $10m
10-year intercompany loan. Piteco is financing the deal through its internal cash resources and a
€7m bank loan. Two key managers (see their biographies below) have each been granted a 22.5%
stake in Juniper. Juniper has subsequently purchased the principal assets of LendingTools.com, Inc
for $13m in cash. Piteco has an option to increase its stake by 2.5% in each of the next two years
from the key managers for up to $1.5m, depending on the financial performance of the acquired
business. Piteco does not plan to increase its stake any further, as it wants to keep the executives
on board, with their interests tied to Piteco’s interests. However, if the acquired business fails to
meet undemanding targets, Piteco does have an option to purchase an additional 20%.

The two key managers who have taken stakes in Juniper are Jon Budd, who has become CEO of
Juniper, and Jorge Jimenez, who has become chairman of Juniper.

Jon Budd joined LT in 2003 to lead the sales effort, and currently serves as senior vice president of
business development. In this role, Jon leads the sales and marketing efforts, creates and manages
partner relationships, and influences product strategy including new product development.

Jorge Jimenez is currently CEO of eZforex.com. Jorge recently left the Federal Reserve System
where he served as the director for international payments and product development. Jorge has
been involved in payments systems for over 15 years, and consequently has a very in depth
knowledge of the payments industry, both in the US and in Europe.

Reasons for the deal

LT represents Piteco’s entry into the US market. In our view, Piteco has secured this investment at
an attractive price (c 5x historical revenues and 14x operating profit) given LT’s growth prospects.
Piteco is positioning itself for the accelerating development of the US payments market, which lags
Europe in the payments space. The new LT management team has a bold plan to grow the
business organically, by expanding the customer base and adding additional services. Further,
Piteco aims to use the platform of LT to cross-sell its traditional Piteco treasury and cash
management applications to clients of LT’s bank customers. We note that Piteco’s software is
already operating in the US, via US branches of some of its Italian customers.

Rising market share

While the number of US financial institutions has been on a declining trend for decades due to
mergers, consolidations and failures, the number of banks and credit unions utilising LT has been
steadily increasing in recent years. Consequently, LT's market share has been increasing, with
market penetration approaching 40%, and LT has a goal to reach 50% penetration by 2018. If
achieved, this would mean ¢ 5,000 banks and credit unions in the US would be utilising the LT
platform to originate, receive and manage some, or all, of their inter-bank transactions and
settlements.

Background on LendingTools

Based in Wichita, Kansas, close to the centre of the US, LT is the third largest player in the US
correspondent banking software space, behind Fedline Advantage, which is owned by the Federal
Reserve and another system owned by the banks. LT was founded in 2000 after three community
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bankers recognised there was a need for software tailored specifically for community bankers’
needs. Early offerings included loan analysis tools, along with a general CRM, hence the name
LendingTools. However, LT was mandated to develop solutions for a local correspondent bank and
after thousands of hours of R&D, it launched ExtraNet FP-S, its correspondent banking platform, in
2003. Today ExtraNet FP-S is LT’s technology backbone, flagship product and primary revenue
generator. ExtraNet FP-S enables community banks to replace their Fedline connection with lower-
cost services provided by their correspondent institution. LT has subsequently added additional
services, primarily in the areas of cash management and cheque imaging. In 2005 LT launched its
own data centre and all of LT’s services are delivered over the internet as a hosted application.

LT is profitable, strongly cash generative, with very high recurring revenues (90%), and has long-
term contracts and low churn rates. More than $3bn of transactions from over 3,500 financial
institutions are routed through LT’s data centre each day. A high proportion of its customer base are
in the US mid-west. In FY16, LT generated revenue of $5m and pre-tax profit of $1.75m, for a 35%
margin.

What is “correspondent banking”?

According to the Bank for International Settlements, correspondent banking can be defined, in
general terms, as “an arrangement under which one bank (correspondent) holds deposits owned by
other banks (respondents) and provides payment and other services to those respondent banks”.
Large international banks typically act as correspondent banks for thousands of other banks around
the world. Similarly, in the US domestic market, credit unions are respondents, utilising the services
of larger financial institutions, which act as correspondents. The correspondents provide
respondents with a wide range of services, including cash management, international wire
transfers, cheque clearing, payable-through accounts and foreign exchange services. LT provides
the software that enables these processes within an electronic environment.

Revenue model

LT operates on a SaaS basis, with 90% of revenue generated from contracted monthly billing,
similar to a subscription service. LT provides the ‘right to use’ by end-users via its customer
contracts and bills the customer directly while the customer bills the end-users. The remaining 10%
of revenue is generated from upfront fees, customisation fees and technical consulting and support.
The average initial contract term is five years and the average renewal term is four years. LT's
lifetime renewal rate is close to 85%, with many customers on their third or fourth renewal. LT
charges a one-time fee for the implementation, which typically takes four to six months. This fee is
primarily determined by the modules chosen and the size of the deployment, but also covers the
length of term and the amount of customisation required.

Forecasts: FY18 revenues rise by 34%, EPS by 12%

We have included LT in our forecasts for 8.7 months in FY17, with annualised revenues of $5.2m
(€4.9m) and growth at 10% pa in each of FY18 and FY19. We have not assumed any additional
services or cross-selling of Piteco products and we have maintained all our operating assumptions
for the rest of the business. We assume a 40% operating margin and a 35% tax rate for LT and
have added minority interests and extra interest for the €7m borrowing facility.

In all, group net sales revenues rise by 25% in FY17, 35% in FY18 and by 36% in FY19. Adjusted
EBITDA rises by 27%, 32% and 33% in the respective years, while adjusted EPS goes up by 13%,
12% and 14%.
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We have assumed that Piteco has paid $13m for 55% of LT, which has cash balances of $2m and
no debt. We assume that Piteco increases its stake over the next two years to 60%, at a cost of
$750,000 in each year. Consequently, we forecast the group to end FY17 with net debt of €4.5m
(previously €4.5m net cash), falling to €1.0m at the end of FY18 (previously €7.1m net cash) and
swings to €2.5m net cash at the end of FY19 (previously €9.9m net cash).

We have assumed that costs relating to the transaction are included in the EBITDA. We have
ignored amortisation of acquired intangibles, which have no impact on cash flows.

Exhibit 1: Forecast changes

(€000s) Old New Change Old New Change Old New Change
2017e 2017e (%) 2018e 2018e (%) 2019e 2019 (%)
Revenues
Software 3,098 3,098 0.0 3,410 3,410 0.0 3,660 3,660 0.0
Services 3,973 3,973 0.0 4,328 4,328 0.0 4,644 4,644 0.0
Maintenance 7413 7,413 0.0 7,742 7,742 0.0 8,120 8,120 0.0
LendingTools 3,557 N/A 5,396 N/A 5,936 N/A
Net sales revenue 14,484 18,041 24.6 15,480 20,876 34.9 16,425 22,361 36.1
Capitalisation of dev'ment costs 290 361 246 310 418 349 328 447 36.1
Change in work in progress 0 0 N/A 0 0 N/A 0 0 N/A
Other revenues 507 507 0.0 542 542 0.0 575 575 0.0
Tumover 15,281 18,909 23.7 16,332 21,836 33.7 17,328 23,383 34.9
Growth (%) 8.2 33.9 3131 6.9 15.5 125.2 6.1 7.1 16.1
Operating expenses before depn (9,010) (10,952) 216 (9,442) (12,778) 35.3 (9,954) (13,576) 36.4
EBITDA 6,271 7,957 26.9 6,889 9,058 315 7,374 9,807 33.0
Normal depreciation (120) (130) 8.3 (197) (207) 48 (195) (219) 122
Amortisation of development costs (125) (125) 0.0 (150) (150) 0.0 (265) (301) 135
Depreciation & amortisation (245) (255) 41 (347) (357) 2.7 (460) (520) 13.0
Adjusted operating profit 6,026 7,702 27.8 6,542 8,701 33.0 6,913 9,287 34.3
Operating margin (%) 394 40.7 40.1 39.8 39.9 39.7
Growth (%) 10.2 40.9 8.6 13.0 5.7 6.7
Net interest (200) (294) 46.9 (100) (250) 150.0 0.0 (150) N/A
Profit before tax norm 5,826 7,408 27.2 6,442 8,451 31.2 6,913 9,137 32.2
Amortisation of acquired intangibles* 0 0 0 0 0 0
Exceptional items (net of tax) 0 0 0 0 0 0
Profit before tax 5,826 7,408 27.2 6,442 8,451 31.2 6,913 9,137 32.2
Taxation (699) (1,185) 69.5 (789) (1,521) 92.8 (1,037) (1,827) 76.2
Minority interest 0 (416) N/A 0 (596) N/A 0 (617) N/A
Net income 5,127 5,806 133 5,653 6,334 12.0 5,876 6,692 13.9
Statutory EPS (c) 283 32.0 133 31.2 34.9 12.0 324 36.9 13.9
Adjusted EPS (c) 28.3 32.0 133 31.2 34.9 12.0 324 36.9 13.9
P/E - adjusted EPS (x) 16.0 14.6 13.8

Source: Edison Investment Research

Valuation: Deal is value accretive even before
synergies

In our view, this transaction offers high potential rewards for Piteco shareholders, if Piteco can
execute its plans effectively. Our DCF model suggests a valuation of 549c (previously 497c), which
is 9% above the current price. The calculation uses the maintained assumption of a conservative
4.7% CAGR in organic net sales revenue over 10 years, a 9% CAGR for LT over 2017-26, a long-
term operating margin (40% of net sales) that is below current levels and a WACC of 9%. It has
also been adjusted for the dilution impact of the convertible bonds. Our forecasts do not take into
account any additional services added at LT or cross-selling opportunities of Piteco’s existing
solutions.
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Exhibit 2: Financial summary

€000s
Year end 31 December
PROFIT & LOSS
Turnover
Net Sales Revenue
EBITDA
Adjusted Operating Profit
Amortisation of acquired intangibles
Exceptionals
Share based payments
Operating Profit
Net Interest
Profit Before Tax (norm)
Profit Before Tax (FRS 3)
Tax
Profit After Tax (norm)
Profit After Tax (FRS 3)

Average Number of Shares Outstanding (m)
EPS - normalised (c)

EPS-FRS 3 (c)

Dividend per share (c)

Gross Margin (%)
EBITDA Margin (%)
Op Margin (before GW and except.) (%)

BALANCE SHEET
Fixed Assets

Intangible assets and deferred tax
Tangible Assets
Investments

Current Assets

Stocks

Debtors

Cash

Current Liabilities
Creditors

Short term borrowings
Long Term Liabilities
Long term borrowings
Other long term liabilities
Net Assets

CASH FLOW
Operating Cash Flow
Net Interest

Tax

Capex
Acquisitions/disposals
Financing

Dividends

Net Cash Flow
Opening net debt/(cash)
Other

Closing net debt/(cash)

Source: Piteco (historics), Edison Investment Research (forecasts)
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1,217
11,249

0
10,082

2015
IFRS

13,384
12,838
5,719
5,620
(157)
(323)

5,140
(585)
5,035
4,555

(1,130)
3,905
3,426

18.1

(5,408)

(1,146)

2016
IFRS

14,122
13477
5,606
5,466
(157)
106

5415
(365)
5,102
5,050
(547)
4,554
4,503

18.1

2017e
IFRS

18,909
18,041
7,957
7,702

7,702
(294)
7,408
7,408

(1,185)
6,223
6,223

18.1

2018e
IFRS

21,836
20,876
9,058
8,701

8,701
(250)
8,451
8,451

(1,521)
6,930
6,930

18.1

2019e
IFRS

23,383
22,361
9,807
9,287

9,287
(150)
9,137
9,137

(1,827)
7,309
7,309

18.1
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Edison is an investment research and advisory company, with offices in North America, Europe, the Middle East and AsiaPac. The heart of Edison is our world-renowned equity research platform and deep multi-sector
expertise. At Edison Investment Research, our research is widely read by international investors, advisers and stakeholders. Edison Advisors leverages our core research platform to provide differentiated services including
investor relations and strategic consulting. Edison is authorised and regulated by the . Edison Investment Research (NZ) Limited (Edison NZ) is the New Zealand subsidiary of Edison. Edison NZ
is registered on the New Zealand Financial Service Providers Register (FSP number 247505) and is registered to provide wholesale and/or generic financial adviser services only. Edison Investment Research Inc (Edison
US) is the US subsidiary of Edison and is regulated by the Securities and Exchange Commission. Edison Investment Research Limited (Edison Aus) [46085869] is the Australian subsidiary of Edison and is not regulated by
the Australian Securities and Investment Commission. Edison Germany is a branch entity of Edison Investment Research Limited [4794244].

DISCLAIMER

Copyright 2017 Edison Investment Research Limited. All rights reserved. This report has been commissioned by Piteco and prepared and issued by Edison for publication globally. All information used in the publication of
this report has been compiled from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of this report. Opinions contained in this report represent those of
the research department of Edison at the time of publication. The securities described in the Investment Research may not be eligible for sale in all jurisdictions or to certain categories of investors. This research is issued
in Australia by Edison Aus and any access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act. The Investment Research is distributed in the United States by Edison US to
major US institutional investors only. Edison US is registered as an investment adviser with the Securities and Exchange Commission. Edison US relies upon the "publishers’ exclusion” from the definition of investment
adviser under Section 202(a)(11) of the Investment Advisers Act of 1940 and corresponding state securities laws. As such, Edison does not offer or provide personalised advice. We publish information about companies in
which we believe our readers may be interested and this information reflects our sincere opinions. The information that we provide or that is derived from our website is not intended to be, and should not be construed in
any manner whatsoever as, personalised advice. Also, our website and the information provided by us should not be construed by any subscriber or prospective subscriber as Edison’s solicitation to effect, or attempt to
effect, any transaction in a security. The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and habitual
investors who are “wholesale clients” for the purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell, subscribe, or
underwrite any securities mentioned or in the topic of this document. This document is provided for information purposes only and should not be construed as an offer or solicitation for investment in any securities
mentioned or in the topic of this document. A marketing communication under FCA Rules, this document has not been prepared in accordance with the legal requirements designed to promote the independence of
investment research and is not subject to any prohibition on dealing ahead of the dissemination of investment research. Edison has a restrictive policy relating to personal dealing. Edison Group does not conduct any
investment business and, accordingly, does not itself hold any positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any
or related securities mentioned in this report. Edison or its affiliates may perform services or solicit business from any of the companies mentioned in this report. The value of securities mentioned in this report can fall as
well as rise and are subject to large and sudden swings. In addition it may be difficult or not possible to buy, sell or obtain accurate information about the value of securities mentioned in this report. Past performance is not
necessarily a guide to future performance. Forward-looking information or statements in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable,
and therefore involve known and unknown risks, uncertainties and other factors which may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations.
For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in relation to acquiring or
disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a “personalised service” and, to the extent that it contains any financial advice, is intended only as a “class
service” provided by Edison within the meaning of the FAA (ie without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making an investment decision. To
the maximum extent permitted by law, Edison, its affiliates and contractors, and their respective directors, officers and employees will not be liable for any loss or damage arising as a result of reliance being placed on any
of the information contained in this report and do not guarantee the returns on investments in the products discussed in this publication. FTSE International Limited (‘FTSE") © FTSE 2017. “FTSE®” is a trade mark of the
London Stock Exchange Group companies and is used by FTSE International Limited under license. Al rights in the FTSE indices and/or FTSE ratings vest in FTSE and/or its licensors. Neither FTSE nor its licensors
accept any liability for any errors or omissions in the FTSE indices and/or FTSE ratings or underlying data. No further distribution of FTSE Data is permitted without FTSE’s express written consent.
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