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Snakk Media

Q4 business update

Snakk Media (SNK) has estimated annual advertising revenues to March
2017 at NZ$10.6m, a shade ahead of the prior year ($10.5m). As flagged in
April’s key operating milestone (KOM) updates, Q417 advertising revenues
underperformed budget. Market fundamentals remain strongly in favour of
mobile advertising. A shift in business model, with a fast-growing self-
serve option, is reducing achievable gross margins, although carries a
good operating margin. Management has acted to realign costs to reflect
this change and additional investment has been made in Australian
expansion. The Manji Family Trust has subscribed to additional shares to
assist finding working capital and now holds 17.2% of the equity.

Q417 revenue and gross margin pressure

In the KOM update for Q3, advertising revenues were reported to have risen post
earlier investment and with the benefit of seasonality. Q417, however,
underperformed budget, meaning that the 51% KOM target for compensation to

revenue was missed by some way at 42%. Since Q317, Snakk has been offering its

clients a self-service option for managing their own campaigns on the UberMedia
platform (UberMedia is the group’s key technology partner across Australia, New
Zealand and South-East Asia). This revenue stream has built strongly and has

good momentum into FY18. However, it achieves a lower gross margin. Given that
the cost of provision is obviously much less than for full service, operating margins
are attractive. The relevance of gross margin as a KOM will therefore reduce as

self-service grows in the mix. The industry landscape remains highly competitive in
the serviced offer, with discounting and rebates continuing features. Snakk’s FY17
results will be released by 31 May 2017, at which point the FY18 KOMs will be set.

Manji subscription

The trading pressures have led to a squeeze on cash flow, compromising the
group’s ability to fund the requisite working capital. The Maniji Family Trust, which
previously built a holding of 13.3%, has subscribed to additional shares raising
$110k at a price of $0.20, a substantial premium to the current price of NZ$0.09
(and the 60-day average to 28 April of $0.19). Its stake is now at 17.2% of the

equity.

Valuation: Sharp fall post KOM updates

Snakk’s share price dropped sharply after the earlier KOM updates, from $0.27 to
current levels. At this level, it is not possible to derive appropriate multiples for peer

comparison. Global peers trade at a median of 1.8x sales; 3.1x gross profit.

Historical financials

Year Revenue  Gross profit PBT EPS EVigross EV/sales
end (NZ$m) (NZ$m) (NZ$m) (c) profit (x) (x)
03/14 741 29 (1.9) (12.0) N/A N/A
03/15 9.2 39 (4.0) (25.6) N/A N/A
03/16 10.5 6.6 (0.6) (3.7) N/A N/A
03/17 10.6 6.4 - N/A N/A

Source: Company accounts.
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Business description

Mobile advertising technology company Snakk Media
offers a full suite of mobile creative, content and
technology services, empowering the world's leading
brands and agencies to accurately reach and engage
with consumers on their mobile devices.

Bull
Click-through rates above industry level.

UberMedia technology partnership.

Support of Manji Family Trust.

Bear
Heavy price competition.

Structural reduction in gross margin.

Investment costs.
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Q417 KOMs missed

Snakk is due to issue its preliminary results by 31 May 2017, when it will also announce KOMs for
FY18. In the previous financial year, the Q1 KOM update was issued in late July.

Exhibit 1: Key operating milestones FY17

Q117 actual (%) Q217 actual (%) Q317 actual (%) Q417 actual (%) FY17 actual (%) 2017 target (%)
Click-through rate 0.95 0.98 0.96 0.97 0.97 1.00
Gross margin 67 61 60 52 60 62
Compensation ratio 46 65 41 55 51 42
Staff turnover 12 9 12 5 33 24

Source: Snakk Media

As discussed above, the KOMs of compensation to advertising revenue and for gross margin have
both been undershot. By the end of May when the preliminary figures for the year are released, it
should be clearer if Q4’s trading was an anomaly or not. The structural and market changes
underlying the reduced gross margin may necessitate a revision in the FY18 KOM for that metric.

The click-through rate at 0.97% was slightly below the 1.00% target for the year, but this remains
well above the (mobile advertising) industry rate of around 0.62%.

Staff turnover in the mobile advertising sector — and much of the tech space — is inherently high and
the level for Snakk for FY17 at 33% is not of itself a factor for concern. Given the relatively small
number of FTE employees (now 42), one or two more or fewer staff make a mathematically
meaningful impact on the ratio.

Continuing investment

Alongside the KOM data, the business update outlines further investment in building the
infrastructure to support business growth, beefing up its presence in Melbourne and Brisbane.
Future plans include further modest investment in the Melbourne office, in building the group’s data
analytics capabilities and in customer support for the increasingly important self-service offering.
The South-East Asia business is to be restructured and we would expect further information on this
with the full year announcement.

In terms of the cost-saving and broader restructuring programme, detail is (as yet) scant. The
indication is that the benefit should accrue from Q217 onwards.

The subscription by the Manji Family Trust (Raf Maniji is an ex-London investment banker, now local
politician and investor in Christchurch, New Zealand) provides $110k to fund short-term working
capital. The trust had been progressively building its holding and completion of the placement on 5
May will bring its stake up to 17.2% of the enlarged share capital.

Peer comparison

Snakk’s share price dropped sharply post the KOM updates in early April, falling from $0.27m to
$0.09 initially, before staging a modest rally, then settling back to the NZ$0.09 level. At this level
and using the cash balances at the half-year, the group has an implied negative EV, a situation not
that unusual but nevertheless rendering a peer comparison based on redundant multiples. Quoted
companies in the space are currently trading at the multiples shown below.
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Exhibit 2: Listed peer comparison

Company Code

Taptica TAP: LSE
Criteo CRTO:NASDAQ
SITO Mobile SITO: NASDAQ
RNTS RNM:FRA
Matomy MTMY: LON
RhythmOne RTHM:LON
Median

Source: Bloomberg. Note: Prices as at 2 May 2017. Sales and net debt are last reported.
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Edison is an investment research and advisory company, with offices in North America, Europe, the Middle East and AsiaPac. The heart of Edison is our world-renowned equity research platform and deep multi-sector
expertise. At Edison Investment Research, our research is widely read by international investors, advisers and stakeholders. Edison Advisors leverages our core research platform to provide differentiated services including
investor relations and strategic consulting. Edison is authorised and regulated by the . Edison Investment Research (NZ) Limited (Edison NZ) is the New Zealand subsidiary of Edison. Edison NZ
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 Limited (Edison Aus) [46085869] is the Australian subsidiary of Edison and is not regulated by
the Australian Securities and Investment Commission. Edison Germany is a branch entity of Edison Investment Research Limited [4794244].

DISCLAIMER
This report has been commissioned by NZX Limited (“NZX") and prepared and issued by Edison Investment Research (NZ) Limited (“Edison”). This report has been prepared independently of NZX and does not represent
the opinions of NZX. NZX makes no representation in relation to acquiring, disposing of or otherwise dealing in the securities referred to in this report.

All information used in the publication of this report has been compiled from publicly available sources that are believed to be reliable, however neither NZX nor Edison guarantees the accuracy or completeness of this
report. Opinions contained in this report represent those of the research department of Edison at the time of publication. The securities described in this report may not be eligible for sale in all jurisdictions or to certain
categories of investors. This research is issued in Australia by Edison Australia and any access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act. This research is distributed
in the United States by Edison US to major US institutional investors only. Edison US is not registered as an investment adviser with the Securities and Exchange Commission. Edison US relies upon the "publishers'
exclusion" from the definition of investment adviser under Section 202(a)(11) of the Investment Advisers Act of 1940 and corresponding state securities laws. As such, Edison US does not offer or provide personalised
advice. This research is distributed in New Zealand by Edison). Edison is the New Zealand subsidiary of Edison Investment Research Limited. Edison 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. The distribution of this document in New Zealand 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 New Zealand Financial Advisers Act 2008 (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. Edison publishes information about companies in which we believe our readers may be interested, for informational purposes
only, and this information reflects our sincere opinions. This report is not intended to be, and should not be construed in any manner whatsoever as, personalised advice. Also, this report should not be construed as a
solicitation or inducement to buy, sell, subscribe, or underwrite any securities referred to in this report. For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general
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. Edison has a restrictive policy relating to
personal dealing. Edison 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 accurate information about the value of securities
mentioned in this report. Past performance is not necessarily a guide to future performance. Forward-looking information or statements in this report contain information that is based on assumptions, estimates of future
results, estimates of amounts not yet determinable, and therefore involve known and unknown risks, uncertainties and other factors which may cause the actual results, performance or achievements of their subject matter
to be materially different from current expectations. To the maximum extent permitted by law, NZX, Edison, either of their 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.
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