Update (August 6, 2018)
Equity | Financial Tech / Mobile Payments

Net Element, Inc.
(Nasdaq CM: NETE, Target Price: $25.00)
Net Element, Inc. (Nasdaq CM: NETE, “Net Element”) is a global
financial technology and value-added solutions company that
supports payment technology solutions, online payments and
value-added transactional services in emerging countries and in the
United States. The company is headquartered in Miami Beach,
Florida.

Investment Highlights
We are updating coverage of Net Element following multiple
company announcements since our last note, including updates on
company transaction volume, the launch of the company’s Netevia
platform, and a deal in which the company acquired a transactional
services portfolio from partner Universal Payment Systems (“UPS”),
a Garden Grove, CA-based provider of bankcard payment
processing services and value added solutions. Highlights of the
recent events are as follows:
Ø

Ø

Ø

Ø

Ø

Net Element acquires transactional services assets from
UPS. NETE announced that had acquired certain
transactional services assets from partner UPS on July
31, 2018, for $2.7mn.
Deal expected to add $5mn+ in gross profits. Net Element
management stated that the deal, which was executed
through its Unified Payments subsidiary, is expected to
add over $5mn in gross profits over the next four years,
with continued profit contribution thereafter.
Transaction dollar volume rises by 37% in 1H18. Net
Element reported that transaction dollars processed on its
platform increased by 37% in the first half of the year to
reach $1.62 billion, versus $1.18 billion the first half of
2017.
The total number of transactions processed on Net
Element’s platform also increased robustly. The company
processed 50.2mn transactions in 1H18, up more than
40% from 35.7mn processed in the first half of 2017,
according to the company.
On June 12, 2018, Net Element announced that it had
extended the capabilities of its new multi-channel
payments platform for small and medium-sized
businesses, Netevia, to include a smart solution for
enabling secure business-to-business (B2B) vendor
payments.
According to the company statement,
Statista’s 2017 B2B Ecommerce report estimates that
global B2B sales were $7.7 trillion. Net Element
management believes it is positioned to compete in this
market as the vendor payment solution operates via a
web-friendly and mobile platform which can work with
existing accounting systems and does not require
complex integration.

No change to target following results
The price target remains unchanged for Net Element following
recent announcements. NETE’s announcements suggest the

company continued to identify growth initiatives, as evidenced
by growth in transaction volume, new product enhancements,
and the UPS deal announcement. We see the company as a
high risk, high growth company in the mobile electronics space.
We would look to re-evaluate the target as the company
updates investors on its progress and clarifies expectations for
blockchain in 2018-2019.
Stock Details (8/1/18)
Nasdaq CM:

NETE

Sector / Industry

Financial Tech / Mobile Payments

Price target

$25.00

Recent share price

$7.07

Shares o/s (mn)

3.9

Market cap (in $mn)

27.6

52-week high/low

$33.51 / 2.60

Source: Thomson Reuters, SeeThruEquity Research

Key Financial ($mn, unless specified)
FY16A

FY17A

Revenues

54.2

60.1

72.1

EBITDA

(8.7)

(6.1)

(4.8)
(7.2)

Operating Inc. (Loss)
Net Income
EPS ($)

FY18E

(8.8)

(8.6)

(13.5)

(10.0)

(8.4)

(10.33)

(5.04)

(2.13)

Source: SeeThruEquity Research

Key Ratios
FY16A

FY17A

FY18E

Operating Margin (%)

(16.3)

(14.3)

(10.0)

EBITDA margin (%)
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(10.1)

(6.7)

Net margin (%)

(24.8)

(16.7)
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Net Element to acquire cash flow generating transactional services portfolio from Universal Payments Solutions
•

NETE acquires cash flow generating assets from UPS. On July 31, 2018, Net Element announced that the company
was acquiring a transactional services portfolio from partner Universal Payment Systems (“UPS”). Based in Garden
Grove, CA, UPS provides bankcard payment processing services and value added solutions in the United States.

•

Deal expected to enhance margins, add $5mn in gross profit over
next four years. Net Element characterized the deal as the acquisition
of recurring cash flow assets, and management stated that the deal is
being executed through its Unified Payments subsidiary, which is part of
the North American Transaction Solutions segment.

•

According to the release, NETE expects the deal to add over $5mn in gross profits over the next four years, with continued
profit contribution thereafter. Management also expects the deal to improve gross margins, which were 14.7% in 2017
and 15.8% in 2016.

•

Terms of the deal included a purchase of price of $2.7mn.

Net Element reports 37% increase in transaction volume in 1H18
•

Transaction dollar volume reaches $1.62 billion in 1H18. On July 11, 2018, Net Element management provided an
update to transaction volume processed on its platform during the first half of 2018. The company reported that
transaction dollars processed on its platform increased by 37% in the first half of the year to reach $1.62 billion, versus
$1.18 billion the first half of 2017.

•

North American Transactions drives growth. According to the release, Net Element’s subsidiary Unified Payments,
which enables cashless transactions for small and medium sized businesses in the United States, was a significant
contributor to transaction volume growth. Indeed, NETE’s North America Transaction Solutions segment experienced
the largest growth increase, rising by 40% to $1.4 billion in transaction volume from $1 billion in the year-ago period. Net
Element reported that its International Transactions Solutions segment exhibited increased transaction volume of 20%
to $211mn versus $176mn in 1H17.

•

Transactions process on platform increase by 40% YoY. Net Element processed 50.2mn transactions in 1H18, up
more than 40% from 35.7mn processed in the first half of 2017, according to the company. The number of transactions
processed in North America grew by 41% to 28.1mn from 20mn in 1H17. According to the company’s release, the
number of transactions processed in the International Transactions Solutions segment in the first half of the year
increased by 40% to 21mn, versus 15mn in 1H17.

•

We have included detailed segment results in the following table:
GTV (mn$)
1H18

1H18
Mix %

GTV (mn$)
1H18

YoY
Change %

NA Transaction Solutions

$1,409

87.0%

$1,004

40.3%

Intl Transaction Solutions

$211

13.0%

$176

19.9%

$1,620

100.0%

$1,180

37.3%

NETE Transactions

Total

Source: Company release
Price target unchanged at this time
•

The price target of $25.00 remains unchanged at this time. We continue to see NETE as an intriguing high risk / high
reward growth company in the financial technology space.

•

If achieved, the price target of $25.00 would represent an enterprise value of 1.3x 2018E revenues of $72.1mn.
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•

We would look to revisit the target following further details on the potential impact of the company’s blockchain initiatives,
guidance for the full year 2018E, or evidence of NETE approaching recurring free cash flow breakeven – any of which
may potentially justify a narrowing valuation gap versus peers in the industry.

•

Net Element’s business offers scale and growth potential from its multi-channel digital payment and transaction
processing technologies, which supports more than 20mn e-commerce customers and more than $60mn in annual
company revenues in 2017. We note that Net Element’s platform processed $1.6 billion in gross transaction value in
1H18, and revenues at NETE have increased from $21.2mn in 2014, when we initiated coverage, to $60.1mn in 2017,
as illustrated below.

Net Element Revenues (mn)
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We continue to see NETE as an intriguing high risk / high reward growth company in the financial technology space.
We would look to revisit the target following further details on the potential impact of the blockchain initiative on companyspecific growth, guidance for the full year 2018E, or evidence of NETE approaching recurring free cash flow breakeven
– any of which may potentially justify a narrowing valuation gap versus peers in the industry.

About Net Element, Inc.
Net Element, Inc. (NASDAQ: NETE) operates a payments-as-a-service transactional and value-added services platform for small
to medium enterprise ("SME") in the U.S. and selected emerging markets. In the U.S., the Company aims to grow transactional
revenue by innovating SME productivity services using blockchain technology solutions and Aptito, our cloud-based, restaurant
and retail point-of-sale solution. Internationally, Net Element's strategy is to leverage its omni-channel platform to deliver flexible
offerings to emerging markets with diverse banking, regulatory and demographic conditions. Net Element was ranked as one of
the fastest growing companies in North America on Deloitte's 2017 Technology Fast 500™. In 2017 we were recognized by South
Florida Business Journal as one of 2016's fastest-growing technology companies. www.NetElement.com.
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Disclosure
This research report has been prepared and distributed by SeeThruEquity, LLC (“SeeThruEquity”) for informational
purposes only and does not constitute an offer, solicitation or recommendation to acquire or dispose of any investment
or to engage in any transaction. This report is based solely on publicly available information about the company featured
in this report which SeeThruEquity considers reliable, but SeeThruEquity does not represent it is accurate or complete,
and it should not be relied upon as such. All information contained in this report is subject to change without notice. This
report does not constitute a personal trading recommendation or take into account the particular investment objectives,
financial situation or investment decision. Readers should consider whether any information in this report is suitable for
their particular circumstances and, if appropriate, seek professional advice, including tax advice. This report contains
“forward-looking statements” within the meaning of the Private Securities Litigation Reform Act of 1995 that involve risks
and uncertainties, many of which are beyond the company’s control. Actual results could differ materially and adversely
from those anticipated in such forward-looking statements as a result of certain industry, economic, regulatory or other
factors.
SeeThruEquity is not a FINRA registered broker-dealer or investment adviser. SeeThruEquity charges companies for a
suite of services that may include conference presentation fees, the preparation of and distribution of initiation and/or
update research reports, the issuance of press releases announcing its research reports and social media posts.
SeeThruEquity reserves the right to decline to issue a research report in its sole discretion. The company discussed in
this report has paid nineteen hundred fifty dollars in fees to SeeThruEquity for the distribution of this report.
SeeThruEquity may receive fees in the future for similar services. On occasion, a company may pay all or a portion of
its fees through the issuance of restricted shares of stock. To the extent the shares are not subject to restrictive legends,
SeeThruEquity may sell these shares once unrestricted at any time including upon release of reports or articles on the
subject company. SeeThruEquity and/or its affiliates may have a long equity position with respect to a non-controlling
interest in the publicly traded shares of companies featured in its reports, and may sell its shares at any time, in its sole
discretion and without regard to any “price target” in its report.
SeeThruEquity’s professionals may provide verbal or written market commentary that reflects opinions that are contrary
to the opinions expressed in this report. This report and any such commentary belong to SeeThruEquity and are not
attributable to the company featured in its reports or other communications. The price and value of a company’s shares
referred to in this report may fluctuate. Past performance by one company is not indicative of future results by that
company or of any other company covered by a report prepared by SeeThruEquity. This report is being disseminated
primarily electronically and, in some cases, in printed form. An electronic report is made simultaneously available to all
recipients. Please refer to our website for additional information regarding SeeThruEquity.
Copyright 2011-2018 SeeThruEquity, LLC. No part of this material may be (i) copied, photocopied or duplicated in any
form or by any means or (ii) redistributed without the prior written consent of SeeThruEquity, LLC.
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