EDISON
Snakk Media

Loss significantly reduced to near breakeven

The restructuring initiated in FY17 started to benefit the group in Q218 and
Snakk Media finally returned to profit in its second half. Revenues for FY18
were close to the prior year at NZ$10.3m (NZ$10.6m), with increased self-
service mobile advertising revenues offset by a decline in business in
Southeast Asia (where overheads have been pared back). The cost base in
FY19e will be lower with the full-year benefit. The group had year-end cash
of NZ$1.1m, just below the current market capitalisation of NZ$1.3m.

Substantial cost reductions

Employee costs for FY18 at NZ$3.8m were down from NZ$5.8m in the prior year,
with other operating expenses also trimmed significantly to NZ$2.4m (NZ$3.7m).
The group returned a profit after tax of NZ$0.35m for H218; the first six-month
period in profit for six years. Resource was focused on those regions and activities
with the better potential for positive returns, particularly Melbourne and Brisbane,
with the Sydney team reorganised more recently. Management expects operating
expenses to be lower still in FY19, showing a full-year benefit. In Southeast Asia, it
is looking at how to offer managed services for its highly targeted geo and audience
in-app advertising on a profitable basis. Self-service, introduced as an alternative
service for clients that prefer to be more ‘hands-on’, has grown well, to 16% of
group revenues. However, with negligible visibility, management is now less
confident the momentum will be sufficient to drive growth. Snakk already gathers
and blends consumer behavioural data to inform its audience targeting for its
managed services products. It may be able to monetise this more effectively
through charging for access or for activation fees.

Financial position strengthened

At the end of March 2018, Snakk had a cash position of NZ$1.1m, up from
NZ$0.5m at the half year. There was an operating cash inflow in H218, which all but
eliminated the H118 outflow, reflecting the reduced costs. The subscription by the
Manji Family Trust raised NZ$108k in H118. Management continues to appraise
capital strategy options.

Valuation: Little for operating business

Snakk’s share price has lifted off the lows reached in April and May 2018. Given the
scale of the group, comparisons to global peers are of limited use but, for context,
these currently trade at median multiples of 1.1x EV/sales and 8.6x EV/EBITDA.

Historical financials

Year Revenue  Gross profit PBT EPS EVigross EV/sales
end (NZ$m) (NZ$m) (NZ$m) (c) profit (x) (x)
03/15 9.2 39 (4.0) (25.6) 0.06 0.02
03/16 105 6.6 (0.9) (6.6) 0.03 0.02
03/17 10.6 6.3 (3.2) (20.2) 0.04 0.02
03/18 10.3 6.0 (0.3) (1.6) 0.04 0.02

Source: Company accounts
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Business description

Mobile advertising technology company Snakk Media
specialises in engaging consumers. It works to
identify and target mobile audiences, whether directly
by advertising to mobile devices or indirectly using
the mobile consumer data through other channels.

Bull

Broadening range of products and services.
UberMedia technology partnership.
Strengthened cash performance.

Bear

Slower growth of self-service than anticipated.
Highly competitive sector.

Comparatively small scale.
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FY19 revised KOMs

Snakk has now published its performance against target key operating milestones (KOMs) for
FY19e. The table below shows these in progression.

Exhibit 1: Performance against KOMs

Q118 Q218 Q318 Q418 FY18target FY18actual FY19e target

(%) (%) (%) (%) (%) (%) (%)

Gross margin 57 59 56 60 58 58 58
Compensation ratio 44 37 29 34 42 36 34
Staff turnover 12 1" 34 10 33 53 40
Click-through rate 0.97 0.98 0.98 0.98 0.97 0.98 N/A

Source: Snakk Media

The fourth KOM is currently under review. Alternatives are being explored and a decision should be
made by the end of June 2018.

The new gross margin KOM is unchanged from prior year (target and actual), while the
compensation ratio reflects the level of underlying cost that has been taken out of the
business. Gross margin overshot the target in Q418, reflecting a greater proportion of the
higher-margin managed service income in the mix than originally forecast. The new target
compensation ratio for FY19e is in line with that achieved for Q418.

The staff turnover ratio is inherently volatile as the business employs a relatively small number of
people.
Half-by-half shows profit progression

Exhibit 2: Half-year revenues by geography (NZ$)

H117 H217 FY17 H118 H218 FY18 Growth
Revenue 4,706,095 5,919,820 10,625,915 5,330,677 4,920,716 10,251,393 4%
Net operating
revenue 6,348,323 5,976,528 6%
PBT (3,174,426) (266,896)
PAT (1,872,496)  (1,301,930)  (3,174,426) (616,798) 349,902 (266,896)

Source: Company accounts

Looking at the headline financials on a half-by-half basis shows more clearly the pattern of
improving profitability as cost has been taken out of the business. Although the revenue line has
come back 4%, this represents a combination of the growth of the self-service to NZ$1.6m and a
more substantive drop-off in managed service revenues. This was particularly notable in Southeast
Asia, where revenues were down NZ$1.1m on the prior year. Management is appraising re-
establishing this business, but only if it can be done profitably.

High levels of competition in Sydney and in New Zealand have made those markets more difficult
and Snakk has reconfigured its approach in both to target profitable growth.

Peer comparison

Snakk’s share price dropped sharply following the KOM updates in early April, falling from NZ$0.27
to NZ$0.09 initially. Since then, it has continued to drift, hitting lows of NZ$0.04 in April and May
2018. Using the year-end cash balance of NZ$1.08m, the group has a small but positive EV, but
this does not give particularly useful metrics for a peer comparison based on multiples. Quoted
companies in the space are trading at the multiples shown below.
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Exhibit 3: Listed peer comparison
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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 Pty Limited (Edison Aus) [46085869] is the Australian subsidiary of Edison. 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 Investment Research Pty Limited (Corporate Authorised Representative (1252501) of Myonlineadvisers Pty Ltd (AFSL: 427484)) and any access to it,
is intended only for "wholesale clients" within the meaning of the Corporations Act 2001 of Australia. 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
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