EDISON
The NAGA Group

Further ecosystem expansion delayed

NAGA Group initiated a restructuring process in April 2019 and will now
focus on its only profitable product, Naga Trader. For FY19, the company
duides to a substantial decrease in revenues from advisory services to
Naga Development Association (NDAL). This is accompanied by a €1.8m
value adjustment on receivables from NDAL in FY18. This is the result of
weak market conditions (particularly in cryptocurrencies), according to the
company. Consequently, the targeted expansion of a complete NAGA
ecosystem will be postponed.

Earnings affected by higher costs and one offs

NAGA Group reported 25% y-o-y growth in revenues to €16.1m in FY18 despite a
decline in trading volumes, driven by the expansion of the customer base of NAGA
Markets. At the same time, NAGA recognised several one-off items, including a
€1.8m value adjustment on receivables from NDAL. NAGA also incurred higher
personnel expenses (€6.8m vs €2.7m in FY17) following the consolidation of
Hanseatic Brokerhouse Securities (HBS) and marketing spending (€1.8m vs €0.2m
in FY17). As a result, NAGA generated a significant decrease in EBITDA (€0.3m
versus €2.9m in FY17) and a higher net loss (€4.1m vs €2.2m in FY17) and thus
missed its guidance of a slight year-on-year decline.

Weaker performance triggering optimisation

NAGA’s restructuring measures are aimed at cost savings of 60-70% vs FY18,
with first effects expected to be visible in 2020. This is accompanied by Yasin
Qureshi, the company’s co-founder and largest shareholder, moving from the
management board to a newly created advisory board on 30 April 2019. In FY19,
NAGA anticipates a slight decline in brokerage revenues (following the weaker
business activity in Q119) and a substantial decrease in revenues from NDAL. In
addition, NAGA expects restructuring costs will weigh its results down and guides
to a significantly lower EBITDA and net income in FY19 vs FY18. NAGA remains
confident it will be able to complete the turnaround without additional capital
measures.

Valuation: Reflecting negative newsflow

The recently initiated restructuring and lower than expected FY18 results and
subdued FY19 guidance have triggered a further share price decline. The
company’s shares are trading at an FY18 EV/sales ratio of 2.2x. Blockchain and
fintech companies that are still in the ramp-up phase may be the most appropriate
comparators given NAGA's short operating history.

Historical financials

Year Revenue* EBIT PBT EPS** PIE Yield
end (€m) (€m) (€) (€) (x) (%)
12/15 0.60 (0.77) (0.78) (15.60) N/A N/A
12/16 3.23 (6.40) (6.49) (131.60) N/A N/A
12117 14.11 (1.90) (2.10) (0.14) N/A N/A
12/18 17.72 (4.82) (4.96) (0.10) N/A N/A

Source: NAGA Group. Note: *Total performance as reported by the company. ** Based on

50,000 shares in 2015, 50,001 in 2016 and 21,000,048 shares in 2017.
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Business description

The NAGA Group is a fintech start-up in social
trading with a flagship product Naga Trader and its
own cryptocurrency (NAGA Coin). Headquartered in
Hamburg, the company acquired Hanseatic
Brokerhouse Group in early 2018, now rebranded to
Naga Brokers.

Bull

Social trading and robo-advisers may gain
significant traction in Germany.

German fintech companies may benefit from
Brexit.

Ongoing restructuring may improve results in
FY20.

Bear

Significant decline in revenues from services to
NDAL.

Subdued short-term earnings outlook due to
restructuring measures.

Uncertainties in the capital market, especially in
cryptocurrency space.
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Financials: Burdened by higher opex and one offs

NAGA'’s revenues increased 25% y-o0-y to €16.1m in FY18, in line with the company’s forecast of a
year-on-year sales growth. Brokerage revenues reached €8.1m (up by 24% y-o-y) coupled with the
expansion of NAGA Markets’ (NAGA'’s online broker) customer base by ¢ 25.7k. At the same time,
however, trading volume decreased from €42bn to €36bn due to lower market volatility through the
year and new ESMA regulations, which introduced new leverage restrictions for retail clients trading
in CFDs. At end-2018, NAGA Group managed customer assets of €15.8m vs €10.6m at end-2017.
Revenues from services increased 27% y-o-y to €8.0m in 2018, which included €7.6m generated
on sales to NDAL, the company’s business partner. NDAL raised US$50m in an initial coin offering
(ICO) (conducted by NAGA last December) and is responsible for the development of the NAGA
Coin, NAGA Wallet and NAGA Exchange. Together with revenues from activated programming
services of €1.6m, NAGA'’s total performance stood at €17.7m in FY18, up 26% y-o-y.

EBITDA decreased to €0.3m from €2.9m in FY17 and the net loss was €4.1m vs €2.2m in the
previous year. This means earnings fell short of the company’s guidance of a slight year-on-year
decline. Dynamic growth in total performance and reduction of brokerage expenses on the
acquisition of HBS were more than offset by higher operating costs and one-off items. Over FY18,
NAGA'’s personnel expenses increased significantly to €6.8m from €2.7m, driven by an increase in
headcount following the HBS acquisition (91.5 in full-time equivalents at end-2018 vs 22 at end-
2017), higher salaries and an €0.5m management bonus payment attributable to FY17
performance. Marketing expenses reached €1.8m vs €0.2m in FY17 as the company embarked on
new promotional activities, such as the HSV partnership and co-operation with Sky Media. The
company previously highlighted that marketing expenses for the 2018/19 football season should
reach ¢ €1.8m and anticipates this will have a positive impact on its business in 2019.

One-off items included a value adjustment on receivables of €1.8m, predominantly an adjustment
for doubtful receivables at €1.7m. We note that this write-off was booked on receivables from NDAL
for NAGA'’s advisory services. This may come as a surprise given that NDAL collected the
equivalent of US$50m in the ICO in December 2017. We believe this write-off may be an indication
that these proceeds are now largely exhausted, as they were already spent and/or because some
part was held in cryptocurrencies and lost a significant part of its value. Moreover, NAGA
recognised an €0.8m impairment charge on NAGA Virtual Software (an exchange for virtual goods),
a former JV with Deutsche Borse that sold its 40% stake in the platform to NAGA in September
2018.

In FY18, the company’s equity ratio increased to 96.2% from 79.7%, assisted by a sharp growth in
equity to €119.5m from €20.3m. This follows the issue of ¢ 11.8m shares in exchange for
contributions in kind for the acquisition of HBS in February 2018. At the time, NAGA’s shares traded
at €8.10, which boosted the acquisition price to €95.4m (the transaction was entirely non-cash) as
well as NAGA'’s equity This has translated into a goodwill recognition of €94.7m. Importantly,
NAGA'’s current share price is much lower at €0.97.

Operating cash flow was negative at €2.9m vs a negative €4.2m in FY17. NAGA'’s cash position
decreased by 58% y-0-y to €3.7m at end FY18 from €8.7m due to a €3.7m decline in accounts
payables (vs an increase of €1.3m in FY17) and €2.1m investments in intangible assets (vs €1.5m
in FY17), which we understand resulted from the development of Naga Trader.
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Exhibit 1: Financial summary

€000s FY18 FY17 y-0-y change
Revenue 16,119 12,844 25.5%
Brokerage revenue 8,119 6,522 24.5%
Revenue from services 8,001 6,322 26.6%
Activated programming services (commissions) 1,595 1,266 26.0%
Total performance 17,715 14,109 25.6%
Oher operating income 4,719 3,534 33.5%
Purchased services 2,899 3,248 -10.7%
R&D expenses 2,605 2,004 30.0%
Brokerage expenses 1,071 847 26.4%
Commission expenses (29) 2,579 nm
Personnel expenses 6,819 2,699 152.6%
Marketing & advertising expenses 1,774 206 nm
Value adjustments on receivables 1,803 87 nm
Other operating expenses 5,220 3,096 68.6%
EBITDA 270 2,878 -90.6%
Amortisation 5,086 4778 6.4%
EBIT (4,816) (1,900) nm
Financial income 18 1 nm
Financial costs 161 205 -21.5%
Income (loss) before taxes (4,959) (2,104) 135.7%
Income taxes 447 71 nm
Deferred taxes (1,307) 70 nm
Net profit/(loss) (4,100) (2,244) 82.7%

Source: NAGA Group accounts

Subdued outlook coupled with restructuring measures

In April 2019 NAGA announced it will restructure the group amid continued uncertainties in capital
markets, specifically the cryptocurrency space. The company aims to improve profitability through
cost savings of 60—70% compared to FY18. NAGA will now focus on the organic growth of its
customer base and its profitable social trading platform Naga Trader. In addition, it will shift all
operational tasks to the group’s offices in Cyprus and reduce its operations and personnel in
Germany and Spain. It is worth noting that management board member and the company’s largest
shareholder, Yasin Qureshi, moved from the management board to a newly created advisory board
on 30 April 2019 and will focus on strategy, innovation, business development and M&A. As a
result, the management board was reduced from three to two members: Benjamin Bilski, NAGA'’s
co-founder, and Andreas Luecke, who is also a supervisory board member at HBS. The company
hopes the restructuring measures will bring positive effects in FY20.

However, NAGA highlights that unfavourable market conditions and economic uncertainties coupled
with the ongoing restructuring process may have an adverse impact on its FY19 results. Due to
weaker business activity in Q119, NAGA guides to a slight decline in brokerage revenues in FY19.
The company states the trading volume and customer base is growing, with trading volumes
expected to improve 50% y-o-y in FY19. NAGA anticipates EBITDA will decrease substantially,
affected by lower revenues and restructuring costs despite the intended expansion into new
markets outside the EU (for instance, Southeast Asia). We would like to underline that NAGA
expects a significant decline in revenues from advisory services to NDAL, which seems to be an
indication that product development within the Naga ecosystem will be lacklustre in the near term.
Consequently, NAGA expects a higher net loss in FY19 vs FY18.

Product development highlights

In December 2018, NAGA agreed to cooperate strategically with Binance, one of the largest
cryptocurrency platforms in the world as measured by trading volume. In the initial part of the
cooperation, NAGA Group will enable Binance Coin (BNB) cryptocurrency holders to invest in
products on Naga Trader without having to exchange their BNBs for a classic fiat currency
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beforehand. In addition, Naga Trader can now be used to purchase all NAGA'’s investment products
via a Bitcoin or Ethereum account (where these cryptocurrencies may act as base currencies) and
customers may take short positions in cryptocurrencies. We estimate that the average daily traded
value in the BNB cryptocurrency over the last three months was around $354m.

In our last we discussed the remaining FY 18 developments in the NAGA ecosystem,
such as the introduction of an Al-based robo-adviser, the launch of the beta version of Naga
Exchange (which went live in May 2019) and the introduction of Naga Card. It should be noted that
p2pfx, NAGA'’s subsidiary that was supposed to launch its online FX/CFD peer-to-peer trading app
by the end of 2017 or early 2018, did not conduct any business activities in 2018. NAGA states that
this year it will develop a new cryptocurrency-trading platform and change p2pfx’s name
accordingly. We understand that NAGA intends to focus primarily on Naga Trader and will keep the
investments in other components of the ecosystem (including products developed by NDAL) to a
minimum amid the ongoing restructuring process. Having said that, NAGA intends to launch a new
service called NAGA Stocks in August 2019, which will allow users to trade directly in listed stocks
and aims to take some market share from traditional brokers.

Valuation

The downward trend in NAGA'’s share price started in November 2017 and was recently fuelled by
the restructuring announcement, lower than expected FY18 earnings and subdued FY19 forecasts.
The share price has levelled off around €1.0, which is below the IPO price of €2.60 and less than
the sale price of the transactions conducted by management and supervisory board members in
April and July 2018 (with the sale price range of around €5.90-5.95 per share and a total volume of
¢ €330k).

Given NAGA'’s short-term operating history and business focus, blockchain and fintech companies
still in the ramp-up phase may be appropriate comparators for valuation purposes. The peer group
thus includes online brokers (eg IC Group and CMC Markets), fintech companies (Cinnober
Financial Technology) and mobile social media and gaming apps (Momo and Gree). These
companies are still young, small in scale and are often listed on exchanges with lighter regulatory
burdens (such as OTC markets in the US). NAGA is trading at an FY18 EV/sales ratio of 2.2x.

Exhibit 2: NAGA group peer comparison

Market cap PIE (x) EV/sales (x) EV/EBITDA (x)
Company name Localccym 2018 2019 2020 2018 2019 2020 2018 2019 2020
IG Group £2,197 9.7 138 14.3 3.1 38 37 6.2 8.6 8.8
CMC Markets £278 48.1 12.6 10.0 1.7 14 1.3 14.6 6.3 5.2
Alpha FX Group £276 337 30.7 N/A 10.0 8.1 N/A 2341 20.1 N/A
Cinnober Financial Technology SEK1,947 N/A N/A N/A 5.1 N/A N/A N/A N/A N/A
MyBucks €12 N/A N/A N/A 1.8 N/A N/A 6.0 N/A N/A
Gree ¥125,476 259 30.0 28.1 0.5 0.5 05 35 6.3 55
Momo INC CNY 7,307 15.6 125 10.3 0.1 0.1 0.0 0.2 0.2 0.2
YY INC CNY5,706 9.9 14.2 10.7 N/A N/A N/A N/A N/A N/A
Peer group average 23.8 19.0 14.7 3.2 2.8 1.4 8.9 8.3 4.9

Source: Refinitiv data as at 4 July 2019, Edison Investment Research
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Any Information, data, analysis and opinions contained in this report do not constitute investment advice by Deutsche Bérse AG or the Frankfurter Wertpapierborse. Any investment decision should be solely based on a
securities offering document or another document containing all information required to make such an investment decision, including risk factors. This report has been commissioned by Deutsche Borse AG and prepared
and issued by Edison for publication globally.

Edison Investment Research standard fees are £49,500 pa for the production and broad dissemination of a detailed note (Outlook) following by regular (typically quarterly) update notes. Fees are paid upfront in cash
without recourse. Edison may seek additional fees for the provision of roadshows and related IR services for the client but does not get remunerated for any investment banking services. We never take payment in stock,
options or warrants for any of our services.

Accuracy of content: All information used in the publication of this report has been compiled from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of
this report and have not sought for this information to be independently verified. Opinions contained in this report represent those of the research department of Edison at the time of publication. Forward-looking information
or statements in this report contain information that is based on assumptions, forecasts 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.

Exclusion of Liability: To the fullest extent allowed by law, Edison shall not be liable for any direct, indirect or consequential losses, loss of profits, damages, costs or expenses incurred or suffered by you arising out or in
connection with the access to, use of or reliance on any information contained on this note.

No personalised advice: The information that we provide should not be construed in any manner whatsoever as, personalised advice. Also, the information provided by us should not be construed by any subscriber or
prospective subscriber as Edison’s solicitation to effect, or attempt to effect, any transaction in a security. The securities described in the report may not be eligible for sale in all jurisdictions or to certain categories of
investors.

Investment in securities mentioned: Edison has a restrictive policy relating to personal dealing and conflicts of interest. 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, subject to
Edison's policies on personal dealing and conflicts of interest.

Copyright: Copyright 2019 Edison Investment Research Limited (Edison). All rights reserved FTSE International Limited (‘FTSE”) © FTSE 2019. “FTSE®” is a trade mark of the London Stock Exchange Group companies
and is used by FTSE International Limited under license. All rights in the FTSE indices and/or FTSE ratings vest in FTSE and/or its licensors. Neither FTSE nor its licensors accept any liability for any errors or omissions in
the FTSE indices and/or FTSE ratings or underlying data. No further distribution of FTSE Data is permitted without FTSE’s express written consent.

Edison Investment Research Pty Ltd (Edison AU) is the Australian subsidiary of Edison. Edison AU is a Corporate Authorised Re presentative (1252501) of Crown Wealth Group Pty Ltd who holds an Australian Financial
Services Licence (Number: 494274). This research is issued in Australia by Edison AU and any access to it, is intended only for "wholesale clients" within the meaning of the Corporations Act 2001 of Australia. Any advice
given by Edison AU is general advice only and does not take into account your personal circumstances, needs or objectives. You should, before acting on this advice, consider the appropriateness of the advice, having
regard to your objectives, financial situation and needs. If our advice relates to the acquisition, or possible acquisition, of a particular financial product you should read any relevant Product Disclosure Statement or like
instrument.

The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and habitual investors who are “wholesale clients” for the
purpose of the Financial Advisers Act 2008 (FAA) (as described in 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. 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. 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 (i.e. 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.

This document is prepared and provided by Edison 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.

This Communication is being distributed in the United Kingdom and is directed only at (i) persons having professional experience in matters relating to investments, i.e. investment professionals within the meaning of Article
19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended (the "FPQ") (ii) high net-worth companies, unincorporated associations or other bodies within the meaning of Article 49
of the FPO and (jii) persons to whom it is otherwise lawful to distribute it. The investment or investment activity to which this document relates is available only to such persons. It is not intended that this document be
distributed or passed on, directly or indirectly, to any other class of persons and in any event and under no circumstances should persons of any other description rely on or act upon the contents of this document.

This Communication is being supplied to you solely for your information and may not be reproduced by, further distributed to or published in whole or in part by, any other person.

The Investment Research is a publication distributed in the United States by Edison Investment Research, Inc. Edison Investment Research, Inc. is registered as an investment adviser with the Securities and Exchange
Commission. Edison 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. This report is a
bona fide publication of general and regular circulation offering impersonal investment-related advice, not tailored to a specific investment portfolio or the needs of current and/or prospective subscribers. As such, Edison
does not offer or provide personal advice and the research provided is for informational purposes only. No mention of a particular security in this report constitutes a recommendation to buy, sell or hold that or any security,
or that any particular security, portfolio of securities, transaction or investment strategy is suitable for any specific person.
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