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Successful fund-raising to fuel growth

Nektan is an innovative B2B mobile gaming platform provider, gaining
positive momentum in Europe and the US. However, the business is still
early stage, with £13.3m FY17 revenues accompanied by continued
EBITDA losses. During 2017, Nektan secured a £2.5m loan from
management and raised £1.76m via a placing and subscription of new
shares. Depending on performance, we believe further fund-raising is
possible. The dilution from the 2017 fund-raising has been mitigated by
positive sentiment over subsequent management share purchases, as well
as a new investor. In our view, profitable revenue growth and a move to
positive EBITDA are necessary for a re-rating.

Management supports loan and fund-raising

In December 2017, Nektan raised £1.76m via the placing and subscription of new
shares at 21p, supported by existing shareholders and management. The new
shares comprise 18.9% of the enlarged share capital and net proceeds will be used
for investment into the platform and growth opportunities in the US and Asia. This
follows a £2.3m fund-raising in December 2016. During 2017, Nektan also agreed a
£2.5m unsecured loan facility (10% interest, from management) and favourably
amended the warrant issuance terms related to its £10m convertible loan note.

Increased pipeline and narrowing losses

Nektan’s Q218 net gaming revenues (NGR) grew sequentially by 21.9% to £4.7m,
which represents a 41.6% y-o-y increase. The company now operates 94 brands
with 51 partners, with a strong pipeline for H218. Encouragingly, the newly
launched Evolve Lite (pure B2B) generated £47k in the quarter and its first global
contract is due to go live in Q318. Nektan is still early stage and, despite numerous
cost-savings, FY17 EBITDA loss was still £3.4m (from £5.7m in FY16). We believe
EBITDA breakeven is possible towards the end of FY18, as the company continues
to scale across different geographies. Net debt at June 2017 was £10.0m.

Valuation: EBITDA losses; 1.7x 2017 EV/sales

The stock has fallen tenfold since its 2014 IPO, due to slower than expected
revenue and EBITDA progression, as well as continued dilution from warrants and
share placements. In addition, numerous management changes have added to
uncertainty. However, the recent fund-raise has provided working capital and the
company is how better placed to pursue growth. In our view, a move into
profitability would be a catalyst for a re-rating. There are currently no consensus
estimates.

Headline financials

Year Revenue PBT EPS DPS PIE Yield
end (June) (Em) (Em) (p) (p) (x) (%)
06/16 59 (10.5) (44.8) 0.0 NA NA
06/17 133 (6.2) (21.8) 0.0 NA NA

Source: Bloomberg, company accounts

QuickView

Travel & leisure

11 January 2018

Share price graph
60

55 4

50

45

40 1

35

30

251

20

15

FM AMJ J A S O ND J

Share details

Code NKTN
Listing AIM
Shares in issue 44.4m

Business description

Nektan is an international B2B mobile gaming
content developer and platform provider. Formed in
2011, it develops and operates mobile games in the
regulated interactive real money gaming space. Its
Respin subsidiary provides US casinos with mobile-
based, in-venue technology and products.

Bull

Innovative proprietary platform (Evolve) is gaining
momentum across Europe and the US. In
addition, Evolve Lite (pure B2B) is live and has
won its first global contract.

Significant potential for growth in the US market,
in both land-based casinos and freemium.

Speed to market is a key differentiating factor and
profitability is expected as the company scales.

Bear

Nektan is a loss-making, early-stage business.
Net debt is relatively high and further fund-raising
in 2018 is possible.

Significant management changes, including the
resignation of the CEO in 2017.

Nektan has a number of B2B competitors that are
larger and better funded.
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is registered on the New Zealand Financial Service Providers Register (FSP number 247505) and is registered to provide wholesale and/or generic financial adviser services only. Edison Investment Research Inc (Edison
US) is the US subsidiary of Edison and is regulated by the Securities and Exchange Commission. Edison Investment Research Pty Limited (Edison Aus) [46085869] is the Australian subsidiary of Edison. Edison Germany
is a branch entity of Edison Investment Research Limited [4794244].
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laws. As such, Edison does not offer or provide personalised advice. We publish information about companies in which we believe our readers may be interested and this information reflects our sincere opinions. The
information that we provide or that is derived from our website is not intended to be, and should not be construed in any manner whatsoever as, personalised advice. Also, our website and the information provided by us
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sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell, subscribe, or underwrite any securities mentioned or in the topic of this document. This document is provided for information
purposes only and should not be construed as an offer or solicitation for investment in any securities mentioned or in the topic of this document. A marketing communication under FCA rules, this document has not been
prepared in accordance with the legal requirements designed to promote the independence of investment research and is not subject to any prohibition on dealing ahead of the dissemination of investment research.

Edison has a restrictive policy relating to personal dealing. Edison Group does not conduct any investment business and, accordingly, does not itself hold any positions in the securities mentioned in this report. However,
the respective directors, officers, employees and contractors of Edison may have a position in any or related securities mentioned in this report. Edison or its affiliates may perform services or solicit business from any of the
companies mentioned in this report. The value of securities mentioned in this report can fall as well as rise and are subject to large and sudden swings. In addition it may be difficult or not possible to buy, sell or obtain
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information only and is not intended to constitute a recommendation or opinion in relation to acquiring or disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a
"personalised service" and, to the extent that it contains any financial advice, is intended only as a "class service" provided by Edison within the meaning of the FAA (ie without taking into account the particular financial
situation or goals of any person). As such, it should not be relied upon in making an investment decision. To the maximum extent permitted by law, Edison, its affiliates and contractors, and their respective directors, officers
and employees will not be liable for any loss or damage arising as a result of reliance being placed on any of the information contained in this report and do not guarantee the returns on investments in the products
discussed in this publication. FTSE International Limited ("FTSE") (c) FTSE [2014]. "FTSE(r)" is a trade mark of the London Stock Exchange Group companies and is used by FTSE International Limited under license. All
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