
 

New Growth via Partnerships 
In the course of selling Wockets directly to consumers via the their website (wocketwallet.com) and using specialized 
channels it’s become clear that achieving large volumes and scale will come much faster using a B2B approach. Our 
first example is a new development and distribution agreement with a travel-focused company called 
WorldVentures.1  

This has major advantages for NXTD investors. The company can focus on what 
they do best which is technology and product development and leverage large value-
added industry channels like WorldVentures for customization and distribution.  

The impact on numbers is dramatic – although the company will fall well short of 
our 40K unit estimate for 2015 they will greatly exceed our current 120K estimate 
for 2016. If all goes as planned NXT-ID will “pull forward” our volume forecast by 
about two years. Additional partnerships like the one with WorldVenturs are 
targeted for other consumer-oriented markets.  

The “shift” to EMV or “chip cards” has muddied the waters in the payment space 
and made it more difficult for early Wocket customers to enjoy a high level of 
acceptance.  Nearly every major retailer has adopted a slightly different method of 
dealing with the situation – some have turned off EMV, others support both EMV 
and traditional swipe, others see the mess as a good excuse to go “all the way” with 
NFC and mobile payments. 

For NXT-ID that means rolling out an NFC-based version of the Wocket which will allow consumers to enjoy broad 
acceptance of their Wocket card and simpler use at the point of sale. The testing and acceptance process with the 
major issuers takes time so we’re not expecting a new version on the market until 1H2016 but we fully expect the card 
payment space to remain in a state of flux through that time period. Meanwhile NXT-ID will have plenty to focus on 
in terms of delivering against their new deal with WorldVentures.  

Our IV changes are detailed below but our new IV of $6.13 suggests large reward versus the risk reflected in the 
current share price. If NXT-ID were a private company doing a venture round the valuation would be at least 10x 
the current share price.  

Changes to the Model and IV 
The shift in go-to-market for NXT-ID is a major one and so we have taken the opportunity to rebuild the IV model. 
At the same time this has given us an opportunity to make better long-term expense projections. Basic elements of the 
model like P/E (15) all remain the same but many things saw major revision including: 

                                                                 

1 http://247wallst.com/technology-3/2016/01/04/nxt-id-forms-new-alliance-with-worldventures 
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WorldVentures Summary 

- Two year initial term with 
annual renewals. 

- $2M in funding in exchange 
for 10M shares and 2.5M 
warrants. 

- Develop production capacity 
for up to 200,000 units/month. 

- Pricing set at net cost +30%. 

- Technology licensing and 
distribution agreements.  

http://247wallst.com/technology-3/2016/01/04/nxt-id-forms-new-alliance-with-worldventures
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1. Units go up a lot faster. We’ve got 500K units now for 2016 and based on the deal with WorldVentures 
alone the unit volume depends mostly on the ability of NXT-ID to produce and deliver. No new customers 
are needed to make our 2016 projections. Our 1M unit projection for 2017 would require a new customer 
or distribution partner to close in the next year. (As a point of reference our old IV model didn’t have NXT-
ID hitting 1M units until 2019.) 

2. We lowered our price expectation from $150 to $90 per Wocket. A number of companies, including Apple, 
have demonstrated that this is a price sensitive market. By leveraging large distribution NXT-ID can afford 
to give up some price in exchange for volume efficiency. We’d also note that the ability to generate 
downstream high margin service revenues might argue for even lower unit prices depending on the service 
attach rate. (These are things like replacement contracts, upgrades, or even credit-related services.) 

3. Gross margins are lower but more stable since they are driven by large contracts. Specifically we are modeling 
gross margins at around 30% with the first years slightly below that and later years slightly above.  

4. More established company expense levels are captured in the new model for 2015 and used as a basis to 
project into future years, but this time we have down so assuming a B2B strategy that offers better returns on 
sales and marketing spend. 

The bottom line is that our IV stands at $6.13 which is a fairly massive potential return and strongly supported by 
their execution around a single new customer during the next year.  
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NXT-ID Long Term Positioning 
It’s easy to get caught up in the moment around digital wallets and smartphones. However, the long-term positioning 
for NXT-ID is far more interesting. Payments is a single use case for a general need which is to 1) store your personal 
information securely and allow you to manage it and 2) transmit that information (again securely) to some third party. 

In the case of payments, that’s just a credit card and a POS terminal. Not very complicated. Extend this to electronic 
medical records, contracts and other types of information and financial assets and the generalized ability to manage 
your “vault” and deliver securely on demand to a specific end-point is really a platform. 

We’re only in the first or second inning of a long ball game here. 
The Wocket can be also be viewed as a reference platform for the 
combination of consumer-managed privacy and credentials and 
flexible secure online data exchange.   

NXT-ID core assets are in biometric 
security and the ability to securely 

exchange information with any device. 
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Even with respect to the “simple” shift to EMV it will take quite some time to play out. One of the leading card issuers, 
CPI Card Group (PMTS), is out marketing their IPO right now. EMV is a major near-term driver for them and the 
cost of an EMV card is 5 to 10 times that of a traditional magnetic stripe card. But as the graph below indicates, even 
by 2019 a significant portion of their business will still not be EMV.2 When you factor in the prices of the cards, the 

picture is stark – by 2019 there will still be twice as many 
magnetic stripe cards issued as EMV cards. That amounts 
to about 1B EMV cards in 2019, but a little over 2B 
magnetic stripe cards. (It’s also important to know that 
90% of the volume is not new accounts but replacement 
cards due to expiration, card loss and churn.) 

How can this be so? It’s because there are really two sides 
to the shift to EMV. What we are seeing now is the 
corporate side – merchants and credit card companies. 
They basically have a gun to their head and have to move 

to EMV as fast as they can. But EMV is an incremental new payment method, not a replacement. With the bulk of 
consumers carrying traditional cards, merchants will need to continue to accept them. Since consumers will continue 
to enjoy broad acceptance of whatever card, they are less motivated to switch to EMV. In some cases their card 
companies are sending them a new EMV card whether the like it or not, but many issuers are not. As of the October 
1st “deadline,” somewhere between 20% and 40% of consumers have received a new EMV credit card from their 
issuer.3 

Some consumers will elect to improve the security of all their cards with a secure wallet like the Wocket. The Wocket 
card works almost everywhere today and will be upgraded to work with EMV systems. But if managed the right way, 
will give Wocket an even stronger positioning post-EMV with a device that brings the same level of security to all your 
cards (traditional or EMV) and works with both older style POS systems and the newer EMV and contactless payment 
methods.   

The main point we see is that NXT-ID will be expanding their range of secure consumer-based systems while the 
industry has their hands full upgrading infrastructure. The combination of secure information management and the 
ability to securely transmit to any endpoint will be key requirements for the next decade, at least. 

The NXT-ID Biometric Advantage 
Biometric authentication is already becoming a mainstream method for eliminating the flawed password/PIN model 
in use today. Even so-called multi-factor is limited due to the inconvenience. Humans offer several readily available 
methods to authenticate who they are and we’ll see these biometric factors become the norm. 

When you approach your new Tesla X and it opens the door automatically for you, it’s not going to be based on 
shouting out a password or typing a code into your phone. You also don’t want anyone with your phone to be able to 
open and drive your car. Your face, your eye, your fingerprint, maybe your voice, can all be used to know it’s you. As 
important as biometrics are, they don’t often make for a great stand-alone business. That’s why NXT-ID is leveraging 
their proprietary technology with products like the Wocket. 

Although they don’t tout it, NXT-ID’s expertise in biometrics, along with its growing patent portfolio, gives the 
company a solid foundation upon which to participate in the new biometric-focused security world.  

                                                                 

2 Graphic is from the CPI Card Group IPO roadshow with the source cited as Annapolis Industry Research (May 2015).  
3 The 20% figure from Visa as of mid-September and the 40% number from a creditcard.com survey. 
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The genesis of NXT-ID goes back to the days when the founders were an integral part of the senior management teams 
at Technest Holdings, Inc., and its subsidiary, Genex Technologies. Genex Technologies was launched in the mid-
1990s to develop and commercialize the unique Rainbow® method of capturing 3D data. The Rainbow method 
utilizes structured light to capture 3D data.4  

Genex has developed innovative technologies and products for all aspects of imaging, including capture, processing, 
display, and enhancement. The company’s products range from 3D cameras to surveillance algorithms to integrated 
facial recognition systems. Genex and Technest have won awards from the U.S. Department of Defense, NIH, NIST 
and NSF, amounting to over $30 million in support of the technology. NXT-ID has licensed (exclusively in many 
markets) all the Technest /Genex technology. This technology is an important piece of the foundation upon which 
NXT-ID is developing its products. 

Additionally, NXT-ID has also licensed, on a non-exclusive basis, distribution, manufacturing rights and know-how 
from Geometrix, Inc., a leading 3D imaging company using a different technical approach from Technest. This 
technology performed very favorably at the Face Recognition Vendor Test conducted by the National Institute of 
Science and Technology (NIST). NXT-ID also has key scientific and engineering personnel that have had key roles in 
the development of these technologies and have an important intellectual knowledge base that the company intends 
to leverage. 

NXT-ID’s technology also includes the acquired assets of 3D-ID, LLC, which is comprised of 22 licensed patents in 
the field of 3D facial recognition. NXT-ID is in the process of building out its extensive IP portfolio further by 
vigorously pursuing new patents associated with its new Mobile-Bio technologies, which includes The Wocket, The 
Mobile-Bio Sensor and FaceMatch products. 

Another technology in development that figures prominently in the evolution of NXT-ID’s biometric security 
paradigm is Dynamic Pairing Codes (DPC). DPC are a new, proprietary method to secure users, devices, accounts, 
locations and servers over any communication media by sharing key identifiers, including biometric-enabled 
identifiers, between end-points by passing dynamic pairing codes (random numbers) between end-points to establish 
sessions and/or transactions without exposing identifiers or keys. 

Under Dynamic Pairing, any two or more entities 
can share specific information, or identifiers, 
between themselves in order to establish 
recognition for a one time communication session 
or transaction. These identifiers and keys are 
unique to specific factors that include but are not 
limited to users, manufacturers, devices, accounts, 
locations and/or sessions (or transactions). 
Internal keys are derived from the identifiers so 
that all points have common information that 
“binds” or “pairs” the devices together (so that 
they have a means to recognize one another). 

The way Dynamic Pairing works is for an entity to 
pass a randomly generated number to all the other 

                                                                 

4 Structured light is the process of projecting a known pattern of pixels (often grids or horizontal bars) onto a scene. The 
way that these deform when striking surfaces allows vision systems to calculate the depth and surface information of the 
objects in the scene. Structured light is used by a number of police forces for the purpose of photographing fingerprints in 
a 3D scene. 

Dynamic Pairing Code is generated by an FOB  
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entities to be “paired” together (see figure below).  Authentication is performed when one entity passes a random code 
to another entity, which thereby sends a second pseudo-random number back to the first. The second pseudo-random 
number response is derived by generating a new pseudo-random number from a combination of the received random 
number and internal identifiers.   

The combination of which identifiers are used to 
generate the Dynamic Pairing Code is also dynamic, 
chosen by every point in the communication by 
NXT-IDs proprietary algorithm. Other inputs may 
also be used for key generation including a random 
number generator, temporary keys, and data from 
external sources to further customize the internal 
Dynamic Pairing Codes. 

 

 

From the beginning, NXT-ID envisioned a complete platform they call Mobile-Bio™. The components include: 

1. Mobile-Bio FaceMatchTM – 2D, 3D and pseudo-3D methods to perform facial recognition.  Additionally, NXT-ID 
seeking to incorporate its patent pending “FacePassword” as a method to add multi-factor face and face movement to 
Dynamic Pairing Codes using a simple low-power embedded processor on an external device (biosensor), such as a 
Wocket, that then connects to other end-points using Dynamic Pairing Codes. The non-Mobile version of FaceMatch 
is currently on the market and being used by various law enforcement agencies to provide identity authentication.  

2. Biometrically secure mobile devices like The WocketTM designed to replace the traditional wallet.   

3. Mobile-Bio SensorsTM – a simple, web-enabled, biometric-enabled external devices used for local authentication 
and remote authentication with the BioCloud and/or remote servers. 

4. VoiceMatchTM – a way to add biometric identifiers (both speech and speaker recognition) to Dynamic Pairing 
Codes using a simple low-power embedded processor on an external device (e.g., BioSensor), such as a Wocket, that 
then connects to other end-points using NXT-ID’s Dynamic Pairing Codes. 

5. Mobile BioCloudTM – a cloud-based end-point (authentication service) to authenticate any “end-point” along a 
communication path, including external biosensors such as the Wocket and/or other PCs or servers along the path.  A 
dynamic pairing code is sent to the BioCloud where it is combined with other “identifiers” (e.g., device serial number, 
master key, wallet key, dynamic pairing keys, Firmware key) dynamically (per NXT-ID’s proprietary algorithm that 
selects which identifiers are used when) to issue a response, which is then compared by each end-point. 

While we don’t model the biometric portion of their assets as a business, there are some “bluebird” opportunities as 
we noted in the highlights. The real advantage though is in the fact that strong biometric technology will be integral 
to nearly every new technology product over time. 

Stock Conclusion 
With the shares now trading at a huge discount to their original IPO price of $1 a great deal of risk has been taken 
out of the shares. While our IV has come down mostly to $6.13 it still represents tremendous potential returns. 

The deal with WorldVentures “de-risks” the story to a large degree although the company must still execute in 
delivering much larger volumes of Wockets with incremental features to their new large customer. 

Dynamic Pairing Codes can be shared 
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As we mentioned at the start of the note, the risk/return from the current stock level is very attractive. Longer-term 
investors will also note that our IV for 2016 doubles, so if NXT-ID exits 2015 with good momentum there is quite a 
bit of additional upside.  

 

Editor's Note: This article covers one or more stocks trading at less than $1 per share and/or with less than a $100 
million market cap. Please be aware of the risks associated with these stocks. 

Disclosures 
SoundView serves as a strategic advisor to NXT-ID and provides this research note for informational purposes only. 
SoundView does not have “ratings” and is not an investment bank, broker/dealer or registered investment advisor. 
We’ve undertaken to research all facts presented here but can make no promises that they are correct or that our 
reasoning and supporting intrinsic valuation model is an accurate depiction of the future. SoundView employees may 
have positions in stocks they work on, however at the time of this writing we are not aware of any outstanding positions 
in the shares of NXT-ID. 

 

 


