TECH MPIRE LIMITED
Research Note

GROWTH OF AN MPIRE
Tech Mpire Limited (TMP) reported a strong December quarterly which
highlighted growth in affiliates and advertisers, which has led to a strong
increase in revenue. The only dark spot on the quarter is the $1.3m bad
debt provision, due to an aged debtor. However, the Company remains in
good financial stead and has the ability to continually, and aggressively,
grow its revenue further. We believe the current trajectory of the
Company is a positive, and highlight the further upside evident from the
nxus product (albeit further down the track). We reiterate our BUY
recommendation and 12 month target price of $1.14/sh (previously
$1.07/sh).


TMP’s marketing platform has grown substantially in the quarter, with the
number of adverting clients increasing to 165 (from 54 one year prior) and
affiliates growing to 2,861 (from 659 one year prior), of which 403 affiliates
were deemed active in the quarter by participating in marketing campaigns.
The growth of the affiliate network is crucial to the growth of TMP, as the
increased diversity of the affiliates target audience allows TMP to attracted
more advertisers and increases the strength of the TMP value proposition.



TMP recorded peak revenue in December 2015 quarter of $10.1m and
$17.6m for the half year ending 31 December 2015. This is strong revenue
growth from one year prior, when TMP recorded $2.7m in December
Quarter 2014 and $3.3m for the previous corresponding half year. Notably
the Company has made a net profit each month since June 2015.



On 16 December 2015, the Company announced that one client had
exceeded the internal aged debtor threshold and subsequently, legal
proceedings to recover the balance owing have commenced. The bad debt
is for c$1.3m and TMP may include a doubtful debt provision in its half
year reports. This is the only material debtor issue that the Company has
experienced since business launch in July 2014 and it believes this is a
one–off event.



As at 31 December 2015, TMP had $4.86m in cash and $0.33m in debt,
with the latter being a debtor factoring facility which was used to buffer the
working capital deficit. We expect TMP to settle this debt shortly, given that
the capital raised is now being used as the working capital buffer. We note
that TMP also had net receivables of $6.4m and could also potentially
recoup the $1.3m in doubtful debt.



Using the discounted cash flow method at a 13.1% WACC and a terminal
growth rate of 3.0%, we value TMP at $99.2m or $1.14/sh, which is a 70%
premium to the current share price. We have also illustrated our forecast
EBITDA multiples, using 15.0x EBITDA as the industry standard, which
suggest strong valuation upside in FY17 ($1.36/sh) and beyond.

1 February 2016
12mth Rating
A$
A$
%

0.66
1.14
74.0

RIC: TMP.AX
Shares o/s
Free Float
Market Cap.
Net Debt (Cash)
Net Debt/Equity
3mth Av. D. T’over
52wk High/Low
2yr adj. beta

m
%
A$m
A$m
%
A$m
A$

BBG: TMP AU
60.7
70.0
39.8
-4.5
na
0.17
0.82/0.20
0

Valuation:
Methodology
Value per share

Jon Scholtz

Phone:
Email:

DCF
1.14

A$

Analyst:

( +61) 8 9225 2836
jscholtz@psl.com.au

Disclosure: Patersons Securities acted as Lead
Manager to the Offer that raised $6.0 million at
$0.25 per share in June 2015 for Tech Mpire. It
was paid a fee for this service.

12 Month Share Price Performance

Performance %
Absolute
Rel. S&P/ASX 300
RESEARCH NOTE – PATERSONS SECURITIES LIMITED

Buy

Price
Target Price
12mth Total Return

1mth
-17.6
-15.3

3mth
-26.5
-22.3

12mth
184.2
216.9
1

All information and advice is confidential and for the private information of the person to whom it is provided and is provided without any responsibility or liability on any
account whatsoever on the part of this firm or any member or employee thereof.

1 February 2016

Tech Mpire Limited

COMPANY OVERVIEW
Tech Mpire Limited (TMP) is a digital performance based marketing company, with offices in Toronto, Canada
and Perth, Australia. The marketing platform of TMP acts as an intermediary between its advertising clients
and its growing network of approved affiliates, which develop and deploy targeted online marketing campaigns
to potential customers. TMP also provides strategic management of advertising campaigns and selective
sourcing of affiliates to develop comprehensive customer acquisition solutions for advertiser clients.
As at end December 2015, TMP had 2,861 registered affiliates, of which 403 were regarded as active or
involved in a marketing campaign in the quarter, and 165 total advertiser clients, of which 122 were retained,
which shows an impressive rate of retention. The growth in affiliates and advertisers, and importantly the
retention of advertisers, has seen sales revenue grow remarkably from $0.5m in September quarter 2014 to a
$10.1m for the December quarter 2015.
The performance based marketing model is theoretically a true win-win experience for all involved parties, with
TMP only earning a commission on tangible outcomes or results such as a product sale, download or
customer conversion; and advertisers and affiliates only being billed and paid accordingly when the actual
measurable goal has being achieved. This reduces the marketing spend risk for both the advertisers and
TMP.
Figure 1: TMP Advertisers and Affiliates Model

Figure 2: TMP Revenue by Region

Source: Tech Mpire Limited

The technology underpinning the TMP model is the internally developed proprietary cloud based software
platform, nxus®, which provides real time attribution tracking analytics and reporting data. The nxus software
has proven to be an effective tool for managing the life-cycle of TMP affiliate network and sales process, with
approximately 2 billion clicks delivered in over 200 countries. The software has also allowed TMP to run at low
overheads by effectively replacing the need for multiple external tech solutions and lowering the need for
rudimentary staff and administration. TMP is also positioning nxus commercially as an enterprise Software as
a Service (SaaS) product to be offered to stakeholders in the online advertising industry. This provides an
additional significant growth opportunity for TMP which should complement its existing revenue generating
business and pivot TMP from a technology based marketing company to a digital technology company.
Figure 3: NXUS Interface

Source: Tech Mpire Limited
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PERFORMANCE BASED ADVERTISING MARKET OPPORTUNITY
A subset of performance-based marketing is affiliate marketing, which pays Internet publishers (affiliates) to
promote a particular product or service, paying a commission for each lead or sale generated by the affiliate
website.
Performance based marketing is a natural evolution from the Cost-per-Million views (CPM) and Cost-per-Click
(CPC) models used digitally. Performance based marketing utilises a Cost-per-Action (CPA) model which is
theoretically a true win-win experience for all involved parties, with the marketer only earning a commission on
tangible outcomes or results such as a product sale, download or customer conversion; and advertisers and
affiliates only being billed and paid accordingly when the actual measurable goal had being achieved. This
reduces the marketing spend risk for both the advertisers and marketer. The advertiser would thus receive a
greater return on investment (ROI) from the CPA model.
PwC has stated that internet marketing is expected to generate US$150bn globally in 2015 and likely surpass
traditional TV adverting revenue in 2018. Performance marketing is accounting for a larger portion of the
online marketing revenue with c66% of online marketing being based on the CPC and CPA model. We also
note that the CPA is the fastest growing segment in the market largely due to the growth in native adverting
and the trend toward mobile adverting.
Figure 4: Cost-Per-Action Benefits

Source: Tech Mpire Limited

The amount of advertising dollars spent on digital and mobile adverting has increased substantially due to the
increase in smartphone and internet penetration globally. As shown in Figure 5 below, mobile ad spend has
increased from US$2.34bn in 2010 to cUS$35.55bn in 2015 (a 1400% increase) and is expected to continue
growing with estimates hinting at more than US$60bn being spent on mobile advertising.
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Figure 5: Forecast Mobile Advertising Spend
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As shown in Figure 6 below, more of the consumers’ time is being spent online and on mobile with a steep
decrease in TV and Print time spent. However adverting spend for mobile is still largely dragging behind the
time spent with only 8% of all ad spend in the US being on mobile despite 24% consumers time being spent
on their mobiles. We expect a steep increase in spend on mobile advertising, which is a particularly strong
point in the CPA model in which TPM focus.
Figure 6: US Ad Spend Share Vs Consumer Time Spent Share

Source: BI Intelligence
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AFFILIATES
TMP’s affiliates range from other digital media companies to individuals with an online presence and
marketable customer base, such as a website, blog or social media following. The affiliates are vetted and
assessed upon sign-up to the TMP network, with stringent requirements needing to be met before a marketing
campaign is issued to ensure the likelihood of goals being met and to lessen the associated risk for the
advertising brand.
An example of an affiliate would be a blogger who specialises in cameras and photography equipment, who
reviews products on his blog, website and social media platforms. The blogger would preferably have a niche,
but sizable, user base in targeted geographies. This sort of affiliate would be optimal for a targeted campaign
by advertisers in the space given the increased likelihood of advertising conversion and return on investment.
The affiliate, for example, may run native advertising articles highlighting the product or simply have a banner
advert on the blog/website.
Figure 7: Registered Affiliates

Source: Tech Mpire Limited

By end December 2015, TMP had 2,861 registered affiliates, of which 403 were classified as active or having
participated in a campaign in the quarter. This is strong growth from the 659 registered affiliates (109 active)
one year prior in December 2014. The growth of the affiliate network in crucial to the growth of TMP, as the
increased diversity of the affiliates target audience allow TMP to attracted more advertisers and increases the
strength of the TMP value proposition.
The affiliates are paid, normally within 7 days of an actionable result, at a fixed price per conversion, which is
known on acceptance of the marketing campaign. Dependant on the agreement between TMP, affiliates and
advertisers; the affiliate will be paid 70 to 90% of the per action fee paid by the advertiser. TMP, as the
intermediary, earns the remainder of the per action fee paid. TMP is currently aiming for a 25% cut of the fee
which is achievable at scale; given the ability to receive bonuses from the advertiser for actionable milestone
and overachievement.
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ADVERTISERS
TMP is focused on online performance based marketing which provides a potentially higher ROI for
advertisers due to its lower capital outlay. This is an intriguing proposition for advertisers allowing them to set
tangible outcomes or results such as a product sale, download or customer conversion. Advertisers may
spend a small portion of their budget on performance marketing and TMP’s platform initially, however if the
results are positive then subsequent campaigns generally attract a larger percentage of the advertisers budget
and potentially larger margins for TMP.
TMP has seen rapid growth in advertisers using its services, with 165 advertisers recorded in the December
quarter, growing from only 54 advertisers by end December 2014. The real positive is in the retention of
advertisers which highlights the quality of the platform. As stated, returning advertisers tend to spend a greater
portion of their advertising budget and thus drive increased revenue for TMP. We expect TMP to focus on
attracting new advertisers and to continuously grow the advertising network strongly.
Figure 8: New and Retained Advertisers

Source: Tech Mpire Limited

Advertising clients, include large international names such as Samsung and Facebook which highlights the
quality of the platform further. We note that the move from traditional to online and native marketing may see
an increase in the household names advertising on TMP’s platform further proving up its performance
marketing business model.

REVENUE
TMP has increased revenue substantially since shifting its focus to performance marketing. TMP recorded
peak revenue in December 2015 Quarter of $10.1m and $17.6m for the half year ending 31 December 2015.
This is strong revenue growth from one year prior, when TMP recorded $2.7m in December Quarter 2014 and
$3.3m for the previous corresponding half year. Notably the Company has made a net profit each month since
June 2015.
We note that due to a majority of the revenue currently being generated in North America, TMP is subject to
seasonality of the advertisers revenue spend and would likely see spikes in revenue spend over the
December and June holiday period. However the strong increase in revenue from Asia, which rose 245% in
the December quarter, should negate some of this seasonality.
Due to the payment schedule, where TMP pays its affiliates 7 days from any tangible outcome or sale and
only receives payment from the advertiser after 30 days of the event, TMP has a Working Capital drag which
has historically hindered growth. However, the listing and injection of capital has allowed TMP to increase its
adverting pipeline by providing capital as a buffer for the working capital. This, in essence, allows TMP to grow
revenue at a healthy pace. TMP may also look as a short term working capital debt facility to fund the gap in
receivables and payables. TMP currently has $6.4m in net receivables as at end 31 December 2015.
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Figure 9: Historical Monthly Revenue

Source: Tech Mpire Limited

TMP has historically reported its revenue and advertiser figures monthly. However, the Company has decided
to move to a quarterly reporting schedule to line up with the reporting requirements under the ASX Listing
Rules. TMP achieved 34.7% growth in the December quarter 2015, and we have forecast 13% growth for the
March quarter 2016 decreasing to 5% growth by June quarter 2017. Figure 10 below highlights our revenue
forecasts.
Figure 10: TMP Revenue forecast
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VALUATION
Using the discounted cash flow method at a 13.1% WACC and terminal growth rate of 3.0%, we value TMP at
$98.7m or $1.14/sh, which is a 70% premium to the current share price. We have also illustrated our forecast
EBITDA multiples, using 15.0x EBITDA as the industry standard, which suggest strong valuation upside in
FY17 ($1.36/sh) and beyond.
Figure 11: TMP Valuation
Valuation
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Our valuation is based on the growth in the affiliates and adverting network, in addition to the injection of
capital that fund the increased working capital needed and geographic expansion smoothing the seasonality of
revenue. This would allow TMP to increase revenue from advertising substantially as show in Figure 12 below.
Our valuation does not account for the potential of TMP to leverage its nxus® platform as a Software as a
Service (SaaS) platform, although we do acknowledge the blue sky potential of the software.
Figure 12: Revenue Growth
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RISKS/CATALYSTS
Risks


Technology: TMP may be adversely affected by rapid macro changes in technology that renders its
platform obsolete. TMP is also exposed to issues specific to its platform, such as security and
downtime issues. However, we feel the technological risk is manageable, as TMP seems to have a
capable team to support its platform and should be able to adjust to changes, given the technology
was built in-house for a specific purpose.



Competition: Competition from an increased presence by other performance marketing companies
could negatively affect TMP’s share of its currently targeted markets. However we feel that TMP’s
early advantage and platform specifically customised for the market, has gone some way to address
this concern.



Marketing Activity: Given the evolution in online marketing and the shift from traditional marketing
to mobile and native marketing, TMP may be subject to a continuously and quickly changing
competitive environment and would need to adjust pre-emptively. We feel that the focus on
performance marketing, which is a fast growing segment of digital marketing, should provide TMP a
competitive edge in the near term.



Cost Increase and Margin Pressure: Due to the global nature of the platform and the need to
continuously develop the technology, nxus®, TMP may need to increase overheads in terms of
Research & Development and administration. However we note the development of the platform
automates many back office processes and, thus, additional employees will more than likely be
revenue generating. Given the upside in the nxus® platform to transform TMP to a technology
company, we feel the cost escalation risk is rather low.

Catalysts


Affiliate growth: currently TMP has 2,861 registered affiliates, of which 403 were active in the most
recent quarter. The growth of active and registered affiliates may allow TMP to roll out additional
advertising campaigns and thus drive additional revenue. Given affiliates are sticky to the platform,
due to favourable revenue sharing terms; we anticipate a large growth particularly in active affiliates.



Advertiser growth: currently TMP has 165 advertisers of which 43 were new in the December
quarter and the remaining were retained. We note that the high retention rate of advertisers is highly
positive, given returning advertisers spend a greater portion of their advertising budget on
performance based marketing activities on subsequent campaigns. This allows TMP to focus on
acquiring new advertisers and thus increase its total adverting pool and drive additional revenue
growth.



Geographic Expansion: TMP is able to use its platform to advertise globally, however a majority of
the revenue has thus far been driven from the North American market. Growth in activity in growing
markets, such as Asian Pacific where advertisers may be more attracted to performance marketing
given the low capital requirement and high ROI, may allow TMP to grow geographically. Global
growth will also go towards smoothing the seasonality of advertisers spend.



nxus®: The technology platform which was built in house for the optimisation of TMP’s performance
marketing process may allow TMP to pivot from a technology based marketing company to a digital
technology company. This will allow TMP to sell its nxus® technology as a SaaS product to its
current partners and clients. While potentially giving up some of its technological advantage, it adds a
large untapped revenue stream.



Acquisitions: The TMP platform allows the Company to acquire and integrate complimentary
businesses. We see additional technology and performance marketing acquisitions as the logical
step in increasing revenue and geographic footprint.
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CAPITAL STRUCTURE
The Company listed via a reverse takeover of Fortunis Resources which completed in June 2015, at which
time the Company also raised $6.0m at $0.25/sh. Currently, the total number of shares on issue is 60.74m,
while the fully diluted issued capital including options and performance shares is 87.0m shares. Including
unpaid capital, TMP has an Enterprise value (EV) of $38.3m.
As at 31 December 2015, TMP had $4.86m in cash and $0.33m in debt, with the latter being a debtor
factoring facility which was used to buffer the working capital deficit. We expect TMP to settle this debt shortly,
given that the capital raised is now being used at the working capital buffer.
We note that as at 31 December 2015, TMP also had net receivables of $6.4m.
Figure 13: TMP Capital Structure
Current Capitalization
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Source: Patersons Securities Limited

TMP issued options during the capital raising process and currently has 13.8m options outstanding which are
currently in-the-money. The options expire before the end of CY2016 and end of June 2018 and have an
exercise price of $0.20/sh and $0.50/sh respectively. Given the options are in-the-money; we have the
$4.86m, which will be raised if and when the options are exercised, as unpaid capital in our valuation.
TMP has also issued two tranches of performance shares. The Company has 5.0m Class A performance
shares outstanding which convert 1 for 1 on the condition that TMP achieve gross revenue of A$25m within 18
months of 29 June 2015. The Company also has 7.5m Class B performance shares outstanding which convert
1 for 1 on condition TMP achieve a Net Profit of A$1.5m within 24months of 29 June 2015. Our current
forecasts suggest TMP may achieve both of these milestones in FY16 and thus see all performance shares
converted.
Figure 14: Performance Shares and Options Outstanding
Performance
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Source: IRESS, Patersons Securities Limited
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Recommendation History

Stock recommendations: Investment ratings are a function of Patersons expectation of total return (forecast price appreciation plus dividend
yield) within the next 12 months. The investment ratings are Buy (expected total return of 10% or more), Hold (-10% to +10% total return) and
Sell (> 10% negative total return). In addition we have a Speculative Buy rating covering higher risk stocks that may not be of investment grade
due to low market capitalisation, high debt levels, or significant risks in the business model. Investment ratings are determined at the time of
initiation of coverage, or a change in target price. At other times the expected total return may fall outside of these ranges because of price
movements and/or volatility. Such interim deviations from specified ranges will be permitted but will become subject to review by Research
Management. This Document is not to be passed on to any third party without our prior written consent.
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