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Our opinion : Sell

Solocal - a scary name and a stock that's seen its value shrink 200-fold over the past ten
years. In recent months however the group has witnessed a genuine revival of interest
among investors.

Ten years ago the group, then called PagesJaunes, achieved a turnover of more than €1.2
billion and generated an EBITDA margin close to 45%. Most of its revenue was derived from
printed directories and the group posted strong growth in digital, thanks mostly to its search
engines (PagesJaunes and Mappy). Unfortunately, in a turn of events that management
should have foreseen, income from directories collapsed, Google dealt a cruel blow and a
badly managed Solocal was forced to convert the majority of its debt into equity just to
survive.

Some good was to come from misfortune however when in 2017 new shareholders took
control of the board, fired the old management and appointed a new CEQO: Eric Boustouller.
It is largely thanks to Boustouller that investors are showing renewed interest in the group.
The man is ambitious, proactive and extremely convincing: he wants to make the former
print directory publisher, PagesJaunes a French digital champion and a leader in Internet
advertising for small and medium-sized businesses. He is right to be ambitious; SMEs are
desperately looking for visibility on the Internet. To capture this potential, the new CEO
announced a major plan: ‘SolLocal 2020’, a plan that includes a massive reduction in costs, an
upgrade of the group’s search engines and a strengthening of its partnership with Google.

It is a very ambitious plan, but one that appears risky to us.

It is risky first of all because of its scale. As part of its restructuring plan, SoLocal will notably
cut its field salesmen by 25-30% and centralize its locations. One of Solocal's strengths,
however, lies precisely in its local and territorial networks. We fear that by violently cutting
into its sales force, the group will lose a lot of turnover.

The plan is also risky by nature. The strengthened partnership with Google in particular
worries us. Google is perhaps unavoidable and dominant, but it is above all the main
competitor of the group’s search engines. Asking its vendors to actively promote Google
products such as Adwords, seems schizophrenic and dangerous. Once they have promoted
Google, how will these same sellers then convince their customers to continue to use the
group's own search engines in their advertising spending?

Beyond doubt, the only certainty at present is that the decline in revenues is accelerating.
Order intake fell by 11% in the first quarter. Over the year, the group should also be in net
loss due to charges related to its restructuring (€180 million announced). This charge will
certainly not be recurrent, but it will weigh on cash flow until 2020 and is substantial (at
almost 30% of the group’s market capitalization). The group’s valuation multiples are low on
the surface but so long as sales continue to fall, to us it seems too risky to buy the share. Our
opinion is therefore to sell.
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Chapter One

Revenues (EURm)
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A poorly managed decline

The Solocal group is one of the main players in local
advertising in France, which was originally engaged in
publishing, distributing and selling advertising space in printed
directories.

The group, then called PagesJaunes, enjoyed a quasi-
monopoly in its main activity and generated very high profits for
years (EBITDA margins close to 45%!). The company took this
opportunity to develop advertising services on the Internet
around its search websites and apps (PagesJaunes, Mappy,
etc.) and to extend its range of services in the areas of digital
marketing (website creation, digital services and advertising
agency...).

As it has been expected, from 2010 onwards the business of
printed directories started to decline very rapidly. The
management in place then decided to accelerate its digital
"revolution” and multiplied acquisitions in digital services,
hoping to offset the decline in revenues of its « print » business.

This strategy emerged as a bitter failure. Despite its solid local
market position, strong sales force, and high growth in the
Internet advertising market, Solocal failed to take off its
Internet revenues and compensate for the collapse of its
historic business. Worse, despite a very visible drop in sales (-
32% between 2010 and 2017) and a heavy debt, the
management did not adjust its costs and increased its
workforce. EBITDA collapsed (from more than €500 million in
2010 to €177 million in 2017) and the company was forced to
agree to convert a large part of its debt into equity to survive
(diluting massively all its shareholders).
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Chapter 2

A new management and a great potential

Noticing the failure of the previous management, the new
shareholders arrived at the time of the financial restructuring of
the group, changed the governance of the group. The board of
directors was renewed in depth and a new CEO was recruited
at the end of 2017: Eric Boustouller.

A former senior executive of Microsoft in Europe, and a fine
connoisseur of Solocal - with whom he had signed a partnership
at Microsoft - the new CEO immediately saw the group's
potential for recovery and growth.

In fact SolLocal keeps an extremely interesting market position
and high value assets. Thus, despite the decline of its directory
printing activities, Solocal remains the leading local advertising
player in France with nearly 470,000 customers. It has a sales
force of nearly 2,000 sales people (before restructuring), very
strong Internet brands (PagesJaunes, Mappy...) and remains
profitable (except exceptional, the group recorded a net profit
of €66 millions in 2017).

Moreover, the group operates in a fast-growing market. The
Internet advertising market in France represents today only 35%
of the market against 60% in the United Kingdom. It is sizable (it
represented €3.7 billion in 2017) and is expected to grow at a
rate of 10% per year in the coming years. This growth is even
stronger in certain market segments such as Internet billboards
(banners, video, etc.) and Internet ads.

Advertising spending on internet vs total advertising spending Advertising spending on internet in France (EUbn)
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Chapter 3

An ambitious and proactive strategic plan

Well determined to turn the company around, but beyond that
to make Solocal a French digital champion, the new CEO, put
in place a strong controlling, renewed 80% of the management
team and announced a new strategy three months after his
arrival.

The plan, called "Solocal 2020", is based around 1 / a new,
expanded and simplified offer of digital services, 2 / a
reinvention of its websites and apps (PagesJaunes and Mappy),
3/ avast plan of restructuring and cost reductions.

The new offer, currently being deployed, aims to no longer
focus solely on the PajesJaunes search site, but to provide
"packages" of digital services ranging from the simple
presence on the internet, the acquisition of customers and
traffic, and going through an expansion of its website creation
offers. The idea is to offer SMBs, the same service that top
advertising agencies offer to large groups. To do this, SolLocal
has reiterated and strengthened its alliances with the GAFAM,
and especially with Google.

For its PagesJaunes and Mappy search sites and apps, the
company aims to build customer loyalty by improving the
relevance of their searches and developing committed user
communities. To this end, Solocal plans the progressive
redesign of the user interfaces during the year.

Last but not least, the new management has launched a very
important reorganization and restructuring plan to save €120
million by 2020 (a 21% reduction in costs). To achieve that,
Solocal plans to rationalize massively the number of sites (from
26 to 8) and to cut aggressively its headcounts (reduction of
1,000 positions over the period 2018-2019 out of a total
workforce of 4,627). The restructuring is expected to impact all
workforce categories

In particular, it is expected that the number of field salesmen
will be reduced (-25% to -30%). The restructuring is expected to
affect all categories of staff (sales, support functions,
management, etc.). To carry out this plan, Solocal plans to
spend €180 million of restructuring charges (mainly on 2018).

LLPE Research - Stock Conviction 5
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Chapter 4

A too heavy restructuring?

Restructuring Solocal had become an absolute necessity.
Faced with declining revenues, the group had to adapt its cost
structure. A huge delay had been made in this matter. It was
necessary to make strong decisions.

Nevertheless, the scale of the decided restructuring represents
a real risk, a real challenge for the new management. Suddenly
reducing a service company's workforce by more than 20% is
anything but neutral. The cure could kill the patient. Things
could easily go wrong. In the first half 2018, the company has
already faced major strikes. The decline in order intake in the
first quarter also suggests some demobilization of staff. An
agreement with unions has been recently reached on the
restructuring plan, but it does not solve everything.

Indeed, this risk is all the greater as staff reductions will affect
the sales force and in particular field salesmen (-25% to -30%).
These salesmen, who link the French territory, make the
specificity and strength of the company. Moreover, it is planned
that they will be grouped in 4 regional hubs (against 28 before).
As a result, many of them will find themselves hundreds of
kilometers away from their customers. They will not be able to
provide the same local services and advice, which could have a
significant impact on their sales.

To reduce the risk of revenue loss, the group plans to increase
the number of telesales (+8%/+12%). In the age of digital
transformation, this shift (from field salesmen to telesales) may
be a step in the right direction. However, at the local level and
in the heart of French territories, it could be premature. Far
from large regional metropolises, small and medium-sized
businesses could hardly be satisfied with telephone advice.

Number of locations before and after restructuring Number of sales before and after restructuring
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Revenues breakdown 2017
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Not enough focus and investment on Search?

The group's search websites and applications (PagesJaunes
and Mappy) remain today the biggest contributors to revenues
and profits. In 2017, Solocal generated €461 million in this
activity, or 61% of its revenues. This activity is critical should be
the first priority. That does not seem to us to be really the case.

Indeed this activity is starting to drop. After several years of
stagnation, its revenues declined by nearly 6% in 2017. The
PagesJaunes audiences grew only slightly (+2% in 2017) and
those of Mappy declined (-2.4%). Above all, fewer and fewer
customers seem ready to promote and advertise on the group's
media. Over the past 5 years, Solocal has lost nearly 100,000
customers (nearly 20%). The company is a vicious cycle. As
Solocal loses customers, the PajesJaunes database loses
relevance, prompting new customers to leave.

To change this, Solocal plans to reinforce the relevance of
searches on PagesJaunes with customized interfaces and to
develop "opinion and comment" functionalities. To achieve
that, the company will invest €11 million. While these initiatives
appear to be very good, we fear that they may not be sufficient.
For us, these are just updates to make up for what competing
research sites have been offering for a very long time.

Indeed, to reverse the trend, we believe much more needs to
be done. The issue is that the group’s websites have an image
problem. Despite audiences that remain objectively significant,
PagesJaunes and Mappy are pale compared to Google in the
minds of SME bosses. Without massive advertising and
commercial investments (cf. the reduction of sales staff), the
improvements of the website may not be visible and may not
allow the expected rebound of the group's website audience.

Internet local search revenues growth (y-o-y)

| |
Local search; 2%
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The Google alliance: a very bad idea?

With its search engine, its mapping (Googles Maps), and its
local referencing offer for small and medium businesses
(Google My Business), Google is Solocal's direct competitor.
For a very long time, and quite logically, SolLocal refused any
collaboration with its big competitor. Wishing to protect its
database and considering that its local commercial network
protected its positions, the group kept this position until 2013.

On this date, seeing the domination of Google, Solocal
changed its strategy. The company signed a partnership with
the American group and thus allowed its digital advertising
agency to sell Google AdWords. Google's products were very
popular with the group's customers, and the new management
renewed and strengthened this partnership. As part of the new-
signed partnership, SolLocal has engaged itself to increase by
50% annually its sales of Google products over the period 2017-
2020.

What else could they do? It is to be seen but in fact SolLocal
judged that it was useless to go against the American
steamroller, that it was better to sell Google products to
increase the sales of her digital agency and thus meet the
demand of her customers than to remain alone. Indeed, the
American company is largely dominant in France with an
audience of over 51 million unique visitors per month, while
Solocal's sites together peak at 28 million visitors. However, by
deciding to actively promote Google products, we fear that
Solocal could accelerate its fall.

By putting its powerful commercial local network at the service
of Google and by setting ambitious Adwords sales targets for
its sales representatives, it risks encouraging its customers to
favour the products of its major competitor. Without doubt it is
easier to sell Adwords campaigns stamped Google than
PagesJaunes or Mappy banners, but it is to be feared that the
sales of advertisements on Solocal's websites could be very
strongly affected. The drop in Search revenues (which still
represents 61% of the group's revenues) thus has a great
chance of accelerating. Finally, knowing that Google will
capture most of Solocal's sales value on its products, this
partnership might ultimately be fatal.



Chapter 7

One single certainty: sales fall and losses in 2018

As mentioned previously, we have doubts and see significant
risks to the implementation of new strategy. However, at this
stage, it is impossible to be totally definitive in one way or
another. Our fears could turn out to be partially or totally
unfounded. Nevertheless, some certainties remain.

First of all, order intake is down sharply. Affected by an
unfavorable calendar but especially by the disorganization of
activities linked to the announcement of the restructuring, order
intake fell by 11% over the first quarter 2018 (-8% for digital
activities). Given that it is unlikely that this leading indicator of
activity improved in the second quarter, and we can expect a
significant drop in revenues over the current year (even if the
new IFRS 15 accounting principle should make it possible to
smooth the variations in revenues thus mitigate this decline).

The company cautiously did not communicate sales targets for
the year but claims to have anticipated this decline. In fact,
Solocal anticipates a stable EBITDA of €170 million before
restructuring charges (with IFRS 15). Knowing that nearly €180
million of restructuring costs must be taken into account in 2018
(most of them at least). Solocal will post for the first time of its
history an operating loss for the year.

In terms of cash flow, even if only a part of these expenses
should be paid, Solocal should burn cash for the second
consecutive year. Net financial debt, although still very
acceptable, could then increase again.

Revenues 2018 estimates* (EURm) EBITDA guidance (EURm)
740 180
730 160
720 140
710 120
700 100
690
80
680
60
670
660 40
650 20
610 0 —
2017 Proforma IFRS 15 2018E -20
Recurring Recurring Rescructuring Real EBITDA
*LPE Research estimates EBITDA 2017 EBITDA 2018 charges 2018 after
IFRS 15 Guidance restructuring
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Chapter 8

Revenues estimates* (EURm)
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Our estimates: an optimistic gradual stabilization

As we have seen, 2018 will be a bad year. In politically correct
terms, it will be "a year of transition". For the future, the
management aim to grow its revenues and EBITDA whereas the
consensus anticipates a strong rebound. We are much more
cautious and only believe in a gradual stabilization of sales and
profits. This would be already a great achievement.

Indeed, as we have explained, we are concerned that SolLocal's
violent restructuring will continue to affect sales. The group's
revenues could thus fall again in 2019 (-4% estimated).
However, not to be too pessimistic, we have estimated that the
group's revenues would gradually stabilize (-1.6% in 2020,
+1.6% in 2021). We hope that digital marketing activities
(website creation, digital services and advertising agency...) will
continue to grow at a sustained pace (>+10%) and that new
investments will slowdown and finally end the drop in revenues
from search websites (PagesJaunes and Mappy).

As regards profits, in the absence of new provisions for
restructuring, we can anticipate a return to profit in 2019.
Subsequently, while the business mix may not be favorable to
the company's margins (we anticipate a decline in Search
activities in favor of lower margin digital marketing activities),
the strong cost reductions should allow SolLocal to maintain a
relatively good level of EBITDA margin (around 20%).

In this scenario, the group would again be profitable in 2019
and should succeed in generating positive free cash flow again.
Its net financial debt could be further reduced and its financial
structure improved.

EBITDA estimates* (EURm)
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Chapter 9

Valuation ratios at 1.11 EUR/share*

A cheap stock?

At first glance, based on our estimates, the Solocal shares
seem to be undervalued or at least a high potential for
revaluation.

If we look beyond 2018, the year of transition, the valuation
multiples appear very attractive. Solocal trades at an
EV/EBITDA of 7.6x for 2019 and 6.3x for 2020. The P/E is 11.7
for 2019 and 8.6 for 2020. Moreover, from 2020 onwards, if we
assume that the group will no longer have to pay cash for its
restructuring, Solocal should generate significant free cash
flow. Based on its current price, its free cash flow yield would
then exceed 10%. This strong cash flow generation is also
reflected in DCF and EVA-MVA valuations. The current stock
price is only justified if we apply a WACC close to 15%!

But should we apply a lower discount rate and anticipate higher
valuation multiples? We don't think so. 2018 will be a very bad
year for Solocal and the gradual stabilization of the group's
revenues, which we anticipate thereafter, remains uncertain. A
black scenario, where the fall in sales in Search (PagesJaunes
and Mappy) would accelerate, is not to exclude completely.
Discounting the group's cash flow to 15% and targeting a P/E
2019 of 10x would therefore not seem shocking at this stage.
This would give a value of 0.95 euro per share.

DCEF valuation summary (EUR/share)*

) 12/2018E 12/2019E 12/2020E 12/2021E Beta 10 13 14 15 16 17
EV/Sales 1.70 1.77 1.69 1.56 WACC  10.6% 11.4% 12.3% 132% 14.0% 14.9%
EV/IC 2.75 2.64 2.54 2.38
EV/EBITDA 113.6 7.6 63 5.7 G10% 210 174 145 122 102 086
P/BV n/s n/s n/s n/s G15% 224 184 153 128 107 090
P/CF 1292 162 5.9 56 G20% 240 196 162 134 112 094
P/E ns 17 8.6 8.1 G25% 259 209 172 142 118 098
Free cash-flow yield 62%  -0.8% 10.1%  10.8% G3.0% 282 235 1.8 150 124 1.03
Dividend Yield 00%  0.0% 00%  0.0% G35% 311 244 196 160 131 109
*Based on LPE Research estimates G: Infinite growth rate
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Chapter 10 At this stage too risky to buy, so sell

Solocal's stock reputation®, i.e. the company’s reputation on
the stock market, is below the average of listed companies. This
is not a surprise when one considers the history of the
company, the multiple warning profits recorded in recent years
and the very volatile behaviour of its stock price.

Nevertheless, and this is remarkable, this reputation greatly
improved. The shareholders who arrived after the financial
restructuring put in place excellent governance. The new
management communicates extremely well and is very
convincing. Many investors are watching the company very
closely and major institutional funds have taken positions in the
company (including Fidelity).

Despite disappointing figures and in particular the fall in order
intake in the first quarter of 2018, Solocal is holding up very
well on the stock market. Many investors trust the new
management (who manage expectations very well), believe in
the equity story, are willing to be patient and consider that the
group's low valuation multiples protect them.

We are much more careful. The new strategy implemented by
the management seems high risk to us. Indeep, the drop in
sales is accelerating, the group will show heavy losses over the
year and valuation multiples lows are only a relative protection.
At this stage it seems much too risky to us to buy the share and
we have thus a Sell opinion on the stock.

SolLocal group’s stock reputation®

Criterion* Points Comments

Share price behaviour 2/20 Erratic movement in the share price every 5 days

Focus on shareholder value 14/20 Excellent governance and strong incentive on shareholder value creation
Quiality of the shareholders structure 13/20 A shareholder base including major institutional investors
Communication of the equity story 11/20 Good communication of the equity story

Consistency 6/20  Profit warning, new strategy and changes in KPI

Total 46/100 Below average reputation on the stock market

Note: The stock reputation® measurement methodology is available on www.lperesearch.com
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Financial model and estimates extract*

(EURm) 12/2012 12/2013 12/2014 12/2015 12/2016 12/2017  12/2018E  12/2019E  12/2020E  12/2021E
Sales 1066 999 936 878 813 765 670 645 635 645
- Change -3% -6% -6% -6% 7% -6% -12% -4% -2% 2%
EBITDA 449 382 277 215 222 177 10 150 170 175
Operating income 407 330 216 143 163 126 -40 105 125 130
Pre-tax 270 197 118 59 89 364 -70 75 100 110
Net income 158 115 59 27 49 336 -55 55 75 80
Basic EPS (EUR) 171 12.5 3.12 0.69 1.26 0.86 -0.09 0.09 0.13 0.14
Adjusted EPS (EUR) 171 13.2 3.61 0.74 1.15 0.17 -0.09 0.09 0.13 0.14
- Change -18% -23% -73% -80% 56% -85% -156% -200% 36% 7%
Dividend (EUR) 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Cash-flow 226 191 107 134 100 28 5 40 110 115
CAPEX 43 55 70 76 69 54 45 45 45 45
Net equity -2 007 -1 867 -1 369 -1328 -1 286 -506 -561 -506 -431 -351
Net debt 1825 1664 1226 1175 1184 471 490 495 430 360
EBITDA margin 42.1% 38.2% 29.6% 24.4% 27.3% 23.1% 1.5% 23.3% 26.8% 27.1%
ROE n/s n/s n/s n/s n/s n/s n/s n/s n/s n/s
ROIC 44.9% 38.0% 19.4% 12.8% 18.6% 26.0% -7.6% 17.8% 22.2% 22.4%
Net Fin. Debt/EBITDA (x) 39 4.1 4.1 5.1 4.9 1.9 35.1 24 1.7 1.3
Share price data (x) 12/2018E 12/2019E
Solocal Group Last share price (EUR): EV/Sales 1.70 177
RIC : LOCAL 1 EV/IC 2.75 2.64

12 months performance (%): 3 years performance (%): EV/EBITDA 113.6 7.6
+2% -80% P/BV n/s n/s
Market Capitalization (EURm): Enterprise Value (EURm): P/E n/s 1.7
635 1136 P/CF 1292 16.2

Key shareholders (31/12/17): JO Hambro (8.4%), River and Mercantile (8.2%), DNCA (5.9%), Edmond de Rothschild (5.2%)
Board: 11 Directors, Chairman/CEO separation, majority of independent

Chairman: Pierre Danon named in 2017, CEQ: Eric Boustouller named in 2017

*Detailed financial model available on demand.
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Operating under the trademark LPE Research, LA PETITE ETINCELLE ASSOCIES SAS (“LPE Research”) is an
independent equity research house exclusively dedicated to fund managers and investors. LPE Research provides
services of investment research and financial analysis as defined by “l'article L. 544-1 du code monétaire et
financier” of the French law. As such LPE Research’s reports strictly follow the general and specifics rules of the
Autorité des Marchés Financiers ("AMF") regarding investment research and financial analysis (www.amf-
france.org). In addition, LPE Research’s Directors and employees strictly follow the Société Francaise des
Analystes Financiers ("SFAF") code of ethics (www.sfaf.com).

Equity research methodology and opinions

LPE Research’s services of investment research and financial analysis are based on a strict equity research
methodology consisting of 12 steps:

1- Understanding the company's activities, 2 - Investigating the company’s market trends and industry dynamics
3 - Examining the company'’s positions versus those of its competitors
4 - Reviewing the company’s business model, identifying key drivers
5 - Understanding management motivation, vision and strategy

6 - Analysing the company’s P&L

7 - Analysing the company’s cash-flow

8 - Analysing the company'’s balance sheet

9 - Building earnings estimates

10 - Valuing the company

11 - Measuring the company's stock reputation®

12 - Identifying potential re-rating levers and momentum

Based on its methodology, LPE Research provides on demand detailed operating and financial models and
presentations of its opinions. LPE Research’s detailed equity research methodology can be fund under
www.lpereserach.com/our-methodology

Conflict of interest

LPE Research is a fully independent equity research house and does not have nor seek any business with covered
companies that could impair the impartiality of its opinions.

Except if explicitly stated, LPE Research, its directors and employees:

1- do not hold a net long or short position subject issuer or the subject securities or other financial instruments
(the "Company” or the “Companies”)

2- do not act as a market maker or liquidity provider in the financial instruments of the Company

3- do not belong to a consortium as a lead manager or co-lead manager of any publicly disclosed offer of
financial instruments of the Company

4- do form party to any other agreement with the Company relating to the provision of investment banking
services

5- do not form party to an agreement with the Company relating to the production of the Publication or any
recommendation

6- do not act as a corporate broker to the Company

7- do not have a material conflict of interest at the time of distribution of the Publication or any other significant
financial interest in relation to the Company

8 — do not have received non-investment banking related compensation from the Company

9 — are not associated with them is an officer, director, or advisory board member of the Company.

10 - the Company do not holds shares of LPE Research
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contract, strict liability or otherwise), all warranties, express, statutory or implied, regarding this Publication and
any results to be obtained from the use of this Publication, including but not limited to all warranties of
merchantability, fitness for a particular purpose or use and all warranties arising from course of performance,
course of dealing and/or usage of trade or their equivalents under the applicable laws and/or regulations of any
jurisdiction. LPE Research does not warrant or guarantee the accuracy, timeliness, suitability, completeness or
availability of this Publication or the information or results obtained from use of this Publication, or that this
Publication or the information or results will be free from error.

Under no circumstances and under no theory of any applicable law and/or regulation, shall LPE Research be
liable to anyone for any direct, indirect, special, incidental, consequential, punitive or exemplary damages arising
in any way from the information contained in this Publication, including damages for trading losses or lost profits,
or for any claim or demand by any third party, even if LPE Research knew or had reason to know of the possibility
of such damages, claim or demand.
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