Eauity Research Report LSMIF £ wepucamion

|G GROUP HOLDINGS PLC

IGG.L Sector: Online Investment Trading
Analyst: James Stenson

Email: 18688103 @students.lincoln.ac.uk
As at 04/03/2019

Business Model

IG Group Holdings plc is a United Kingdom-based company, which is engaged in
online trading. The Company provides contracts for difference (CFDs) in over 17
countries globally. The Company's segments include UK, Australia, Europe and
Rest of World. The UK segment consists of its operations in the United Kingdom
and Ireland, and derives its revenue from financial spread bets, CFDs, binary
options and execution only stockbroking. The Australian segment derives its
revenue from CFDs and binary options. The Europe segment consists of its
operations in France, Germany, Italy, Luxembourg, the Netherlands, Norway,
Spain, Sweden and Switzerland, and derives its revenue from CFDs, binary
options and execution only stockbroking. The Rest of World segment consists of
its operations in Japan, South Africa, Singapore, the United States, the United
Arab Emirates and Dubai, and derives revenue from the operation of a regulated
futures and options exchange, as well as CFDs and binary options.

Investment Rationale

IG have fallen 37% over the last 6 months, this is largely due to new regulatory
restrictions that are hitting revenue. This is not unique to IGG and rival companies
such as Plus 500 and CMC Markets have issued profit warnings relating to this.

However, for long-term investors we can buy the market leader on a discounted
price of around 27%. (Appendix 1) IG have been in the business for 45 years and
they're global leaders within the CFD trading and spread betting sector. They're a
very profitable and well funded business. IG have consistently maintained a
positive net cash position. This allows them to adapt to change and IG are looking
into diversification. Next month a large report is due on their fundamental
operational changes. This presents a fantastic opportunity in which to buy IG
stocks before the prices balance.

Year on year |G grew revenues 13.78% from 523.30m to 595.40m while net
income improved 33.81% from 169.20m to 226.40m. (Appendix 2)

IG appear to have a strong balance sheet and has grown its cash reserves
consistently over the last four years to total 289.70m. (Appendix 3)

In 2018, IG increased its cash reserves by 25.47%, or 58.80m. The company
earned 227.70m from its operations for a Cash Flow Margin of 38.24%. In
addition the company used 40.30m on investing activities and also paid 127.10m
in financing cash flows.

RECOMMENDATION

BUY

Current Price

578.00

Our Valuation Range

478.00-778.00

IG have generated a 47% pre-tax profit
over the last 5 years. IG present LSMIF a
good opportunity to buy as IG can be
currently bought with a 27% discount
rate. The graph below demonstrates.
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MARKET DATA
Revenue 595m
Net Income 226m
Incorporated in 2003
Employees 16,000
52-week range 524.5-956.5
Average volume 1.44m
Shares outstanding 1.36m
Free float 365.06m
P/E (TTM) 10.24
Market cap 2.13bn
EPS (TTM) £0.5647
Cash flow per share 0.612
Price/Cash flow per share 9.38
Book value per share 2.22
Tangible book value per 1.80
share
Net profit margin 36.56%
Operating margin 44.83%
Annual div (ADY) 25.92
Annual div yield (ADY) 4.48%
Return on assets 20.06%
Return on equity 26.74%
Return on investment 25.14%
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Investment Risks

With all investments comes risk, but |G presents a very low volatile stock option with a current beta of 0.32.

However they have fallen by 37% and this could indicate a future decline. Competitors and rivals themselves
are falling victim to the new regulations. This is combated by IG's 45 year history and contemporary
balance/profit and loss accounts.

Furthermore |G earnings are positive but are not above the UK market average, the same can be said about
their revenue growth. This is something to keep track of because if it becomes a trend this may lead to stock
volatility.

Finally, Brexit is a risk to the market as a whole. The uncertainty has lead to investors and speculators to
remain cautious. This could further explain the recent decline in |G stocks price as the combination of new
regulations plus Brexit woes could lead to doubts. However, this also presents opportunity of which we should
capitalise upon.
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Supplementary Data
Appendix 1 - Discounted Cash Flow

LSE:IGG Discounted Cash Flow Dara Sources

Diata Point

Source

Value

Valuation Model

Excess Returns Madel

Stoble EPS Median Return on Equity from the past 5 yeors. | £0.47
= Stable Book Value * Return en Equity
=£201* 23.2%
Back Value of Equiry per Share | Median Book Value from the poat 5 years. £2n
Discount Rate (Cost of Equity) | See below 6.6%
Perpetual Growth Rate 10-Year GB Government Bond Rate 1.2%

An impaortart part of a discounted cash flow ia the discount rote, below we explain how it hoa bean

calculoted.

Calculation of Discount Rate/ Cost of Equity for LSEIGG

Data Paint

Caleulation/ Source

Rizk-Fres Rote

10-Yaar GB Govt Bond Rate

Equity Fisk Premium

S&F Global

Copital Markets Unlevered Beto

Simply Wall 5t/ S&P Global

073

Re-levered Berc

= Unlevered beta (1 + (1- tax rote) (Dekt/Equiny))
= 0.734 1+ [1-19%) (4.89%])

0.84

Levered Beta

Levered Beta limited to 0.8 to 2.0

(practical range for o stable firm)

0.84

Discount Rate/ Cost of Equity

=1.23% ~ (0.64 * 6.65%)

= Cost of Equity = Rizk Free Rote + (Levered Beta * Equity Risk Premium)

6.82%

The calculations below cutline how an intringic value for |G Group Holdings is arrived af uzsing the Excess
Return Model. This approach iz uzed for finance firms where free cash flow is difficult to estimate.

In the Excesa Return Model the velue of o firm can be written as the sum of copital imveated currently in the

firm and the present value of excess returne thot the firm expects to maoke in the future.

The model is sensitive to the Return on Equity of the company versus the Cosr of Equity, how these are

calculoted is detailed below the main calculation.

Nete the colculations below are per ghare.

See our documentation 1o lsarm

obout thiz calculation.

LSE-IGG Value of Excess Returns

Calculation

Reeult

Excess Returns

= (23.2% - 6.82%) * £2.01)

= [Stekble Return on equity - Cost of equity) (Book Value of Equity per share)

£0.33

Terminal Volue of Excess Returns

=£0.33 / (6.82% - 1.23%)

= Excess Returne / [Cost of Equity - Expected Growth Rate)

Vialue of Equiry

=£201+£590

= Book Valuee per share + Terminal Value of Excess Returna

LSE-IGG Discount to Share Price

Calculation Result
Value per zhare (GEF) | From above. £790
Current discount Dizcount to share price of £5.78 | 26.9%
=-1x(E5.78 - £790) / £7.90
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Appendix 2 Income Statement (Profit & Loss)
Fiscal data as of May 312018

REVENUE AND GROSS PROFIT

Total revenue

OPERATING EXPENSES

Cost of revenue total

Selling, general and admin. expenses, fofal
Depreciationfamortization

Unusual expenselincome)

Other operafing expenses, total

Total operating expense

Operating income

Other, net

INCOME TAXES, MINORITY INTEREST AND EXTRA ITEMS
Met income before taxes

Provision for income taxes

Met income after taxes

Minority interest

Met income before extra. tems

Total extraordinary items

Met income

Inc.avail. to commeon excl. extra. ltems
Inc.avail. to common incl. extra. Items
EPS RECOMCILIATION

Basic/primary weighted average shares
Basic/primary eps excl exira items
Basic/primary eps incl. extra items
Dilution adjustment

Diluted weighted average shares
Diluted eps excdl. exira items.

Diluted eps incl. extra items
COMMON STOCK DIVIDENDS

DPS - common stock primary issue
Gross dividend - common stock
PRO FORMA INCOME

Pro forma net income

Inferest expense, supplemental
SUPPLEMENTAL INCOME

Depreciation, supplemental

Total spedcal items
NORMALISED INCOME

Normalized income before taxes

(Financial Times, 2019)
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Appendix 3 Balance Sheet (Statement of Financial Position)

Fiscal data as of May 312018 2018 2017 2016 2015 2014
ASSETS

Cash And Short Term Investments 352 373 330 182 152
Total Receivables, Net 383 348 279 270 328

Total Inventory - - — — —

Prepaid expenses 12 12 12 12 12
Other current assets, total 27 12 = = =
Total current assets 74 693 621 LbL 492
Property, plant & equipment, net 16 17 13 13 13
Goodwill, net 108 108 107 107 -
Intangibles. net &3 49 13 17 123
Long term investments nz2 52 23 76 32

MNaote receivable - long term - - — - -

Other long term assets - — - — -

Total assets 1,061 918 ™ 683 667
LIABILITIES

Accounts payable 127 n7 &3 8 22
Accrued expenses - - - 61 -
Motes payable/short-term debt o] 0 0 0 0
Current portion long-term debt/capital leases - - - - 0
Other current liabilities, total 92 75 as 13 79
Total current liabilities 79 193 128 92 101
Total long term debt 0 0 0 o] 0
Total debt 0 o] ] 4] 0

Deferred income tax - - - = —
Minority inferest - — — — -

Other liabilities, total - - = - -

Total liabilities 19 193 128 92 101
SHAREHOLDERS EQUITY
Common stock - - 4] 0 -
Additional paid-in capital 207 207 207 207 207
Retained earnings (accumulated deficit) 379 &63 406 338 274
Treasury stock - common (74 (33 (1.8) Q2 =
Unrealized gain (loss) omn 010 0.30 0.40 -
Other equity, total 63 66 52 &7 85
Total equity B&2 735 653 5 566
Total liabilities & shareholders' equity 1,061 928 ™ 683 687
Total common shares outstanding 368 367 367 366 366
Treasury shares - commaon primary issue o] 0 0 o] 0

(Financial Times, 2019)
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LINCOLN STUDEMENT MANAGED INVESTMENT FUND (LSMIF)

Founded in 2018, the Lincoln Student Managed Investment Fund (LSMIF) is exactly what it says on the
tin, a fund which will analyse, determine upon, and purchase shares to create a portfolio. The only
difference is we are students. No simulations, just our knowledge and ability vs the real market. The best
test of our teachings and learnings.

The fund is set up with a structure similar to any other professionally run fund Management Company
with students running every aspect of the fund, from CEO to analyst. It is designed to give any student
involved the best experience of the financial world possible before getting a job.

The fund will be handed down to new students each year as those partake in this fund finish their
studying. The fund aims to grow in the future, with more positions available to give the most number of
students the chance to partake.

The ultimate goal of the fund is to raise the profile of each student involved to allow for them to get the
best experience possible. We, however, set the following objectives to make the fund grow on sustainable
basis:

= To generate long-term returns from investments using our stylized investment strategies.

= Toraise funds though crowdfunding and donors to help increase the capital base.

®= Toincrease the number of students involved in the fund with expanded capital base.

= Tolink the fund’s activities with the related programmes and modules’ assessments

= To get more outside sponsors who want to work directly with the fund as well, to further
simulate the professional environment.

Contact details

Chief Executive Officer: Mr. James Stenson, BSc Banking and Finance, University of Lincoln. Email:
18688103 @students.lincoln.ac.uk.

Academic Advisor: Dr. Hao Quach. Principal Lecturer/Programme Leader for Banking and Finance
programmes. Email: hquach@lincoln.ac.uk. Tel: +441522835546

General Enquiries: Email: LSMIF@lincoln.ac.uk
DISCLAIMER

This report is for educational purpose only. The views expressed in this report are those of the authors
and not necessarily related, by any sense, to those of the University of Lincoln or the Lincoln International
Business School. The expressions of opinions in this report are subject to changes without notice. Authors
have based this document on information from sources they believe to be reliable but which they have
not independently verified. Any recommendations contained in this report are for educational purposes
and intended for general/public readers to whom it is distributed. This report is not and should not be
construed as an offer or the solicitation of an offer to purchase or subscribe for any investment. This
report may not be further distributed in whole or in part for any purpose. No consideration has been
given to the particular investment objectives, financial situation or particular needs of any recipient or
reader.

Copyright. Lincoln Student Managed Investment Fund (LSMIF) 2019, ALL RIGHTS RESERVED. No part of
this publication may be reproduced, stored in a retrieval system, or transmitted, on any form or by any
means, electronic, mechanical, photocopying recording, or otherwise, without the prior written
permission of the Lincoln Student Managed Investment Fund (LSMIF).
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