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Investment Highlights:
 Newgioco Group (“company”) is a licensed gaming technology company with an Italiancertified betting and virtual sports betting software platform. The company is both landbased and online in Italy, the largest gaming market in Europe, and offers its gaming
products and services through partnerships with 2,010 web cafes, seven corner locations,
and 150 agency locations (gaming venues).
 The company’s revenues increased from $1.7 million in 2014, to $34.6 million in 2018,
indicating a compound annual growth rate of 112%.
 International Expansion: With the U.S. anticipated to legalize sports-betting in the
majority of states in the coming years, the company is aiming to offer its betting platform
to operators in the U.S.
 Growth in Online Gambling and Betting: According to consensus estimates, the global
online gambling and betting market is expected to grow heavily in the coming years with
an expected compound annual growth rate of 10.6% from the period 2017 to 2024,
attributed to factors including (1) increasing digitization, (2) higher disposable income,
and (3) higher trust in online operators by gamblers.
 Roll-up Strategy: The Italian market is highly fragmented and competitive, with the top
five operators accounting for nearly 60% of the market share. There is opportunity for the
company to pursue a roll-up strategy and acquire smaller competing operators or be
bought out by a bigger operator.
 ELYS Platform: Recent deals with the (1) Chippewa Cree Tribe in Box Elder, Montana,
(2) a Malta-based operator, and (3) Fleetwood Gaming, citing the strong business
intelligence and risk management capabilities of the company’s ELYS platform, speak to
the strength and potential of the ELYS platform to expand to other operators.
 Virtual Sports Opportunity: The company recently acquired, in 2019, a virtual sports
platform.
 We are initiating coverage on NWGI with a BUY rating and a fair value estimate of
$0.75 per share.
Risks

The company operates in an industry that is highly regulated and subject to material
change from governmental intervention.

There is no guarantee that the company will be able to renew its licenses in Italy. As the
renewal process for licenses are through a tender auction process, there is no guarantee that
the company’s bid will be high enough to secure licenses.

There is no guarantee that the company will be able to successfully penetrate the U.S
market.

Licensing and certification requirements to operate in the U.S. are currently
indeterminable; and

The company must continually innovate its ELYS platform to compete effectively against
other providers.
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Company
Overview

Newgioco Group was incorporated in the State of Delaware on August 26, 1998, as Pender
International, Inc. The company went public in 2003, changed its name to Empire Global
Corp. in 2005, and operated as a shell company from 2005 to 2014. The company entered the
sports betting and online gaming industry in Italy through several acquisitions, namely
Multigioco Srl (“Multigioco”) in 2014, Rifa Srl (“Rifa”) in 2015, and Ulisse GmbH (“Rifa”)
in 2016. As a result of these acquisitions, the company changed its name and rebranded to
Newgioco Group. Additional acquisitions such as Odissea Betriebsinformatrik Beratung
GmbH (“Odissea”), made in 2016, and Virtual Generation Limited (“VG”), made in 2019,
provided the company with a sports betting and virtual sports betting software platform,
resulting in a vertically integrated company.
The company is leveraging its betting technology for international growth on the back
of strong recurring online (websites and mobile) and land-based (physical stores)
revenues in Italy, the largest gaming market in Europe. The company currently offers its
gaming products and services through partnerships with 2,010 web cafes, seven corner
locations, and 150 agency locations (gaming venues) in Italy. According to the company,
they service approximately 90,000 user accounts in Italy across its online distribution
channel, while its land-based locations service an indeterminable number of walk-in
customers. The recent acquisition of VG, with operations in 12 countries such as Italy, Peru,
Nigeria, Paraguay, Albania, Honduras, Colombia, Mexico, Dominican Republic, Uganda,
Nicaragua, and Turkey, establishes the company as an international player. The following
illustrates the company’s current geographical areas of operation. Going forward, the
company has plans to enter the U.S. through its sports betting platform ELYS.
Company Expansion Plans

Source: Company
Distribution
Network

The company has the following distribution channels:
1. Web-based:
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their own computer, tablet, or mobile device.
Web-based Betting Shops (“web café”): A web café is an internet café or similar
venue set up with computers where customers can access the company’s website or
white-label pages.

2. Land-based:



Sporting Store (“agency”): An agency is a gaming venue that has at least 70% of its
square footage dedicated to gaming space.
Sporting Point (“corner”): A corner is a venue whose primary business is not related
to gaming. Convenience stores, coffee shops and bakeries are examples of corners.

As mentioned earlier, the company partners with 2,010 web-based betting shops, seven
corners, and 150 agencies in Italy. Agencies and corners generally only offer sports betting,
virtual sports betting, horse racing and physical slot machines. Web cafes provide customers
with access to the company’s full offering of online gambling products and sports betting
website.
According to the company, a $15,000 - $20,000 one-time investment is typically needed to
outfit a retail shop. Through the shop, the company indicated that the dollar amount of handle
(bets collected from customers) generally amount to $100,000 per month. Winning payouts
range from approximately 85% - 90%, implying gross gaming revenues (“GGR”) of $10,000
to $15,000 a month. GGR refers to the amount of money collected from bettors net of
winning payouts. The company, according to management, passes on approximately 50% of
GGR ($5,000 - $7,500) generated from retail shops to the respective shop partners.
Management has indicated that the GGR generated from their shops are higher than
competitors – we were not able to confirm this. Based on the above estimate, investment
payback for a shop occurs in as early as three months of shop operation.
Retail Shops

Source: Company
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Distribution
Network
Analysis

The following table illustrates the company’s historical handle and GGR of the company:
Handle and Gross Gaming Revenues

Source: Company, FRC
Through organic growth and acquisitions, the company’s total GGR increased from $2.11
million in 2014, to $37.7 million in 2018, reflecting a compound annual growth rate
(“CAGR”) of 105.51%. Management has indicated that, over the long-term, they expect
GGR to be comprised 80% web-based and 20% land-based. Segmented analysis of webbased and land-based operations are presented below:
Web-Based Handle and Gross Gaming Revenues

Source: Company, FRC
According to the company, they routinely evaluate the performance of web-based shops to
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identify underperforming locations. As such, the company reduced total web-based shops by
approximately 20% from 1,000 in 2016, to 800 in 2017. Looking to target high-performing
locations, the company added 200 web-based shops in 2018, 500 shops in Q1-2019, and
an additional 509 shops in July 2019, to a current total of 2,010.
Web-based GGR margins have decreased noticeably over the years from 6.95% in 2014 to
4.98% in Q1-2019. We believe that the decrease in margins are attributed to the nature of the
games offered through the company’s web-based distribution (explained later in the report),
and that web-based GGR margins will stabilize going forward. To counter the decline in
margins, the total web-based GGR has increased substantially with a CAGR of
approximately 57% from 2014 to 2018. We believe that web-based GGR will continue
exhibiting strong growth as customers embrace increasing digitalization, ease of online
gambling and betting, and players’ trust in online operators.
Land-Based Handle and Gross Gaming Revenues

Source: Company, FRC
As shown above, land-based GGR margins are significantly higher than web-based GGR
margins (Q1-2019 land-based GGR margins of 11.99% versus Q1-2019 web-based GGR
margins of 4.98%). This is due to land-based locations generally only offering traditionally
higher-margin games such as sports betting, virtual sports betting, horse racing, and slot
machines. Web-based distribution provides additional access to lower-margin games such as
poker and online casino (which has GGR margins of 3%-4%).
Segment Margins

Source: Company, FRC
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During Q1-2019, approximately 22 land-based locations were converted to web-based shops.
Management has indicated that this is done when a land-based location is better suited as a
web-based location that offers the full suite of products through the company’s websites on
computers at the location rather than only sports and virtual sports betting.
It is important for readers to note that the handle per land-based shop in 2016, and 2017, was
significantly lower compared to 2015 and 2018. Our discussions with management indicated
that this was a result of integrating the land-based acquisitions made in 2016 and 2017,
which led to deteriorated handle and GGR in those years.
The following section presents information regarding acquisitions made by the company.
Company
Subsidiaries

The company offers its gaming products and services through five acquired subsidiaries:
Multigioco, Rifa, Ulisse, Odissea, and VG. Of these acquisitions, VG was a related party
transaction as Luca Pasquini (VP of Technology, Director) and Gabriele Peroni (VP of
Business Development) each held a 20% stake in VG prior to its acquisition by the company.
The purchase price of each entity is shown below:
Purchase Price of Entities

* EU to US dollar conversion rate of 1.14.
* VG has a $570,000 performance kicker not included in the purchase price above.

Source: Company, FRC
The Italian gaming market is regulated by the Agenzia delle dogane e dei monopli (“ADM”).
The ADM issues two main categories of licenses: land-based and online gaming licenses.
Currently, the ADM has issued the following licenses to operators in Italy:
1. Monti licenses (land-based) provide authorization to operate betting agencies;
2. Bersani licenses (land-based) provide authorization to operate corner locations and
betting agencies; and
3. GAD licenses (online-based) provide the right to offer gaming products authorized
by the ADM, enter into licensing, joint venture, and acquisition agreements with
shops, private enterprises, and establish web cafes. Web cafes are considered online
as they provide customers with access to online gaming websites.
Currently, the company holds a Monti, Bersani, and GAD license. The Monti and Bersani
licenses held by the company expired in 2016, and are up for renewal between 2020 and
2022. The company has been granted a Letter of Authority (“LOA”), allowing it to continue
operations up to the renewal date. The company has noted that the government is looking to
consolidate the Monti and Bersani licenses into one license, and issue these new licenses
through a tender offer. Readers should note that in addition to a land-based license, a “right”
2019 Fundamental Research Corp.
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must be purchased for each land-based location. Management has indicated that they are
confident in their abilities to renew their land-based licenses and be able to purchase enough
rights to continue operations of land-based locations at least at current levels. If the company
is unable to secure licenses, 100% of the company’s revenue will come from web-based
operations.
The following section discusses the company’s online operations.
Online
Operations

The company operates an Italian licensed gaming website and provides its proprietary
Betting Platform System (“BPS”), called ELYS, to white-label online operators who rebrand
the platform on their websites. The company offers a myriad of game products through its
online operations: sports betting, bingo and interactive, poker, online casino, virtual sports
betting, and horse racing.

*Casino games excluding poker and bingo and interactive

Source: Company, FRC
Sports betting transactions are processed through ELYS, while online casino and poker
transactions are processed through a third-party service provider agreement with Microgame
SpA, and lotto products through Lottomatica SpA. Microgame SpA and Lottomatica SpA are
premier gaming service providers in Italy. The company is legally responsible for
compliance and client gaming controls such as know-your-client, minimum age restrictions,
and anti-money laundering controls.
Licensed Gaming Website
The company operates a licensed gaming website, www.newgioco.it, which serves customers
directly through their computers, tablets, mobile devices, and indirectly through web cafes.
Management has indicated that the website went live in July 2012 and is only available in
Italy. Shown below is the home image of the company’s licensed gaming website.
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Newgioco.it (Licensed gaming website)

Source: Company
According to SimilarWeb, a digital market intelligence platform, the company’s website is
currently ranked #528 worldwide in the category of gambling/sports, with monthly unique
visitors of nearly 14,000. For comparison, bet365.it, which holds the highest market share
(18.23%) in the Italian gambling and betting market, is currently ranked #16 worldwide in
the category of gambling/sports and has monthly unique visitors of roughly two million from
Italy. Additionally, the bounce rate of Newgioco, defined as the percentage of people who
navigate off the site immediately after entering is 17.57% - significantly lower than bet365’s
bounce rate of 40.75%. ConversionXL, a provider of analytics on data-driven marketing,
noted that the benchmark bounce rate for gaming websites is 46.70%. A lower bounce rate is
desirable as it indicates greater website engagement with customers.
Newgioco.it Analytics

*The total visits decreased 20.35% MoM; management has indicated that there is visitor seasonality, and the
decline was due to end of the European soccer seasons.

Source: SimilarWeb
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The industry is highly competitive and fragmented, with the top five companies (Bet365,
SNAITECH, Eurobet Italia, SKS365, and Sisal Entertainment) accounting for nearly 60% of
the online market share in Italy. In the chart below, Newgioco is included in the “all others”
portion of the pie and we estimate that they have a 0.53% online market share. Management
has indicated that, including their land-based operations, they hold approximately 5% of the
Italian market share (online and land-based included) - we were not able to confirm this.
Italy Market Share

Source: Company
In the U.K., the top five online operators accounted for 87% of the gaming market in 2017
(Source: Playtech). As such, consolidation and growth through acquisitions are common in
the space. We believe there is significant potential for the company to pursue a roll-up
strategy by acquiring smaller operators. In doing so, it would allow the company to pool
resources together, increase revenues, and reduce operational costs. Alternatively, the
company may be a potential acquisition candidate for bigger operators.
White-Label Pages
The company provides its ELYS platform to third parties who re-brand the platform on their
websites. Using white-label pages, the company is able to increase the reach of their online
operations and target more customers. Management has indicated that 30% of the current
web-based handle is generated through white-label pages, and that GGR generated is split
50-50 between the company and its partners, after deducting for gaming taxes and platform
expenses.
Although there is potential for cannibalization of sales, as the white-label pages would
provide lower margins to the company (due to the company having to pay fees to its
partners), we ultimately view these white-label pages as accretive to revenue streams of the
company as it allows the company to target more customers.
ELYS Platform

The ELYS Platform – Newgioco’s Proprietary Betting Platform
According to the company, ELYS is built entirely on the latest Microsoft.NET Core
technology (a software framework) which, according to Microsoft (NASDAQ: MFT), is
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required to create a high-performing and scalable system. ELYS has multi-channel
functionality which supports online, land-based, and mobile bet processing. Management
noted that ELYS has fared exceptionally well in the competitive Italian gaming market and,
as such, is poised to differentiate the company from other major sports betting platforms. The
platform, indicated by the company, is quickly adaptable to crypto currency, accepts all
forms of payment methods, is highly robust, flexible, and scalable. Functionalities of ELYS
include extensive pre-match and live in-game betting schedules, live streaming for many
sporting events, real-time customer relationship management (“CRM”) capabilities, a
business intelligence program (“BI”), and a risk management (“RM”) platform.
According to the company, ELYS is anticipated to comprise a major share of the company’s
revenues going forward. The company is looking to offer its ELYS platform as a software as
a service (“SaaS”) through expansion plans to the U.S. The revenue model will consist of a
fixed monthly fee (undisclosed by management) plus a percentage of handle processed
through the platform (anticipated to be around 3% of handle).
Long-term GGR Model of Newgioco

Source: Company
ELYS Risk Management Platform
According to management, ELYS reduces the volatility in handle to revenue conversion by
managing bet risk acceptance for operators and by dynamically managing odds risk through
specialized algorithms enhanced with artificial intelligence (“AI”). Shown below, with the
ELYS Risk Management Platform, the volatility of GGR as a percentage of handle decreased
significantly. Readers should note that the trended decline in GGR was due to a higher
portion of handle being generated from web-based (which is a lower-margin segment).
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ELYS Risk Management Platform

Source: Company
ELYS Business Intelligence Tool
ELYS acts as a business intelligence/management tool for operators. Management has
indicated that metrics provided by ELYS include, but is not limited to, variance key
performance indicators, daily GGR, handle, GGR ratio percentage, GGR by product, GGR
by play source, and GGR by types of bets.
ELYS Business Intelligence Interface

Source: Company
The following outlines recent deals signed, and news related to the ELYS:
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In April 2019, the company entered into a multi-year agreement with the Chippewa
Cree Tribe in Box Elder, Montana to deploy the company’s ELYS platform at the
Northern Winz Casino. No details were disclosed regarding revenue sharing.



In April 2019, the company signed an undisclosed operator based in Malta with a
large network of regulated locations and online gaming business in Southern Italy. No
details were disclosed regarding revenue sharing.



In March 2019, the company entered into an agreement with Fleetwood Gaming, Inc.
for the exclusive rights to distribute the company’s ELYS platform at select locations
in the state of Montana. No details were disclosed regarding revenue sharing.

In the following section, we discuss the current Italian gaming market and potential
headwinds.
The Italian
Gaming
Market

The Italian Gaming Market
According to Playtech (LON: PTEC), Italy is the largest gaming market in Europe with a
GGR of €20.1 billion in 2017. Betting in Italy dates back nearly 2,000 years. We believe the
strong market is likely due to betting being considered a common and culturally acceptable
pastime for Italians. Playtech has noted that the online portion of the Italian gaming market is
highly fragmented and undeveloped in comparison to the United Kingdom. As mentioned
earlier, we believe there is significant potential for the company to pursue a roll-up strategy
by acquiring smaller operators or to become a potential acquisition candidate for larger
operators.
Gaming Market Size Segmented by Country in Europe

Source: Playtech
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A report by Eurispes (an independent research agency) estimated that 28.2% of the Italian
population (17.1 million Italians) have engaged in some form of gambling. The most popular
gambling activities indicated in the report were lottery products (85%), followed by sports
betting (53%) and casino gambling (22%). Eurispes indicated that the Italian gambling and
betting market has more than doubled over the period 2008 – 2017, from a turnover of €47.5
billion to turnover of €101.8 billion, implying a CAGR of 8.8%.
Going forward, we believe the Italian gambling and betting market is expected to exhibit
slower growth due to fresh headwinds relating to gambling ad bans and tax hikes.
 On January 1, 2019, a blanket ban on gambling advertising and sponsorships was
enacted. There would be limitations on how operators appear on internet searches
related to gambling. In addition, online banner ads, text message promotions, etc. are
also banned. We believe retail operators would be negligibly affected as they would
still be allowed to display their branding on signage and shop fronts. As the company
operates mainly through web shops, agencies, and corners, the adverse impact of a
blanket ban on gambling advertising and sponsorships would be partially offset.
 On January 1, 2019, tax increases were made on gambling and betting operators.





Online casino will be taxed at 25% of GGR – up from 20%;
Online sports betting will be taxed at 24% of GGR – up from 22%;
Retail betting operations will be taxed at 20% of GGR – up from 18%; and
Virtual sports will be taxed at 22% of GGR – up from 20%.
Source: iGaming Business

The next section outlines the global online gambling and betting markets and growth drivers
moving forward.
Global Online
Gambling and
Betting Market

Coherent Market Insights (“CMI”), a prominent market research and consulting firm, noted
that the global online gambling and betting market was valued at US$46.9 billion in 2017,
and is expected to reach $123.5 billion by 2026, at a compound annual growth rate of 11.4%
over the forecast period. Drivers of growth include: (1) increasing population, (2) increasing
internet usage, (3) strong penetration from mobile devices, (4) increasing ease of online
gambling as opposed to land-based gambling, and (5) urbanization and rising disposable
income.
Similarly, Analytical Research Cognizance (a market research firm) and Statista (an online
portal for statistics) expect a CAGR of 9.5% and 10.8%, respectively through the forecast
period 2018 - 2024. These forecasts indicate the significant potential for the company to
offer its ELYS platform to operators worldwide.
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Finally, in the following section, we touch on the U.S. sports betting market – a market that
the company is looking to penetrate with its ELYS platform.
The United
States Sports
Betting Market

The Professional and Amateur Sports Protection Act of 1992 (PASPA) outlawed sports
betting nationwide. States that were exempt from PASPA were Oregon, Delaware, Montana,
and Nevada. According to Playing Legal, a website that provides information regarding
gambling and betting, the four states mentioned above were allowed to practice sports betting
because it had already been written into their laws before PASPA was issued.
In 2018, a U.S. Supreme Court case known as the “New Jersey sports betting case”
paved the way for legal sports betting nationwide. The outcome of the case declared
that a federal ban on sports betting was unconstitutional. As of current, according to
Legal Sports Report, a sports betting bill tracker website, 10 states have a legal, stateregulated sports betting industry:






Nevada
New Jersey
West Virginia
Rhode Island
New York







Delaware
Mississippi
Pennsylvania
Arkansas
New Mexico

Readers should keep in mind that although sports betting is legal in several states, each state
has regulations regarding who is able to provide sports betting. Our research indicates that
land-based casinos and state lotteries will be the primary players in the initial years. In our
call with management, they have expressed the same opinion. For example, on May 3, 2019,
the state of Montana legalized sports betting. However, the state vetoed Bill SB 330 in favour
of Bill HB 725, effectively allowing sport wagering to only be provided by the State Lottery
for the immediate future. Although such regulations would adversely impact the ability of
the company to expand in the U.S., we believe that states with such stringent
regulations would relax them in the future. Circling back to the state of Montana, the
state’s governor has indicated that he would reassess sports betting in the state in two years.
The company believes that the following states, shown below, will legalize sports betting
over the next few years:
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Anticipated Legalization Date by State

Using the Sports Betting Bill Tracker offered by Legal Sports Report, we believe that
management projections are reasonable. Noting the immense potential for sports betting in
the U.S., the company has expressed plans to expand into the current $32 billion U.S. tribal
market (rationale explained below) and sell its ELYS platform to tribal casino operators. The
revenues of tribal gaming in each state is provided below:
Tribal Gaming Revenues by State

Source: Company
The company has indicated that they consider the tribal market as a high-value addressable
market that makes up a greater portion of the company’s U.S. expansion plan with
commercial U.S. casino market operators as a secondary focus. The company believes that
tribal casino operators are reluctant to participate in any significant pairings with
larger established sports book providers that have relationships with non-tribal casino
operators. In other words, the company believes that tribal casino operators are more willing
to pair with independent international sports book providers (such as itself) rather than with
international sports book providers that are partnered with domestic, established casino
operators. According to the company, tribal casino operators want to maintain sovereignty of
2019 Fundamental Research Corp.
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data/customers and, as such, do not want to partner with their competitors’ sports book
providers. With that said, we do not have concrete market research or data that can confirm
this. Even if this were to be true, the company still faces immense pressure from overseas
sportsbook providers. However, given the recent deals signed relating to ELYS, we believe it
speaks well to the value that ELYS brings to operators and the platform’s competitiveness in
the marketplace.
To summarize, sports betting in the U.S. will likely be initially limited to land-based casinos.
However, we expect future regulations to allow establishments such as restaurants, bars,
taverns, coffee shops, etc. to offer sports betting. To this end, the company has outlined
that their US expansion plan will include launching a free-to-play ELYS mobile app
platform (a sports betting platform where no money is wagered) for the establishments
mentioned above. The company has indicated that they would receive SaaS revenue from
the establishments based on the number of players signing on and playing at the
establishment on the free-to-play app. Management has not provided definitive information
regarding the revenue model and costs. We believe there are significant benefits to offering a
free-to-play ELYS mobile app platform. Outlining some key benefits to related parties:




Newgioco: The company can test its ELYS platform in the US market and establish a
brand image;
Establishments: Establishments can use the platform to attract additional customers,
improve customer engagement, and use the platform as a push marketing tool; and
End-customers: Through using the platform, customers can gain points which can be
used to redeem rewards (rewards are at the discretion of the establishments).

When future regulations allow sports betting to be provided by the establishments mentioned
above, the company would be able to immediately turn its free-to-play ELYS mobile app
platform at these establishments into pay-to-play. In doing so, these establishments would be
able to quickly provide sports betting for its customers. Although we currently do not have
visibility regarding when these establishments would be allowed to incorporate pay-to-play
sports betting into their businesses, we believe the company is on the right track to
establishing a strong foothold for when sports betting becomes available for these
establishments.
Next, we will discuss the company’s recent acquisition, Virtual Generation (“VG”) and
opportunities for virtual gaming.
Virtual
Gaming
Opportunities

VG is a software development company specialized in the production and distribution of
platforms for virtual sports betting. VG currently has operations in 12 different geographical
regions: Albania, Colombia, Dominican Republic, Honduras, Italy, Mexico, Nicaragua,
Nigeria, Paraguay, Peru, Turkey, and Uganda.
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VG’s Current Operations

Source: Company
According to the company, VG’s operation has grown significantly from approximately
67,000 processed bets in 2014, to over 20 million in 2018. Techavio, a market research
company, predicts that the global virtual reality (“VR”) gambling market will grow at a
CAGR of 55% through the forecast period 2018 – 2022. It is key to note that current VG
offerings are primarily related to virtual sports betting and not virtual reality gambling.
Nonetheless, there is significant potential for the company to capitalize on the current virtual
reality gaming growth through its current product offerings:
VG’s Product Offerings

Source: Company
Key Catalysts

Management has indicated that their goals going forward will be to:
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Management
and Board

The company’s Board of Directors has five members, three of whom are independent.
Recently, as will be explained below, three independent directors resigned, and three new
independent directors were appointed. Directors and Executive Officers currently own
53.1 million common shares, or 68.25% of the common shares outstanding.

*Shares owned by Michele Ciavarella are held by Gold Street Capital Corp., a corporation owned by Gilda Pia
Ciavarella (spouse of Michele Ciavarella).

Source: Company, FRC
The founder of the company is Beniamino Gianfelici, 72, who currently serves as VP of
Regulatory Affairs. Michele Ciavarella, who currently serves as the CEO and Chairman
of the company, is the largest shareholder of the company with a total stock ownership
of 45.18%. We believe the high equity ownership strongly aligns his interest with other
investors.
In November 2004, the Ontario Securities Commission (“OSC”) commenced proceedings
against Mr. Ciavarella alleging stock manipulation. In June 2008, Mr. Ciavarella was
absolved from all liabilities by the U.S. Securities and Exchange Commission (the “SEC”)
and in May 2011, the OSC determined that Mr. Ciavarella had no involvement in any
wrongdoing, except that he failed to monitor his trading accounts. As part of a mutual
settlement with the OSC, Mr. Ciavarella agreed to a five year trading ban for non-registered
investments, to resign from, and not to act as an officer or director of a Canadian public
company for a period of five years, and not act as a fund manager or promoter for a period of
five years. Mr. Ciavarella also agreed to make a discretionary payment of $100,000 to
recover assets held in escrow by the OSC. In February 2013, the OSC withdrew remaining
proceedings.
On May 31, 2019, the company dismissed its CFO, Elisabeth MacLean. In response to the
dismissal of Ms. MacLean, three independent members of the board resigned citing
disagreements with the current management.
On June 18, 2019, an investor group put out a statement regarding their dissatisfaction with
management. In the letter, the investor group, among other things, outlined a deteriorating
financial position. As the majority of shares are held by directors and executive officers
(68.51%), we believe that management would be adequately incentivized to act in the best
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interest of shareholders. The other points outlined by the investor group did not come off as
red flags to us.
Although the resignation of three independent directors came as a surprise to us, we believe
the company has reconstituted the board with three seasoned individuals in addition to a
highly experienced CFO. Their biographies can be found below.
Biographies of the management and board members, as provided by the company, follows:
Michele Ciavarella – Chief Executive Officer and Chairman of the Board
Michele Ciavarella has served as our Chief Executive Officer since June 2011 and is also
Chairman of the Board. In addition, Mr. Ciavarella has served the Company in various roles
and executive capacities since 2004 including President, Chief Executive Officer and
Director of Operations. From 2004 to 2011, Mr. Ciavarella was engaged in senior executive
and director roles for a variety of private and publicly listed companies including Kerr Mines
Ltd. (formerly known as Armistice Resources Corp.), Firestar Capital Management
Corporation, Mitron Sports Enterprises, Process Grind Rubber and Dagmar Insurance
Services. He also served as the Business Development Officer for Forte Fixtures and
Millwork Inc., a family business in the commercial retail fixture manufacturing industry
from January 2007 until October 2013. From 1990 until 2004, Mr. Ciavarella served as a
senior executive, financial planner, life insurance underwriter and financial advisor for
Manulife Financial and Sun Life Financial. Mr. Ciavarella received his Bachelor of Science
degree from Laurentian University in Sudbury, Ontario. Mr. Ciavarella has been focused on
incubating and executing on business building strategies for the prior 25 years.
Mark J. Korb, Chief Financial Officer
Mr. Korb is a career Chief Financial Officer with over 28 years of multinational business
strategy, planning and analysis experience for high-growth companies. He began his career
with the role as head of gaming and entertainment at PWC Africa and USA and is proficient
in change management, as well as preparing and delivery of financial presentations to
executives, board members, bond holders and rating agencies. Mr. Korb, currently serves as
Group CFO for a number of private and publicly listed companies including Icagen, Inc. in
North Carolina, USA and Petroteq Energy Inc. a TSX.V listed company in Toronto, Canada,
as well as First SA Management as U.S. Business development Consultant and recently with
Avara Pharmaceuticals Inc. in London, UK as executive consultant. Significantly, Mr. Korb
has extensive experience in GAAP, IFRS and SEC Reporting, IPO’s, High-Yield and
Eurobond High Yield market, as well as cross-border and foreign currency risk management,
turnarounds, M&A, P&L and international business among other executive management
skills. Mr. Korb holds a Chartered Accountant certification from South Africa.
Luca Pasquini – VP Technology and Director
Luca Pasquini has served as a member of our Board and our VP Technology since August
2016. Mr. Pasquini brings 30 years of information technology experience and has served as
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team leader, service manager and project manager in various software and technology
development projects. Since 2013, Mr. Pasquini has served as co-founder and Chief
Executive Officer of Odissea Betriebsinformatik Beratung GmbH where he was instrumental
in the engineering and creation of a powerful, state-of-the art sports betting and gaming
technology system. From 2011 to 2013, Mr. Pasquini served as IT Manager of GoldBet
sportwetten GmbH where he provided executive oversight of technology adaptation and
software development. Mr. Pasquini has also been instrumental in assembling a solid team of
gaming specialist software engineers that have developed an innovative bookmaker platform
and a full suite of gaming products. Mr. Pasquini is a graduate of technical engineering
studies at Instituto Superiore Valdarno in San Giovanni Valdarno, Italy.
Alessandro Marcelli – VP Operations
Alessandro Marcelli has served as our VP Operations since 2014 and served as our President
from 2014 to 2017. Mr. Marcelli has more than 20 years of professional experience in the
technology industry having a broad range of applicable cross-border experience including a
key role as Project Manager of Software with NATO in 1996 working within the Turkish
Army. He was employed with Vodafone Group PLC from 1997 through 2010 as manager of
the operational and maintenance center for central and south Italy operations.
Mr. Marcelli has extensive experience in communications, team building as well as
management skills in fast changing environments. Since 2007, Mr. Marcelli has been the
Managing Director of Multigioco and has been instrumental in its growth, expanding the
Newgioco/Multigioco brand to approximately EUR 410 Million in gross annual gaming
turnover during his tenure.
Franco Salvagni - VP Land-based Operations
Franco Salvagni has served as our VP Land-based Operations since August 2016. Mr.
Salvagni has 20 years of experience at the retail level in Italian gaming business. Since 2013,
Mr. Salvagni has served as Area Manager in charge of developing the land-based distribution
of betting shops in Italy of Ulisse GmbH.
Beniamino Gianfelici - VP Regulatory Affairs
Beniamino Gianfelici is the founder of Newgioco and has served as our Vice President of
Regulatory Affairs since August 2015. He served as a member of our Board from August
2015 until May 2017. Mr. Gianfelici brings over 35 years of experience in gaming operations
in Italy along with a wealth of business relationships in a broad range of industries and
several key business centers throughout Italy. Prior to establishing Newgioco in 1996 and
entering the gaming business, Mr. Gianfelici formed and managed a successful construction
enterprise which designed, engineered and constructed a number of prominent buildings in
Rome, Italy.
Gabriele Peroni – VP Business Development
Gabriele Peroni has served as our VP Business Development since August 2016. Mr. Peroni
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brings 20 years of experience in the online and land-based gaming business. From February
2011 to September 2013, Mr. Peroni was the Senior Sales Manager for GoldBet sportwetten
GmbH in charge of business development throughout Italy. In addition, in June 2013, Mr.
Peroni co-founded Odissea Betriebsinformatik Beratung GmbH (“Odissea”) and since
September 2013 he has been instrumental to securing a number of significant business-tobusiness contracts with Odissea.
Paul Sallwasser, Independent Director
Mr. Sallwasser is a non-executive director, he currently serves as the CEO of the Florida
Community Health Network and a director of Youngevity International, Inc. (NASDAQ:
YGYI). He is a certified public accountant and began his career with Ernst & Young LLP
(EY) in South Florida. He spent 39 years as a partner of the firm serving some of the largest
publicly traded and government healthcare and biotechnology companies across the
southeastern United States. During his career at EY, he served in the firm's national office as
a member of the Quality and Regulatory Matters Group which was responsible for the firm's
audit quality review program as well as representing the firm during the inspections by the
Public Company Accounting Oversight Board (PCAOB) and the evaluation of the results
from the PCAOB inspections. He graduated summa cum laude from Miami University
(Ohio) with a B.S. in Accounting.
Steven Shallcross, Independent Director
Mr. Shallcross is a non-executive director, hecurrently serves as CEO, CFO, and Director of
Synthetic Biologics, Inc. (NYSE American: SYN) and is a certified public accountant and
senior executive with over 25 years of comprehensive international, financial and operational
experience. Significantly, he has extensive expertise in mergers and acquisitions,
partnerships and product development collaborations, strategic planning and budgeting, SEC
reporting and systems integration and has been instrumental in equity and debt transactions
raising over $800 million in capital, including two initial public offerings with various NYSE
and NASDAQ listed companies. He was awarded Private Company CFO of the Year by the
Tech Councils of Maryland, Northern Virginia and Washington DC and holds an MBA from
the University of Chicago, Booth School of Business and a B.S. in Accounting from the
University of Illinois.
Clive P. Kabatznik, Independent Director
Mr. Kabatznik currently serves in several key roles with a variety of entities and with over 37
years of extensive versatile global business expertise, including as Founding member of 40K
LLC, Chairman of Datos Health, Director of Harbor Inland Rum Company, Co-founder of
Fluid Spirits Holdings and Director of Icagen, Inc. He brings a wealth of corporate and
strategic business skills to Newgioco including the use of digital and computational
platforms to solve the marketing and technological challenges facing both new and
established businesses. He was previously, the Founder and Chief Executive Officer of
Silverstar Holdings, which was one of the first U.S. publicly listed company to invest as an
acquirer of South African businesses. In carrying out his responsibilities, Clive was
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instrumental in raising $250 million in equity and convertible debt to finance acquisitions
and expansion since inception, including a Nasdaq Initial Public Offering and further equity
and convertible debentures issued by Morgan Stanley, Bankers Trust and UBS. He also led
an initial public offering of South African Companies on the Johannesburg Stock Exchange
in 1999, the first such offering of a foreign subsidiary after the fall of apartheid for total
proceeds $25 million. Mr. Kabatznik currently is a Member and serves on the Board of
Governors and Executive Committee, Hebrew University of Jerusalem, Israel as well as the
President of the American Friends of the Hebrew University, United States. He is a graduate,
1977-1979 with an M.A. in Sociology, Hebrew University of Jerusalem, Israel and 19741977 with B.A. in History and Sociology, Hebrew University of Jerusalem, Israel.
Financials

The company’s revenues increased from $1.7 million in 2014, to $34.6 million in 2018,
indicating a compound annual growth rate of 112%. Revenues were $9.3 million in Q1-2019,
up 8% YoY.

Source: Company, FRC

The following presents the company’s income statement since 2014:
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Source: Company, FRC
EBITDA grew from -$0.5 million in 2014, to $0.9 million in 2018. In 2017, EBITDA was
$3.2 million. The substantial decrease in EBITDA from 2017 to 2018 was attributed to
higher selling, general and administrative (SG&A) expenses, which was $33.7 million in
2018, compared to $19.7 million in 2017.
Items included in SG&A expenses are listed below:




Selling expenses: Fees paid to the ADM, license fees, and commissions for field
agents and promoters. Selling expenses in 2018 were $24.1 million, up from $14.7
million in 2017.
General and administrative expenses in 2018 were $9.5 million, up from $5 million
in 2017.

EBITDA was -$1.2 million in Q1-2019, compared to $0.6 million in Q1-2018. The decrease
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in EBITDA was due to higher SG&A of $10.4 million in Q1-2019, compared to $8 million
in Q1-2018. Going forward, we expect SG&A expenses to increase as the company
continually invests in their U.S. expansion plan.
The net loss in 2018 was -$3.9 million (EPS: -$0.05) versus a net income of $1.5 million
(EPS: $0.02) in 2017. In addition to SG&A expenses negatively impacting financial
performance in 2018, interest expense increased to $2.6 million in 2018, versus $0.5 million
in 2017. The substantial increase in interest expense was primarily related to debentures
issued in 2018.
The company reported a net loss of $3.2 million (EPS: -0.04) in Q1-2019, compared to a net
income of $0.7 million (EPS: 0.01). In addition to the higher SG&A expense, net income was
adversely impacted by a higher interest expense of $1.5 million in Q1-2019, compared to
$0.2 million in Q1-2018.
The following table shows a summary of the company’s cash flows:

Source: Company, FRC
Free cash flows (“FCF”) were -$3.7 million in 2018, versus $3.1 million in 2017. The
negative FCF in 2018 was primarily attributed to payments related to the acquisitions of
Ulisse and Multigioco.
In Q1-2019, the company had $5.2 million in cash with total debt of $9.7 million. Working
capital and the current ratio were -$10.3 million and 0.40x, respectively.

Source: Company, FRC
Stock options and warrants: We estimate that the company currently has nil stock options
and 8.7 million warrants (weighted average exercise price of $0.50). None of the warrants are
currently in the money.
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Valuation

Our projections for Newgioco through to 2025 are presented below.
Revenue Projections

Income Statement Projections

Source: FRC
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Our revenue forecasts in Italy are based on the following key assumptions:




Based on our review of the market and discussions with management on their plans to
expand operations, we believe the company will be able to double its handle to
approximately $1 billion by 2022.
GGR margins for land and web-based (13.8% and 5%, respectively) remain similar to
historical GGR margins.

Our revenue forecasts in the U.S. are based on the following assumptions:





The U.S.’s total sports betting handle is expected to reach $82 billion by 2023. Global
Market Advisors (“GMA”) projected sports betting handle in the U.S. to range from
$29 billion (low) to $138 billion (high) in 2023. As such, we have averaged the low
and high projections to form a base case scenario of $82 billion.
Newgioco will commit to its U.S. expansion strategy in 2020, and be able to capture
1% of the total market.
Newgioco will license its ELYS platform to U.S. casino operators and be able to
collect a fee amounting to 3% of the handle.

Discounted Cash Flow Valuation
Our DCF valuation on Newgioco’s shares is $0.80 per share.

Source: FRC
For our discount rate, we utilized a weighted average cost of capital (“WACC”) of 13.56%.
This is based on the average return on equity (“ROE”) and debt-to-capital structure exhibited
by comparables in the Casinos and Gaming industry, outlined further below. A risk premium
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was also added to the WACC to reflect additional risk, which we believe is warranted given
the level of risk associated with expanding into the U.S., the size of the company, as well as
other risks outlined in the risks section of this report.
Comparables Valuation
The industry we used for our comparables valuation is the Casinos and Gaming industry. We
valued the company’s equity at $54 million based on an EV/R of 1.45x, which is a 50%
discount to the industry average.

Source: FRC
After reviewing Newgioco’s business, the quality of management and their execution
plan, and our valuation models, we are initiating coverage on Newgioco with a BUY
rating, and a fair value estimate of $0.75 based on the average of our two valuation
models.
Risks

We believe the company is exposed to the following risks (list is non-exhaustive):










The company operates in an industry that is highly regulated and subject to material
change from governmental intervention.
There is no guarantee that the company will be able to renew its Monti and Bersani
licenses. As the renewal process for licenses is through a tender auction process, there
is no guarantee that the company’s bid will be high enough to secure licenses.
There is no guarantee that the company will be able to successfully penetrate the U.S.
tribal markets.
The company operates in a highly competitive landscape.
The company’s operations are concentrated in Italy, and is therefore, not yet
diversified.
Licensing and certification requirements to operate in the U.S. are currently
indeterminable.
The company depends on third parties to provide their online casino, poker, and lotto
operations.
The company must continually innovate its ELYS platform to compete effectively
against other providers.

We are initiating coverage with a risk rating of 4 (Speculative).

2019 Fundamental Research Corp.

“15+ Years of Bringing Undiscovered Investment Opportunities to the Forefront”

www.researchfrc.com

PLEASE READ THE IMPORTANT DISCLOSURES AT THE BACK OF THIS REPORT

Page 28

APPENDIX

2019 Fundamental Research Corp.

“15+ Years of Bringing Undiscovered Investment Opportunities to the Forefront”

www.researchfrc.com

PLEASE READ THE IMPORTANT DISCLOSURES AT THE BACK OF THIS REPORT

Page 29

2019 Fundamental Research Corp.

“15+ Years of Bringing Undiscovered Investment Opportunities to the Forefront”

www.researchfrc.com

PLEASE READ THE IMPORTANT DISCLOSURES AT THE BACK OF THIS REPORT

Page 30

2019 Fundamental Research Corp.

“15+ Years of Bringing Undiscovered Investment Opportunities to the Forefront”

www.researchfrc.com

PLEASE READ THE IMPORTANT DISCLOSURES AT THE BACK OF THIS REPORT

Page 31

Fundamental Research Corp. Equity Rating Scale:
Buy – Annual expected rate of return exceeds 12% or the expected return is commensurate with risk
Hold – Annual expected rate of return is between 5% and 12%
Sell – Annual expected rate of return is below 5% or the expected return is not commensurate with risk
Suspended or Rating N/A— Coverage and ratings suspended until more information can be obtained from the company regarding recent events.
Fundamental Research Corp. Risk Rating Scale:
1 (Low Risk) - The company operates in an industry where it has a strong position (for example a monopoly, high market share etc.) or operates in a regulated industry.
The future outlook is stable or positive for the industry. The company generates positive free cash flow and has a history of profitability. The capital structure is
conservative with little or no debt.
2 (Below Average Risk) - The company operates in an industry where the fundamentals and outlook are positive. The industry and company are relatively less sensitive
to systematic risk than companies with a Risk Rating of 3. The company has a history of profitability and has demonstrated its ability to generate positive free cash
flows (though current free cash flow may be negative due to capital investment). The company’s capital structure is conservative with little to modest use of debt.
3 (Average Risk) - The company operates in an industry that has average sensitivity to systematic risk. The industry may be cyclical. Profits and cash flow are sensitive
to economic factors although the company has demonstrated its ability to generate positive earnings and cash flow. Debt use is in line with industry averages, and
coverage ratios are sufficient.
4 (Speculative) - The company has little or no history of generating earnings or cash flow. Debt use is higher. These companies may be in start-up mode or in a
turnaround situation. These companies should be considered speculative.
5 (Highly Speculative) - The company has no history of generating earnings or cash flow. They may operate in a new industry with new, and unproven products.
Products may be at the development stage, testing, or seeking regulatory approval. These companies may run into liquidity issues, and may rely on external funding.
These stocks are considered highly speculative.
Disclaimers and Disclosure
The opinions expressed in this report are the true opinions of the analyst about this company and industry. Any “forward looking statements” are our best estimates and
opinions based upon information that is publicly available and that we believe to be correct, but we have not independently verified with respect to truth or correctness.
There is no guarantee that our forecasts will materialize. Actual results will likely vary. The analyst and Fundamental Research Corp. “FRC” does not own any shares
of the subject company, does not make a market or offer shares for sale of the subject company, and does not have any investment banking business with the subject
company. Fees were paid by Newgioco to FRC. The purpose of the fee is to subsidize the high costs of research and monitoring. FRC takes steps to ensure
independence including setting fees in advance and utilizing analysts who must abide by CFA Institute Code of Ethics and Standards of Professional Conduct.
Additionally, analysts may not trade in any security under coverage. Our full editorial control of all research, timing of release of the reports, and release of liability for
negative reports are protected contractually. To further ensure independence, Newgioco has agreed to a minimum coverage term including two reports. Coverage can
not be unilaterally terminated. Distribution procedure: our reports are distributed first to our web-based subscribers on the date shown on this report then made
available to delayed access users through various other channels for a limited time.
The distribution of FRC’s ratings are as follows: BUY (68%), HOLD (8%), SELL / SUSPEND (24%).
To subscribe for real-time access to research, visit http://www.researchfrc.com/subscribe.php for subscription options.
This report contains "forward looking" statements. Forward-looking statements regarding the Company and/or stock’s performance inherently involve risks and
uncertainties that could cause actual results to differ from such forward-looking statements. Factors that would cause or contribute to such differences include, but are
not limited to, continued acceptance of the Company's products/services in the marketplace; acceptance in the marketplace of the Company's new product lines/services;
competitive factors; new product/service introductions by others; technological changes; dependence on suppliers; systematic market risks and other risks discussed in
the Company's periodic report filings, including interim reports, annual reports, and annual information forms filed with the various securities regulators. By making
these forward looking statements, Fundamental Research Corp. and the analyst/author of this report undertakes no obligation to update these statements for revisions or
changes after the date of this report. A report initiating coverage will most often be updated quarterly while a report issuing a rating may have no further or less frequent
updates because the subject company is likely to be in earlier stages where nothing material may occur quarter to quarter.
Fundamental Research Corp DOES NOT MAKE ANY WARRANTIES, EXPRESSED OR IMPLIED, AS TO RESULTS TO BE OBTAINED FROM USING THIS
INFORMATION AND MAKES NO EXPRESS OR IMPLIED WARRANTIES OR FITNESS FOR A PARTICULAR USE. ANYONE USING THIS REPORT
ASSUMES FULL RESPONSIBILITY FOR WHATEVER RESULTS THEY OBTAIN FROM WHATEVER USE THE INFORMATION WAS PUT TO. ALWAYS
TALK TO YOUR FINANCIAL ADVISOR BEFORE YOU INVEST. WHETHER A STOCK SHOULD BE INCLUDED IN A PORTFOLIO DEPENDS ON ONE’S
RISK TOLERANCE, OBJECTIVES, SITUATION, RETURN ON OTHER ASSETS, ETC. ONLY YOUR INVESTMENT ADVISOR WHO KNOWS YOUR
UNIQUE CIRCUMSTANCES CAN MAKE A PROPER RECOMMENDATION AS TO THE MERIT OF ANY PARTICULAR SECURITY FOR INCLUSION IN
YOUR PORTFOLIO. This REPORT is solely for informative purposes and is not a solicitation or an offer to buy or sell any security. It is not intended as being a
complete description of the company, industry, securities or developments referred to in the material. Any forecasts contained in this report were independently prepared
unless otherwise stated, and HAVE NOT BEEN endorsed by the Management of the company which is the subject of this report. Additional information is available
upon request. THIS REPORT IS COPYRIGHT. YOU MAY NOT REDISTRIBUTE THIS REPORT WITHOUT OUR PERMISSION. Please give proper credit,
including citing Fundamental Research Corp and/or the analyst, when quoting information from this report.
The information contained in this report is intended to be viewed only in jurisdictions where it may be legally viewed and is not intended for use by any person or entity
in any jurisdiction where such use would be contrary to local regulations or which would require any registration requirement within such jurisdiction.
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