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Market Data (as of May 3, 2018)
Current Price
C$0.20
Fair Value
C$0.84
Rating*
BUY
Risk*
4
52 Week Range
C$0.07 - C$1.39
Shares O/S
48,080,001
Market Cap
C$9.62 mm
Current Yield
N/A
P/E (forward)
N/A
P/B
N/A
YoY Return
N/A
YoY CSE
17.8%
*see back of report for rating and risk definitions.
* All figures in US$ unless otherwise specified.

Investment Highlights
 Upco International Inc. (“Upco”, “company”) is a telecom
company that provides wholesale voice over internet protocol
(“VoIP”) call termination services.
 The company is currently developing Upco Mobile (“Upco
mobile”), a VoIP app similar to popular VoIP apps such as
WhatsApp and Skype. Upco mobile is also expected to feature
payment processing and digital money transfer applications
through their “Upco to money” service.
 The company has incorporated blockchain technology into their
app, allowing payment processing and facilitating secure
international transactions.
 To grow their legacy telecom business, the company is targeting
emerging markets in Africa and South America. At current, their
call termination business is centered in Europe.
 We are initiating coverage with a BUY rating and a fair value
estimate of C$0.84 per share.
Risks
 The VoIP app space is highly concentrated and dominated by apps
such as Whatsapp, Skype, and WeChat. Penetration into the space
by new entrants may be difficult.
 The company’s existing operations are a low-margin business.
Their call termination operations exhibit gross margins below 3%.
 Access to capital and share dilution.
 Exchange rate risk.
 Liquidity risk.
Key Financial Data (FYE - Dec 31)
(US$)

FY2016

FY2017

2018E

Cash

$45,116

$57,107

$180,690

Working Capital

$495,256

-$224,932

-$36,771

Debt

$134,538

$0

$0

$1,326,184

$609,322

$1,969,969

-$608,557

-$1,212,152

-$807,254

-$0.04

-$0.05

-$0.02

Total Assets
Net Income (Loss)
EPS
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Overview

Upco International Inc., with its wholly-owned U.S. Subsidiary Upco Systems Inc., is a
mobile service company that provides Voice over Internet Protocol (“VoIP”) wholesale
business services as a global telecommunications (“telecom”) carrier. VoIP refers to the
technologies that allow for the delivery of voice communications over Internet Protocol
(“IP”) networks, such as the Internet. In particular, Upco offers high-quality national and
international call termination services to telecom companies and service providers. The
company was originally a private entity incorporated in August 2014, in the state of New
York, before completing a Reverse Take-Over (“RTO”) with NSS Resources Inc. on October
24, 2017.
In addition to their legacy business, the company is currently rolling out the launch of Upco
Mobile, a cross-platform smartphone application that offers messaging, VoIP services, and
transactions processing. This is comparable to popular apps such as WhatsApp and Skype,
(with the exception of payment processing services). Upco mobile is expected to blend the
applications of mobile payments, and mobile VoIP, into a single smartphone app, and the
company is incorporating blockchain technology to drastically improve Upco mobile’s
payment processing capabilities.

Upco Mobile:
Smartphone
Application

Upco released its smartphone app on the Google Play (NASDAQ: GOOG) store on
December 8, 2017. The app is still in its early stages, and management have not disclosed
how many users are currently using the app (we checked Google Play and it says 500
downloads with 52 users rating it 4.7 stars). The Upco mobile app is similar to existing
messaging and VoIP apps Skype and WhatsApp, and is free to download. Taking advantage
of Upco’s existing global VoIP wholesale network (discussed later in the report), users are
able to make and receive international calls. Furthermore, the app enables fully secure
communications (according to management), various forms of social media, international
airtime top-up (the ability to add talk-time/ data to a user’s pre-paid mobile phone plan), and
instant messaging. These are facilitated by the various features of the Upco mobile app,
which include Upco to go, Upco to international, Upco to money, and Upco to family. These
functions and services are summarized in the revenue model section later in this report.
Features of the Upco Mobile Smartphone App
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Source: Company

Other features of the Upco mobile application include the following:
 High Definition audio and video: management demonstrated the audio quality of
Upco mobile during our due diligence call. The voice of the CEO, who is based in
Italy, was very clear and had minimal lag. According to Upco, their application
measures at 4.6 on the Perceptual Evaluation of Speech Quality (“PESQ”) scale, a
metric used to measure voice quality. The scale measures between 1 and 5, with
higher scores indicating better voice quality. According to the company, WhatsApp
measures only 4.2 on this scale.
 Group chats.
 Multi-media sharing and geo location features that allows users to share their physical
location as well as the location of places of interest.
 Enhanced address book.
 Push Technology. Push technology is an internet-based communication style where
the request for a transaction is initiated by a central server.
Upco to
Money:
Payment
Processing
Facilitated by
Blockchain

In addition to traditional VoIP call and messaging services, the company plans to offer
payment processing and mobile payment capabilities to Upco mobile. These capabilities
would be offered under a service incorporated into the app named Upco to money. Upco to
money is expected to offer the following:
 Upco E-Wallet: similar to other digital wallets such as Apple Pay (NASDAQ:
AAPL), the company plan, on incorporating their own E-wallet into Upco mobile,
with the Upco E-wallet incorporated into Upco mobile chat and instant messaging
functions. Users will be able to store funds on the E-wallet by linking Upco to money
to their bank accounts and/ or credit cards. For online stores that will have the Upco
to money payment option, users will be able to pay digitally via the app. At current,
we do not believe that any stores incorporate Upco to money as a payment option.
 City Services: Upco hopes to roll out this service, which allows users to perform
various tasks over a broad spectrum of uses. Examples of activities that Upco
believes their app can facilitate include paying bills, fees, or fines, and booking
transportation. This would be made possible by the beginning of 2019, according to
management. The company has entered into an agreement with a digital payment
company focused on emerging markets, in order to roll-out this service.
 Upco Out: a VoIP service allowing users to call mobile phones and landlines around
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the world. The feature allows purchasing credit within the app using a credit card.
In order to facilitate their upcoming Upco to money feature, and differentiate their offering
from dominant market-leading VoIP apps such as Skype and WhatsApp, Upco intends to
incorporate blockchain technology into Upco mobile. This technology offering would
differentiate Upco mobile from other VoIP apps, providing secure payment processing
capabilities not exhibited by any other VoIP app that we are aware of. Though WeChat also
incorporates a payment platform through WeChat Pay, we do not believe that the platform
currently incorporates blockchain, a technology with several benefits that we outline below.
Upco to money is currently in development stages, but management have disclosed to us that
the app is capable of transferring money to other app users via the incorporated blockchain
technology. However, the company requires license to process/ transfer payments on an
international basis. The company does not currently have the license, but are in the
application phase, and are working with an undisclosed European bank in order to be
compliant with the standard rules of money transfer.
What is
Blockchain
and How Does
it Work?

A blockchain is a digital ledger in which transactions made between computers are recorded
chronologically and publicly through the use of cryptography. Cryptography is the
construction of protocols designed to prevent third parties from tampering and accessing
private information, to ensure secure communications. A blockchain is designed to capture
every transaction within a network, storing the information across multiple machines, with
the data chained block by block and time-stamped.
When a “block” of data is added to a “chain”, the data along with the hash of the previous
block is hashed together. The new block is written as a record with this hash. As additional
blocks are added, this results in an interdependent chain of records. As records are
interdependent and any changes to the data are detectable, blockchain is inherently resistant
to modification. Blockchain is particularly relevant and beneficial where one or more of the
following are important: data must be consistent between server nodes; source and history
need to be auditable; data must not be overwritten; and data must not be deleted. Blockchain
is thus particularly suited to financial and asset tracking applications, and to medical records
systems.
Given the recent popularity of blockchain technologies and cryptocurrencies, and the
dramatic appreciation in value of various cryptocurrencies, we believe many investors
mistakenly assume that blockchain and cryptocurrencies are equivalent. However, the two
are quite distinct. Blockchain refers to the technology that underpins and enables
cryptocurrencies, whilst cryptocurrencies themselves are simply digital mediums of
exchange.
According to Upco’s blockchain development team, Upco’s blockchain will allow legal and
regulatory bodies to monitor transactions in their jurisdiction while allowing the transactional
parties to remain reasonably anonymous. This solution is designed to limit abuse and
discourage adoption for criminal purposes. By integrating blockchain technology, Upco
expects to optimize user experience and convenience, personal security and regulatory
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compliance.
Upco’s blockchain implementation of a payment system has many advantages, according to
the company. These advantages include:
 Local and international transactions can be completed in seconds compared to
minutes and hours.
 Secure recovery from stolen or lost accounts.
 Consumer protection through proof of transaction.
Furthermore, the company announced on December 20, 2017, that the Upco Mobile E-Wallet
would be capable of supporting crypto-currencies. This allows users to conduct transactions
and carry out payments with their choice of a variety of both fiat currencies and cryptocurrencies.
The team working on the incorporation of blockchain into the Upco Mobile app include
(biographies provided by the company):
 Dominic da Assuncao (head of blockchain development team): Dominic da
Assuncao is a senior business system consultant and full-stack software engineer with
over 27 years of development experience. Dominic is a graduate of British Columbia
Institute of Technology, Capilano University, and DigiPen Institute of Technology,
with specialization in international business, operations management, computer
systems management, and computer games programming. Since 1991, Dominic has
led teams in the delivery of world-class shrink-wrapped software, and has designed
and delivered customized ERP systems, multi-media kiosk applications, and internet
enabled auction and medical systems. In recent years, Dominic has been working
extensively on heterogeneous blockchain technology for critical networked
applications. He is presently engaged in upgrading a major clinical system at a
prominent Canadian hospital using blockchain technology.
 Don Blackadar (blockchain payment application project lead): Mr. Don
Blackadar is a graduate of the University of Alberta (MSc) and a highly experienced
professional with more than 25 years of experience in information technology. As a
senior business analyst and project facilitator, Mr. Blackadar’s focus and core
expertise is in the areas of strategic business analysis, and custom software delivery,
with a strong focus on requirements definition and documentation, project planning
and coordination, and quality assurance. His work in Information Technology has
encompassed diverse engagements in public sector legal support and education,
healthcare, recreation and tourism, shipping, land development, benefits
administration, utilities, municipal government, retail, manufacturing, and other
areas. Don has worked closely with Dominic da Assuncao since 2000, collaborating
on the delivery and support of a complex clinical application operating at a prominent
Canadian Hospital, including several upgrades. They are presently working on a
major new release of clinical enterprise software invoking Blockchain technology.
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The following table outlines other publicly-traded Canadian companies that incorporate
blockchain technology into their business models. Note that valuations for these companies
are high, with enterprise-value-to-revenue multiples that can range into the hundreds.
Company
Hive Blockchain Technologies Ltd.
Imagination Park Entertainment Inc.
Global Blockchain Technologies Corp.
NetCents Technology Inc.
Glance Technologies Inc.
BTL Group Ltd.

Ticker
TSXV: HIVE
CSE: IP
TSXV: BLOC
CSE: NC
CSE: GET
TSXV: BTL

Market Cap
$ 418,229,000
$ 31,136,000
$ 129,539,000
$ 142,484,000
$ 66,270,000
$ 197,731,000

$
$
$
$
$
$

EV
293,027,000
31,304,000
114,310,000
141,439,000
55,976,000
179,682,000

EV/ R
67
899
1,252
52
482

P/B
2.10
59.95
0.96
171.25
5.37
11.28

Source: FRC, Public Disclosures

With the incorporation of blockchain technology into Upco Mobile, we believe that
Upco to money has the potential to be a disruptive offering in the mobile payments
processing space. However, we believe that any success demonstrated by Upco mobile may
encourage larger rivals such as WhatsApp or WeChat to incorporate similar blockchain
technologies in their own apps. WeChat, which already incorporates a mobile payment
platform and exhibits a much larger subscriber base, could be a particularly large threat.
Furthermore, if the company is unable to secure a license/ enter compliance with regulatory
standards surrounding money transfer and payment processing, Upco mobile will remain a
solely VoIP communication app. If that is the case, Upco mobile may struggle to be a
competitive offering versus established apps, and may also struggle to monetize to its full
potential.
Revenue Model The following outlines Upco’s expected income streams:
 Upco Mobile App: Upco Mobile will generate income largely through monthly
subscriptions and/ or the purchase of “Upco Credits”. The company envisions that
Upco-to-Upco calls, video calls and group calls will be free on the application, but
calls or text messages to non-users will require paid-for credits. Additional income
streams within the Upco mobile app include:
o Upco to go: users will be able to add contacts to their Upco to go list, at
which point the company will issue a local number (local to the area of the
intended call recipient). This will facilitate cheaper international calls. The
issued numbers must be purchased by the Upco to go user.
o Upco to International: this service is tailored to the Africa market where
prepaid mobile numbers are still heavily in use.
o Upco to money: Upco to money allows monetization through:
 Transaction fees.
 Currency conversion premiums.
 Account maintenance fees.
o Upco to family: service that allows users to carry out various transactions for
relatives in remote locations. This can include payment for tickets, payment of
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tuition fees, and other local uses.
Mobile
Payments
Industry

Recent market demographics imply a strong trend towards mobile payments. A 2017 report
by Bank of America Corp. (NYSE: BAC) studying trends in consumer mobility, found that
62% of millennials used person-to-person (“P2P”) mobile payments. Furthermore, of total
respondents who claimed to use P2P mobile payments, 68% reported that it was a more
convenient payment that also saved time. Despite this, a 2017 study by JPMorgan Chase &
Co. (NYSE: JPM) into E-Wallets and digital payments found that digital wallets have yet to
achieve mainstream use. Some factors that are seen as hindering wide-spread digital wallet
adoption include security concerns and fears that merchants will not accept mobile payments/
payments via a digital wallet.

Source: JPMorgan Chase & Co.- “The Intersection of Payments and Commerce in a Digital World”

However, as addressed above, blockchain effectively deals with security issues via
encryption of transaction data and a decentralized verification system. Furthermore, with
millennials trending towards digital payments as a more convenient transaction method, we
believe that payment through digital wallets, such as Upco Mobile’s E-Wallet, will become
more widely accepted by vendors.
In 2018, global transaction volume in the mobile POS (point-of-sale) payments space is
expected to reach US$391.44 billion, with an average transaction value per user of $731.39,
according to Statista. This implies total mobile payment users of 535 million in 2018.
Moving forward, transaction value is forecasted to grow at a CAGR of 35.7% to $1,328.24
billion in 2022, with total mobile payment users increasing to 977 million. This reflects a
CAGR of 16.2% in mobile payment users, and implies an average mobile payments
transaction value of $1,359.23 per user. Given estimates of the average transaction value per
user in 2018 and 2022, a CAGR of 16.8% during the period is implied.
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Source: Statista, FRC

Major players in the mobile payment industry include PayPal Holdings Inc. (NASDAQ:
PYPL), Apple Inc. (NASDAQ: AAPL), Square Inc. (NYSE: SQ) and Dwolla Inc. The
diagram below outlines the most popular mobile payment platforms utilized in 2016, as well
as usage demographics:

Source: Catalyst

VoIP
Wholesale
Services

The company’s legacy business, and current source of revenues, is their call termination
business. Call termination refers to the process whereby telecom carriers / transit operators
route calls from one provider to the next, until the recipient receives the call. Call termination
occurs as a result of call origination, which in simple terms, refers to when an individual
dials a telephone number on to his or her device in order to contact someone else. The call is
then transmitted by the individual’s telephone operator to the operator of the person whom
the individual is calling, at which point the call termination process starts.
The entire system that encapsulates the initiation of call through to its receipt by the receiver
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can be referred to as a mobile network. Upon call origination, the mobile operator of the
caller (such as AT&T; NYSE: T)) transmits the voice traffic to the telecom carrier/ transit
operator (such as Upco) with the best route by which to deliver the call to the call recipient.
In doing so, the mobile operator of the caller also pays the transit operator a portion of the
price that it receives from the caller for providing voice call services. The process is
visualized below:

Source: Antrax

Restrictions related to geography restricts mobile operators from delivering calls themselves.
As a result, VoIP transit operators offer mobile and fixed operators an efficient way to
deliver calls to subscribers. These VoIP telecom carriers operate in a “middleman” function,
offering telecom services to mobile, and fixed operators, who possess a subscriber base,
whilst possessing no subscribers of their own.

Source: Antrax

Because VoIP telecom carriers must purchase these routes from individual terminators, and
in turn receive payment from the mobile operator of the call originator, their revenue comes
from the spread between the two.
Upco’s VoIP wholesale business is built on voice call termination for both national and
international calls. The company has become a global network that connects subscribers in
170 countries and various major mobile operators worldwide. In business since 2015, the
Upco platform has terminated millions of international long-distance calls for tier-1 carriers,
other telecom carriers, service providers and resellers. Examples of tier-1 carriers include:
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AT&T Inc. (NYSE: T), Sprint Corp. (NYSE: S), and Liberty Global PLC (NASDAQ:
LBTYA). Some of the company’s most significant agreements are presented below:

Source: Company

Upco’s wholesale business is currently concentrated in the European Union (“EU”), with
91% of the company’s revenues in FY2017 coming from the region. This proved to be a
point of weakness for the company, as revenues in FY2017 declined sharply due to new
regulations in the EU that introduced a wholesale price cap on international roaming minutes.
As per the new regulations enforced by the European Commission, which were adopted
across the EU on June 15, 2017, voice call minute charges were capped at 3.2 cents per
minute, and 1 cent per SMS.
The gross margin exhibited in the company’s telecom carrier business is quite low, with
management reporting that their average gross margin ranges from 2%-3% of
revenues. However, we expect the following catalysts to spur revenue and earnings growth
in the near-future:
 A focus on the emerging Africa telecom market, where Upco maintains direct
connections with some of the region’s largest carriers. Management believe that
successful penetration into this growth market could increase gross margins for
their VoIP telecom business to 5%-6%.
 The company expect to increase investment into their VoIP telecom business.
Management have advised that a $1 million investment into their VoIP telecom
infrastructure leads to an approximate $10 million in annual revenues, or gross
profit of $200k - $300k per year.
With the proliferation of smart portable devices such as smartphones and tablets, the demand
for VoIP services is increasing at an extraordinary rate. According to Zion Research, the
global VoIP services market was worth US$83 billion in 2015, and is forecasted to grow to
US$140 billion by 2021. This reflects a CAGR of 9.1% between 2016 and 2021.
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Source: Zion Research

Management expects their VoIP wholesale business to expand to new markets, such as
Africa. Due to the region’s underdevelopment of its mobile telecom infrastructure, relative to
other regions, Upco expects that margin growth can be sustained for extended periods as the
industry is not yet mature. Africa is expected to lead the rest of the world in internet
bandwidth demand growth, with research company Telegeography, reporting that Africa
would see its bandwidth demand grow by an average of 51% annually until 2019.

Source: Company

Management

The company’s board of directors has two members, one of which is independent. We
believe that a company’s board of directors should include independent or unrelated directors
who are free of any relationships or business that could materially interfere with the
director’s ability to act in the best interest of the company. Management currently owns
10.23 million common shares, or approximately 21.28% of the basic shares outstanding
– aligning their interest with investors.
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Source: FRC, Filing Statements
Brief biographies of the senior management and board members, as provided by the
company follow:
Andrea Pagani – President, CEO & Director
Andrea Pagani, age 39, is the founder of Upco Systems Inc. and has been its CEO since
2014. From September 2011 until March 2014, Mr. Pagani was a solution enterprise architect
for Verizon Business. Verizon is a global company which delivers communications and
technology solutions to its customers. Mr. Pagani has also held positions with IBM, Telecom
Italia and France Telecom. Mr. Pagani holds a Bachelor of Computer Science in
Nanotechnology from the Politecnico of Milano.
Franco Zanichelli – Director
Franco Zanichelli, age 63, is director of Upco International Inc. and currently works as a
foreign finance consultant for several companies and groups in Italy and abroad. Mr.
Zanichelli also held several positions as financial director and client relations working with
major European and international banks. Mr. Zanichelli holds a Bachelor in Parma, Italy.
Juan Ramos – Advisor to the Board
Mr Ramos Taboada has extensive experience in building successful companies. From 2011
to 2015 he was the Chief Operating Officer of Business Telecommunications Systems
(“BTS”). BTS had revenues of $350 million and he was responsible for world operations.
In 2011 Mr. Ramos Taboada was the strategic advisor for SKYPE for Latin America based
in Luxemburg and Buenos Aires. He was instrumental in helping SKYPE to develop its
Latin American footprint. From 2000 to 2010 Mr. Ramos Taboada was the Vice President
Latin America of iBasis. iBasis is a leading international voice carrier and provider of valueadded services for mobile operators. The company rapidly grew to be one of the largest
carriers of international voice traffic in the world and in 2009 became a subsidiary of Royal
KPN N.V., the national carrier of the Netherlands. He holds a Mechanical Engineer degree
from the National University of Tucuman, Argentina; Masters in Business Administration
(MBA) from I.E.S.E, Barcelona, Spain, and Advanced Management Program (AMP) at
Harvard Business School, Boston.
Financials

The company recorded revenues of $6.69 million in FY2017, with a net loss of $1.21 million
(EPS: -$0.05). Revenues were significantly down compared to FY2016, when the company
recorded $12.07 million in revenues. As mentioned earlier, the reason for the significant
decrease in revenue was the regulatory changes by the European Union (“EU”) regarding
international roaming charges. Furthermore, management have advised that the roll-out of
Upco Mobile also negatively impacted their top-line, as it took operational focus away from
the company’s legacy business.
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Margins also suffered between FY2016 and FY2017. The company reported a gross margin
of 0.15% in FY2017, versus 0.89% in FY2016. SG&A expenses and IT and communication
expenses remained largely flat.
The company’s consolidated operations are summarized below:
STATEMENTS OF OPERATIONS
(in US$) - YE Dec 31st

2016

2017

Revenue

12,068,708

6,688,138

Cost of Revenue

11,961,374
107,334

6,678,122
10,016

SG&A

401,112

403,527

IT and Communication

269,732

264,156

Gross Profit
EXPENSES

Bad Debt Expense

125,399

Share-based Compensation
(563,510)

187,000
(970,066)

EBIT

(563,510)

(970,066)

Financing Costs

28,699
(592,209)

15,314
(985,380)

16,348

226,772

(608,557)

(1,212,152)

Net comprehensive Profit (Loss)

(608,557)

(1,212,152)

Weighted Average Shares

16,500,000

22,113,370

EBITDA
Depreciation
Amortization

EBT
Non-Recurring Expenses
Taxes
Net Profit (Loss)
FOREX Translation

EPS

$

-0.04 $

-0.05

Source: FRC, Financial Statements

The table below provides geographically segmented revenues of the company:
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Source: Financial Statements

For the year ended 31 December 2017, the company reported a cash position and working
capital deficit of $57,107 and $224,932, respectively. The table below outlines the
company’s liquidity and capital structure:
(in US$) - YE Dec 31st
Liquidity & Capital Structure
Cash
Working Capital
Current Ratio
LT Debt
Total Debt
LT Debt / Capital
Total Debt / Capital
Total Invested Capital
Shareholders Equity

$
$

$

$
$

2016
45,116
495,256
2.34
134,538.00
-533,283
-622,705

$
$

$

$
$

2017
57,107
-224,932
0.70
-210,243
-153,136

Source: FRC, Financial Statements

The table below outlines cashflows to the company:
Summary of Cash Flows
(US$, mm)
Operating
Investing
Financing
Effects of Exchange Rate
Net
Free Cash Flows to Firm (FCF)

2016
-$0.47
-$0.26
$0.59
$0.00
-$0.15

2017
$0.11
$0.00
-$0.10
$0.00
$0.01

-$0.73

$0.11

Source: FRC, Financial Statements

Stock Options and Warrants: the company currently has 3.88 million options (weighted
average exercise price – $0.11 per share). At current, none of these options are in-the-money.
Valuation

The following table shows our consolidated revenue forecasts for Upco, incorporating
revenues from both their legacy telecom business and Upco mobile, through 2025:
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2018E
VoIP Application
Blended ARPU
Users
Revenue
COGS
VoIP Wholesale Business
Expected CAPEX
Revenue
COGS
Gross Margin

$
$
$
$
$
$

2020E

2021E

2022E

2023E

2024E

2025E

7.00 $
7.00 $
7.00 $
7.00 $
7.00 $
7.00 $
7.00 $
7.00
500,000
1,683,366
2,861,722
4,578,755
6,868,132
9,615,385
12,500,000
15,000,000
3,500,000 $ 11,783,560 $ 20,032,051 $ 32,051,282 $ 48,076,923 $ 67,307,692 $ 87,500,000 $ 105,000,000
1,750,000 $ 4,713,424 $ 6,009,615 $ 9,615,385 $ 14,423,077 $ 20,192,308 $ 26,250,000 $ 31,500,000
250,000 $
250,000 $
500,000 $
500,000 $ 1,000,000 $ 1,000,000 $ 2,000,000 $ 2,000,000
9,188,138 $ 11,688,138 $ 16,688,138 $ 21,688,138 $ 31,688,138 $ 41,688,138 $ 61,688,138 $ 81,688,138
9,004,375 $ 11,337,494 $ 16,187,494 $ 21,037,494 $ 30,737,494 $ 40,437,494 $ 59,837,494 $ 79,237,494
2%
3%
3%
3%
3%
3%
3%
3%
12,688,138
10,754,375
1,933,763

Total Revenues
Total COGS
Gross Profit

2019E

23,471,698
16,050,918
7,420,780

36,720,189
22,197,109
14,523,080

53,739,420
30,652,878
23,086,542

79,765,061
45,160,571
34,604,490

108,995,830
60,629,802
48,366,029

149,188,138
86,087,494
63,100,644

186,688,138
110,737,494
75,950,644

Source: FRC

Our forecasts of the company’s consolidated income statement are provided below:
STATEMENTS OF OPERATIONS
(in US$) - YE Dec 31st

2018E

2019E

2020E

2021E

2022E

2023E

2024E

2025E

Revenue

12,688,138

23,471,698

36,720,189

53,739,420

79,765,061

108,995,830

149,188,138

186,688,138

Cost of Revenue

10,754,375
1,933,763

16,050,918
7,420,780

22,197,109
14,523,080

30,652,878
23,086,542

45,160,571
34,604,490

60,629,802
48,366,029

86,087,494
63,100,644

110,737,494
75,950,644

Gross Profit
EXPENSES
SG&A
IT and Communication

1,789,407

5,062,160

8,446,586

13,263,894

19,853,638

27,661,330

36,334,407

43,984,407

634,407

1,173,585

1,836,009

2,686,971

3,988,253

5,449,792

7,459,407

9,334,407

317,203
(807,254)

586,792
598,243

918,005
3,322,479

1,343,486
5,792,191

1,994,127
8,768,473

2,724,896
12,530,012

3,729,703
15,577,127

4,667,203
17,964,627

12,532

24,405

48,185

70,776

117,237

161,375

253,306

(807,254)

585,711

3,298,074

5,744,006

8,697,697

12,412,774

15,415,752

17,711,320

(807,254)

585,711

3,298,074

5,744,006

8,697,697

12,412,774

15,415,752

17,711,320

890,480

1,550,882

2,348,378

3,351,449

4,162,253

4,782,057

(807,254)

585,711

2,407,594

4,193,124

6,349,319

9,061,325

11,253,499

12,929,264

Bad Debt Expense
Share-based Compensation
EBITDA
Depreciation
Amortization
EBIT
Financing Costs
EBT
Non-Recurring Expenses
Taxes
Net Profit (Loss)

Source: FRC

Our forecasts are based on the following assumptions:
 Upco Mobile VoIP and payment processing:
o Total users growing to reach 15 million by 2025. This is based on the
company reaching 1% of WhatsApp’s current total users by the end of the
forecasting period.
o Blended Average Revenue per User (“ARPU”) of $7. This is based on 2013
approximated ARPU in the mobile VoIP industry of $7, according to
Infonetics Research. We believe this is conservative given Paypal’s current
ARPU of $57.7.
o A long-term gross margin of 70%. It is also inline with the five-year average
gross margin exhibited in the software application sector. As Upco mobile is a
new venture, we anticipate lower gross margins in earlier years, starting at
50% and growing to the long-term margin in FY2020.
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 VoIP Wholesale Business:
o A revenue base equal to FY2017 revenues.
o We expect every $1 investment in Upco’s VoIP wholesale business to
generate $10 in revenues, or $0.20 - $0.30 in gross profit.
o Although management expects gross margins to improve to 5% to 6%, we
maintain a long-term estimate of 2% to 3% for conservatism.
Discounted Cash Flow Valuation
Our DCF valuation on Upco’s shares is C$0.84 per share.
DCF Model

2018E

2019E

EBIT(1-tax)
Non-Cash Expenses
Investment in WC
CFO

$
$
$
$

-807,254
317,203
-136,366
-626,417

CAPEX
FCF
PV

$
$
$

-250,000 $
-876,417 $
-818,013 $

Discount Rate
Terminal Growth Rate
Total PV
Cash - Debt
Equity Value
Shares O/S (dil)
Fair Value

$
$
$
$

427,569
599,324
-870,585
156,309

2020E

2021E

$ 2,407,594 $ 4,193,124 $
$
942,410 $ 1,391,671 $
$ -2,859,015 $ -2,053,077 $
$
490,989 $ 3,531,718 $

-250,000 $
-93,691 $
-74,108 $

2022E
6,349,319
2,064,902
-2,824,103
5,590,119

2023E
$
$
$
$

9,061,325
2,842,133
-3,336,923
8,566,535

2024E
$
$
$
$

11,253,499
3,891,079
-3,750,769
11,393,808

2025E
$
$
$
$

Terminal

12,929,264
4,920,510
-3,320,000
14,529,774

-500,000 $ -500,000 $ -1,000,000 $ -1,000,000 $ -2,000,000 $ -2,000,000
-9,011 $ 3,031,718 $ 4,590,119 $ 7,566,535 $ 9,393,808 $ 12,529,774 $
-6,040 $ 1,722,233 $ 2,209,760 $ 3,086,997 $ 3,247,871 $ 3,671,287 $

12,905,667
25,209,504

18%
3%
$
$
$
$

38,249,491
57,107
38,306,598
50,450,001
0.84

Source: FRC

For our discount rate, we utilized a WACC of 18%. This is based on the 5-year average ROE
and debt-to-capital structure exhibited in the software applications industry. We also used a
return on debt that reflects the average rate of long-term corporate debt. An additional
discretionary risk premium has been included to reflect uncertainty of the company’s forward
operations.
Based on our review of the company’s business model, the quality of the management
team and their execution plan, and our valuation models, we are initiating coverage on
Upco with a BUY rating and a fair value estimate of C$0.84 per share.
Risks

We believe the company is exposed to the following risks (list is non-exhaustive):
 The company’s legacy business operates in an industry that is highly regulated and
subject to material change from governmental intervention.
 No guarantee that Upco mobile will prove a commercial success. Despite its novelty
and unique services, the VoIP application industry is dominated by popular apps.
Penetration into the market may be difficult for entrants.
 The company requires licensing in order to process payments and transfer monies
globally through Upco mobile. Failure to secure the necessary regulatory approval
will significantly impact our valuation on the company’s shares.
 The company has no protection for its intellectual property. If the company’s app
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proves a commercial success, there may be potential for rivals to mimic Upco’s
technology in their own offerings.
 Access to capital and share dilution.
 Exchange rate risk.
 Liquidity risk.
We are initiating coverage with a risk rating of 4 (Speculative).
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Fundamental Research Corp. Equity Rating Scale:
Buy – Annual expected rate of return exceeds 12% or the expected return is commensurate with risk
Hold – Annual expected rate of return is between 5% and 12%
Sell – Annual expected rate of return is below 5% or the expected return is not commensurate with risk
Suspended or Rating N/A— Coverage and ratings suspended until more information can be obtained from the company regarding recent events.
Fundamental Research Corp. Risk Rating Scale:
1 (Low Risk) - The company operates in an industry where it has a strong position (for example a monopoly, high market share etc.) or operates in a regulated industry.
The future outlook is stable or positive for the industry. The company generates positive free cash flow and has a history of profitability. The capital structure is
conservative with little or no debt.
2 (Below Average Risk) - The company operates in an industry where the fundamentals and outlook are positive. The industry and company are relatively less sensitive
to systematic risk than companies with a Risk Rating of 3. The company has a history of profitability and has demonstrated its ability to generate positive free cash
flows (though current free cash flow may be negative due to capital investment). The company’s capital structure is conservative with little to modest use of debt.
3 (Average Risk) - The company operates in an industry that has average sensitivity to systematic risk. The industry may be cyclical. Profits and cash flow are sensitive
to economic factors although the company has demonstrated its ability to generate positive earnings and cash flow. Debt use is in line with industry averages, and
coverage ratios are sufficient.
4 (Speculative) - The company has little or no history of generating earnings or cash flow. Debt use is higher. These companies may be in start-up mode or in a
turnaround situation. These companies should be considered speculative.
5 (Highly Speculative) - The company has no history of generating earnings or cash flow. They may operate in a new industry with new, and unproven products.
Products may be at the development stage, testing, or seeking regulatory approval. These companies may run into liquidity issues, and may rely on external funding.
These stocks are considered highly speculative.
Disclaimers and Disclosure
The opinions expressed in this report are the true opinions of the analyst about this company and industry. Any “forward looking statements” are our best estimates and
opinions based upon information that is publicly available and that we believe to be correct, but we have not independently verified with respect to truth or correctness.
There is no guarantee that our forecasts will materialize. Actual results will likely vary. The analyst responsible for this report does not own any shares of the subject
company, does not make a market or offer shares for sale of the subject company, and does not have any investment banking business with the subject company. Fees
were paid by Upco to FRC. The purpose of the fee is to subsidize the high costs of research and monitoring. FRC takes steps to ensure independence including setting
fees in advance and utilizing analysts who must abide by CFA Institute Code of Ethics and Standards of Professional Conduct. Additionally, analysts may not trade in
any security under coverage. A company with related directors to FRC hold shares of Upco. Our full editorial control of all research, timing of release of the reports, and
release of liability for negative reports are protected contractually. To further ensure independence, Upco has agreed to a minimum coverage term including an initial
report and three updates. Coverage cannot be unilaterally terminated. Distribution procedure: our reports are distributed first to our web-based subscribers on the date
shown on this report then made available to delayed access users through various other channels for a limited time.
The distribution of FRC’s ratings are as follows: BUY (73%), HOLD (6%), SELL / SUSPEND (21%).
To subscribe for real-time access to research, visit http://www.researchfrc.com/subscribe.php for subscription options.
This report contains "forward looking" statements. Forward-looking statements regarding the Company and/or stock’s performance inherently involve risks and
uncertainties that could cause actual results to differ from such forward-looking statements. Factors that would cause or contribute to such differences include, but are
not limited to, continued acceptance of the Company's products/services in the marketplace; acceptance in the marketplace of the Company's new product lines/services;
competitive factors; new product/service introductions by others; technological changes; dependence on suppliers; systematic market risks and other risks discussed in
the Company's periodic report filings, including interim reports, annual reports, and annual information forms filed with the various securities regulators. By making
these forward-looking statements, Fundamental Research Corp. and the analyst/author of this report undertakes no obligation to update these statements for revisions or
changes after the date of this report. A report initiating coverage will most often be updated quarterly while a report issuing a rating may have no further or less frequent
updates because the subject company is likely to be in earlier stages where nothing material may occur quarter to quarter.
Fundamental Research Corp DOES NOT MAKE ANY WARRANTIES, EXPRESSED OR IMPLIED, AS TO RESULTS TO BE OBTAINED FROM USING THIS
INFORMATION AND MAKES NO EXPRESS OR IMPLIED WARRANTIES OR FITNESS FOR A PARTICULAR USE. ANYONE USING THIS REPORT
ASSUMES FULL RESPONSIBILITY FOR WHATEVER RESULTS THEY OBTAIN FROM WHATEVER USE THE INFORMATION WAS PUT TO. ALWAYS
TALK TO YOUR FINANCIAL ADVISOR BEFORE YOU INVEST. WHETHER A STOCK SHOULD BE INCLUDED IN A PORTFOLIO DEPENDS ON ONE’S
RISK TOLERANCE, OBJECTIVES, SITUATION, RETURN ON OTHER ASSETS, ETC. ONLY YOUR INVESTMENT ADVISOR WHO KNOWS YOUR
UNIQUE CIRCUMSTANCES CAN MAKE A PROPER RECOMMENDATION AS TO THE MERIT OF ANY PARTICULAR SECURITY FOR INCLUSION IN
YOUR PORTFOLIO. This REPORT is solely for informative purposes and is not a solicitation or an offer to buy or sell any security. It is not intended as being a
complete description of the company, industry, securities or developments referred to in the material. Any forecasts contained in this report were independently prepared
unless otherwise stated, and HAVE NOT BEEN endorsed by the Management of the company which is the subject of this report. Additional information is available
upon request. THIS REPORT IS COPYRIGHT. YOU MAY NOT REDISTRIBUTE THIS REPORT WITHOUT OUR PERMISSION. Please give proper credit,
including citing Fundamental Research Corp and/or the analyst, when quoting information from this report.
The information contained in this report is intended to be viewed only in jurisdictions where it may be legally viewed and is not intended for use by any person or entity
in any jurisdiction where such use would be contrary to local regulations or which would require any registration requirement within such jurisdiction.
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