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Improves Product Features &

Marketing Strategies

Implementing New

Sector/Industry: Technology/Software

September 8, 2022

BUY

Current Price: C$0.19
Fair Value: C$0.96
Risk*: 4

Click here for more research on the company and to share your views

Highlights

> Q2-2022 revenue was $113k, up 29% QoQ, and in line with our estimate. However,
EBITDA declined QoQ (-$1.7M to -$2.2M), and was below our expectations, due to
significantly higher marketing and software maintenance costs.

> As aresult of the increased marketing budget, subscriber-count increased from 3.3k
in May 2022, to 4k currently. We were expecting close to 5k subscribers by this time.

> As the company does not provide segmented results, we were unable to determine its
customer acquisition cost (CAC). Our discussions with management indicated that their
CAC is currently higher than US$200, implying a payback period of 1.5-2.0 years.
Management expects to lower CAC to the US$25-US$50 range vs subscription
revenue of US$120/year/user.

>  After pursuing various influencer and third-party marketing programs, the company has
decided to shift its marketing strategy by using more resellers and distributors, and
in-house SEO marketing. Management expects these initiatives to be more effective
and cheaper. We are unable to comment on these new initiatives until we see
preliminary results. That said, we are expecting a significant decline in marketing
expenses in H2-2022.

> In July 2022, partner, America Movil/Telcel (the largest mobile operator in Mexico
with over 75M mobile subscribers), launched SekurMessenger® for its corporate
clients.

> In August 2022, distribution partner Micronet launched Sekur® in Colombia, with
plans to launch in Costa Rica, Guatemala, El Salvador, and Nicaragua. The company
also intends to partner with resellers in Chile, Peru, Argentina, and Uruguay.

> Improved functionality by allowing users to make payments in eight currencies.

Sid Rajeev, B.Tech, MBA, CFA
Head of Research
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Company Data

Sekur has also added a “Chat-By-Invite” function for its messenger. We believe this is SZ'SV::;ZT;;QG’ C$0'117 17_M$0'60
an attractive feature, as users can invite non-users (by email or SMS) for encrypted Market Cap. C$22M
and secure communications. At the end of a chat, the initiator of a conversation can Current Yield N/A
terminate and delete traces of that conversation. P/E (forward) N/A
» The NASDAQ-100 Technology Sector Index (NASDAQ: NDXT) is down 26% YTD vs - P/B 2 5x
18% for the S&P 500. As we are expecting the Fed to take a less hawkish stance in
Q4, we are expecting a rally in tech stocks. Note that the tech index was up 62%
from January 2020 to January 2022, beating the S&P 500’s 47%.
Key Financial Data (C$)
YE Dec 31 2021 2022E 2023E
Cash 8,812,477 2,963,803 364,619
Working Capital 9,505,862 3,803,315 625,808
Total Assets 12,855,799 7,653,764 5,067,151
Debt - - -
Revenue 144,881 453,000 856,599
Net Income -9,412,484 -6,224,934 -3,778,865
EPS -0.11 -0.05 -0.03

*See last page for important disclosures, rating, and risk definitions. All figures in C$ unless otherwise specified.
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Q2 revenue was up
29% QoQ), and in
line with our
estimate

However, EBITDA
EPS, and FCF
declined, and fell
below our
expectations, due to
increased
marketing, and
higher software
expenses for adding
new features

We continue to
expect the company
to be profitable by
2025

As the company is
implementing a new
marketing strategy,
management has
lowered their year-
end subscriber
count forecast from
11k to 5k; they are
expecting a faster
ramp up in 2023; we
are also lowering
our year end
subscriber-count
forecast from 7.7k to
5k

Balance sheet
remains strong

In-the-money
options and
warrants can bring
in $1.5M
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Financials
STATEMENT OF OPERATIONS (C§)
YE Dec 3 Oi-20 G1-2022 Q2-2011 Q2-2022 i H1-M022 Yo
Revenue 8722 58,035 909% 10,118 113,368 1000% 18,841 201.400| 968%
OPFH 1,042 158 1576328 50% 1411820 ¥ 454 836 105% 764 078 A0 248 TH%
EBITOA (1,280,362) [1,693,661) (964,876)|  (2.184.454) (2,245,238  (3,878,115)
Met Loss (1284918 [17OB43E) 1% a7y (ZzETetE)| 12E%m [2263625)  (IBAE0SE) Te%
EFS (0.02) {0.0t) (oot (002 1003 (003}
Revenue Breakdown
FY-2021 H1-2022
Product Type
B2B $6,496 $1,622
Sekur $138.385 $199.778
$144 881 $201,400
Geographical Location
Mexico $585 $805
U.s. $114.296 $200.595
$114,881 $201,400
Summary of Cash Flows
in C$ H1-2022 H2-2022
Operating -51,625,667 -53,351,616
Investing 50 30
Financing §5,387,953 $925,855
Net $4,254,213  $6,386,716
Free Cash Flows to Firm (FCF) -$1,628,667  -$3,351,616
(in C$) - YE Dec 31st
Liquidity & Capital Structure Q1-2022 Q2-2022
Cash 7,230,482 6,386,716
Working Capital 7.877,171 6,600,177
Current Ratio 111.79 8.3
LT Debt - -
Total Debt -
LT Debt / Capital -
Total Debt / Capital -
Source: FRC / Company
Stock Options and Warrants
# Options Strike Price Value Warrants Strike Price Value
1,400,000 0.14 196,000 5,690,000 0.75 4,267,500
1,140,000 0.12 136,800 129,760 0.25 32,440
6,320,000 0.50 3,160,000 7,610,000 0.15 1,141,500
4,180,000 0.80 3,344,000 2,038,200 0.50 1,019,100
3,500,000 0.25 875,000 3,628,464 0.50 1,814,232
9,630,735 0.60 5,778,441
2,677,755 0.80 2,142,204
2,321,585 0.70 1,625,110
Total Outstanding 16,540,000 0.47 7,711,800 33,726,499 0.53 17,820,527
In the Money 2,540,000 332,800 7,610,000 1,141,500
Source: FRC
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FRC Projections and Valuations
We are lowering our 2022 (Old) 2022 (New) 2023 (Old) 2023 (New)
short-term and long-  Revenue $535,695 $453,000 $1,534 830 $856 599
tgyegjgffgﬂgzg EBITDA (adjusted) -$6,618,832  -$6,128,402  -$5,588,241 -$3.677,507
proj Met Income -$6 625 030 -56.224 934 -$5.594 439 -$3.778 865
As a resu[t’ our DCF EPS —$D’Dﬁ —$D’D'5 —$D’D'5 —$D’D'3
valuation declined
from $1.16 to $0.96 DCF Model (In % 2022E 2023E 2030E Terminal
per share EBIT -2,298,553 -3,880.224 38,247 516
Mon-Cash Charges 48,266 101.359 142,622
Our near-term EPS Investment in WC 146,127 578,323 -1,444 808
(2022 and 2023) CFO -2,396,414 -3,200,542 36,945 329
forecasts improved
as lower marketing CAPEX -500,000 -500,000 -500,000
expenses more than FCF -2,896.414 -3,700,542 36,445 329
e e alEdie i = 2700920  -3.000.673| 11.109.902  95.359.994
our revenue
forecasts Discount Rate 15%
Terminal Growth Rate 3%
Total PV 120,197,368
Cash - Debt 6,386,716
Equity Value 126,584,084
Shares O/S (dil 126,706,773
Fair Value 0.95
Source: FRC

Maintaining our risk
rating of 4

We are maintaining our BUY rating, and lowering our fair value estimate from
$1.16 to $0.96 per share. We will closely monitor the company’s new marketing
initiatives to evaluate their effectiveness. We believe the new product features have
improved Sekur’s offering. We also believe that businesses operating with sensitive
and confidential information (such as medical, financial, and real estate) are ideal
initial targets for Sekur.

Risks
We believe the company is exposed to the following risks:

The company is in early stages, and yet to generate meaningful revenue.
Must constantly keep its technology up-to-date to remain ahead of the curve.
Getting users to switch from free to paid email/messaging services can
be challenging.

Rising competition among private encrypted service providers.

We are not expecting the company to break-even before 2025

VV VYVYVY
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Appendix

STATEMENTS OF OPERATIONS

in C$) - YE Dec 31st 2021 2022E 2023E

MNet Revenue 144,881 453,000 856.599

EXPENSES

Operating Expenses 9,518,474 6,581,402 4,534,106

SG&A Expense 37,931 418,196 439,106

Marketing Expense 3.796,378 5,071.206 3,315,000

Share-based Compensation 4.555 966 - -

Software Maintenance 794,149 1,092,000 780,000

EBITDA (9,373,593)  (6,128,402)  (3,677,507)

Depreciation 6,198 96,532 101,359

Amortization

EBIT (9,379,791)  (6,224,934)  (3,778,865)

Foreign Exchange Loss (39.739)

Interest Income 7,046

EBT (9,412,484)  (6,224,934)  (3,778,865)

MNon-Recurring Expenses

Taxes - - -

Net Profit (Loss) (9,412,484)  (6,224,934)  (3,778,865)

EPS 0.1 -0.05 -0.03
BALANCE SHEET
in C$) - YE Dec st 2021 2022E 2023E
ASSETS
CURRENT
Cash and Cash Equiv. 8,812477 2,963,803 364,619
AR 48 555 485,550 70,405
Prepaid Expenses 775,284 581,471 610,544
Total Current Assets 9,636,326 4,030,823 1,045,568
Intangible Asset 2,552 573 2,552 573 2,552 573
Equipment/Others 666,900 1,070,368 1,469,009
Total Assets 12,855,799 7,653,764 5,067,151
LIABILITIES
CURRENT
AP 77,730 174,774 367,026
Licensee Fees Payable 52,734 52,734 52,734
Total Current Liabilities 130,464 227,508 419,760
Loans Payable - - -
Total Liabilities 130,464 227,508 419,760
SHAREHOLDERS EQUITY
Share Capital 20982323 21908178 22908178
Reserves 5,228,563 5,228,563 5,228,563
Accumulated Deficit - 1348556561 - 19710485 - 23,489,350
Total shareholders’ equity {deficiency) 12,725,335 7,426,256 4,647,391

Total Liabilities and Shareholders Equity 12,855,799 7,653,764 5,067,151
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STATEMENTS OF CASH FLOWS
in C$) - YE Dec 31st

OPERATING ACTIVITIES
Met Profit for the Year - 9412484 - 6224934 - 3778865

Adjusted for items not involving cash:

Stock-based Compensation 4 555 966 - -
Depreciation and Amortization 6,198 96,532 101,359
FOREX - 12,242

Common Stock Issued for Services 268.714

Funds From Operations - 4,593,848 - 6,128,402 - 3,677,507
Change in working capital

AR - 29.083 - 436,995 415,145
Prepaid expenses and deposit - 345,160 193,824 - 29,074
AP 49946 97,044 192,252
Due to Related Parties - 2,759 - -
Licensee Fees Payable 14,486 - -
NET CASH USED IN OPERATING ACTIVITIES - 4,906,418 - 6,274,529 - 3,099,184
INVESTING ACTIVITIES

Acquisition of Equipment - 673,098 - 500,000 - 500.000
NET CASH USED IN INVESTING ACTIVITIES - 673,098 - 500,000 - 500,000

FINANCING ACTIVITIES
Proceeds from equity issue 13,884,824 925,855 1,000,000
NET CASH FROM FINANCING ACTIVITIES 13,884,824 925,855 1,000,000
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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 and Fundamental Research Corp. “FRC” 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 SKUR 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. 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, SKUR 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 (65%), HOLD (7%), SELL / SUSPEND (28%).
To subscribe for real-time access to research, visit https://www.researchfrc.com/website/subscribe/ 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. Itis 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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