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Globo: Multiple Red Flags

Recommendation: Short

Price: 81p | Price Target: 38p | Forecast Return: -51%
Market Cap: £282m | Valuation Metric: Headline P/E | Current Multiple: 13x | Target Multiple: 6x

o Weak cash flow and accounting red flags raise questions over economics of the business.
e Citron!GO has a high churn rate, so Globo has to do a lot to simply stand still.
e GO!Enterprise faces a number of challenges in breaking into international growth markets.

o £282m market cap appears high given limited tangible net worth, limited IP and no FCF.

We add Globo to our Short list following initial work on the business model.and its.markets. Globo is an AlM-listed play on
emerging market telecoms (Citron!GO) and ‘bring your own device’ (BYOD) to work.technology (GO!Enterprise), plus a WiFi

business in Greece for hotels, airports and marinas.
Our initial work has flagged a number of issues which would.give us reasons to sell the shares today:

1. Churn in Citron!GO is estimated at between 30% (management’s guidance) and 50% (pre-pay mobile churn in
emerging markets). With Citron!GQ, Globo has to.do a-lot to simply stand still, has limited visibility of revenue and

we believe should therefore trade at a low multiple of earnings. ARPU also appears to be trending down.

2. Globo has rapidly grown, profitability since IPO. However; this has not been reflected in the cash flow statement
with limited free cash'generation. FY'12 FCF was €1.7m vs. €16.5m of continuing PAT and H1'13 FCF outflow
was -€3.7m vs. €13.9m of PAT.

3. InH1'13 vs, H2'12, revenue increased by €7.2m whilst trade receivables increased by €9.5m. We find this hard
to explain given 43% of this growth came from the GO!Enterprise business which should not have the 130+ day
payment terms of the Citron!GO business. Net working capital (inventories + WIP + trade receivables + other

current receivables less trade and other payables) is now ~50% of sales.

4. Management's comments in the reports do not compare like to like. For example, the H1'13 interim report refers
to trade receivables growing y-0-y by only 4% - this, however, fails to restate the balance sheet for the disposal of
Globo Technologies that led to receivables dropping from a June 2012 level of €26.8m to December 2012 level
of €18.4m.

5. There is a large grossing up of revenues internally in the mobile products and services business. H1'13 total
segment revenue was €63.9m and revenue from external customers was €28.0m, giving intersegment revenue of
€35.9m. We understand from the company that this is mainly the revenue of the group IP company (GMIP Ltd

based in Cyprus) to help offset against tax, but we have not seen anything of this scale before.
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6. A significant amount of development work is capitalised onto Globo’s balance sheet and amortised over three to
five years. Excluding any grossing up between the disposed Global Technologies business, we estimate that
intangible assets on the balance sheet have grown from the December 2011 level of €6.4m (December 2011
statutory BS of €19.7m minus the €13.4m of disposed intangible assets of Globo Technologies in Note 15 of the
accounts) to €23m at June 2013.

7. BYOD technology is becoming a highly competitive market place. Gartner’'s research identified 22 companies

playing in this market.

a. US-based rivals have market leadership in the US market, having been.established there for a number of
years. Good Technology, for example, is a Silicon Valley-backed«business with 13 years of operating
history, a blue chip customer list (5,000 organisations in. 130 countries including the U.S. Air Force,

AstraZeneca and Mitsubishi) and a number of granted patents:

b. Samsung has recently entered the market with Samsung Knox for Enterprise.

8. App store reviews and download numbers are difficult to square with.revenue numbers:

a. According to the Google Play store, GO!Enterprise.has only been downloaded 1,000 to 5,000 times.
Android has 68% of share of the mobile marketraccording to Globo's presentation. This does not correlate
with a business doing €5:8m.of licenserevenue in H1"13 which implies at a monthly ARPU of €3 to €7,
a requirement for a user base of 138,000 to 322,000 installs.

By way of comparison, peer-Good Technology has 500,000 to 1,000,000 installs on Google Play whilst
Mobilelron (Mobile@Work.app) and AirWatch MDM Agent both have 100,000 to 500,000 installs.

Of course, the Google Play Store is not the only way to install apps on Android, but the number of installs
for. Go!Enterprise does seem to be surprisingly low compared to competitors and in the context of the

implied user base.
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b. We also looked into the background of the people leaving app reviews on the Google Play store.

i. Two share names with employees at ASBIS, a distributor of GO!Enterprise, (Sary EI Nahlawy and
Dmitry Sladkov) and both left 5* reviews. All other 5* reviews bar one are from unidentified

Google Play users.
ii. GO!Enterprise has 31 reviews on the Google Play store. Good has 6,024 and Mobile@Work 589.
9. Globo pays little tax in the income statement and even less in the cash flow statement:.

10. We are unfamiliar with a number of the advisers used by Globo. The company.recently signed a Euro-denominated
facility with Barclays Bank for €20m plus option to extend to a further £5m. This transaction was arranged by a

New York investment bank with no UK office (Akin Bay Investment Bank) with.consultancy services provided by

Black Summit Financial Group (a “boutique style, discrete;=independent financial consulting and asset

management firm” based in Mississippi and Lexington in the US).and“Avax UK Limited (no readily available
website, registered at RSM Tenon'’s London HQ with‘ene director and no FCA approval or history of being approved
for its registered director).

Conclusion — add to the Short list today

We believe the above 10 red flags are enough for us‘to add the stock to our short list today. We are currently doing more
work on both Globo and the sectorsincluding trying out products to test our convictions. Our initial view is that the shares
could more than halve from here given-our expectation of continued low levels of FCF generation and continued opagueness

of the accounts. We expect to update clients shortly as we gain additional insights into the business model.
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Important Information and Disclaimers

The accompanying documents have been prepared and issued by The Analyst Research LLP (“The Analyst). This research is confidential and
is intended only for use by persons to whom it has been directly distributed by The Analyst. This research is strictly confidential and must not be
distributed to any third party by the recipient named in the watermark.

The Analyst is a limited liability partnership authorised and regulated by the Financial Conduct Authority ("FCA") of the United Kingdom (firm
reference number 605593) and registered as an investment adviser in the United States of America by the U.S. Securities and Exchange
Commission (registration number 801-76777). Registered office: Arthur House, Chorlton Street, Manchester, M1 3FH. Trading address: 35
Bedford Road, London, SW4 7EF.

THE ACCOMPANYING DOCUMENTS ARE MARKETING COMMUNICATIONS. The documents are not independent investment research and have not been
prepared in accordance with legal requirements designed to promote the independence of investment research and, in producing these documents, The
Analyst is not, and has not been, subject to any prohibition on dealing ahead of the dissemination of these documents.

The accompanying documents are intended only to promote the investment research and related advisory services of The Analyst, by using examples and
case-studies to give potential clients of The Analyst a sample of The Analyst’s investment research services and how such services will be provided. The
examples used may be actual investment researchissued previously and/or research in relation to hypothetical situations.

WITHOUT PREJUDICE TO THE FOREGOING, THESE MARKETING DOCUMENTS DO NOT RECOMMEND OR SUGGEST ANY INVESTMENT
STRATEGY, DO NOT CONSTITUTE INVESTMENT ADVICE AND MUST NOT BE TREATED AS DOING SO BY RECIPIENTS OF THIS DOCUMENT.

The accompanying documents are issued by The Analyst only to and/or are directed only at (@and<The Analyst's services will be made available
only to) persons who are “professional clients” or “eligible counterparties” (as defined in therules of the FCA). Persons of any other description
(including, without limitation, persons who are “retail clients” for the purposes of the'FCA Rules) mustinot act or rely on this material, and the
services of The Analyst will not be available to such persons.

All content within these marketing documents (including text, trademarks, illustrations, photographs, graphics, designs, arrangements etc.)
are protected by copyright and other protective laws. The marketing documents should not be passed on, duplicated nor reproduced in whole
or in part under any circumstances without The Analyst’s express written consent.

The information in the accompanying documents is provided for information purposesonly and is not comprehensive. These accompanying
documents are not directed to, or intended for distribution to ofuse. by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation which
would subject The Analyst to any registration or licensingrequirement within"such jurisdiction. The financial instruments described in these
accompanying documents research may not be eligible for sale'in all jurisdictions or to certain categories of investors.

The Analyst gives no undertaking that it will updateany of the.information, data and opinions in this document. The Analyst may at its
discretion decide to provide you with further data or.material but makes no representation that such further data or material will be calculated
or produced on the same basis, or in the same format, as this material.

The Analyst’'s methodology for determining, valuations and pricetargetssmay include, but are not restricted to, the following methodologies:
analyses of market risk, growth rate, révenue stream, discounted cash.flow (‘DCF"), earnings before interest, tax, depreciation and
amortisation ("EBITDA"), earningsper sharé ("EPS"),.cash flow (“CF"), free‘cash flow (“FCF”), enterprise value (“EV")/EBITDA, price-earnings
ratio (“PE"), PE/growth, price/CF;price/FCF, premium (discount)/average group EV/EBITDA, premium (discount)/average group PE, sum-of-
the-parts (“SOTP"), net assetvalue (‘“NAV"), dividend returns and return on equity (‘ROE”).

The investments described in the accompanying documents place an investor's capital at risk (i.e. an investor might lose some or all of the
amount invested). Past performance is not.necessarily a guide to future performance and an investor may not get back the amount originally
invested. The price; value of, and income from, any of the financial instruments mentioned can rise as well as fall and may be affected by
changes in economig, financial and political factors. The accompanying documents do not seek to provide an exhaustive statement of the
risks associated with the investments or types of investments referred to. All information is provided AS IS with no warranties and confers no
rights. If a finaneial instrument is denominated in a currency other than the investor's home currency, a change in exchange rates may
adversely affect the price of, value of, or income derived from the financial instrument described in this report. In addition, investors in
securities such as American Depositary Receipts (“ADR”s), whose values are affected by the currency of the underlying security, effectively
assume currency risk. Please note that in particular the bases and levels of taxation may change.

Any prices stated in this research are for information purposes only and do not represent valuations for individual securities or other
instruments. There is no representation that any transaction can or could have been affected at those prices. Different assumptions, made
by The Analyst or any other source, may yield substantially different results. The accompanying documents are intended to be for information
and marketing purposes only and are not intended to constitute, and should not be construed as, investment advice. These documents have
no regard for the specific investment objectives, financial situation or needs of any person. Recipients of these documents should seek their
own independent financial advice. They are not and should not be construed as a recommendation, offer or solicitation for the purchase or
sale of any financial instrument.

No liability is accepted by The Analyst for the reliability, accuracy or completeness of such information. In no event will The Analyst be liable
to any person for any direct, indirect, special or consequential losses or damages of any kind arising out of any use of or reliance on the
information in the accompanying documents, including without limitation, any loss of profit, business interruption, loss of programs or data
on your equipment or otherwise. This does not exclude or restrict any duty or liability that The Analyst has to its customers under the relevant
regulatory systems.
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