July 25, 2018

K]_&IPARTN ERS

LEONE

FILM GROUP

Fair Value: €6.31
(Prev. €6.54)

Kevin TEMPESTINI
+39.02.83424007
ktempestini@ktepartners.com

Giancarlo DI VONA
+39.02.83424008
gdivona@ktepartners.com

Federica FIORENZA
+39.02.83424008
ffiorenza@ktepartners.com

LFG 1Y Relative Performance Chart

20 I Volume — Leone Film Group SpA— FTSE AlM ltalia

15

10

1 Wlaw iy
-10 T I T

T T
Aug-17 Nov-17 Feb-18 May-18

- 60.000
£ 40000

- 20000
| |h.._L|‘ s, s F
T T T T T T

Market Data:

Current Price (€) 4.92
Fair Value (€) 6.31
Upside (%) 28.25
Market Cap (€/mn) 69.340
52 Wk High/Low (€) 4.20-5.45

Free Float (%) 24.6

LFG 2018-20: fewer movies...higher budget

In July 2018, LFG disclosed its FY18-20 Business Plan, updating its guidance
for the next 3 years. The new plan is based on the release of 59 movies (45
distribution movies and 14 productions), which should allow LFG to grow its top
line to €136.8mn by the end of 2020 (+ 8.9% CAGR2017-20). Over the next 3 years,
the Group aims to: i) retain a higher share of movies’ rights; ii) distribute a lower
number of movies but with a higher budget; and iii) increase the international
executive productions. Over the period 2018-20, investments are forecasted to
amount to €75.7mn and should allow a decrease in NFP of ca. €10.0mn.

1H18 main releases. Since the beginning of the year, LFG has distributed 5 movies
(The Post, Quello che non so di lei, Wind River, Stronger and 12 Soldiers), of which
2 were released in July (Stronger and 12 Soldiers). In addition, 1H18 saw the
release of Simone Spada’s Hotel Gagarin movie, the TV series Immaturi and
Gabriele Muccino’s A Casa Tutti Bene movie, which is, to date, among the best
performers in 2018.

1H18 market overview. According to Cinetel, the Italian box office kept recording
a negative trend, closing 1H18 down by 7.10%, with box office revenues at
€294.3mn (vs €316.8mn in 1H17). The 4 majors (i.e. Universal, Walt Disney,
01 Distribution and Warner Bros) experienced a decrease in their box office
revenues, with €177.2mn cashed in 1H18 vs €190.5mn in 1H17. The movie A Casa
Tutti Bene ranked among the top 5 movies of the first half of 2018, with box office
revenues exceeding €9.1mn.

LFG’s capital increase. On May 24, 2018 LFG announced the suspension of the
accelerated book building process, aimed to raise up to €30mn, due to difficult
market conditions and political instability. The right issue was aimed at
consolidating LFG’s leadership and increasing the stock liquidity. Instead, the €1mn
right issue reserved to Paolo Genovese was successfully completed and the artistic
director now has a 2.8% stake in LFG.

Estimates review. Following the release of the new business plan, we revised our
estimates, substantially decreasing the FY18 top line by 4.7%, mostly due to the
postponement of some releases. On the other hand, FY19 revenues were revised
upward by 2.1% and are projected to reach €136.0mn in FY20, thanks to: i) the
growing international executive productions; and ii) the distribution of bigger
movies. EBITDA and EBIT are expected to be lower than our previous estimates,
mainly as a result of the lower profitability of the international executive
productions. EBITDA is projected to reach €39.3mn in FY20 (+10.1% CAGR2017-20).
As for the bottom line, Net Income is expected to amount to €10.1mn (+37.4%
CAGR2017-20) as a consequence of the increasing tax credits related to the
production business.
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€ thousand Revenues EBITDA EBITDA Margin EBIT Earnings EPS

2016A 54,707 23,518 43.0% 2,964 1,818 0.13

2017A 105,790 29,423 27.8% 5,423 3,904 0.28

2018E 108,970 30,220 27.7% 6,870 5,429 0.39

2019E 128,100 32,460 25.3% 9,675 7,691 0.55

2020E 136,045 39,310 28.9% 13,045 10,135 0.72

Source: Company data, KT&Partners’ estimates
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Market Trend: 1H18 Italian Box Office Revenues

According to Cinetel, the Italian box office kept recording a negative trend,
closing the 1H18 down by 7.10%, with box office revenues at €294.3mn (vs
€316.8mn in 1H17). Looking at the audience, the number of tickets sold was
45.7mn vs 51.8mn in 1H17, with €6.43 the average ticket price (+5.2% YoY). The
4 majors (i.e. Universal, Walt Disney, 01 Distribution and Warner Bros)
experienced a decrease in their box office revenues, with €177.2mn cashed in
1H18 vs €190.5mn in 1H17. Within the market, Italian movies reported a good
performance, increasing their market share from 18.1% in 1H17 to 28.9% in the
first half of 2018. Among the 10 top movies of 2018, there were 3 lItalian
productions: A Casa Tutti Bene was the fifth in terms of box office (over
€9.1mn).

2018-20 Pipeline

In July 2018, LFG disclosed its FY18-20 Business Plan, updating its guidance for
the next 3 years. The new business plan confirms the growth of the 2 businesses
thanks to the release of 59 movies by the end of the period.

Distribution. On the distribution front, LFG forecasts to distribute 45 movies: 22
films in 2018, 12 films in 2019 and 11 films in 2020. Up to now, 5 movies have
already been released and are still performing on the screen (The Post, Quello
che non so di lei, Wind River, Stronger and 12 Soldiers). We note that the 2018
pipeline includes 4 movies (Stronger, Billionaire Boys Club, Soldier and Tulip
Fever) that were scheduled to be released in 2017 and postponed to 2018 due to
commercial reasons and/or delays in foreign film productions.

It is worth mentioning that changes in release dates are typical in this
industry.

Chart 1: Some 2018-20 Distribution Releases
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Production. As for the upstream, 11 productions and 3 executive productions are
expected to be completed by the end of 2020. A Casa Tutti Bene, directed by
Gabriele Muccino, was released in February 2018 and realized box office revenues
exceeding €9.1mn as of May 2018. The first half of 2018 also saw the release in
theaters of Simone Spada’s Hotel Gagarin movie and the broadcasting on
Mediaset’s channels of the TV series Immaturi. We highlight that the pipeline
also includes international TV series (not included in the 2018-20 Business Plan)
such as Stefano Sollima’s Colt (based on an original idea of Sergio Leone),
Giuseppe Tornatore’s | Beati Paoli, and Vatican, based on the book by Gianluigi
Nuzzi.

Estimates Review: Fine-Tuning of LFG’S BP

Following the release of the new FY18-20 Business Plan, we fine-tuned our
estimates, decreasing the FY18 top line by 4.7%, mostly due to the postponement
of some releases, along with the change in the product mix in the distribution.
Indeed, in the coming years, LFG aims to retain higher percentages of movies’
rights by reducing the pre-sale of equity participations: this implies lower
revenues in the short term but at the same time it allows consolidation of the
Group’s library, thus increasing returns in the long run. On the other hand, for
2019 and 2020, we expect LFG’s revenues to grow at a higher pace on the back
of: i) the growing international executive production business'; and ii) the
distribution of fewer movies but with a bigger budget. In particular, FY19
revenues were revised upward by 2.1% and are projected to reach €136.0mn in
FY20.

Although there is a positive contribution in the top line coming from the
international executive production, this business is characterized by a lower
level of profitability, which penalizes LFG’s main margin. Taking this into
consideration and the higher P&A expenses expected, we revised downward FY18
EBITDA by 6.9% and FY19 EBITDA by 10.2%, reaching €39.3mn in FY20. EBIT has
been decreased to €6.9mn in FY18 (-25.6%) and to €9.7mn in FY19 (-15.4%) and
it is expected to amount to €13.0mn in 2020.

In terms of the bottom line, we projected FY18 and FY19 net income to be higher
than our previous estimates (+8.4% and +16.3%, respectively), thanks to the
increasing tax credits related to the production business. At the end of the
business plan’s period, we expect the bottom line to stand at €10.1mn.

On the capital structure side, we left unchanged our estimates for FY18 net debt,
which is projected to reach €35.0mn by the end of 2020, thus decreasing by
€10.mn over the period 2018-20.

1 Thanks to the “tax credit”, foreign producers intending to locate part of their foreign film-making on Italian soil can take advantage of a
production partnership with domestic producers. In simple terms, even if the Italian executive producer is the only one who can claim the
benefit, the foreign producer will transfer to the Italian company a sum equal to the total Italian cost less the fiscal benefit accrued plus a

fee.
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Table 1: LFG’s FY17-19BP vs KT&P’s Estimates

€ thousand 2017A 2018E 2018E Change 2019 2019 Change 2020
old New old New New

KT&P KT&P KT&P KT&P KT&P

Revenues 105.8 114.3 109.0 -4.7% 125.5 128.1 2.1% 136.0
YoY Change (%) 8.0% 3.0% 9.8% 17.6% 6.2%
EBITDA 29.4 32.4 30.2 -6.9% 36.1 32.5 -10.2% 39.3
YoY Change (%) 10.2% 2.7% 11.4% 7.4% 21.1%
EBIT 5.4 9.2 6.9 -25.6% 11.4 9.7 -15.4% 13.0
YoY Change (%) 70.2% 26.7% 23.8% 40.8% 34.8%
Net Income 3.9 5.0 5.4 8.4% 6.6 7.7 16.3% 10.1
YoY Change (%) 28.2% 39.1% 32.1% 41.7% 31.8%
Net Debt 40.50 45 45 0.0% 45.0 40.0 -11.1% 35.0
YoY Change (%) 11.1% 11.1% n.a. -11.1% -12.5%

Source: Company data and KT&Partners’ estimates

Valuation

Given the level of seasonality that characterizes this business (which includes
box office volatility and the risk of the postponement of some films, with its
consequent relevant effect on cash flows), we believe the best way to provide
a fair valuation of LFG is to focus on multiple comparisons. Even if we
recognize that different amortization policies could affect results, we believe
the use of EBIT and earnings multiples makes sense, as D&A also represent a part
of the cost of films produced or distributed that otherwise could not be properly
reflected.

Peers have been chosen to take into account the business activity and the
services provided. However, it is worth noting that the selected companies are
quite different in terms of the size of revenues and international presence.

Table 2: Peer Group Valuation Table - 2018 Multiples

Stock Market Cap EV/SALES EV/EBITDA

Company Name ST (€mn) 2018 2018 EV/EBIT 2018 P/E 2018
Lions Gate Entertainment Corp Class A NYSE 4,436 2.21 15.07 26.23 n.m.
Entertainment One Ltd. London 1,932 1.90 11.46 11.62 15.00
EuropaCorp SA Euronext Paris 73 1.92 2.96 n.m n.m
Eros International PLC Class A NYSE 701 3.60 11.42 13.23 24.55
Avg. International Peer Group 1,786 2.41 10.23 17.03 19.77
Leone Film Group SpA Milan 67 0.98 3.55 15.62 12.31
Lucisano Media Group S.p.A. Milan 33 n.a. n.a. n.a. n.a.
Notorious Pictures S.p.A. Milan 46 1.29 3.92 8.16 11.76
Avg. Italian Peer Group 39 1.29 3.92 8.16 11.76
Leone Film Group SpA Milan 67 0.98 3.55 15.62 12.31

Source: KT&Partners’ elaboration on Factset data
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Table 3: Peer Group Valuation Table - 2019 Multiples

Stock Market Cap  EV/SALES EV/EBITDA

Company Name E (€mn) 2019 2019 EV/EBIT 2019 P/E 2019
Lions Gate Entertainment Corp Class A NYSE 4,436 2.05 13.34 20.94 30.53
Entertainment One Ltd. London 1,932 1.74 10.36 10.38 12.90
EuropaCorp SA Euronext Paris 73 1.72 2.41 n.m n.m
Eros International PLC Class A NYSE 701 3.02 9.09 10.43 17.01
Avg. International Peer Group 1,786 2.13 8.80 13.92 20.15
Leone Film Group SpA Milan 67 0.84 3.31 11.09 8.69
Lucisano Media Group S.p.A. Milan 33 n.a. n.a. n.a. n.a.
Notorious Pictures S.p.A. Milan 46 1.21 3.47 6.32 9.00
Avg. Italian Peer Group 39 1.21 3.47 6.32 9.00
Leone Film Group SpA Milan 67 0.84 3.31 11.09 8.69

Source: KT&Partners’ elaboration on Factset data

We decided to exclude Italian comparables as their valuations (highlighted in the
tables above) are completely decoupled by fundamentals and do not represent
the real multiples of the movie/entertainment industry.

On the other hand, we have applied a 15% discount to international peers to
reflect the lower stock liquidity of LFG. Focusing on 2018 and 2019 EV/EBIT
and P/E multiples, we derive a valuation of €4.71ps and €7.91ps, respectively.
We took the average and we set €6.31ps as a fair value.

Table 4: Multiples Valuation

Multiple Valuation (€mn) 2018E 2019E Average
EV/EBIT multiple comparison

Peer Group EV/EBIT netted from 15% liquidity discount 14.47 11.83

LFG EBIT 6.87 9.68

Enterprise value 99.43 114.44

LFG Net Debt FY17 40.50 40.50

Equity Value 58.93 73.94

Number of shares (mn) 14.09 14.09

Value per share 4.18 5.25 4.71
P/E multiple comparison

Peer Group P/E netted from 15% liquidity discount 16.81 17.12

LFG earnings 5.43 7.69

Market Cap 91.24 131.71

Number of shares (mn) 14.09 14.09

Value per share 6.47 9.35 7.91
Fair Value (Avg.) - € ps 6.31
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DISCLAIMER

THIS DOCUMENT WAS PREPARED BY KT&PARTNERS S.R.L., WITH REGISTERED
OFFICE AT VIA DELLA POSTA 10, MILAN, ITALY, MILAN COMPANY REGISTER NO.
1926922, SPECIALIZING IN FINANCIAL RESEARCH AND ANALYSIS (HEREINAFTER,
“KT&PARTNERS”).

KT&PARTNERS PREPARED THIS DOCUMENT ON BEHALF OF LEONE FILM GROUP
S.P.A. AND ON THE BASIS OF THE DATA AND PUBLIC INFORMATION PROVIDED BY
THE SAME OR DERIVED FROM SOURCES DEEMED SERIOUS AND RELIABLE ON THE
FINANCIAL MARKET BUT WHOSE ABSOLUTE TRUSTWORTHINESS, COMPLETENESS,
AND ACCURACY CANNOT BE GUARANTEED.

THIS DOCUMENT IS A SOURCE OF INFORMATION ONLY, AND IS NOT PART OF, AND
IN NO WAY MUST IT BE CONSIDERED, AN OFFER TO SELL, SUBSCRIBE OR TRADE,
OR A SOLICITATION TO PURCHASE, SUBSCRIBE OR TRADE, FINANCIAL
INSTRUMENTS/PRODUCTS, OR IN GENERAL TO INVEST, NOR MUST IT BE
CONSIDERED ANY FORM OF CONSULTING FOR AN INVESTMENT IN FINANCIAL
INSTRUMENTS.

THE INFORMATION PROVIDED IN THIS DOCUMENT MUST NOT BE UNDERSTOOD AS
A REQUEST OR SUGGESTION TO CONDUCT OR CARRY OUT A SPECIFIC
TRANSACTION.

EACH INVESTOR MUST FORM HIS/HER OWN OPINION BASED EXCLUSIVELY ON
HIS/HER ASSESSMENT OF THE ADVISABILITY OF INVESTING. ANY INVESTMENT
DECISION MADE ON THE BASIS OF THE INFORMATION AND ANALYSES IN THIS
DOCUMENT IS THE EXCLUSIVE RESPONSIBILITY OF THE RECIPIENTS OF THIS
DOCUMENT, WHO MUST CONSIDER THIS DOCUMENT MERELY AS A SOURCE OF
INFORMATION AND ANALYSIS TO SUPPORT SUCH DECISION.

IN THIS DOCUMENT WERE DEVELOPED ESTIMATES AND JUDGMENTS WHICH DO
NOT GUARANTEE IN ANY WAY COMPLIANCE WITH THE FUTURE TREND OF PRICES.
KT&PARTNERS MAKES NO EXPLICIT OR IMPLICIT GUARANTEE WITH RESPECT TO
PERFORMANCE OR THE OUTCOME OF ANY INVESTMENT OR PROJECTIONS MADE.

THEREFORE, KT&PARTNERS, ITS REPRESENTATIVES AND/OR EMPLOYEES WILL
NOT BE LIABLE FOR ANY EFFECT DERIVING FROM THE USE OF THIS DOCUMENT,
AND HEREBY DECLINE ALL LIABILITY FOR ANY DIRECT OR INDIRECT DAMAGES,
FINANCIAL OR OTHERWISE, DERIVING FROM ANY USE OF THE INFORMATION IT
CONTAINS.
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