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Initiation of coverage Buy

10 May 2017 — 5:30 PM MARKET PRICE: EUR4.64 TARGET PRICE: EURS5.16

Entertainment

High quality and vision

Shares Outstanding (m): 14.09 We initiate coverage of Leone Film Group (LFG), a leading
company in the Italian entertainment industry, with a Buy rating

SEEHCED, (EUlF e and target price of EUR5.16 per share. We believe that the
Enterprise Value company has several strengths: 1) proactive management with
(EURm): 120.4 an innovative vision of the movie industry, which has prompted
Free Float (%): 25.8% the company to enter new businesses, widening its product range
Av. Daily Trad. Vol. (m): 0.01 and enabling LFG to cover all the key aspects of the value chain
Leone family of the industry, reaching a leading position in Italy, 2) a wide set

Main Shareholder- = =7 of long-term  contracts with content providers  (i.e.
‘ ’ Lionsgate/Summit), broadcasters (RAI, Mediaset, Sky, Netflix and
Reuters/Bloomberg: LFG.MI LFG IM others) and highly respected ltalian directors, 3) an attractive line-
52-Week Range (EUR) 2.0 4.7 up of 74 planned releases in 2017-19 (56 movie distributions, 11
Source: Factset, UbiBanca estimates productions and 7 executive productions) that provide very high
visibility for the future, 4) a film library of almost 500 movies which

Performance secure revenues of about EUR3-4 million p.a. at no cost, 5) an
im  3m  12m attractive dividend policy offering a dividend yield of about 3% 6)

the possible forthcoming transfer of the shares to the MTA and

Abgelue i S S later to the STAR segment which should increase the liquidity of
Rel.to FTSE  11.6% 40.2% 32.3% the shares with a consequent reduction in the discount applied by
IT investors to stocks listed on the AIM market. The main risks for

the company are the low visibility of future box office revenues

Graph area Absolute 12 M and a relatively small senior management group.
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820 9 > With nearly EUR55 million sales in 2016, LFG is a leading movie
420 | company active in two businesses: production of movies and TV
370 - products (35% of 2016 revenues) and distribution (54% of 2016
320 - revenues) while the residual 11% is represented by tax credits and
a5 4 other contributions. LFG, 57.5% controlled by the Leone brothers,
220 | was listed in 2013 at EUR4.80 per share rising >EUR16 million.
17—, > We forecast a sales CAGR of 8% in the next three years, an EBITDA
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margin that could rise to 53% in 2019 (from 43% in 2016) and a
bottom line of >EUR6 million. Net debt is expected to grow
Source: Factset significantly due to the investments in both production and
distribution projects, reaching EUR55 million at Dec-17 (vs. EUR32
million at Dec-16).

Jun-16
Aug-16
Sep-16
Oct-16
Nov-16
Dec-16
Jan-17
Feb-17
Mar-17
Apr-17

Marco Cristofori

Senior Analyst
marco.cristofori@ubibanca.it > Our target price of EUR5.16 per share is based on the average of a
Tel. +39 02 62753015 DCF analysis and a relative valuation, applying a 10% discount, and
Website: www.ubibanca.com/equity- offers >10% upside.
research
Financials priced on 9 May 2017 Ratios priced on 9 May 2017

2016 2017E  2018E  2019E 2016 * 2017E 2018E 2019E
Revenues (EURm) 54.71 61.31 68.48 68.43 P/E(x) 20.2 21.7 13.9 10.4
EBITDA (EURm) 23.52 29.55 34.99 36.25 P/CF(x) 1.6 2.5 2.1 2.1
EBITDA margin (%) 39.3% 39.8% 42.6% 44.5% P/BV(X) 1.1 1.9 1.7 1.6
EBIT (EURm) 2.96 5.83 8.37 10.59 Dividend Yield 3.4% 2.4% 3.2% 4.3%
EPS (EUR) 0.13 0.21 0.33 0.45 EV/EBITDA(X) 3.0 4.1 3.4 3.0
CFPS (EUR) 1.90 1.35 2.34 2.34 Debt/Equity (X) 1.0 1.6 1.4 1.0
DPS (EUR) 0.09 0.11 0.15 0.20 Debt/EBITDA (x) 1.4 1.8 15 1.2

Source: Company Data, UBI Banca Estimates Source: UBI Banca Estimates  * Based on 2016 averaqe price
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Key Financials

(EURmM) 2016 2017E 2018E 2019E
Revenues 54.71 61.31 68.48 68.43
EBITDA 23.52 29.55 34.99 36.25
EBIT 2.96 5.83 8.37 10.59
NOPAT 2.01 3.96 5.69 7.20
Free Cash Flow -4.73 -21.05 2.67 12.82
Net Capital Employed 65.31 89.37 91.40 84.89
Shareholders’ Equity 33.02 34.77 37.92 42.11
Net Financial Position 32.29 54.60 53.49 42.77

Source: Company data, UBI Banca estimates

Key Profitability Drivers

2016 2017E 2018E 2019E
Net Debt/Ebitda (x) 1.4 1.8 1.5 1.2
Net Debt/Equity (X) 1.0 1.6 14 1.0
Interest Coverage (%) 2.3 4.2 5.7 8.1
Free Cash Flow Yield (%) -12.9% 0.0% 0.0% 0.0%
ROE (%) 5.5% 8.7% 12.4% 15.0%
ROI pre-tax (%) 4.7% 7.4% 9.1% 11.6%
ROCE (%) 4.5% 6.1% 8.5% 11.7%

Source: Company data, UBI Banca estimates

Key Valuation Ratios

2016 2017E 2018E 2019E
P/E (x) 20.2 21.7 13.9 10.4
P/BV (x) 1.1 1.9 1.7 1.6
PICF (x) 1.6 2.5 2.1 2.1
Dividend Yield (%) 3.4% 2.4% 3.2% 4.3%
EV/Sales (x) 1.61 1.44 1.33 1.61
EV/EBITDA (x) 3.0 4.1 3.4 3.0
EV/EBIT (x) 23.4 20.6 14.3 10.3
EV/CE (x) 1.1 1.3 1.3 1.2

Source: Company data, UBI Banca estimates

Key Value Drivers

(%) 2016 2017E 2018E 2019E
Payout 69.8% 51.3% 45.0% 44.7%
Cost of Equity 8.0% 8.0% 8.0% 8.0%
NWC/Sales 4.4% 13.9% 10.5% 9.5%
Capex/Sales 52.7% 54.1% 36.9% 24.7%

Source: Company data, UBI Banca estimates
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Investment Case

Leone Film Group (LFG) is a leading company in the Italian movie industry.
Founded by the sons of the famous director, Sergio Leone, it produces and
distributes movies for both cinema and TV (series, international co-productions),
acquires full rights of foreign movies, lasting 15-25 years, co-distributing them
through all available channels (cinema, Pay TV, Free TV, home video, digital and
new media), performs executive productions and has a library of almost 500
movies with an excellent box office track record.

Despite the rally in the share price since the start of the year (+74% YTD and
+55% in the past three months) we believe LFG represents an attractive buying
opportunity for the following reasons:

> The vision and the proactive attitude of Andrea Leone and his sister Raffaella
Leone that made LFG a successful company with a business model that
evolved to exploit new sales channels, while simultaneously lowering the overall
financial risk through high-budget TV productions with international standing,
executive productions and movie co-productions;

> The forthcoming possible graduation to the MTA should improve the liquidity of
the shares while enhance the attractiveness of the stock. In this respect last
month Andrea and Reffaella Leone, together with Antonio Belardi, sold 6%of
LFG (at EURA4.3 per share) increasing the free float to 25.8%, thus complying
with the MTA requirements. A listing on the STAR segment could be a
subsequent step;

> LFG’s wide set of long-term contracts with content providers (i.e. Lionsgate),
broadcasters (RAI, Mediaset, Sky, Netflix and others) and highly respected
Italian directors. This framework, in our view. should provide LFG with high-
quality content procurement and successful distribution allowing the company to
maintain an EBITDA margin for the Distribution division well above 50%;

> Increased focus on the Production division should gradually enhance the
product mix, with a significant boost to margins while the higher weighting of TV
productions, which are sheltered by broadcasters, and new executive
productions (no capital absorption) should reduce the overall financial risk;

> 2017-19 business plan which anticipates 74 releases in 2017-19 (56 movie
distributions, 11 productions and 7 executive productions) which should help lift
consolidated revenues to EUR67 million in 2019 with a 7.2% CAGR in the
period and a consolidated EBITDA margin of more than 64% in 2019. Our
estimates are broadly in line with the plan in 2017-18 but more conservative in
2019;

> Hidden value: we refer mostly to the existing film library (almost 500 movies with
a book value of EUR45 million, or EUR3.2 per share) which secures revenues
of about EUR3-4 million p.a. at no cost;

> LFG’s core markets have been substantially positive over the past few years
despite the economic downturn. We believe this trend will continue in future,
sustained by favourable tax credits and subsidies which were recently increased
to EUR400 million p.a. (+60%) and which should be available to the film industry
from 2017.

We initiate coverage with a Buy rating and a target price of EUR5.16 per share
(based on a DCF, and a comparison of multiples and applying 10% liquidity
discount), which implies potential upside of about 11%.

The company is exposed to few risks, mostly related to the low visibility of future
box office revenues and a relatively small senior management group.
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Company profile

Leone Film Group (LFG) is a leading independent integrated company in movie
distribution and productions (film and TV) in Italy. Founded in 1989 by the son and
the daughter of Sergio Leone, one of the most famous film directors in Italy, with a
focus on “spaghetti westerns”, the company has, to date, produced several films
and distributed >200 foreign movies in Italy with an outstanding box office track
record and has a library of nearly 500 films, including several evergreens and all of
the films directed by Sergio Leone (including “Once Upon a Time in America”).
LFG movies have won many prizes, including several Oscars (for examples “La La
Land” and “La Pazza Gioia”, released this year, won respectively six Oscars and a
“David di Donatello”).

Figure 1 — LFG main movie productions and distribution in the past few years

Film production Year Box office (EURm)
Perfetti Sconosciuti 2016 17.4
Immaturi 2011 15.2
Immaturi (il viaggio) 2012 11.8
Tutta colpa di Freud 2014 7.9
La Pazza Gioia 2016 6.2
Il Professor Cenerentolo 2015 6.1
Italiano Medio 2015 4.1
Film distribution Year Box office (EURmM)
The Wolf of Wall Street 2013 12.0
The Hateful Eight 2016 8.5
La La Land 2017 8.0
Rush 2013 6.5
Hacksaw Ridge 2016 5.8
The Girl of the Train 2016 4.9
Big Friendly Giant 2016 4.7
Fury 2015 4.3

Source: Company data, Mymovies, Cinetel

LFG has always distributed foreign movies leveraging on long term agreements
with the major US content providers (Lionsgate, DreamWorks, Weinstein and
others) but in 2009 it entered the film production industry and has completed three
movies to date. Production activity increased sharply in 2014 following the
acquisition of Lotus Production which is active in movie and TV co-productions
(with long term agreements with top directors) and is one of the main ltalian
companies in executive productions. The founder (Mr. Belardi) is now part of the
Board of LFG with a 4.5% stake.

Figure 2 — Snapshot on the existing library

Source: Company data
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Figure 3 — Short history of the company
1989 Founding Andrea Leone Film: free and pay TV distribution, home video
2001 Entrance in the theatrical distribution (Columbia, Warner, Medusa and 01 Distribution)
2002 First TV format (Lotus Production)
2009 First movie production (“Generazione mille euro”) and first executive production (Lotus)
2010 Entrance in the product placement sector through Pacmedia
2011 Acquisition of the rights for Italy of “Once Upon A Time In America”
2012 Long term agreement with DreamWorks (15 years)
2012 First international co-production
2013 Listing on the AIM market at EUR4.80 per share
2014 Acquisition of Lotus Production for EUR2.4 million plus 5.2% of LFG
2014 Agreement with Lionsgate up to 2019 for 8-10 movies p.a. (renewed in 2015)
2014 Agreement with Weinstein Company
2014 Agreement with Giuseppe Tornatore (1 movie, 1 TV series)
2015 First International executive production (John Wick 2)
2015 Entrance in the documentary co-production
2015 Long term agreement with Netflix
2015 Agreement with Eagle Pictures for 3 years
2016 Agreement with Cinecitta for executive productions
2016 Long term agreement with Sky Italia up to 2019 for 39 movies
2016 Long term agreement with RAI up to 2020 for at least 10 movies p.a.
2016 Maite Bulgari enters in LFG with 10.6% stake at EURA4.0 per share
2017 Agreement with Paolo Genovese who became shareholder of LFG (1% stake)
2017 Presentation of the new 2017-19 business plan

Source: Company data

With 21 employees plus several temporary and free-lance workers, the company is
divided into two business units:

> Distribution: 58% of 2016 sales with an EBITDA margin of 61.1% and an EBIT
margin of 4.1%.

> Production , which accounted for 42% of 2016 revenues with an EBITDA
margin of 18.6 % and an EBIT margin of 5.6%. This division, mostly managed
by Lotus Production, is composed of both Movie and TV production and is also
active in executive production and executive production services for
international producers.

Distribution

LFG acquires full rights for film titles for the Italian market lasting 15-25 years, from
independent production companies in the US. To stabilize the purchasing process,
LFG has established long term agreements and partnerships with four main
content providers: Lionsgate and Summit Entertainment (8-10 movies p.a. up to
2019), DreamWorks (now Amblin entertainment) which also includes co-production
on one movie (“The Kidnapping of Edgardo Mortara” directed by Steven Spielberg,
to be released in 2019), The Weinstein Company and Red Granite. In addition,
LFG selects other movies after scouting a large number of screenplays mainly at
AFM (America Film Market) and at the most important film festivals (Toronto,
Berlin, Cannes). As a distributor LFG usually has to pay a Minimum Guarantee
(MG), a form of advance fee, to the producers (the movie is generally released
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after 12-18 months). This fee can range from few thousand EUR to few million
EUR, depending on the movie budget and it's economic potential. The MG is
capitalized by LFG as an intangible asset and amortized over the exploitation
period (following the “revenues forecasting method” which is based on the
revenues reported each year compared with the yearly updated sales budget).
After expenses for dubbing the film soundtrack (around EUR50k per movie, also
capitalized) and P&A costs (printing & advertising, which are not capitalized) the
movie is ready for theatrical distribution, which generally lasts about 2 months.
LFG does not distribute movies directly but signs distribution agreements with
major distributors in lItaly, such as 01 Distribution (RAI, with a contract for 10
international movies p.a. up to 2020 which also includes the exploitation of free TV
rights and potential co-production of movies produced by LFG), Eagle Pictures,
Medusa and Lucky Red. Box office revenues are typically divided between the
movie theatre (60%) and the distributor (40%), and distribution agreements are
generally set at 15/25%. Four months following the end of theatre distribution, LFG
begins Home video distribution (though this now represents a minimal part of
LFG’s revenues or 2.2% of 2016 consolidated turnover), and after one year the
exploitation of full rights on PPV or pay per view and Pay TV channel followed by
Free TV channel (after 24 months). TV distribution represents a significant
proportion of expected revenues (EUR8 million in 2016, representing 14.7% of
consolidated sales). The company has agreements with Sky lItalia to license the
exclusive rights on 39 movies up to mid-2019, with RAI Cinema, Netflix (which
pays around 5% of the box office result), and other digital distributors (Telecom
Italia, iTunes, Amazon, Chili. Wuaki TV, Infinity) with a fee based on the
admissions recorded for each film in cinemas. Generally, Pay TV revenues
represent >25% of the box office revenues while Free TV is less than 10%.

Figure 4 — Distribution: business model

Lionsgate,
Summit

Acquisition

Leone Film Group
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Theatrical co-distribution: joint decisions on marketing plan Discovery,
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Source: Company data

When the initial revenue cycle has come to an end (2/3 years on average) the
movie rights become part of LFG’s library. It is important to emphasise that
distribution channels can be exploited for several years (up to 25), which implies a
growing margin along with the amortization period of the library.

Clearly a key determining factor for the profitability of a single movie is the box
office which ought to cover all costs (including the P&A) and is the driver for Pay
TV revenues.
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Movie production and co -production

LFG manages the entire production cycle, from development of the “concept”
through to distribution with major partners (with or without revenue-sharing
agreements). Pre-production is crucial as this phase includes the selection of the
film director and the funding of the production. A large part of the production
budget can be funded before the largest part of investment costs for production are
incurred, due to the sale of co-production shares and distribution rights (also
outside Italy), the attractive tax credit arrangements in Italy and various regional
subsidies. As a result, production investments are generally limited (LFG is highly
disciplined and does not proceed with production until costs are fully covered)
while the distribution agreement can generate revenues for several years. The
shooting phase is generally shorter, lasting 4-8 weeks while post production, which
includes editing and the recording of the soundtrack can take up to another few
months. Finally, LFG sustains the so-called P&A costs (mostly advertising, which is
not capitalized) to launch the movie.

Figure 5 — Movie production: business model

Production Commercialization

Cost coverage

Cost covered by pre-sales or Perpetual sale of content
rights, international sales, tax across all distribution channels
credit, ~governmental  and Library build-up as rights are
regional incentives, equity retained

Costs entirely up-fronted by Sale of the entire product to a
the client single client
Lotus receives a fee and a Little or no rights are retained

bonus depending on box
office (plus other incentives)

No balance sheet nor P&L risk

Source: Company data

LFG is also active in the national and international executive production business
This activity enables the making of the movie for third parties which may either buy
an already scripted (by LFG) movie or ask for support in shooting their own original
story. Production costs are entirely covered by the producers and LFG receives a
fee that is directly related to the movie budget plus, in some cases, a bonus
depending on box office. Little or no rights are retained and consequently
executive production does not entail investment by LFG and presents no risk,
although profitability is limited. In other words, this activity represents a way to
generate additional revenues while lowering the overall risk for the company.

As an additional feature, LFG signed an agreement with Cinecitta to provide
executive production services exploiting Cinecitta’s facilities.

We should point out that LFG has signed multi-year exclusive contracts with
several of Italy’'s most successful film directors: Paolo Genovese, Paolo Virzi,
Giuseppe Tornatore, Gabriele Muccino, Maccio Capotonda and Rolando Ravello,
plus a contract with Herbert Ballerina as actor.
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Figure 6 — Italian directors under contract
i s Paolo Paolo Rolando
2 Genovese Virzi Ravello
" Exclusivity contract 2 movies ad screenwriter and 1 movie as screenwriter and

up to 2023

g .

director
= "Notti Magiche” release
November 2017

director
Screenwriter and Director

on “ll Primo Giorno della
Mia Vita" release May

= “Good Vibrations” release
March 2018

15 *  “Far From Here" release = Exclusivity agreement as
. 4 June 2019 screenwriter and director
+ 6 additional movies a till 2019

director
= 5screenplays
* 1TV Series as Showrunner

Maccio
Capatonda

+  Exclusivity agreement as
screenwriter, director and
actor till 2020

Giuseppe
Tornatore

= Screenwriter, director
and showrunner of the
TV serie "I Beati Paoli "

+ One additional movie as
screenwriter and
director

- Exclusivity agreement as
actor till 2020

Gabriele
Muccino
= Exclusivity agreement as

screenwriter and director
for 3 movies or TV series

Source: Company data

TV production

TV production has a different business model, as productions are generally entirely
financed by the broadcaster (“full commission” model with a predetermined
producer fee set at 12-15% of the production budget), which also has the rights on
the product and is also involved in developing the concept and in the casting,
controlling in this way the entire value chain. Therefore, there is no risk for the
producer. In the case of international production, the producer owns part of the
rights and covers part of the production costs.

In summary we believe LFG is capable of generating profit along the whole value
chain, diversifying the overall risk (production costs fully covered before shooting)
and optimizing its investments with a target EBITDA margin of >60% at the
consolidated level (vs. 43.1% in 2016).
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Shareholder structure and key people

LFG was listed in the AIM segment of the Milan Stock Exchange in December
2013 at EUR4.80 per share, raising EUR16.1 million of fresh financial resources.
The company is controlled by Andrea and Raffaella Leone with a combined
shareholding of 57.5% stake; other important shareholders are Maite Bulgari, who
bought a 10.6% shareholding in the company in September 2016 at EUR4.0 per
share, at a premium of almost 100% on the share price of the day prior to the
announcement. This shareholding is subject to a lock up of three years and drag-
along and tag-along rights for Andrea and Raffaella Leone. Another major
shareholder is Marco Belardi, the former owner of Lotus Production whose 4.5%
stake is subject to a lock up of five years.

On 19 April 2017 Andrea and Reffaella Leone, together with Antonio Belardi, sold
6% of LFG at EUR4.30 per share in order to increase the free float ahead of the
company’s impending graduation to MTA. The free float following this transaction
is 25.8%.

The Leone family is directly involved in managing the company with Andrea
serving as Chairman and CEO while Raffaella is the group’s CEO. Mr. Belardi is
the CEO of Lotus Production and Maite Bulgari is Deputy Chairman and has a seat
on the board. The board of directors is composed of six members, one of whom is
independent; the total remuneration of the board is EUR0.76 million p.a.

The shareholders’ meeting in April-15 approved a 18-month buyback program of

up to 2.13% of the share capital. Currently LFG has 81k treasury shares
(representing 0.57% of the share capital).

Figure 7 — Shareholder structure

Andrea
_ Leone, 28.9%

Free

Treasury float, 25.8%

shares, 0.6%

o >

Paolo
Genovese, 1.0%

Marco
Belardi, 4.5%

Raffaella
~——~—_Leone,28.6%

Maite
Bulgari, 10.6%

Source: Company data

LFG has 21 employees, and a board of six directors. A film production company’s
most valuable asset is the strength of its team, and this applies to LFG as much as
to any other film producer. Both of the CEOs, Andrea and Raffaella Leone are the
key team members in selecting the titles that are expected to drive the company’s
revenues. Each has long experience in the film industry, an extensive network and
strong credibility, all key factors in fund-raising for new productions, to acquire new
successful movies in the international market and to acquire contracts for new TV
productions. Mr. Belardi set up Lotus Production in 1996 and has long and
successful experience in movie and TV production and in executive productions.
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Strategy

The Leone family has demonstrated a singularly dynamic approach to the movie
industry. The company is continually adapting its business model to take
advantage of all possible sale channels to strengthen its competitive position, while
simultaneously seeking to minimise overall financial risk. As an example, we
highlight the Company’s entry into the International co-production business in
2012, its acquisition of Lotus Production in 2014, which created a real “film factory”
and expanded LFG’s activity to executive productions (movie and TV), which
reduced the financial risk as the production budget is entirely funded by the
producer, the entry into International executive production services (2015, with a
subsequent agreement with Cinecitta), the expansion into TV series production
(2016), the agreements with several well-respected Italian film directors
(Tornatore, Genovese, Virzi, Muccino, Capotonda and others), long-lasting
agreements with top content providers (Lionsgate, DreamWorks, Weinstein) and
with leading Italian distributors (Medusa, 01 Distribution, Eagle Pictures, Lucky
Red) and Netflix (2015), and the scouting of new libraries and new product
placements. This multi-approach strategy has proven to be successful generating
a sales CAGR of >40% in 2012-16 and EBITDA CAGR of 37%.

The company’s strategy to make LFG the most successful independent movie
production and distribution group in Italy, may be outlined as follows:

> Increasing the number and the reputation of movie p roductions. LFG is
planning 11 new movie productions in 2017-19 of which 5 this year, exploiting
its long term agreements (often exclusive) with leading Italian directors
(Tornatore, Muccino, Virzi, Sollima, Genovese, who was awarded for 1%
shareholding in LFG which will be increased to 3% by 2018). The development
of the movie production segment presents attractive returns (EBITDA margin
well over 20%). In addition, international co-productions could increase
awareness of the company in the market e.g. LFG will co-produce Steven
Spielberg’s next film “The Kidnapping of Edgardo Mortara” and hold the rights
for the Italian market;

> Exploit the TV production market.  The clear advantage of TV production
compared with film production is that production costs are generally totally
funded by the broadcaster (“full commission”) leaving the producer with a
“producer’s fee” of about 15%, and, where specified, a share of distribution
rights. The company is now starting TV productions and co-productions for Italy
and the international market leveraging on Oscar winning director Giuseppe
Tornatore (“Beati Paoli”), Stefano Sollima (“Colt”) and Paolo Genovese (two
series: “The Booth at the End” and “Tutta colpa di Freud”) while LFG'’s first TV
production (“Immaturi”) will be broadcast in September. The risk for international
TV productions is higher (international TV productions are generally partially
funded by the producer) but returns are also generally higher. In addition, with
international co-productions generating revenues abroad and increasing
geographical diversification, the risk of sole exposure to the Italian market will
be reduced while involvement in international productions could increase LFG’s
attractiveness to international companies such as Sky and Netflix. We believe
that TV productions could be a key long term growth driver and that the interest
of Maite Bulgari who also controls a TV production company, could be an
additional benefit and could lead to synergies with LFG;

> Develop executive productions and production servic es for International
producers: These activities present no risk, do not absorb capital and are
exposed to a low degree of competition but also generally have a modest
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EBITDA margin (we estimate 4-5%). LFG has a solid track record in these
activities that are becoming more attractive given the increase in tax credits.
Therefore, we believe these activities could provide additional revenues in the
coming years while reducing specific risk for LFG;

Acquisition of foreign movie rights with a higher p roduction budget.
Target productions will be comedy, family, thriller and dramatic movies (no
animation, no superhero movies) with 56 movies expected to be distributed in
2017-19 of which 29 in the current year. Based on our assumptions, every top-
rated movie could generate average box office takings of about EUR2.3 million
(compared with average box office receipts in Italy of EUR1.25 million over the
past three years) which would translate into distribution sales of >EUR50 million
p.a. which may be shared with the downstream distribution partner (01
Distribution, Medusa, Eagle Pictures and others). Although LFG does not rule
out the option of movie distribution without partnering-up with other downstream
distributors in future, we believe the agreement with RAI (valid till 2020 with 10
international movies to be distributed each year and the subsequent acquisition
by RAIl of the free-to-air TV rights) could prevent LFG from moving in this
direction;

Acquisition of new libraries. LFG currently owns a library of nearly 500
movies including several evergreens with rights in perpetuity, which generate
about EUR3-4 million revenues p.a. at no cost. The company is always scouting
new libraries;

Develop long term agreements with the most talented directors. LFG has
long term relationships with international directors such as Quentin Tarantino,
Steven Spielberg, Martin Scorsese, Mel Gibson, Ron Howard and others which
is fundamental to the ability to secure lItalian distribution rights for blockbuster
titles. In Italy LFG signed seven contracts with the most talented directors
(generally reporting high box office takings), some of which are exclusive, in
order to fulfil forthcoming movie and TV productions. We expect this trend to
continue in future with the addition of partnerships with new talents.

Potential acquisitions. LFG could potentially acquire competitors in order to
expand outside Italy; possible targets for expansion might include France,
Spain, Germany and UK, although we do not expect any further diversification,
for example into the acquisition of movie theatres. However, given gearing of
0.98x at end-16 which could rise this year due to higher capex, we estimate that
financial resources for potential M&A activity is limited. The possibility exists for
transactions based on a share swap (or a mix of cash and shares), which would
significantly increase the size of potential acquisitions, with limited dilution for
the Leone family.
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Reference market

With 554 movies released, of which 208 were Italian (including co-productions),
admissions of 105 million (1.5 admission per person per year) and box office
revenues of EUR662 million in 2016 (source: Cinetel, which covers about 90% of
the market) Italy is one of the largest movie markets in Europe after the UK,
France and Germany. The industry trend has been relatively stable over the past
few years, with an increase in new releases offset by lower admissions (about
190k per movie compared with 324k in 2010).

Figure 8 — Box office and admissions in Italy (000, EURm)

Admissions have historically been relatively stable, with an average ticket of
EURG6.28 in 2016 compared with EUR5.95 ten years ago
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Figure 9 — Movies released, box office and admissions in Italy — average per movie (000)

Both admission and box office sales per movie declined in 2015. 554 movies were
released during the year (480 in 2016) with a slowd  own of 10% at the box office.
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It is important to highlight that seasonality is a significant feature of the movie
industry: of 105 million admissions in 2016, 38% were in the first quarter, 18% in
the second quarter, just 14.7% in the third quarter and the residual 29% in the last
quarter of the year, with December and January (Christmas season) as the
strongest months of the year, representing nearly 30% of total admissions.

US movies represented 55.7% of total box office in 2016 while Italian film revenues
accounted for 29.5% of the total last year, strongly up from 2015 (20.7%) thanks to
two blockbusters (“Quo Vado?” and “Perfetti sconosciuti” for which LFG was
executive producer) which together reported EUR83 million box office revenues or
43% of the total for all Italian movies released in 2016.

Figure 10 — Movie sales market share by country

US movies have always accounted for the lion’s share of Italian cinema attendance
with an average of 56% in the past ten years. Itali an movies represented 28% on
average (2007-2016).
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The sector is composed of a discrete number of firms (6,139 firms in 2014)
although the sector exhibits a certain degree of fragmentation. An analysis of the
average number of employees per firm - only 95 companies have more than 50
employees and 3,803 have no employees as they make use of collaboration
agreements - highlights the problem of the small average size of the typical Italian
film company which has negative repercussions on their competitive capacity in a
business of potentially global scale.

Production

Italy ranks tenth in the world for film production with 199 films in 2016 — the ranking
is led by India with nearly 2,000 films — and is the top European country for the
number of fully domestically produced movies. Total investment was EUR339
million in 2015 (latest data available) with EUR275 million coming from lItalian
initiatives (135 movies) and EUR64 million from foreign initiatives (50 movies,
mostly French), an increase of 6% compared to 2014. However, the average
production cost per movie has declined in recent years.
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Figure 11 — Italian movie production market

2011 2012 2013 2014 2015

Number of Italian Production 155 166 167 201 185
o/w Number of Italian production and co-production* 146 150 156 194 179
o/w Number of minority co-production 9 16 11 7 6

Total cost of Italian Production (EURm) 423.3 493.1 357.6 319.5 338.8
Average cost of Italian production(EURm) 2.73 2.97 2.14 1.59 1.83

Source:Anica

The industry was also sustained by the introduction of the film production tax credit
(which could cover a significant proportion of production costs) and a series of
government subsidies (see paragraph below), in particular external tax credits for
investors external to the movie industry. In 2015 >31% of productions costs were
covered by tax credits and subsidies compared with 29% in 2015 and 26% in 2014
(based on Anica data). In addition, local subsidies contributed about 4% of
production costs and supranational funds about 1%.

There has been a sharp decline in movies broadcast by free-to-air TV networks
over the past four years, offset by a higher number of TV productions such as
entertainment programs, mini-series, film TV etc. However, we should point out
that Italian movies broadcast on TV represent over 35% of the total number of
movies broadcast, a much higher proportion than at the cinema, where Italian
productions account for about 25% of the total. Italian fiction (about 30% of total TV
production investment) has declined sharply over the past few years (we estimate
investments halved from 2008) and are now totally focused on prime time.

Figure 12 — Movies broadcasted by generalist TV in 2015 (excluding double passages)

Over the past few years there has been a  sharp reduction in movies broadcast in
favour of fiction programmes, mini-series and enter tainment programmes . ltalian
movies were 37% of total.

4.100
4.000
3.900
3.800
3.700
3.600
3.500
3.400
3.300
3.200
3.100

3.967

3.791 3.759
I I 3.577

2008 2009 2010 2011 2012 2013 2014 2015

Source: Anica

Q]
=}
=
o
)
>
<
by
(0]
=
=}
S
-



UBI><Banca

Leone Film Group
10 May 2017

However, according to Nielsen, TV advertising spending has declined significantly
since 2011 (-16.8%) which has reduced the investment capacity of the
broadcasters. The positive news is that TV advertising spending has recovered
since 2013 (and was up 5.4% last year, with only internet advertising growing
more) and increased as a proportion of the total Italian advertising market. We
believe that this suggests that investment in TV productions could remain stable or
grow in the future.

Figure 13 — TV advertising spending in ltaly (EURm) and penetration on total adv. market

TV advertising expenditure has declined in recent years, although it has stabilized
since 2013. However, the penetration of TV advertis ing has increased and is now
around 60% of total advertising spending in Italy.
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It should be clarified that pay TV has particular characteristics: In Italy, growing
competition between the two existing operators (Sky Italia and Mediaset Premium)
has led to an increase in the selection of films, with steady growth in the number of
screenings to around 50,000 in 2015, with a screening to film ratio of 24x. In 2015,
475 Italian movies were broadcast (23% of total) - an increase of 9% vs. 2014.
However, we think that there may be gradual erosion of their market share mostly
due to the development of VoD operators such as Netflix, which arrived on the
market in 2015, Telecom ltalia, iTunes, Infinity, Chili and the upcoming Amazon (all
served by LFG).

Another phenomenon has been the proliferation of themed channels on Digital
Terrestrial Television (DTT) and on Satellite TV, which have practically tripled the
film content of national Free TV. In particular, 5,099 films were programmed in
2015 with a total of 15,409 screenings and an average programming per film of 3,
significantly higher than for the generalist TV stations. On the basis of this trend, it
is evident that the main TV operators have a constant need to enrich their film
library, not only in terms of enlarging their catalogue of films but also to support the
various thematic channels and the demand for PPV.
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Competitive positioning

LFG has progressively gained market share in the Italian motion picture industry
while entering new business sectors. We currently estimate the following market
share for LFG:

> Distribution: LFG does not distribute directly but through distribution
agreements with major distributors, in particular 01 Distribution (RAI) Medusa
(Mediaset), Eagle Pictures and Lucky Red. Aggregating the box office revenues
of directly produced films and movies acquired abroad gives total revenues of
about EUR29 million revenues in 2016, corresponding to a market share of
around 4.4%, 8" place in the global ranking and second with independent
distributions (with Lucky Red as the first one). It should also be noted that LFG
reported an average box office per movie released of EUR2.1 million in 2016,
well above the Italian average (EUR1.2 million).

> Film production: the 2 movies released in 2016 by LFG (“La Pazza Gioia” and
“Miami Beach”) generated box office revenues of almost EUR7 million, about
1% of the total Italian box office last year. If we consider just Italian movies,
LFG’s market share amounted to 3.6%, with “La Pazza Gioia” ranking within the
top 100 (25th). Executive productions generated a box office of EUR18.6 million
(2.8% of the total Italian box office in 2016 and 9.7% of the box office of the
Italian movies) with “Perfetti Sconosciuti” ranking second in the full year (after
“Quo Vado?");

> TV production: it is difficult to estimate the market share of a TV producer; not
only can the spending of Italian broadcasters vary significantly each year, but
the cost of each individual production can also be somewhat erratic. Although
LFG released no TV product in 2016 it will release “Immaturi” in September on
Canale 5 (8 episodes x 80 minutes). A further four series are expected to be
released in 2018-19 of which two (“Beati Paoli” and “Colt”) are of international
standing.
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Tax credits and subsidies

The Italian movie industry has always benefitted from considerable support from
central government and from local public authorities (mainly regional authorities).
In particular, the total contribution (direct and tax credits) was EUR266 million in
2015 (last data available, source: Anica), of which 60% tax credits, with a growing
trend in the past few years (the Italian government expects EUR170 million tax
credits for 2016). In addition, foreign movies received a contribution of EUR64
million. 135 Italian movies were supported out of a total of 185 movies produced in
2015 while foreign movies were 24.

Figure 14 - Trend of public contribution for movie industry in ltaly (EURm)
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Direct investment from public administration in production and distribution was
close to EUR100 million in 2015 (+9%), with tax credits representing nearly 80% of
the total. Tax credits, introduced in 2009, rapidly increased and were later
extended to distribution and foreign producers.

Figure 15 - Total public Italian contribution for production and distribution
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The Italian Parliament approved a new law increasing support for the film industry:
EUR400 million p.a. of fresh resources (+60%) should be available from 2017 for
film production and distribution. However, the implementing decrees of the new law
are still pending and therefore the detailed amount of upcoming the tax credits is
unpredictable. In our view, these new rules could favour new investment in the film
industry (till now penalized by legislative uncertainties).

In addition to ministerial contributions, some regions offer direct support for movies
produced in the region (mostly Apulia, Lazio and Piedmont), based on different
criteria.

Finally, 95 TV productions were supported in 2015, mostly fiction (84), followed by
documentaries and animation products, for a total amount of EUR54 million out of
total production costs of about EUR360 million (source: Anica, report 2015)
therefore covering 15% of total production costs.

It is important to highlight that LFG records tax credits and contributions as
revenues. In 2016 LFG reported EUR3.9 million of tax credits and contributions
equal to 7% of sales and 20% of production revenues, more than tripling the EUR1
million reported in 2015. Clearly, the planned increase of the production activity in
the coming years should lead to an increase in tax credits and contributions in
future.
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Figure 16 - SWOT Analysis

Strengths

Weaknesses

Outstanding track record in film production and
distribution

Strong management expertise in the movie sector,
with long history and extensive network. This is a key
factor in fund-raising for new productions and in
acquiring blockbusters for distribution

Established relationships with international directors
and top Italian movie directors

Long lasting agreements with top international
content providers and with the main Italian
distributors

High volatility of box office revenues

The business is totally dependent on a small
number of key personnel, involved in many
different projects

Declining ROCE due to high investments and
NOPAT slowdown

Limited liquidity

Opportunities

Threats

Strong development of new channels and new media
distribution channels

Entry to International TV productions with potential
sales and co-production agreements and potential
synergies with the Maite Bulgari production company

Listing on MTA in the short term and on the STAR
segment as a second step

Recovery of the product placement activity, currently
minimal

Growing tax credits and subsidies reduce average
production cost

Piracy, which is rapidly increasing
consequence of the digitalization process

as a

Rising capex in 2017-18 will increase net debt and
net invested capital (ratcheting up gearing and
lowering capital turnover)

Unexpected decisions from downstream operators
can significantly alter TV productions

Delays in film and TV production schedules could
postpone releases

High competition and fragmentation of the players
in the industry

Source: UBI Banca estimates
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2016 results

LFG reported an increase in revenues of >40% in 2016, with a strong improvement
in the distribution division which benefitted from the good box office results of “The
Hateful Eight”, “The Girl on the Train” and “The divergent: Allegiant”. Box office
revenue was EUR29.4 million leading to EURA4.7 million of theatrical sales while
pay TV reached EUR7 million (+34%) and free TV EUR8 million (+28%). However,
distribution revenues were less than projected in the original business plan
(EUR38 million sales expected) due to the postponed release of nine movies to the
following year and one release on December 30 (“Big Friendly Giant”) which
contributed almost nothing to 2016 revenues. Production division sales increased
by 28% sustained by 2 productions and 2 executive productions (plus 4 executive
production services), with outstanding box office results for “Perfetti Sconosciuti”
(EUR17.4 million), and “La Pazza Gioia” (EUR6.2 million). Other sales (equal to
11% of consolidated revenues vs. 5% in 2015) include tax credits, subsidies and
other contributions.

Figure 17 — LFG 2016 consolidated results

(EURmM) 2015A 2016A % Chg.
Sales Distribution 21.8 29.5 35.6%
Sales Production 15.0 19.2 28.1%
Sales Other 2.1 6.0 189.2%
Sales total 38.8 54.7 40.9%
EBITDA 19.2 235 22.7%
% margin 49.4% 43.0%

EBIT 44 3.0 -31.9%
% margin 11.2% 5.4%

Pre tax profit 4.5 17 -62.5%
Net profit 3.6 1.8 -49.4%
Net debt/(cash) 24.0 32.3 34.4%

Source: Company data

The EBITDA margin declined slightly to 43% (from 49.4% in 2014) due to higher
personnel costs and to the reduction of production costs capitalized, and EBIT
margin halved to 5.4% due to higher D&A costs (equal to 37.6% of sales).

After EUR1.3 million of financial charges and nearly no taxes, the net result was
EUR1.8 million, half of the level of 2015.

Net debt increased to EUR32 million (vs. EUR24 million at Dec-15) with gross debt
of EUR40.8 million of which EUR23.6 million long term. NWC fell to 4.8% of sales
(18.1% in 2015) mostly due to lower trade receivables (171 days vs. 244 days in
2015). Capex of EUR31.5 million was slightly above the level of 2015.

Fixed assets totaled EUR63.8 million, of which EUR61 million were intangible
assets: these included EUR45.1 million in rights (LFG’s library) corresponding to
71% of the current market cap) and EURS5.7 million of goodwill (on Lotus
Production).

Total net invested capital was EUR66.4 million, +14% compared to the figure of
EURS58.3 million reported at Dec-15, giving a ROI of 4.5%.
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2017-2019 Business plan

In April LFG presented a new three-year business plan which scaled back original
2016-18E targets mostly due to the postponement of some releases (nine in 2016).

The new business plan, based on IFRS, forecasts 74 releases in 2017-19 of which
56 movie distributions, 11 productions and 7 executive productions which could lift
revenues to EURG67 million in 2019 with a 7.2% CAGR over the period. EBITDA
could grow at 22.5% CAGR with margins rising to 64.5% in 2019 compared with
43.1% in 2016. The Production division could be the main driver which might result
in rapid profitability improvements due to new TV and movie productions. The plan
is based on agreements already signed with distributors and on planned
production budgets and implies rising investments which could drive up net
financial debt (to EUR54.2 million or more at Dec-17). Net profit is expected to be
EUR2.7 million this year and EUR7.0 million in 2019 while dividends will be based
on a 50% pay-out ratio (implying a dividend yield of about 3% based on the current
market price).

Figure 18 — LFG 2016-2019 business plan

(EURmM) 2016A 2017E 2018E 2019E CAGR 16-19E
Movie released 14 29 12 15

Productions 2 5 4 2

Exec. Productions 2 3 3 1

Sales Distribution 31.6 36.0 37.6 39.5 7.7%
Sales Production 23.1 24.9 29.0 27.9 6.5%
Consolidated sales 54.7 60.9 66.6 67.3 7.2%
EBITDA Distribution 19.3 20.1 24.7 254 9.6%
% margin 61.1% 55.8% 65.7% 64.3%

EBITDA Production 4.3 9.0 10.7 18.0 61.2%
% margin 18.6% 36.1% 36.9% 64.5%

EBITDA Consolidated 23.6 29.1 35.4 43.4 22.5%
% margin 43.1% 47.8% 53.2% 64.5%

D&A (20.6) (23.7) (27.0) (31.8)

EBIT 3.0 5.4 8.4 11.6 57.0%
% margin 5.5% 8.9% 12.6% 17.2%

Net profit 1.8 2.7 4.7 7.0 57.3%
Net debt 32.3 54.2 52.9 40.9*

Capex 31.6 40.1 30.3 20.1*

57.8% 65.8% 45.5% 29.9%

Source: Company data * advances for 2020 pipeline not included

Based on the current line-up, we believe the business plan targets are achievable
in 2017-18, although we acknowledge the risk to targets of the postponement of
some releases as already happened in 2016.

LFG expects a sharp increase in the profitability of the Production division in 2019
ahead of a slight decline in sales (-3.7%). This is due to the pre-sale of pay TV
rights (which could rise to 30% of the production budget) which brings forward the
EBITDA of future releases. Our estimates incorporate a normalized margin in 2019
which is lower than those anticipated by the business plan.

Q]
=}
=
o
)
>
<
by
(0]
=
=}
S
-



UBI><Banca

Leone Film Group
10 May 2017

Financial projections

It is very difficult to assess reliable estimates for a producer and distributor of
motion picture content, as the top line is directly correlated to the box office results
of future releases, which are clearly unpredictable. However, there is a clear
pipeline of forthcoming movies for 2017 (29 movie distributions, 5 productions of
which one TV production and 3 executive productions) and 2018 (4 movie
productions, 3 executive productions and the distribution of 12 movies, all already
acquired). We expect further acquisitions in the coming months which should
complete the pipeline for 2019 and build up the pipeline due for release in 2020.

Figure 19 — 2017-19 expected releases

Distribution

@ Production

*Patriots Day *Gold *Marrowbone sImmaturi— La Serie @
*Hacksaw Ridge *Dogs’ Purpose *No Exit =John Wick 2 @
*La La Land *Lost City of Z *A Monster Calls «Omicidio all'Italiana
2 +Jahn Wick 2 *Valerian *The Last Face *Hotel Gagarin
0 *Miss Sloan *Nerve *My Little Pony *Notti Magiche
1 sLight Between The Oceans *Suburbicon *Based on a True Story = =Rimetti a Noi i Nostri Dahiti
7 =Tulip Fever *Billionaire Boys Club *Soldado sInnamorati di Me
*Power Rangers *Rebel in The Rye sLes Nouvelles *The Beoth at the End @
=Saw: Legacy *Bad Moms 2 Adventures d’Aladin
-The Shack =Amcrican Assassins =Stronger
) *Il Primo Giomo della mia Vita @
~Maradong *The Current War *Horse Scldiers ~Lucio Dalla @
=Kin *Glass Castle *Robin Hood: Origins .
*Wonder =Down & Dark Hall *+ 4 movies “The LHSF JD"!t
*Good Vibrations
=1 a Randa degli Onesti
sTutta Colpa di Freud @
*Muccino 1
*Highlander *Hotel Artemis *Far From Here
*Odissey «Adrift “Tornatore 1

*The Kidnapping of

*+ 10 movies

*Genovese 1 @

Edgardo Mortara

Source: Company data

Distribution

The Distribution division includes revenues from rights on foreign movies and sales
from the existing library. We assume that LFG’s line-up (29 movies to be released
this year, 12 in 2018 and 15 in 2019) will be released as planned. Clearly, there is
the risk that some movies could be postponed or delayed, as already happened
last year shifting revenues to the subsequent year. Box office is forecast to be
EUR2.2 million per movie (compared with EUR2.1 million in 2016 and >EUR4
million on average in the four movies released to date) with a 5% increase in 2018
and 2019. Box office takings could translate to almost EUR12 million theatrical
revenues this year, EUR9.4 million in 2018 and EUR12 million in 2019. Additional
sales could come from Pay and free-to-air TV, from the sale of rights and from
other channels. The existing library could generate sales of >EUR3 million p.a.,
with an increase in 2017-18 due to new additions. In summary, Distribution division
revenues could be EUR35.7 million this year, a 20% increase compared to 2016.

We cautiously assume that the EBITDA margin could remain stable at 55-60%,
below the average of 2014-16 (63.1%) with EBIT undermined by D&A of about
50% of sales (the “revenues forecasting method” implies that >80% of the movie is
amortized in the first two years).

0
(=]
=
©
)
=
~<
~
¢}
T
(=]
S
-



UBI><Banca

Leone Film Group
10 May 2017

Figure 20 — LFG Distribution revenues and margins
(EURm) 2016A 2017E 2018E 2019E
Total movies 14 29 12 15
Box office (EURm) 29.4 63.9 27.8 36.5
Per movie (EURmM) 2.1 2.2 2.3 24
Theatrical sales 4.7 11.5 5.0 6.6
Pay TV sales 7.0 7.7 9.4 12.0
Free TV sales 8.0 9.1 10.1 10.7
Sales of right 7.0 4.2 5.5 3.1
Other sales 2.8 33 37 4.3
Total Distribution sales 29.5 35.7 33.7 36.6
EBITDA 18.2 18.9 19.6 22.0
% margin 61.6% 53.0% 58.0% 60.0%
D&A 17.9) 17.9) (18.6) (18.3)
EBIT 0.3 1.1 1.0 3.7
% margin 0.9% 3.0% 3.0% 10.0%

Source: UBI Banca estimates

Movie and TV production

In order to assemble our forecasts we have considered the number of forthcoming
productions and co-production over the next three years (3-4 movies and 1-2 TV
production per annum) and 3 executive productions yearly (except in 2019 which
has lower visibility). Most of the revenues should come from executive productions,
theatrical sales are accounted at 20% of box office revenues (on which all other
sales are dependent). Pay TV at an average of 15% of the box office and other
revenues (home video, Vod, PPV, Kiosk) at 2%, for a total of about 40% of the
total box office spread along the exploitation cycle. LFG has already released one
executive production in 2017 (“John Wick 2” which took EUR1.8 million at box
office), and one direct production (“Omicidio all'ltaliana” with EUR1 million box
office).

Figure 21 — LFG Production revenues and margins

(EURmM) 2016A 2017E 2018E 2019E
Direct productions 2 5 4 2
Executive productions 2 3 3 1
Executive productions sales 14.8 15.0 21.9 18.0
Theatrical sales 2.2 2.2 24 3.1
Pay TV sales 15 15 17 2.2
Sales of right sales 0.4 0.4 0.5 0.7
Other sales 0.3 0.3 0.3 0.3
Total Production sales 19.2 19.4 26.8 24.4
EBITDA 5.4 5.6 7.2 7.3
% margin 28.0% 28.7% 26.9% 30.0%

Source: Company data, UBI Banca estimates

TV production can vary significantly from year to year depending by the number of
productions realized and by the budget of each production. LFG is expected to
release two executive productions in 2017 (“Immaturi” for 8 episodes to be
released in September on Mediaset and “The booth at the end” 5 episodes, both
directed by Paolo Genovese). TV productions are expected to rise sharply in 2019.

Q]
=}
=
o
)
>
<
by
(0]
=
=}
S
-




UBI><Banca

Leone Film Group
10 May 2017

It should be noted that our estimates do not take into account “Colt” (directed by
Stefano Sollima) and “Beati Paoli” (directed by Giuseppe Tornatore), both high-
budget international productions.

The average EBITDA margin of the production division ranged from 25% to 43% in
2014-16. We estimate an EBITDA margin of 28.7% for 2016 with some slowdown
next year (to 27%) due to a higher weighting of TV productions which have lower
profitability, and an improvement to 30% in 2019.

Consolidated forecasts

Summing up our estimates on the two divisions of LFG and adding tax credits and
subsidies representing about 22% of production revenues and other revenues
(mostly chargebacks of P&A costs) for around EUR2 million p.a., we expect a 12%
increase in sales this year and a further 12% sales growth in 2018, while we are
more conservative on 2019, given the low visibility on the line-up. Accordingly, we
expect modest growth in the EBITDA margin (better product mix) to 53% in 2019.
Potential upside could come from unexpected blockbusters which could lift
revenues from other channels and could generate bonuses, and from co-
production agreements and/or right sales on the TV series “Beati Paoli” and “Colt”.

Figure 22 — LFG consolidated expected results

(EURmM) 2014A  2015A 2016A 2017E  2018E  2019E
Distribution sales 20.3 21.8 29.5 35.7 33.7 36.6
Production sales 2.5 15.0 19.2 19.4 26.8 24.4
Other sales 1.6 2.1 6.0 6.2 8.0 74
Consolidated sales 24.3 38.8 54.7 61.3 68.5 68.4
% Change 59.9% 40.9% 12.1% 11.7% -0.1%
EBITDA 14.7 19.2 23.5 29.6 35.0 36.3
% margin 60.7% 49.4% 43.0% 48.2% 51.1%  53.0%
D&A (11.0) (14.8) (20.6) (23.7) (26.6) (25.7)
EBIT 3.8 4.4 3.0 58 8.4 10.6
% margin 15.5% 11.2% 5.4% 9.5% 12.2% 15.5%
Financials 04 0.2 1.3) 1.4 (1.5) 1.3)
Pretax Profit 4.1 4.5 1.7 4.4 6.9 9.3
Taxes (1.6) (1.0) 0.1 (1.4) (2.2) (3.0)
Tax rate (%) 38% 21% -7% 32% 32% 32%
Net Profit 2.6 3.6 1.8 3.0 4.7 6.3
% Change 38.3% -49.4% 66.2% 55.6% 34.3%

Source: Company data, UBI Banca estimates

D&A costs are expected to remain stable at about 38% of sales in the coming
years (we should stress that movies are generally amortized for >60% in the first
few years after initial release and that rights are partially sold to free-to-air TV) and
therefore the EBIT improvement should be stronger than for EBITDA. This should
translate to a significant improvement in the operating margin, expected to reach
9.5% in 2017 (from 5.4% in 2016), and 15.5% in 2019.

Below the operating line, we expect financial charges of about EUR1.5 million and
a tax rate of about 32%. This implies a net profit which is expected to rise to
EURS3.0 million in 2017 (after a slowdown in 2016) and to EUR6.3 million in 2019.

We expect the balance sheet to reflect the increasing value of the library (classified
as intangible fixed assets) following the acquisition of new rights and new
productions. Net working capital is expected to increase after the sharp decline of
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2016 (nearly 5% of sales) reaching 17% of revenues this year and 11.3% in 2019.

We forecast that investments (mostly in the library) could be about EUR40 million
this year, and about EUR30 million in 2018 and EUR20 million in 2019 (excluding
advances for the 2020 pipeline) to sustain the production and distribution of new
movies. This trend would increase LFG’s net debt which is expected to grow to
EUR54.6 million at Dec-17 (vs. EUR32.3 million at end-16) with a gearing at
around 1.6x vs. an average of 0.7x for 2014-16 and a net debt/EBITDA ratio
topping 1.8x this year but rapidly declining at 1.0x in 2019.

Assuming a payout ratio of around 50%, in line with the company’s guidance, we
estimate a DPS of EUR0.11 on 2017 results rising to EUR0.15 in 2018 and
EURO0.20 in 2019, implying a dividend yield 2.4% up to 4.3% on current market

price.
Figure 23 — Financial structure evolution (EURm) Figure 24 — Net fixed assets and operating NWC evolution
(EURm)
We expect an increase in net debt due to rising capex . We cautiously assume a higher  operating NWC to sales
However, gearing and leverage should fall in 2018-1 9. ratio in 2017-19 reflecting higher receivables. Net fixed

assets are expected to increase
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BN Net Debt W99 Net equity Gearing Net Debt /EBITDA B Net fixed assets ~ HEEE NWC NWC / sales
Source: Company data, UBI Banca estimates Source: Company data, UBI Banca estimates

We calculate an average capital turnover (sales / invested capital) of 0.86x over
the past three years, which improved in 2016 (to 0.98x). For 2017-19 we forecast a
stabilization of capital turnover at about 0.82x, mostly due to higher fixed assets
relating to higher investment in new productions. However, ROCE is expected to
rise to >11% in 2019, due to a significant improvement in the NOPAT margin.

Figure 25 — NOPAT margin, Capital Turnover and ROCE trend

15.0% 1.10
13.0% \ / 1.00
11.0% // 0.90

9.0% \ \\ /// 0.80
7.0% \\ / / 0.70
5.0% \ // 0.60

N
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—— NOPAT margin (LH) ——ROCE (LH) Capital turnover (RH)

Source: UBI Banca estimates
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Valuation

Despite a rally in the share price of 74% since the beginning of the year, primarily
driven by the possible transfer to the MTA, by the new 2017-19 business plan and
by the strong box office results of some movie releases, LFG’s current market
capitalization (EUR65 million) is broadly in line with its net invested capital which
implies that LFG may not be able to create value in future. We believe this
scenario is highly unlikely given the wide line up of the company and the margin
improvements expected for 2017-19.

Our target price of EUR5.16 per share is based on the average of DCF and a
relative valuation, after having applied a 10% liquidity discount to take into account
the limited liquidity of LFG and its modest size. The discount could disappear as
soon as the company would be listed on the MTS.

At the target price, LFG would trade at 4.3x 2017 EV/EBITDA, which is below the
average multiple for our peer sample (5.6x).

Figure 26 — Valuation summary

We have applied a 10% discount to our fair value to reflect the low |  iquidity of the
shares and the modest size of the company. This dis  count could narrow following the
transfer to the MTA market segment.

(EUR) Fair Value Weight

DCF Valuation 6..60 50.0% 3.30
Relative Valuation 4.87 50.0% 2.44
Fair value 5.74
Liquidity dicount (10%) (0.57)
Target price 5.16
Current price 4.64
Potential upside 11.2%

Source: Company data, UBI Banca estimates

DCF Valuation

Our cautious DCF model delivers a fair value of EUR6.60 per share.
Our model incorporates the following assumptions:

> a risk-free rate of 2.5%, which is our long-term assumption for the interest rate
on ltalian bonds (2% inflation target of ECB plus 0.5% of real interest, in line
with the long term historical average);

> a market risk premium of 4.5%;

> a leveraged beta of 1.26 (0.72 unleveraged), based on the average of the
Entertainment (0.58) and broadcasting (0.86) industries in Europe (source:
Damodaran Jan-17);

> A debt spread of 3%;

> A target debt/equity ratio of 53/47, which is in line with our 2019 forecasts and
similar to 2016 (49/51);

> A terminal growth rate of 1.50% and an operating margin at 12% at terminal
value, which is below the EBIT margins we expect for 2018 and 2019.

We calculate a WACC of 5.89%.
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Figure 27 — WACC and embedded DCF assumptions

WACC assumptions Embedded DCF assumptions

Risk Free rate (10Y BTP bench.) 2.5% |Revenue CAGR 2017-2025 (%) 2.5%

Debt spread (%) 3.0% |EBIT CAGR 2017-2025 (%) 5.3%

Cost of debt [net] (%) 4.0% |EBIT margin 2017 (%) 9.5%

Market risk premium (%) 4.5% |Target EBIT margin 2025 (%) 12.0%
Beta (x) 1.23 |Depr. on sales (avg 2017-2025) (%) 38.0%
Cost of equity (%) 8.0% |Capex on sales (avg 2017-2025) (%) -37.7%
Weight of Debt 53%

Weight of Equity 47%

WACC 5.89%

Source: UBI Banca estimates

Figure 28 — DCF valuation

Our DCF valuation implies an EV/EBITDA of 4.0x att erminal value

(EUR m) (% weight)

Sum of PV 2017-25 FCF 37.5 30%
Terminal value 88.1 70%
Total Enterprise value 125.6 100%

- minorities 0.0

- Pension Provision (0.3)

- Net debt (+ cash) (32.3)

Total Equity value 93.0

Fully diluted number of shares (m) 14.1

Fair value per share (EUR) 6.60

Source: UBI Banca estimates

Our valuation has significant sensitivity to the terminal growth rate and WACC as
the fair value in our DCF model is largely based on terminal value (70% of
enterprise value).

Figure 29 — Sensitivity analysis

Doubling the terminal growth rate would increase ou r DCF valuation by 51%

WACC/g 0.50% 1.00% 1.50% 2.00% 2.50%
4.50% 7.37 8.37 9.71 11.58 14.36
5.00% 6.52 7.30 8.31 9.65 11.51
5.50% 5.82 6.45 7.24 8.25 958
5.89% 5.39 5.93 7.45 8.47
6.00% 5.23 5.75 6.38 7.18 8.18
6.50% 473 5.17 5.69 6.32 7.11
7.00% 4.30 4.67 5.11 5.63 6.26

Source: UBI Banca estimates
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Relative valuation

LFG has several direct listed peers. We have not taken into consideration in our
relative valuation the global entertainment corporations (Walt Disney, Time-
Warner) due to their large size and international focus.

LFG is trading at a discount of about 30% on EV/BITDA but at a premium on
EV/EBIT and P/E to its direct peers, being penalized by its conservative
amortization policy. However, it should be acknowledged that LFG presents the
one of highest growth rates within our sample.

Based on a relative 2017-18 P/E, LFG would be valued at EUR3.14 per share, on
EV/EBITDA it would be EUR8.12 per share and on EV/EBIT it would be EUR1.60
per share. The average of these three valuations gives EUR4.83 per share.

Figure 30 — Peer comparison and valuation based on multiples (priced on 9 May 2017)

Company Market Cap P/E EV/EBITDA EV/EBIT Share performance

(EURm) 2017E 2018E 2017E 2018E 2017E  2018E One Month Three months
EuropaCorp SA 150 16.6 x 22.3x 3.4 % 4.1x 146x 17.2x -2.14% 0.27%
Splendid Medien AG 17 14.7x 10.2 x 2.4 x 2.1x 13.9x 10.2x -2.09% -5.95%
Lions Gate 4,759 23.8x 18.7x 13.3 x 11.3 x 18.9 x 15.6 x -2.20% -12.62%
Entertainment One Ltd. 1,248 10.6x 9.6 x 7.4x 6.9 x 7.9 x 7.6 x 2.71% 4.01%
Highlight Communications AG 257 11.8x 11.0x 8.8 x 8.0 x 9.7 x 8.9 x 4.42% -1.40%
Lucisano Media Group 32 35x 26X 2.3x 1.9 x 4.5 x 3.4x 6.65% 59.26%
Mondo TV 125 11.3x  9.7x 5.6 x 4.7 x 9.0 x 8.4 x 2.13% 4.05%
Notorious Pictures 23 57x 46X 1.3x 1.0x 29x 1.9x 2.54% 21.35%
Average 12.3x 11.1x 56 x 50x 10.2 x 9.1x 2.81% 7.59%
Current LFG market multiples 65 21.7x 13.9x 4.1x 3.4 x 20.6x 14.2x 17.52% 54.73%
Discount to Average 76.7% 25.6% | -26.8% -31.8% 102.7%  55.9%

Source: Factset, UBI Banca estimates

At our EUR5.16 per share target price, LFG would trade at 3.6x 2018 EV/EBITDA,
which is below the average multiple of our sample of peers (5.0x)

Figure 31 — Implicit multiples based on our EUR5.16 target price

x) 2017E 2018E 2019E
PIE 24.1x 15.5 x 11.5x
EV/EBITDA 4.3 x 3.6 x 3.2x
EV/EBIT 21.9x 15.1 x 10.9 x
EV/Sales 1.72 x 1.54 x 1.42 x
P/BV 2.1x 1.9 x 1.7 x
EV/ Capital employed 1.4x 1.4x 14x

Source: UBI Banca estimates
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Appendix

Figure 32 — Distribution line up

The Shack Valerlan

Director: Stuart Hazcldinc

Director: Luc Besson

- | Cast: Benicio Del Taro,
Josh Brolin, Catherine

| Cast:Sam Woerthington,

Cast: Cara Delavingne,
Octavia Spencer

Danc Dchaan, Rihanna,

Keenar Ethzan Hawke, John
Goodman
Tulip Faver American Assassins I Marrowbone

Director: Justin Chadwick Director: Michael Cuesta iractar: Sergio G.

Cast: Uane DeHaan. Sanchez

Christoph Waltz, Zach
Galilianakis, Judi Dench

Cast: Michael Keaton,

Dylan O'Brien || Cast: Naomi Watts

Horsa Soldiars Down a Dark Hall Kin

Director: Nicolai Fuglsig Diractor: Rodrigo Cortés Directar: Ionathan & lash

Ariel Schulman - Baker

M Cast: Chris Hemsworth,

Micheal Shannon Cast: 1)ma Thurman, | Cast: Jack Reynor, James

Annasophia Rebb Franco, Zoe Kravitz, Dennls

Quaid
Wonder @W Djiilsey

Diractor: Paul King Diractor: Francis Lawrence

Cast: Julia Reberts, Owen

h’y Cast: Hugh Jackman
Wilson, |. Grahowski

Based on a True Story Gold

Director: LA. Rayona Directar: Roman Palanskl

Diractor: stephen Gaghan

Cast; Emmanuelle Seigner, 2 Cast: Matthew

=va areen MecConaughey, Edgar
Ramirez, Bryce Dallas
Howard

Lest City of 2 el e sloana

Cast: Liam Neeson, Felicity
lones, Sigourney Weaver

Nerve

|

M Dirsctor: James Gray Director: John Madden Director; | lenry Joost,

Arizl Schulman
Cast: Nobert Pattinson, /@' Cast: lessica Chastain,

Sienna Miller, Charlie * Mark Strong. John Lithzow
Hunnam

f Cast: Emma Roberts, Dave
Francn, lulietre | pwis

My Little Pony Patriots Day - The Last Face

Diractor: layson Thirssen Diractor: Peter Berg | Diractor: Sean Penn

Cast: Emlly Blunt, Liev
Schraiber

Cast: Mark Wahlberg.
Kevin Bacon, John
Goodman, LK. Simmons

Cast: Charlire Theran,
Javier Bardem, Adele
Lxarchopoulos

Power Rangers Saw: Legacy

Cirector: Dean lsrazlile Director: Michag! Spierig,

; Peter Spierig
Cast: Naomi Scott, Dacre

Mantgomezry, Becky G. Cast: Tobin Rell

Source: Leone Film Group




UBI >< Banca Leone Film Group

10 May 2017

Q)
(]
3
o
p
S
<
P
(0]
=
o
s
(o

Figure 33 — Movie production line up

I Hotel Gagarin Rimetti a Noi i Nostri Debiti

Script: Simone Spada, Lorenzo
Rossi Espagnet

Script: Antonio Morabito and
Amedeo Pagani
Director: Simone Spada Director: Antonio Morabito

Cast: Luca Argentero, Claudio
Amendola, Giuseppe Battiston

Cast: Claudio Santamaria, Marco
Giallini

. Notti Magiche Il Primo Giorno Della Mia Vita

Script: Paolo Virzi, Francesca Script: Paclo Genovese

Archibugi, Francesco Piccolo Dlfeéton: Pisle Gengisss

Director: Paolo Virzi Cast: t.b.c.

Cast: th.c.

The Last Joint - Far From Here

Script: Gianluca Ansanelli, Tita
Buffulini

Script: Paclo Virzi

Director: Paolo Virzi
Director: Maccio Capatonda
Cast: t.h.c.
Cast: t.b.c.

Source: Leone Film Group

Figure 34 — TV production line up

Colt Immaturi — La Serie

Original Idea: Sergio Leone ! Seript: Paolo Genovese, Paola Mammini, Giovanna

N 5 ) ’ Guidoni
Script: Stefano Sollima, Luca Infascelli,

Massimo Gaudioso Director: Rolando Ravello

Director: Stefano Sollima Cast: Ricky Memphis, Luca Bizarri, Paolo Kessisoglu,
Maurizio Mattioli, Sabrina Impacciatore, Nicole

Grimaudo, llaria Spada

Cast: th.c.
Beati Paoli Tutta Colpa di Freud
Original Idea: Luigi Natoli Script: Paolo Genovese

Script: Giuseppe Tornatore, Massimo De Rita,
Salvatore Marcarelli

Director: Paolo Genovese

Cast:t.b.c.
Director: Giuseppe Tornatore

Cast: t.h.c.

The Booth at the End
Script: Christopher Kubasik
Director: Paclo Genovese

Cast: Valerio Mastandrea

Source: Leone Film Group

Figure 35 — Movies of Sergio Leone in the library

Tt SERCIO LEOWE . Cifauns
TERENCE HENRY
HILL FONDA

iL COLOSSD
DI RODI ;

Source: Leone Film Group
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Income Statement

(EURm) 2016 2017E 2018E 2019E
Net Revenues 54.71 61.31 68.48 68.43
EBITDA 23.52 29.55 34.99 36.25
EBITDA margin 39.3% 39.8% 42.6% 44.5%
EBIT 2.96 5.83 8.37 10.59
EBIT margin 5.0% 7.9% 10.2% 13.0%
Net financial income /expense -1.26 -1.39 -1.46 -1.31
Associates & Others 0.00 0.00 0.00 0.00
Profit before taxes 1.70 4.44 6.91 9.28
Taxes 0.12 -1.42 -2.21 -2.97
Minorities & discontinuing ops 0.00 0.00 0.00 0.00
Net Income 1.82 3.02 4.70 6.31

Source: Company data, UBI Banca estimates

Balance Sheet

(EURm) 2016 2017E 2018E 2019E
Net working capital 2.62 10.31 8.66 7.71
Net Fixed assets 63.79 80.33 85.25 80.56
M/L term funds -1.11 -1.26 -2.51 -3.38
Capital employed 65.31 89.37 91.40 84.89
Shareholders' equity 33.02 34.77 37.92 42.11
Minorities 0.00 0.00 0.00 0.00
Shareholders' funds 33.02 34.77 37.92 42.11
Net financial debt/(cash) 32.29 54.60 53.49 42.77

Source: Company data, UBI Banca estimates

Cash Flow Statement

(EURm) 2016 2017E 2018E 2019E
NFP Beginning of Period 24.03 32.29 54.60 53.49
Group Net Profit 1.82 3.02 4.70 6.31
Minorities 0.00 0.00 0.00 0.00
D&A 20.55 23.72 26.62 25.66
Change in Funds & TFR 0.00 0.00 0.00 0.00
Gross Cash Flow 22.37 26.74 31.32 31.97
Change In Working Capital 4.40 -7.69 1.65 0.96
Other 0.00 0.00 0.00 0.00
Operating Cash Flow 26.77 19.05 32.97 32.92
Net Capex -31.50 -40.10 -30.30 -20.10
Other Investments 0.00 0.00 0.00 0.00
Free Cash Flow -4.73 -21.05 2.67 12.82
Dividends Paid -1.21 -1.27 -1.55 -2.11
Other & Chg in Consolid. Area -2.32 0.00 0.00 0.00
Chg in Net Worth & Capital Incr. 0.00 0.00 0.00 0.00
Change in NFP -8.26 -22.31 1.12 10.71
NFP End of Period 32.29 54.60 53.49 42.77

Source: Company data, UBI Banca estimates
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Financial Ratios

(%) 2016 2017E 2018E 2019E
ROE 5.5% 8.7% 12.4% 15.0%
ROI 4.7% 7.4% 9.1% 11.6%
Net Fin. Debt/Equity (x) 1.0 1.6 14 1.0
Net Fin. Debt/EBITDA (X) 14 1.8 15 1.2
Interest Coverage 2.3 4.2 5.7 8.1
NWC/Sales 4.4% 13.9% 10.5% 9.5%
Capex/Sales 52.7% 54.1% 36.9% 24.7%
Pay Out Ratio 69.8% 51.3% 45.0% 44.7%

Source: Company data, UBI Banca estimates

Per Share Data

(EUR) 2016 2017E 2018E 2019E
EPS 0.13 0.21 0.33 0.45
DPS 0.09 0.11 0.15 0.20
Op. CFPS 1.90 1.35 2.34 2.34
Free CFPS -0.34 -1.49 0.19 0.91
BVPS 2.34 2.47 2.69 2.99

Source: Company data, UBI Banca estimates

Stock Market Ratios

(x) 2016 2017E 2018E 2019E
P/E 20.2 21.7 13.9 10.4
P/OpCFPS 14 3.4 2.0 2.0
P/BV 11 1.9 1.7 1.6
Dividend Yield (%) 3.4% 2.4% 3.2% 4.3%
Free Cash Flow Yield (%) -12.9% -32.5% 4.1% 19.6%
EV (EURmM) 69.4 120.4 119.3 108.6
EV/Sales 1.2 1.6 1.4 1.3
EV/EBITDA 3.0 4.1 3.4 3.0
EV/EBIT 23.4 20.6 14.3 10.3
EV/Capital Employed 11 1.3 13 1.3

Source: Company data, UBI Banca estimates

Growth Rates

(%) 2016 2017E 2018E 2019E
Growth Group Net Sales 14.2% 24.1% 10.7% -0.9%
Growth EBITDA 22.7% 25.7% 18.4% 3.6%
Growth EBIT -31.9% 96.8% 43.5% 26.5%
Growth Net Profit -49.4% 66.2% 55.6% 34.3%

Source: Company data, UBI Banca estimates
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Disclaimer

Analyst Declaration

This research report (the “Report”) has been prepared by Marco Cristofori on behalf of UBI
Banca S.p.A. (“UBI Banca”). UBI Banca is an Italian bank supervised by the European
Central Bank and is duly authorised to provide investment services pursuant to Article 1.
Paragraph 5. letter a). b). c). c-bis). e) and f) of the Legislative Decree 24 February 1998. n°
58 under the supervision of Consob. UBI Banca has its head office at Piazza Vittorio Veneto
8. 24122 Bergamo.

The analyst who prepared the Report. and whose name and role appear on the front page.
certifies that:

a. the views expressed on the company mentioned herein (the “Company”)
accurately reflects his personal views. It does not represent the views or opinions
of UBI Banca. its management or any other company which is part of or
affiliated to the UBI Banca group (the “UBI Banca Group”). It may possible that
some UBI Banca Group’s employees may disagree with the views expressed in
this Report;

b.  he has not received and will not receive any direct or indirect compensation in
exchange for any views expressed in this Report;

c. the analyst does not own any securities and/or any other financial instrument
issued by the Company or any financial instrument whose price depends on or is
linked to any securities and/or any financial instrument issued by the Company;

d. neither the analyst nor any member of the analyst’s household serves as an
officer. director or advisory board member of the Company;

e. the remuneration of the analyst is not directly tied to transactions in services of
investment firms or other type of transactions it or any legal person part of the
same group performs. or to trading fees it or any legal person that is part of the
same group receives;

f. the analyst named in the document is member of AIAF.

General disclosure

This Report is for information purposes only. This Report (i) is not. nor may it be construed.
to constitute. an offer for sale or subscription of or a solicitation of any offer to buy or
subscribe for any securities issued or to be issued by the Company. (ii) should not be
regarded as a substitute for the exercise of the recipient’s own judgement. In addition. the
information included in this Report may not be suitable for all recipients. Therefore the
recipient should conduct his own investigations and analysis of the Company and securities
referred to in this document and make his own investment decisions without undue
reliance on its contents. Neither UBI Banca. nor any other company of the UBI Banca
Group. nor any of its directors. managers. officers or employees. accepts any direct or
indirect liability whatsoever (in negligence or otherwise). and accordingly no direct or
indirect liability whatsoever shall be assumed by. or shall be placed on. UBI Banca. or any
other company of the UBI Banca Group. or any of its directors. managers. officers or
employees. for any loss. damage. cost. expense. lower earnings howsoever arising from
any use of this Report or its contents or otherwise arising in connection with this Report.

The information provided and the opinions expressed in this Report are based upon
information and data provided to the public by the Company or news otherwise public and
refers to the date of publication of the Report. The sources (press publications. financial
statements. current and periodic releases. as well as meetings and telephone
conversations with the Company’s representatives) are believed to be reliable and in good
faith. but no representation or warranty. express or implied. is made by UBI Banca as to
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their accuracy. completeness or correctness. Past performance is not a guarantee of future
results. Any opinions. forecasts or estimates contained herein constitute a judgement as at
the date of this Report. and there can be no assurance that the future results of the
Company and/or any future events involving directly or indirectly the Company will be
consistent with any such opinions. forecasts or estimates. Any information herein is subject
to change. update or amendment without notice by UBI Banca subsequent to the date of
this Report. with no undertaking by UBI Banca to notify the recipient of this Report of such
change. update or amendment.

Organizational and administrative arrangements to prevent conflicts of interests

UBI Banca maintains procedures and organizational mechanism (physical and non physical
barriers designed to restrict the flow of information between the unit which performs
investment research activity and other units of UBI Banca) to prevent and professionally
manage conflicts of interest in relation to investment research.

For further information please see UBI Banca’s website (www.ubibanca.com/equity-
research) “Informativa sintetica sull’attivita di ricerca”.

Disclosure of potential conflicts of interest

In relation to the Company the following potential conflict of interest have been found:
> UBI Banca acts as Specialist for Leone Film Group
> UBI Banca may have long or short positions with the issuer

On the basis of the checks carried out no other conflict of interest arose.

Frequency of updates

UBI Banca aims to provide continuous coverage of the companies in conjunction with the
timing of periodical accounting reports and any exceptional event that occurs affecting the
issuer’s sphere of operations and in any case at least twice per year. The companies for
which UBI Banca acts as Sponsor or Specialist are covered in compliance with regulations
of the market authorities.

For further information please refer to www.ubibanca.com/equity-research

Valuation methodology

UBI Banca’s analysts value the Company subject to their recommendations using several
methods among which the most prevalent are: the Discounted Cash Flow method (DCF).
the Economic Value Added method (EVA). the Multiple comparison method. the SOP
method and the NAV method.

The analysts use the above valuation methods alternatively and/or jointly at their
discretion. The assigned target price may differ from the fair value. as it also takes into
account overall market/sector conditions. corporate/market events. and corporate
specifics (i.e. holding discounts) reasonably considered to be possible drivers of the
company’s share price performance. These factors may also be assessed using the
methodologies indicated above.

For further information please refer to www.ubibanca.com/equity-research.
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Ranking system

UBI Banca’s analysts use an “absolute” rating system. not related to market performance.
The explanation of the rating system is listed below:

Buy: if the target price is 10% higher than the market price. over the next 12 months.

Hold: if the target price is 10% below or 10% above the market price. over the next 12
months.

Sell: if the target price is 10% lower than the market price. over the next 12 months.

No Rating: the investment rating and target price have been suspended as there is not
sufficient fundamental basis for determining an investment rating or target. The previous
investment rating and target price. if any. are no longer in effect. Alternatively. No Rating
is assigned in certain circumstances when UBI Banca is acting in any advisory capacity in a
strategic transaction involving the Company.

Target price: the market price that the analyst believes that the share may reach within a
one-year time horizon.

Market price: closing price on the day before the issue date of the report. appearing on the
first page.

Distribution

Italy: This document is intended for distribution in electronic form to “Professional Clients”
and “Qualified Counterparties” as defined by Legislative Decree 24 February 1998. n. 58
and by Consob Regulation n. 16190 dated 29.10.2007. as further amended and
supplemented.

This Report has been released within 30 minutes from the timing reported on the front
page.

IN THE UNITED KINGDOM. THIS DOCUMENT IS BEING DISTRIBUTED ONLY TO. AND IS
DIRECTED ONLY AT PERSONS WHO (A) ARE (1) PERSONS FALLING WITHIN ARTICLE 19 OR
ARTICLE 49 OF THE FINANCIAL SERVICES AND MARKETS ACT 2000 (FINANCIAL
PROMOTION) ORDER 2005 (AND ONLY WHERE THE CONDITIONS CONTAINED IN THOSE
ARTICLES HAVE BEEN. OR WILL AT THE RELEVANT TIME BE. SATISFIED) OR (Il) ANY OTHER
PERSONS TO WHOM IT MAY BE LAWFULLY COMMUNICATED; AND (B) ARE QUALIFIED
INVESTORS WITHIN THE MEANING OF ARTICLE 2(1)(E) OF THE PROSPECTUS DIRECTIVE
(DIRECTIVE 2003/71/EC). (ALL SUCH PERSONS BEING REFERRED TO AS "RELEVANT
PERSONS"). THIS DOCUMENT MUST NOT BE ACTED ON OR RELIED ON BY PERSONS WHO
ARE NOT RELEVANT PERSONS.

Copyright

This Report is being supplied solely for the recipient’s information and may not be
reproduced. redistributed or passed on. directly or indirectly to any other person or
published. in whole or in part. for any purpose without prior written consent of UBI Banca.

The copyright and intellectual property rights on the data are owned by UBI Banca Group.
unless otherwise indicated. The data. information. opinions and valuations contained in
this Report may not be subject to further distribution or reproduction. in any form or via
any means. even in part. unless expressly consented by UBI Banca.

By accepting this Report the recipient agrees to be bound by all of the forgoing provisions.
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Distribution of ratings
Equity rating dispersion in the past 12 months
Buy Hold Sell No Rating
92.3% 3.8% 0.0% 3.8%

Proportion on issuers to which UBI Banca has supplied investment banking services

relating to the last 12 months

Buy

Hold

Sell

No Rating

100%

100%

For further information regarding yearly and quarterly rating statistics and descriptions.
please refer to www.ubibanca.com/equity-research
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