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BigAir Group CEO on FY16 results and outlook

Interview with Jason Ashton (CEO and Co-founder)

In this Market Briefing interview, BigAir Group’s CEO & Co-founder, Jason Ashton, discusses the
company'’s fullyear 2016 (FY16) results and strategic outlook including:

. Financial performance over FY16

° Progress update on the Fixed Wireless division and outlook for FY17

° Progress update on the Cloud and Managed Services division and outlook for FY17
° Progress update on the Community Broadband division and outlookfor FY17

. Key balance sheet movements

° Backgroundto the recent CyberHound acquisition.

Market

BigAir Group’s full yearresults showed solid revenue and EBITDA growth, yet underlying NPAT
growth was notas impressive. What were the key drivers forthese results?

Jason Ashton

Group revenue and otherincome was up 27% to $80.7 million, and underlying EBITDA was up 18%
to $22.3 million, due largely to strong revenue and margin expansionin all three of our operating
divisions.

There were three main reasons forlowerunderlying NPAT growth of 7%. Firstly, interest was over
$600,000 higherdue tothe increased use of ourdebtfacilityin calendaryear2015. This trendisnot
expected to continue as we started toreduce netdebtin the second half of FY16 with the
repaymentof $2.1 million of borrowings.

There was also an increase in the non-cash amortisation of subscriber acquisition costs of over
$330,000 reflectingthe acquisitions we have undertaken. Lastly, depreciation increased by over
$890,000 due to the unusually high capital expenditurein calendaryear2015 when we established
our Cloud offeringand completed some other projects. This trend is not expected to continue as
capex has declined considerably in the second half of FY16.
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Excludingthese three factors, underlying NPAT growth was 21% over FY16.

Alr

Market

Your Fixed Wireless division appears to have had a very solid result with underlying EBITDA
increasing by 16% despite afairly modest growth in Revenues of 6%. What were the main drivers
here?

Jason Ashton

Corporate fixed wireless revenuewas up 26% in FY16. A keydriverforthisincrease wasthe recent
expansion of our offeringsinto Cloud and Managed Services. Notonlydid revenue increase, butthe
ability tobundle new services greatly increased customer stickiness. Churnin our Corporate services
reduced by a third in FY16 to just 3.7% of revenue for the year.

This solid growth in Corporate was partially offset by the ongoing planned decline in ourlegacy
Wholesale business. Ourlegacy wholesale business has bee n facing headwinds for many years due
to ongoingindustry consolidation. Fouryearsago we shifted ourstrategicfocusto Corporate and
this has seen Corporate comprise 58% of FY16 revenue and Wholesale 42%, compared to
Wholesale’s historic80% level. Asthisshiftcontinues we expectthe dragcreated by the wholesale
decline todissipateallowingustolift our overall organicrevenue growth rate for this division.

The main drivers forthe strong growth in underlying EBITDA were acombination of increased
operating leverage and the changingrevenue mix. The fixed wireless network of POPs we have built
has mostly fixed costs which means the incremental cost foradding a new customer, mainly
installingaradiolink, isverylow. The changingrevenue mixfrom Wholesale to Corporate means
that our average revenue perservice is higher whichimproves the return on our invested capital.

With our own infrastructure in place, we are able to completely bypass Telstraand the NBN and
avoid payingline rental costs and other charges such as NBN’s controversial CVC charge. Asa result,
we don’thave any significant variable costs when adding new customers. Today we can deliver
bandwidths of up to 1Gbps using high speed microwave radio links that only require clear line of
sight from our POP to the customerbuilding rooftop. Andthe future roadmapis bright forthis
Division as we are expecting to start offering 2Gbps services this financial year and we will soon have
access to low cost radios that can deliver 10Gbps which s literally 100 times as fast as the highest
speed service you can orderfrom NBN today.

Market

What were the maindriversinthe resultforthe Cloud and Managed Services division, and can you
provide an update on the integration of the recent acquisitions and some outlook for FY17?

Jason Ashton

Our Cloud and Managed Services division has become avery important part of the engine driving
our business growth. We experienced strong growth in this division over FY16, with revenue up 45%
to $42 million, duein large partto the acquisitions of Oriel in 2014 and Applaudin 2015. In addition
we achieved underlying EBITDA growth of 25% to $7.5 million which is now almost one third of our
total Group underlying EBITDA of $22.3 million.

Itisimportant to note that this result was achieved despite some secondary lines of business
declining, including procurement [product sales], and our smaller SME service offerings. Product
salesare declininginline with industry trends and our focus is very much on building recurring
contracted revenue streams from our service offerings - WAN, Cloud, and Managed Services. Asa
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result, we are not focused on preserving historical product revenue streams that tend to operate on
very low margins. Thissaw second half product sales down 20% versus the first half, and only
contributing 13% of EBITDA for this divisioninthe second half compared to 28% in the first half. We
see thistrend continuing, bolstering EBITDA marginsin this division going forward.

Alr

In addition some of the earlieracquisitions including Anittel Communications provided a
combination of Mid-Market customers [BigAir's core customersegment] along with some smaller
SME customers [non-core]. Our “solutions” bundle is not optimally designed for the smaller SME
segmentand as a result we have seen some attrition in this base, which was factoredinto our
strategicplans.

The net result of this strategicfocus was that second half revenue for this division was lower than
the first half as we moved the business away from lower margin business. Our half on half growth
would have beenaround 5% [2H16 vs 1H16] if youreversed the decline in product sales and lost
SME revenues. Aswe pick up momentumin our mid-market customer growth we expect the impact
fromthese changesto be greatly reduced and we are targeting revenue growth to exceed 10%in
FY17 for thisdivision.

On a positive note, underlying EBITDA in the second half of FY16 was up by 5% to $3.8 million,
comparedto the first half results of $3.6 million due to the changing revenue mix towards higher
margin business and the integration work completed during the year. We made very good progress
duringthe second half on completingthe integration of Oriel and Applaud that has delivered
improved operating margins. Ourunderlying recurring EBITDA margin increased from 18% in the first
half of FY16 to 24% in the second half. We expectfurthergainsinFY17 as we remove some
remaining duplication and are targeting recurring EBITDA margins to reach 27% in FY17.

Market

Why the focus on the Mid-Market segment? Have you considered expanding your Fixed Wireless or
Cloud and Managed Service offerings into the residential or small business markets, and what about
the large enterprise segment?

Jason Ashton

We are aware of a few smaller wireless operators that are targeting the small business and
consumersegments. We have contemplated it before, and infact we rolled out a limited service to
apartmentbuildingsin Sydney backinthe early 2000s. However, ourexperience atthattime was
that the return on invested capital could not match what we were achievingin the corporate
market. We don’tbelieve this has changedinthe 10 plusyearssince. If anythingthe consumer
marketis even more competitivethan everwith the recent consolidation of the large ISPsand the
NBN comingonline overthe nextfew years.

Large enterprise customers typically have awell resourced IT capability and are less likely to value
the overall solutions sale approach that BigAir offers. This makes it harderto differentiate BigAir's
services, and this marketis typically dominated by the two orthree largest playersin both the Telco
and IT segments, since they can afford to discount heavily towin the business.

BigAir’'s offerings remain very much focused on the mid-market [medium enterprise] sector. To
furtherbuild our presence in this market sector, we are enhancing our existing offerings and adding
additional capabilities eitherin-house orthrough strongindustry partnerships. We believe that this
will help us grow and retain these mid-market customer relationships long-term.
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Mid-Market customers have limited IT capabilities but complex needs, and they need atrusted
partnerto help design and deliver complexICT solutions cost effectively. Forexample, we may need
to work out a plan for migrating some legacy business applicationsto our Private or PublicCloud
environmentandthenimplementthis plan. If youlook at all the services we offersuch as
connectivity, voice, cloud, security, managed services and IT solutions - they are often co-
dependent. BigAirhasthe subject matterexpertsthat can help customers tackle these complex
problems and work out a technology roadmap fortheiroverall networkand ITneeds, ormore
broadly theiroverall technology needs.

Alr

Market

You have experienced solid organicgrowth in your Community Broadband division over the last few
years. What isdriving that?

Jason Ashton

The primary driver continues to be relentless growth in new student accom modation
facilities. BigAiristhe number 1providerof managed WiFiand Internetservicesto student
campuses across Australia, delivering fastand reliable connectivity that enhances the learning
experience of tens of thousands of tertiary students. The student housing markethasseen
significantinvestment growth in the last few years due to pent up demand for quality
accommodation close to University campuses. The marketisalso beingfueled by the growthin
foreign students choosing Australia as the destination fortheirtertiary education.

In addition we have also expanded BigAir's managed WiFi offeringinto new verticals including retail
shopping centres and retirement living.

We also offera solution formining camps and the recent downturnin this sector has created an
opportunity for BigAirto undercut the traditional service providers in this sector with ourlower cost
solution. BigAirisable toleverage its fixed wireless division in order to deliver high speed lower cost
connectivity toremote sites and then provide a WiFi network as a fully managed solution.

Market

BigAir's balance sheetisin strongshape at 30 June versus 31 December. What are the drivers for
that?

Jason Ashton

There are several factors. Firstly our second half FYl6 operating cashflow, beforeInterest and Tax,
was up 61% to $9.2 million. Thisisa60% increase on the first half which was impacted by some
working capital movements resulting from recent acquisitions. It was pleasingto see ourcash
generationreturn to historiclevels.

Anothersignificant factor was the steady decline in capital expenditure overthe second half. As
previously forecast, the higher than normal PP&E investments made in calendaryear 2015 for the
establishment of our Cloud and Managed Services division and for other special projects was not
repeatedin 2016. Capital expenditure [paymentsfor PP&E] as a percentage of revenue declined to
just 9% in the fourth quarter of FY16 and we expect thisto normalise at between 8-10% of revenue
inFY17.

Anotherdriverforthe improving balance sheetis the significant reduction of our Earn Out provisions

relatingto recent acquisitions. These provisions declined by $6.9 million in the second half. This
includes areductionin contingent consideration for Oriel of $4.3 million due in nosmall partto the
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CMS product sale decline we discussed earlier, and areductionin contingent consideration for
Everywhere Internet of $2.6 million. As aresult our remaining earn out provisions as at 30 June 2016
were just $2.5 million.

Alr

"

The other driverimpacting the balance sheet was the $2.1 million repayment of borrowingsin the
second half which reduced ournet debtto $27.1 million. Ourgearing levels remain comfortable with
NetDebtto underlying EBITDA less than 1.2x, and we retain significant headroom underour existing
$45 million facility.

Market

What were the drivers forthe acquisition of CyberHound last month and how do you expect this to
strategically fityour growth plans?

Jason Ashton
Our acquisition strategy remains focused on identifying complementary services and customers with
a strong fitto our target customersegment.

CyberHoundis a fantasticrecentadditiontothe Group as it provides BigAir with deep CyberSecurity
and CyberSafety solutions along with a behavioural analytics platform. It also deepens our
understanding of customersinthe education sector with over 340 schools already on board and
more than 10 years of industry knowledgein onlinerisk managementand prevention. As with other
acquisitions, this broadens our customer base to cross-sell complementary BigAir Services.

At its core thisisa high margin software as a service (SaaS) business which means we now have the
potential to expand ourgeographicreach outside Australiaforthe first time with relatively minimal
investment. CyberHound has also recently secured its first Government customerinJune 2016. This
isa multi-million dollar deal which is expected to be operational before the end of 2016 and
represents asignificantanchorcustomerand case study we can use for future growthin this
segment.

Market

Thank you, Jason.

For furtherinformation, please contact BigAir on +61-2 9993 1300, or visit www.bigair.com.au

DISCLAIMER: To the full extent permitted by law, readers of this Market Briefing are solely responsible for their use of the information
contained init,and Market Eye Pty Ltd (Market Eye) shall have noliabilityin relation tothe information in this Market Briefing, the use of
that information and any errors oromissions in this Market Briefing, including (without limitation) any liability for neglig ence or
consequentialloss. This Market Briefing is based oninformation provided to, and not verified by, Market Eye. Any statements by the
participant company regarding future matters may reflect current intentions and beliefs of that company, may be subjectto risks and
uncertainties, and may be materiallydifferentto whatactually occurs inthe future. The information inthis Market Briefing is notintended
to be complete, or to provide a basis for making any decisions regarding investments. Nothinginthis Market Briefing should be construed
asfinancial product advice, whether personal or general, for the purposes of section 7668 of the Corporations Act 2001 (Cth). Market Eye
recommends that readers obtain independent investment advice priorto making anydecisions regarding investments.
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