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The NAGA Group

Making efforts towards Naga Group 2.0

NAGA Group has largely completed its restructuring (initiated in April
2019) aimed at cost savings and increased focus on its only profitable
product, Naga Trader. Restructuring costs, coupled with market and
regulatory headwinds, resulted in weak H119 results. Despite the above,
NAGA has maintained its FY19 guidance and expects to see the benefits of
its repositioning in FY20. Meanwhile, Fosun Group (NAGA’s major
shareholder) has agreed to inject €5m new funding into the company.

Restructuring and downturn in sales hamper results

NAGA reported a significant drop in H119 EBITDA to a €4.6m loss vs a €2.2m profit
in H118 as a ¢ €1.6m y-o0-y reduction in operating costs following the restructuring
(despite still being burdened with one-off severance payments) did not offset a 79%
downturn in revenues to €1.7m. Lower revenues were driven by a 71% drop in
brokerage fees on the back of lower market volatility and the new European
Securities and Markets Authority (ESMA) regulation, as well as the lack of revenues
from NDAL (NAGA'’s business partner). H2 trading has seen an improvement and
hence NAGA has confirmed its FY19 guidance for a slight decline in brokerage
sales and significant drop in EBITDA and net income. It expects that the full effects
of the recently completed restructuring will be seen in FY20.

Capital injection from Fosun

NAGA's main shareholder, the Chinese conglomerate Fosun Group, has agreed to
provide €56m of new capital to the company, €3m of which will be granted in the
form of senior loans and €2m in a convertible note. Management highlights that the
funds will support NAGA's re-launch after restructuring, while we note its
importance for NAGA's liquidity (cash was €1.3m at end-H119 vs net cash outflow
of €2.3m). Fosun will also increase its stake in NAGA by ¢ 17pp, becoming its
majority shareholder. Meanwhile, NAGA has focused on improving its core product,
Naga Trader, and expansion into South-East Asia. NAGA confirms it will continue to
work with NDAL on the NAGA Exchange and NAGA wallet products.

Valuation: Reflecting recent challenges

Following a c 60% share price decline since the announcement of the restructuring
in April 2019, NAGA trades at a 1.4x FY18 EV/sales multiple. Given NAGA's short
operating history, blockchain and fintech companies still in the ramp-up phase may
be the most appropriate comparators.

Historical financials

Year Revenue* EBIT PBT EPS** PIE Yield
end (€m) (€m) (€m) (€) (x) (%)
1215 0.6 (0.8) (0.8) (15.6) N/A N/A
12/16 3.2 (6.4) (6.5) (131.6) N/A N/A
12117 14.1 (1.9) (2.1) (0.1) N/A N/A
12/18 17.7 (4.8) (5.0 (0.1) 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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Impact of restructuring costs and drop in sales

In H119, NAGA's total performance declined to €2.0m from €8.6m in H118, affected by a significant
drop both in brokerage sales and revenues from services. The former decreased 71% y-0-y to
€1.3m due to lower market volatility in the period as well as ESMA regulations launched in July
2018 (which introduced new leverage restrictions for retail clients trading in CFDs). At end-June
2019, NAGA managed assets of €13m, which represents a decline from €15.8m at end-December
2018. This is despite the increase in customer base to 22.4k from 20.2k at end-December 2018
(the number of customers who keep funds in their accounts). Importantly, revenues from services
decreased to €0.3m from €3.4m as the company did not generate any sales from advisory services
to NDAL, its business partner, which raised US$50m in an initial coin offering (ICO) conducted in
December 2018. After reporting €1.7m in write-offs on receivables from NDAL in FY18 (see more
details in our last ). NAGA confirms it will continue to work with NDAL on the NAGA
Exchange and NAGA wallet products (receivables from NDAL were €2.1m at end-H119).

EBITDA was negative €4.6m vs positive €2.2m in H118 as cost reductions in conjunction with the
restructuring process did not offset a significant decline in sales. Having said that, following recent
restructuring measures, NAGA was able to reduce its operating expenses by €1.6m to €6.8m,
assisted by a €1m fall in R&D expenses to €0.6m (after the company decided to postpone the
development of the NAGA ecosystem). Personnel expenses decreased only slightly to €2.4m from
€2.8m despite reduced headcount, affected by one-off severance and indemnity payments. As a
result, NAGA's net loss reached €6.7m in H119 (vs €15k in H118).

Exhibit 1: Financial summary

€000s H119 H118 y-0-y change
Revenue 1,672 8,076 (79.3%)
Brokerage revenue 1,348 4,629 (70.9%)
Revenue from services 323 3,446 (90.6%)
Capitalised programming services 356 474 (24.9%)
Total performance 2,028 8,550 (76.3%)
Other operating income 184 2,000 (90.8%)
R&D expenses 570 1,563 (63.5%)
Brokerage expenses 751 426 76.3%
Commission expenses 0 (14) N/M
Personnel expenses 2,409 2,846 (15.4%)
Marketing & advertising expenses 1,079 1,114 N/M
Other operating expenses 1,986 2,418 (17.9%)
EBITDA (4,583) 2,197 NIM
Amortisation 2,190 2,253 (2.8%)
EBIT (6,774) (56) N/M
Financial income 1 0 N/M
Financial costs 2 60 N/M
Income (loss) before taxes (6,774) (116) N/M
Income taxes (82) (101) N/M
Deferred taxes 0 0 N/M
Net profit/(loss) (6,692) (15) N/M

Source: NAGA group accounts

Operating cash flow was an outflow of €1.7m vs an outflow 0f€0.6m in H118, resulting in a net cash
outflow of €2.3m (vs €1.9m in H118). As a result, NAGA’s cash position decreased to €1.3m from
€3.7m at end-December 2018. In this context, we understand its future liquidity may be dependent
on the €5m funding from Fosun Group (a Chinese investment company and NAGA's main
shareholder), on which the companies agreed in August 2019 (see more details below).

NAGA maintains its FY19 forecast for a significant decline in EBITDA and higher net loss vs FY18.
It still anticipates a slight decline in brokerage revenues in FY19 as it states that weak H119 figures
should be partly offset by stronger performance in H219. NAGA highlights that new customer
deposits recently increased to €3.5m (up by 50% compared with the monthly average in 2019),
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while the monthly number of transactions increased 65% to 388k and trading volumes reached
€4.6bn, up by 85%.

Focus on core product after restructuring

As of end-H119, NAGA has largely completed restructuring of the group, which it initiated in April
2019 amid continued uncertainties in capital markets (see more details in our last ).
Management highlights that the company has grown in many directions since its launch in 2015 but
its activities were not streamlined, which led to high operating costs coupled with inefficient
marketing and group structures.

The restructuring was thus aimed at reducing the operating costs by 60-70% compared with FY18
(when they amounted to ¢ €22m). Management guides that the full effects of the restructuring
measures will be visible in 2020. To date, NAGA has reduced its management board from three to
two members, closed the offices in Spain, downsized the team in Germany and transferred its
operational activities to Cyprus. NAGA anticipates further cost savings on marketing on expiration
of its co-operation with Sky Media after the 2018/19 football season (c €1.8m as previously stated
by the company).

As part of the restructuring, NAGA has focused on its core product, Naga Trader, by integrating its
offering (CFDs, in-game items and cryptocurrencies) into one platform (which the company claims
is almost complete). Currently, its flagship product is the auto-copy feature, which enables users to
replicate the trading of top investors on the platform. NAGA plans to commence a new service that
will allow users to trade directly in listed stocks in Q419 (although its launch has been postponed
from August 2019). The development of other components of the original ecosystem seems to be
on hold for now.

In parallel, the company has initiated its expansion into Asian markets, including Thailand,
Malaysia, Indonesia and Vietnam, coupled with extending its team in these countries. NAGA
expects that a rise in transaction volumes in these markets will be reflected in its results from FY20
(we understand that since May 2019, these markets contributed c €0.1m to H119 brokerage sales).

Fosun agrees to inject new capital

In October 2019, NAGA announced that its existing shareholder, Fosun Group, will provide the
company with €5m of new funding, of which €3m will be granted in the form of senior loans and
€2m in a convertible note. In addition, Fosun will acquire ¢ 17.2% of the company’s shares from
former HBS shareholders (NAGA acquired the company in February 2018) and in turn become
NAGA's majority shareholder. As part of the transaction, ¢ 90% of NAGA's shareholders agreed to
lock up their shares for three years and enter into a voting pool in the period (ie they will vote the
same way).

We note that completion of the transaction is important for NAGA's business given its current cash
position. Management acknowledges that NAGA was able to re-launch after restructuring, thanks to
Fosun’s investment and hopes its integration with the company will give it access to new markets
and a new customer base. It is worth highlighting that Fosun has been NAGA’'s main investor in
recent years. The company owned 34.5% of NAGA before IPO in July 2017 and still held ¢ 30% of
the company’s shares at end-FY17 (no more recent data available). Notably, Fosun has a
representative on NAGA's supervisory board.

Along with the Fosun news, NAGA's management announced that it intends to co-invest by
acquiring shares from the same group of shareholders as Fosun.
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Valuation

Since the restructuring announcement in April 2019, NAGA's share price has declined 60% to

¢ €0.70. This 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. Having said that,
we acknowledge that NAGA's lack of profits and turnaround stage limit the value of this comparison.
The peer group includes online brokers (eg IC Group and CMC Markets), fintech companies
(Cinnober Financial Technology) and mobile social media and gaming apps (Gree). These
companies are still young, small in scale and 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 1.4x.

Exhibit 2: NAGA group peer comparison

Market cap PIE (x) EV/sales (x) EV/EBITDA (x)
Company name Local ccy 2018  2019e  2020e 2018  2019e  2020e 2018  2019e  2020e
m

IG Group £2,439 15.4 16.6 14.9 4.3 4.3 4.0 10.9 10.9 9.7
CMC Markets £365 63.1 12.9 12.6 24 1.8 1.8 7.2 7.2 7.0
Alpha FX Group £408 495 39.1 327 15.6 10.9 8.5 26.8 26.8 218
Cinnober Financial ~ SEK1,947 N/A N/A N/A 5.1 N/A N/A N/A N/A N/A
Technology

Gree ¥129,351 373 313 28.0 0.6 0.6 0.6 6.8 6.8 6.0
YY INC CNY5,227 9.2 16.3 12.0 N/A N/A N/A N/A N/A N/A

Source: Refinitiv data as at 8 November 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 Borse AG or the Frankfurter Wertpapierbdrse. 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 Bdrse 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 Representative (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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