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Bull points
n Stake in ClearPay valued at more than the company’s market 
capitalisation.
n Priced on 50 per cent discount to book value, even though net 
cash backs up more than 50 per cent of market capitalisation.
n ClearPay put and call arrangement with Afterpay could realise 
substantial further value in August 2023, and potentially far sooner.
n ClearPay trading well through Covid-19 crisis and materially 
scaling up customer and merchant active user base.
n Legacy fi nance leasing business generating positive cash fl ow.
n Potential for early settlement of £20m litigation claim against 
Carphone Warehouse.
n Directors hold substantial stakes.
n Proprietary Smartcheck technology undervalued.
n Deposits held against funders’ lease agreements mitigates 
against customer default risk.
n Record of returning substantial amounts of cash to shareholders.

Bear points
n Covid-19 uncertainty over timing of economic recovery.
n Small-cap liquidity discount and low free fl oat limit institutional 
investment.
n Risk of higher retail defaults on UK fi nance leasing book.
n Leasing revenues from Dixons Carphone in decline.

It’s a sensible approach to build a healthy ‘margin of safety’ 
into the price you are willing to pay for shares in any company 
in the current economic environment. The investment risk can 

be mitigated further when the company is sitting on a hefty cash 
pile. It also pays to focus on businesses that have potential to 
grow through the economic downturn. It may seem counter-
intuitive to consider shares in a company specialising in 
consumer credit at this point of the cycle, but one small-cap 
company that’s well under the radar has strong potential to 
deliver enhanced shareholder returns to investors taking a 
12-month view.

Simon Thompson’s view:

30 April 2020

ThinkSmart about profi ting 
from the economic recovery

Shares in a UK digital payments platform fi nance company are priced 
50 per cent below net asset value, even though its stake in the UK’s 
leading ‘Buy Now, Pay Later’ operator is worth more than its own 
market capitalisation and net cash backs up half the share price
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There is no doubt that the Covid-19 imposed UK  
lockdown will deliver a catastrophic hit to the economy 
in the second quarter, as business activity levels plunge 
across the country. Investment bank ING is modelling  
a collapse in real gross domestic product (GDP) of  
46 per cent in the second quarter and a further 12 per  
cent contraction in the third quarter, in its worst-case  
scenario before the recovery starts in the fourth quarter.  
Economists at the bank have factored in the lockdown 
largely remaining in place for the rest of the year, social 
distancing lasting 12 to 18 months, the winter outbreak of 
the virus being unmanageable and a vaccine being  
unavailable for 12 to 18 months.

Even in a less severe scenario, where the UK lockdown 
ends by the summer, social distancing remains in place 
for 12 months and the lockdown returns in the winter, 
the shock is still unprecedented with the UK economy 
predicted to contract by 35 per cent in the second quarter 
of this year, before bouncing back 20 per cent in the third 
quarter. Life will return to anything but normal as the 
population emerge shell shocked from a protracted period 
of confinement. 

Millions of workers will face financial hardship, and 
many companies will fail. Behaviour patterns will change, 
as social distancing restrains spending, most notably in 
the leisure sector where consumer demand is set to re-
main subdued. Restaurants, pubs, bars, gyms, and  

UK real GDP growth estimates in a  
less severe scenario (quarter on  
quarter annualised)
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Worst-case scenario

Period GDP growth estimate (%)
Q1 2020e -5.5%

Q2 2020e -46.0%

Q3 2020e -12.0%

Q4 2020e 1.0%

Q1 2021e 8.0%

Q2 2021e 21.0%
Source: ING, ‘Scenarios for the global economy after Covid-19’, 2 April 2020

UK real GDP growth forecasts 

 

A winter lockdown scenario
Period GDP growth estimate (%)
Q1 2020e -5.5%

Q2 2020e -35.0%

Q3 2020e 20.0%

Q4 2020e -9.0%

Q1 2021e 4.5%

Q2 2021e 11.0%
Source: ING, ‘Scenarios for the global economy after Covid-19’, 2 April 2020

UK real GDP growth forecasts 
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cinemas are all likely to suffer material reductions in  
footfall from pre-Covid-19 trading levels, at least until a 
large proportion of the population feel safe enough to 
return to their former spending patterns. Large sporting 
events will continue to be hit by the new restrictions. 
Inevitably, this will rein back the bounce back in the 
economy when the UK lockdown is lifted. The fact that 
social distancing measures are likely to be in place for the 
rest of this year means that any hope of a sharp V-shaped 
recovery in the economy to pre-crisis levels of output is 
misplaced. 

However, investors are already factoring in a severe 
downturn for the first half of this year, and arguably into 
the summer too. Hence the sharp falls in equity prices 
since late February, as this will have an equally severe 
impact on corporate earnings. It’s also clear that as soon 
as the lockdown is lifted, then some parts of the economy 
will benefit more than others from the release of pent up 
spending. Since the consumer accounts for 70 per cent of 
the UK economy, then even after taking into account the 
general economic uncertainty, it’s only reasonable to  
expect consumers who have been largely unaffected 
financially by the Covid-19 outbreak to make delayed 
smaller purchases.

Indeed, although more than 4m employees have been 
furloughed under the government’s scheme to prevent 
employers laying off staff permanently, and 1.5m workers 
have applied for Universal Credit, there are still millions 
of other workers employed in both the public and private 
sector who have been largely unaffected by the Covid-19 
crisis. This explains why ING is factoring in a 20 per cent 
bounce back in UK activity levels in the third quarter, in 
the bank’s less severe case scenario. The obvious caveats 
being the potential for another wave of infections in the 
winter, further lockdowns being imposed, and the  
bioscience industry failing to develop a vaccine for  
mass production by the year-end.

It therefore pays to hedge your bets and try and gain 
exposure to a business that not only could prosper during 
the current period of economic uncertainty, but one that 
will benefit from the subsequent recovery, too. It also pays 
to embed a large ‘margin of safety’ into the entry price 
you are willing to pay, focusing on companies with bal-
ance sheet strength, and high levels of liquidity to reduce 
financial risk. ThinkSmart, a specialist digital payments 
platform operator, fits the bill. 

“As soon as the  
lockdown is lifted 
then some parts of 
the economy will 
benefit more than 
others from the  
release of pent-up 
spending”
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Afterpay’s acquisition of ClearPay a game-changer
Founded in Australia in 1996 and commencing operations 
in the UK in 2003, ThinkSmart has developed a  
proprietary technology platform. Smartcheck is a credit 
decision engine, optimised for digital channels, that is 
used by retailers to offer a range of point-of-sale finance 
propositions to their customers. To date, the company  
has processed more than 350,000 individual credit  
applications.

It’s valuable technology. Three years ago, ThinkSmart 
developed a new product ‘ClearPay’ based on its  
Smartcheck platform to enable consumers to split the cost 
of their retail purchases into more manageable interest-
free payments. The cost of the credit is effectively paid for 
by the retailer who is charged a small fee (up to 4 per cent) 
of every transaction when the customer decides to pay  
using ClearPay. Importantly, it is free to customers who 
pay on time, with no interest and no contracts. The  
customer splits the cost of the purchase into four  
manageable fortnightly payments, the first of which is 
paid at the time the purchase is made.

ThinkSmart is a small company and its management 
realised that a much larger corporation with greater  
financial clout would be better placed to accelerate 
ClearPay’s growth and realise its full potential. So, in the 
summer of 2018, ThinkSmart sold 90 per cent of the equity 
in its ClearPay subsidiary to Afterpay Touch, a A$7.2bn 
(£3.6bn) market capitalisation Australian Stock Exchange-
listed technology group, which had already developed 
and rolled out an interest free point-of-sale retail  
consumer brand ‘Pay Later’ in Australia, New Zealand and 
latterly, North America. Afterpay was looking to aggres-
sively expand into Europe and the UK, hence the attrac-

Ord Price: 13.75p    Market Value: £14.6m

Touch: 13.5-14p    12-Month High: 23.3p Low: 4.5p

Dividend Yield: nil    PE Ratio: 2
Net Asset Value: 27.3p*    Net Cash: £7.6m

Year to Revenue Pre-tax Earnings Dividend 
30 Jun (£m) profit (£m) per share (p) per share (p)

2015 13.2 2.45 ** **

2016 13.3 0.85 ** **

2017 7.4 -2.00 -1.8 nil

2018*** 9.5 -4.49 -4.3 nil

2019 ^ 8.2 0.54 8.2 nil

% change -14% – – –
Normal market size: 10,000  SETS
*Includes intangibles assets of £1.6m, or 1.5p a share
**Prior to Aim admission in December 2016 
***Restated and includes impairment loss of £2.7m
^Excludes special dividends and capital return of A$8m in March 2019 equivalent to 6.54¢ (4.1p) a share.  
Company subsequently paid a special dividend of 3p a share in December 2019 from proceeds of sale of Afterpay shares.
Source: ThinkSmart annual report, London Stock Exchange

ThinkSmart (TSL)
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tion of ClearPay as a launch pad. Afterpay is one  
of the most established players in this niche global  
market, so could immediately utilise its existing retail 
relationships to add to Clearpay’s merchant base and 
boost the payment platform’s growth. In western Europe, 
the main competitors in this market are Klarna, Laybuy, 
Divido, Mash and Creditclick.

ThinkSmart received one million shares in Afterpay, 
which the company subsequently sold, returning £7.6m 
(6.6p a share) of the cash proceeds to shareholders last 
year, while at the same time boosting its net cash position 
to £7.6m. The remaining 10 per cent stake in ClearPay was 
valued at £16.4m in ThinkSmart’s half-year accounts at 
31 December 2019, implying it has so far made a £26.1m 
cumulative profit on its investment. That’s a chunky sum 
for a company that listed its shares, at 23p, on the  
Alternative Investment Market (Aim) in December 2016 
and had a market capitalisation of £22m on debut. To put 
the £16.4m carrying value of the remaining 10 per cent 
ClearPay stake into perspective, ThinkSmart only has a 
market capitalisation of £14.6m – so effectively you are 
getting all its £7.6m cash pile in the price for free, as well 
as the value of its legacy finance leasing business, too. 

Importantly, ClearPay is trading rather well through 
the Covid-19 crisis. This not only supports the valuation 
of ThinkSmart’s 10 per cent stake, but offers prospects 
for further uplifts in the future and a chunky realisation 
after the five-year anniversary of the sale. That’s because 
Afterpay has a call option (exercisable from 23 August 
2023) and ThinkSmart has a put option (exercisable from 
23 February 2024), whereby the remaining ClearPay shares 
can be purchased by or sold to Afterpay at a price  
calculated on agreed valuation principles that were used 
in determining the carrying value of the stake in the  
company’s accounts.

Afterpay’s trading update reassures
In mid-April, Afterpay’s third-quarter trading update 
revealed that underlying sales (for the period to 31 March 
2020) had benefited from an increasing contribution from 
the UK. Although UK sales in the second half of March were 
15 per cent lower than in the first half of the month (so after 
the UK lockdown came into force on 23 March), Afterpay 
also noted that all markets had experienced positive growth 
in the first fortnight of April with “average daily underlying 
sales up 10 per cent on the second half of March globally.” 
In other words, after UK consumers overcame their initial 
shock of the enforced lockdown, spending on the ClearPay 
product recovered quickly, as has been the case in all of 
Afterpay’s other international markets.

“Effectively you are 
getting all its £7.6m 
cash pile in the price 
for free”
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The spending behaviour makes sense when you  
consider that 88 per cent of Afterpay’s sales in March were 
online, the one segment of the retail market that has been 
buoyant since the Covid-19 crisis hit. Furthermore, even 
after the slippage in the second half of March, Afterpay 
reports strong underlying sales across all markets, with 
average daily sales in March still 12 per cent ahead on 
both January and February. 

Although the initial skew in March was weighted  
towards necessity – personal care and homeware  
categories – this trended back “somewhat towards  
lifestyle and luxury categories following the initial  
changes in living conditions.” In the UK, ClearPay now 
has 800,000 active customers and 600 major merchants, 
including online clothing retailers boohoo.com, Pretty 
Little Thing, ASOS, and retail giant Marks & Spencer. In 
a trading update last week, Boohoo highlighted that it 
is “seeing improved year-on-year growth of group sales 
during April”, a fact that mirrors ClearPay’s experience. 
Importantly, Afterpay noted in this month’s trading 
update that “new merchants continue to on-board in all 
markets at volumes in-line with pre-Covid-19 levels.” New 
merchants in the UK include RW Williams, Foot Patrol  
and Kookai.

Quantifying growth in the UK ‘Buy Now,  
Pay Later’ retail finance market
The ‘Buy Now, Pay Later’ retail finance market in the UK is 
not only a multi-billion pound industry, but one in which 
Afterpay is growing quickly. Having launched ClearPay in 
May 2019, within 15 weeks Afterpay had attracted 200,000 
active customers. In the six months to end-December 2019, 
the first full half of trading in the UK, Afterpay achieved 
A$200m of sales (£100m). It had an annual sales run rate 
of A$650m (£325m) in December, a month that benefits 
from high activity levels. ClearPay’s active customers 
have continued to rise strongly (to 400,000 by the end 
of October 2019, 600,000 by the December year-end and 
to 800,000 by 31 March 2020), so are closely tracking the 
growth rates seen in the US at the same stage post launch. 

Bearing this in mind, having launched Afterpay into the 
US market in mid-May 2018 (exactly 12 months ahead of 
the UK launch of ClearPay), active customers in the US 
increased fivefold from 0.7m to 3.6m between the end of 
2018 and 2019, and have since risen to 4.4m by 31 March 
2020. This highlights the high growth potential for  
ClearPay in the UK retail point-of-sale finance market, 
which is at a much earlier stage of its growth. 

It’s a big opportunity as the UK e-commerce market is 
the third largest in the world after China and the US.  

ClearPay active customers  
gaining momentum
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Online sales represent £65bn of the £360bn UK retail  
market. Analysts at Australian stock broker Bell Potter 
see potential for ClearPay sales to hit £2.5bn by 2022. That 
doesn’t seem unreasonable for a fast growing business 
that is generating eye-catching growth by scaling up the 
numbers of merchants and consumers using the payment 
platform.

Furthermore, given that merchants pay Afterpay an  
average fee of 3.8 per cent, this could be a highly  
profitable business as the operational leverage of the UK 
business kicks in and repeat business from customers 
scales up, as it has done in other mature markets.  
Afterpay makes a net transaction margin of 2.1 per cent on 
group sales after accounting for impairment, chargebacks 
and variable transaction costs. 

Maintaining such high growth rates is realistic even in 
the current period of economic uncertainty. For starters, 
when the UK lockdown is lifted, ClearPay’s active  
customers will find there are fewer available options for 
making discretionary spend in the leisure and travel  

 

Half year Active customers (m) New users per day
H2 2019 0.03  166 

H1 2020 0.6  3,098 

H2 2020e 1.30  3,867 

H1 2021e 2.10  4,348 

H2 2021e 3.00  4,972 

H1 2022e 3.90  4,891 

H2 2022e 4.80  4,972 

…and with average spend per customer stable 

Half year Average spend per customer (A$) Average spend per customer (£)
H2 2019 373  194

H1 2020 519  270

H2 2020e 489  255

H1 2021e 550  286

H2 2021e 518  270

H1 2022e 594  309

H2 2022e 560  292

….transaction values soar 

Half year Transaction values (A$m) Transaction values (£m)
H2 2019 6  3

H1 2020 163  85

H2 2020e 464  242

H1 2021e 935  487

H2 2021e 1,322  689

H1 2022e 2,049  1067

H2 2022e 2,435  1268
Source: Afterpay annual reports and interim statements; Bell Potter forecasts; and using sterling: Australian  
dollar  exchange rate £1:A$1.92 

Clearpay gaining customer momentum 
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sectors while social distancing is in place. Cash that 
would normally be spent in pubs, bars, restaurants and 
holidaying could easily make its way into the retail  
sector on relatively low value purchases, at least as a form 
of retail therapy after such an extended period in  
confinement. ClearPay is a likely major beneficiary given 
the demographic profile of its customer base.

ClearPay business model limits losses  
and preserves margins
In the UK, the age of the average customer is 31 to 32 
years, which falls into the millennial segment of  
consumers who account for around a quarter of the  
population and generally have lower personal liabilities, 
and high spending power. 

The median user of ClearPay is more likely to be renting 
or living in the parental home rather than being weighed 
down by a mortgage, given that average age of a first-time 
home buyer is now over 36 years in London and 32 years 
for the rest of the country, according to Statista. Around 
half of customers are in the highest credit score category, 
which mitigates bad debt risk, as does the fact that trans-
action values are relatively low (average of £75 for  
Afterpay across the group) and repayments are spread 
across short duration and manageable instalments. 

Furthermore, every transaction is assessed in real time 
using a rules-based system to credit score applicants. 
Customers are immediately suspended from making a 
purchase if a single payment is late (so only responsible 
spenders stay on the platform) and payment terms  
cannot be extended. Payment collection is automated. 
This means that the receivable book is turned over  
quickly, so changes in spending trends can be spotted  
and ClearPay can react to them faster. 

For instance, as a pre-emptive measure in light of the 
global economic downturn, ClearPay has tightened 
spending limits and skewed the contribution towards 
customers with a lower risk and higher credit performance 
profile. The fact that the average customer balance is 
modest at £105 acts as an incentive for customers to avoid 
impairing their credit record by missing a relatively small 
instalment payment.

It’s also worth noting that Afterpay’s customer base is 
sticky with repeat customers accounting for 90 per cent 
of transaction value in mature markets. The contribution 
from repeat customers in both the UK and US, both of 
which are newer markets, is trending upwards as these 
operations increase in scale. 

Afterpay is well financed to continue to fund its  

ClearPay average customer spend table
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aggressive push into the UK and other markets. The group 
retained cash of A$541m at 31 March 2020 (net cash of 
A$185m), total liquidity of A$719m and has a further 
A$665m of headroom on existing credit facilities to fund 
growth in receivables. The directors have reiterated their 
mid-term sales guidance to achieve underlying sales of 
A$20bn in the financial year to 30 June 2022 and maintain 
a net transaction margin of 2 per cent. In the nine months 
to 31 March 2020, the group had doubled underlying sales 
to $7.3bn year on year, so is on target to achieve almost 
A$10bn in the current financial year. Ongoing  
penetration into the UK market will be one of the  
drivers of this growth.

ClearPay’s hidden value
If the UK’s ‘Buy Now, Pay Later’ market tracks that of the 
US over the next 15 months, analysts following Afterpay 
believe that ClearPay could be processing £240m of retail 
sales in the second half of 2020 and almost £500m in the 
first half of 2021. Although Afterpay doesn’t break down 
its margin performance by country, this would imply pro 
rata UK net transaction margin (NTM) of £15m.

Effectively, the £16.4m valuation placed on 
ThinkSmart’s 10 per cent retained holding in ClearPay 
values the stake at 11 times 12-month forward NTM. To put 
this into perspective, Afterpay is valued at 58 times NTM 
of A$126m (£65m) reported in the 2019 financial year  
(30 June year-end); 29 times NTM estimates for the 2020 
financial year; and 17 times NTM estimates for the 2021 
financial year. This means that ThinkSmart’s stake in 
ClearPay is being valued on a 35 per cent discount to 
the market’s forward valuation of Afterpay, even though 
ClearPay is a key driver of the growth.

If ClearPay continues to deliver the high growth rates, 
then there will be compelling logic for Afterpay to buy 
out ThinkSmart’s 10 per cent equity stake far earlier than 
August 2023, when its call option can be exercised. In any 
case, even without factoring in any further valuation up-
lift driven by ClearPay’s strong operational performance, 
ThinkSmart could be in for a windfall much larger than 
the £16.4m carrying value of the ClearPay stake. 

That’s because the valuation was made by a third party 
global professional services firm in accordance with AASB 
13 accounting standard (fair value measurement), but 
ThinkSmart discounted the mid-point of the valuation 
range by 35 per cent, and then discounted it again by 10 
per cent. This was done to reflect the lack of market- 
ability of the stake (ClearPay is a privately-owned  
company, albeit one that is 90 per cent owned by the  
Australian Stock Exchange-listed Afterpay), and the fact 

ClearPay’s transaction values soaring

H2 2019 H1 2020 H2 2020e H1 2021e H2 2021e H1 2022e H2 2022e
0

500

1000

1500

2000

2500

3000

Source: Afterpay annual reports and interim statements; Bell Porter forecasts; 
and using sterling: Australisn dollar exchange rate £1= A$1.92

Transaction values (A$)

EPS adj

Transaction values (£m)



www.investorschronicle.co.uk
email: icalpha.editorial@ft.com
© The Financial Times Limited 2020. Investors Chronicle is a trademark of The Financial Times Limited. 

10

that a proportion of ThinkSmart’s 10 per cent stake (a 
maximum of 35 per cent) will be made available to the 
employees of ClearPay under an employee share owner-
ship plan (ESOP).

ThinkSmart’s legacy leasing operations
One reason why ThinkSmart is being undervalued is 
because leasing volumes from its largest retail customer, 
Dixons Carphone Group (DC.), a £750m market  
capitalisation electronic retailer, have underperformed 
in recent years – hence the decline in turnover in our 
five-year table. The reported pre-tax loss in 2018 largely 
reflects a non-cash impairment charge taken on a legacy 
business.

Revenues earned from legacy finance lease activities 
include:
n Commission fees under an operating agreement with 
Secure Trust Bank under which ThinkSmart acts as agent 
on the bank’s behalf to source leases.
n Finance income earned on receivable balances that are 
funded through an advance loan facility with Secure Trust 
Bank.
n Commission income from cross-selling third-party  
insurance products.
n Revenue from sale of equipment to customers at end of 
lease term.

First-half revenue declined by 25 per cent to £3m in the 
six-months to 31 December 2019, in part due to lower new 
sales volumes from its Flexible Leasing contract with  
Carphone Warehouse, a company within the Dixons  
Carphone Group. The product enables users of mobile 
phones and tablets to manage device rentals and  
upgrades. 

Flexible Leasing new business volumes were down  
86 per cent year on year to only £100,000 which fell well 
short of the targets written into ThinkSmart’s five-year 
agreement with Carphone Warehouse. The directors 
believe that Carphone Warehouse has failed to comply 
with its obligations under the contract which runs until 
November 2021, specifically in relation to marketing and 
promotion of the product, hence the shortfall in sales vol-
umes. The fact that ThinkSmart has only tapped £900,000 
of a £20m approved finance facility with Secure Trust 
Bank (which had been put in place to fund demand for 
the Flexible Leasing product and its predecessor Upgrade 
Everytime), highlights the extent of the shortfall. 

Discussions with Carphone Warehouse have proved 

Leasing volumes from retail partner Dixon’s Carphone 
Group have underperformed 
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unsuccessful, prompting ThinkSmart to initiate legal  
proceedings at the end of November 2019, claiming  
damages for losses estimated at £20m. ThinkSmart con-
tinues to fulfil its obligations under all its other contracts 
with Dixons Carphone, although new business volumes of 
its SmartPlan and Upgrade Anytime contracts have also 
been in decline, down 40 per cent to £1.2m in the half 
year. These contracts are primarily used to fund electronic 
equipment used by small and medium-sized enterprises 
(SMEs), a segment that accounts for around 75 per cent of 
ThinkSmart’s receivables.

Finance leasing business cash-generative
Despite the revenue decline, ThinkSmart still generated 
£1m of net cash from operating activities in the second 
half of 2019, albeit half that sum was a tax repayment, and 
reported a cash profit of £400,000. The operation should 
continue being cash generative in the future even as the 
legacy business declines further. 

Finance lease receivables under management of £10.4m 
are spread across 24,500 contracts, which have an average 
balance outstanding of £425 compared to an average trans-
action value of £1,167. ThinkSmart acts as agent on £8.6m 
of the lease book it manages under a funding agreement 
with Secure Trust Bank. Its subsidiary, RentSmart, takes 
a brokerage commission for sourcing the finance. It also 
collects the monthly lease payments from the customer on 
behalf of Secure Trust Bank and has the right to purchase 
the equipment for £1 at the end of lease term. ThinkSmart 
assumes the risk of default under the leases, and manages 
this risk by taking an upfront provision to cover bad debts 
over the whole life of the finance contract. ThinkSmart has 
a £2m security deposit in place (see note 13 of the March 
2020 interim accounts) with Secure Trust Bank to cover po-
tential delinquencies. This sum is excluded from the £7.6m 
net cash position in our table. 

The arrangement acts as an incentive to maintain strict 
underwriting criteria and not chase volumes at the  
expense of credit quality. The company also benefits from 
having the right to buy high end mobiles, tables and com-
puters for £1 at the end of the term, even though the assets 
still have a relatively high residual value. 

In fact, 12 per cent of ThinkSmart’s first half revenue of 
£3m was derived from the sale of equipment at the end of 
the lease and the company earned £1.1m of extended  
rental income from lease expiries whereby customers 
make additional monthly payments in order to take  
ownership of the asset. Revenue earned from these  
sources can only increase in the current economic  
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environment as existing SME customers look to take  
ownership of capital items and reduce their future  
outgoings. The remaining £1.65m of finance lease re-
ceivables are held ‘on balance sheet’ and are funded 
by a £900,000 loan advance drawn from a three-year 
£10m revolving credit facility with Secure Trust Bank. 
ThinkSmart’s net cash position is stated after taking this 
loan advance into account. 

Importantly, the company only took a small £179,000 
impairment charge against the £10.4m receivables under 
management in the second half of 2019. That was less 
than half the charge in the same period of 2018. Further-
more, during the month of April 2020, only 10 of its 24,500 
customers applied for a payment plan (three month  
payment holiday to be repaid over the following six 
months). This adds further weight to the view that 
ThinkSmart remains well placed to convert its legacy 
book of receivables into cash even if new business re-
mains subdued or Dixons Carphone decides to terminate 
its contracts. Both the SmartPlan and Upgrade Anytime 
contracts have a six month notice period.

Sum-of-the parts valuation
It may seem counter-intuitive to recommend a finance 
leasing company at this point in the credit cycle, but the 
fact remains that the stake in ClearPay is worth more than 
ThinkSmart’s market capitalisation, and the leasing  
business is being attributed nil value even though it’s 
realistic to expect a high proportion of the outstanding 
finance lease receivables to be repaid. 

Also, there is a chance that the legal action against  
Carphone Warehouse could be successful and lead to a cash 
windfall. Although, it’s difficult to quantify the  
probability of success and the duration of the legal action. 
But, with the shares priced 50 per cent below book value, 
you have a free option on the legal action in any case.

The lack of analyst coverage means that there are no profit 
forecasts in the market. A sum-of-the parts valuation of the 
company is most appropriate taking account of factors like 
the legacy finance lease business being run down for cash; 
and that ClearPay is part of Afterpay and the end game is a 
sale of the retained 10 per cent stake.

It’s not hard to arrive at a valuation in line with 
ThinkSmart’s last reported net asset value (NAV) of 
£29.1m (27.3p a share) – or double its market capitalisation 
of £14.6m (13.75p), as follows:

n ClearPay stake is worth £16.4m, and has potential to be 
worth significantly more if Afterpay replicates the success 
in Australia and New Zealand (A$4.3bn of combined  

“In April 2020, only 
10 of its 24,500  
customers applied 
for a payment plan”
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annual sales in the 2019 fi nancial year) in the UK ‘Buy 
Now, Pay Later’ market. 

n Net cash of £7.6m accounts for 26 per cent of NAV per share.
n The ‘on balance sheet’ fi nance lease portfolio has a 
book value of £1.65m.
n ThinkSmart has £1m of net contract assets which it will 
take ownership of at the end of the lease term.
n Secure Trust Bank security deposit is worth £2m. The 
delinquency rate would have to hit 20 per cent with 100 per 
cent asset write-off s on those receivables for the deposit to be 
wiped out. That is highly unlikely since only 10 customers this 
month have taken up ThinkSmart’s off er of rescheduling their 
payment plans, highlighting the quality of the lease book.
n Total liabilities of £4.3m are completely off set by the value 
of other assets as follows: contract assets (£1.7m); plant and 
equipment (£0.5m); other current assets of £0.76m (mainly 
insurance commission and prepayments); and the value 
embedded in the Smartcheck software technology (£1.5m).

n The company is led by founder and executive 
chairman Ned Montarello who has held the 
position for a decade. He has over 30 years’ experience 
in the fi nance industry. He led the development of the 
company’s Australian distribution network, steered the 
expansion of the business into Europe, establishing 
agreements with Dixons Carphone and a joint venture 
with HBOS to launch in the UK. In 2017, Mr Montarello 
pioneered the launch of ClearPay in the UK, and negoti-
ated the sale to Afterpay. He holds 31.3m shares, or 
29.3 per cent of the share capital.

n Finance director Gary Halton joined in 2008 and 
was appointed to the board when ThinkSmart listed 
its shares on Aim in December 2016. He is an Ernst & 
Young qualifi ed chartered accountant and a chartered 
tax advisor. Mr Halton holds 341,000 shares, or 0.3 
per cent of the share capital.

n There are three non-executive directors, all of whom 
bring a wealth of experience:  

Peter Gammill is chairman of Octet Finance and 

former chairman of Scottish Pacifi c Business Finance. 
He holds 10.1m shares, or 9.5 per cent of the share 
capital.

Roger McDowell joined the board on Admission 
to Aim and has 18 years of experience in the public 
company environment. He is chairman of industrial 
services group Hargreaves Services (HSP) and engineer 
Avingtrans (AVG), companies which I view in a favour-
able light. Mr McDowell holds 1.6m shares, or 1.5 per 
cent of the issued share capital.

David Adams was appointed to the board at the time 
of the IPO. His previous executive roles include fi nance 
director and deputy chief executive of House of Fraser, 
and non-executive roles at Fevertree Drinks. 

The directors own 43.36m shares, or 40.7 per cent of 
the issued share capital. Mr Monatarello and Mr Halton 
hold 1.55m of the 1.7m share options in issue. The op-
tions have an exercise price of 22p and expire in 2026, 
thus offering an added incentive for a narrowing of the 
50 per cent share price discount to book value.

Meet the management
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Major shareholders
Admittedly, the shares are tightly held with the fi ve largest 
shareholders holding 69 per cent of the 106.5m shares 
in issue. However, they are liquid, trading on a bid-off er 
spread of 0.5p and single bargains of 25,000 shares and 
30,000 shares went through the market last week. That’s 
well above the 10,000 shares London Stock Exchange 
normal market size. 

Of course, the concentration of the shareholder base 
means that share price movements can be accentuated. 
But given that Afterpay has released a positive statement 
on ClearPay, and all its other operations, then further 
positive news fl ow from Afterpay should underpin further 
valuation uplifts on ThinkSmart’s holding, and bring into 
greater focus the undervaluation of ThinkSmart. Clearly, 
Sydney-based Forager Funds Management sees value. 
The fund almost doubled its stake to 10.2 per cent in 
mid-November 2019, buying in at the equivalent of 16.5p a 
share after taking into account the subsequent payment of 
a 3p a share special dividend in December 2019.

Name Shares held Percentage
Natale Ronald Montarello 31,339,886 29.4%

Lombard Odier Asset Mgmt  19,731,858 18.5%

Forager Funds Mgmt Pty 10,850,720 10.2%

Peter J T Gammell 10,082,572 9.5%

Roger McDowell 1,600,000 1.5%

Total 73,605,036 69.1%
Source: ThinkSmart annual report, London Stock Exchange

ThinkSmart major shareholders 

It’s fair to say that operationally 2020 will be a diffi cult year for 
many fi nance companies. However, ThinkSmart has the benefi t that 
its main source of shareholder value creation, ClearPay, is under 
the wing of an Australian multi-billion dollar technology payments 
platform group. It’s also likely that many more UK retailers will 
adopt Clearpay’s short-term interest-free credit fi nance proposition 
as they try to make up for lost trade during the lockdown. In turn, 
this should entice even more consumers to take advantage of the 
interest free credit, and boost ClearPay’s merchant fees. 

Of course, there is no certainty that ClearPay will be transacting 
£2.3bn of retail sales in the 2022 fi nancial year as some analysts 
predict. However, it doesn’t need to. That’s because the carrying 
value of ThinkSmart’s stake in ClearPay is carried in the accounts at 
a huge discount to the value that Australian investors have embed-
ded into their own valuation of the business when valuing the more 
highly rated Afterpay. 

Admittedly, the shares are under the radar and you need to apply 
a small-cap liquidity discount to the sum-of-the-parts valuation of 
27p a share. However, a return to the 2020 highs around 23p, and 
beyond, is not an unrealistic possibility if ClearPay continues to 
grow rapidly, thus offering positive news fl ow in a sector in which it 
will be in short supply. So, having taken into consideration the risk 
assessment below, the shares could make signifi cant headway to 
my target price of 25p over the next 12 months. Buy.

Target price
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Risk assessment
Of course, no investment is without risk and there are 
several to consider here:

n Risk of default or fraud by customers. To manage 
credit risk, credit assessments and fraud minimisation 
checks are delivered through the company’s patented 
Smartcheck system which uses credit scoring, credit  
bureau reports, electronic identity verification and a 
review of an applicant’s details against a fraud database. 
The Head of Credit Risk monitors ongoing credit  
performance on different cohorts of customer contracts, 
and a specialist collections function manages any  
delinquent accounts.

n General macro-economic risk. The business is subject 
to general macro-economic conditions in the UK and  
volatility in the global economic and financial markets, 
both of which impact finance providers. The outlook for 
the UK economy remains uncertain (in light of Brexit 
and the ongoing Covid-19 induced downturn). Adverse 
economic conditions in the UK, such as unemployment, 
could have a negative impact on the financial  
circumstances of the customers to whom ThinkSmart has 
financial exposure. However, as noted previously, so far 
customer applications for forbearance requests are low  
in number.

n Interest rate and volatility risk. Interest rates impact 
the cost and availability of the principal sources of  
funding, which is provided by Secure Trust Bank. A  
sustained low interest rate environment keeps costs of 
funding low by reducing the amount of interest the  
company pays and the cost for Secure Trust Bank to 
finance the leases which it funds. However, a significant 
increase in Bank of England base rate could have a  
material adverse impact on the company’s results,  
profitability and return on capital. This risk is minimal 
right now as interest rates could be on the floor for quite 
some time as the global economy weathers the Covid-19 
storm.

n Liquidity risk. This is the risk that the company will not 
be able to meet its financial obligations as they fall due. 
The board’s approach to managing liquidity is to ensure, 
as far as possible, that it will always have sufficient  
liquidity to meet its liabilities when due, under both  
normal and stressed conditions, without incurring  
unacceptable losses or risking damage to its reputation. 
ThinkSmart has high levels of liquidity. Current assets of 



www.investorschronicle.co.uk
email: icalpha.editorial@ft.com
© The Financial Times Limited 2020. Investors Chronicle is a trademark of The Financial Times Limited. 

16

£10.9m at 31 December 2019 were more than three times 
current liabilities of £3.2m and more than double total 
liabilities of £4.3m. A rock solid balance sheet and high 
levels of liquidity are a great asset to have in the current 
economic environment.

n Business concentration risk. ThinkSmart has a 
long-term contract with Dixons Carphone, its main retail 
distribution partner in the UK, which is conditional on the 
company continuing to perform and develop the financial 
products it provides just as it has done since 2003. Should 
Dixons cease trading or terminate the contracts, turnover 
would be reduced until alternative distribution partners 
are found. 

n Competitive landscape. The industry is competitive 
and there is a risk that ‘competition’ could arise from  
customers using their own cash, or using their credit 
cards to fund an outright purchase. Rivals include  
traditional finance providers, such as banks, and other 
commercial finance companies (including ‘disruptive’  
innovative finance companies) that provide, or may seek 
to provide, retail point-of-sale finance. 
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