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MASON SECURITIES LIMITED

Madison Holdings (8057.HK) Non-rated lune 28, 2018

(In million) FY2016 FY2017 FY2018
Revenue 126.7 139.6 160.0
Net loss (9.4) (15.6) (138.4)
Loss per share (HKD cent) (0.3) (0.4) (3.5)
Share outstanding (million shares) 4,070 Share price (HKD) 1.76
Market Capitalization (HKD'm) 7,160 12-month high/low (HKD) 2.50/0.58
Major shareholders Chairman Mr. Raymond Ting Pang Wan (51.85%), Ding lu (7.35%), Diginex Limited (5.24%)

Source: Annual report 2017, Mason securities

Madison Holdings Group Limited (8057.HK) is a company incorporated in Hong Kong in the retail sales and wholesales of
a wide spectrum of wine products and other alcoholic beverages in Hong Kong with a focus on premier wine and fine
wine as well as the provision of a range of customer-centric value-added services. Successfully listed on GEM in October
2015, the adjusted IPO price was HKS 0.075 (share subdivision of every 1 share into 10 shares in October 2016). Since
2017, the company began to carry out financial services business. In 2018, the company set foot in the blockchain industry,
and began to acquire and invest in cryptocurrency exchange and cryptocurrency mining company. Madison Holdings is
currently the only company directly involved in the actual blockchain technology and cryptocurrency among all Hong
Kong listed companies. The company is beneficially owned and controlled by the chairman and executive director of the
company, Mr. Ting Pang Wan Raymond, who directly or indirectly holds 51.85% of the shares, while the remaining
shareholders holding more than 5% include Mr. Ding Lu (7.35%) and Diginex Limited (5.24%).

Figure 1: Company’s Milestones
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1. Financial Performance

As a general review, the revenues for the company's 2016 financial year (2016FY), 2017 financial year (2017FY) and 2018
financial year (2018FY) (ended 31 March 2018) were HK$127 million, HKS140 million and HKS160 million, with a net loss
of HK$9.45 million, HK$14.6 million or HK$138 million. In 2018FY, its losses increased substantially due to changes in the
fair value of the exchangeable bonds which generated a loss of HK$124 million. Its gross margin were 26.0%, 20.2% and
24.4%, respectively. In 2018FY, the wine business generated a revenue of HK$S151 million, which accounted 95% of the
total revenue.
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2. Blockchain market layout new impetus

Blockchain technology is a distributed database system that acts as an “open ledger” to store and manage online
transactions. The information of transaction is simultaneously recorded over multiple, distributed database systems
across the globe. Each validated record in the database is called a “block” which contains details, such as identities of
transacting parties, transaction amount and timestamp, etc. Since each “block” is linked to the previously validated
“block”, it is nearly impossible for anyone to alter information about the records retrospectively. Since Blockchain is
immutable —information remains in the same state for as long as the network exists, Blockchain can be considered as a
trustworthy “big database”. Its decentralized features can totally eliminate the middleman, such as government and
banks, in a transaction. According to a report from an industry intelligence advisory firm, the market size of Blockchain is
expected to increase from US$219.9 million from 2016 to US$7,688.3 million in 2022, representing a compound annual
growth rate (CAGR) of 79.6%. The main growth drivers of the blockchain industry include the ability to lowering the total
costs, simplifying business processes, demonstrating greater transparency and stability, performing faster transaction
speed and applying “Blockchain-as-a-service” in different areas (including but not limited to, payment system, financial
services, cloud computing, networking, network security and encryption currency, etc.). As one of the applications of
blockchain technology, cryptocurrency has received wide attention.

Figure 2: Bitcoin and major players in the industry value chain
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In 2017, the total market value of the cryptocurrency has been increased to US$17.7 billion, representing nearly 15 times
the amount in 2016. Japan is the world's most active virtual goods and cryptocurrency market. In 2017, by introducing
legalized cryptocurrency trading license system in Japan, cryptocurrency settlement became Japan’s one of the
accredited legal settlement method. As of March 2018, the FSA (Financial Services Agency in Japan) had issued 16
cryptocurrency trading platform licenses. By far, Japan is currently the largest Bitcoin exchange market.
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Figure 3: Types of cryptocurrency and the explosive growth in the total market value of cryptocurrencies
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Figures 4 and 5: the distribution of Bitcoin volume in different currency
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2.1 The 20% acquisition of Japan cryptocurrency trading platform, Bitpoint

Given the rising demand for cryptocurrency, the Directors are optimistic about the development of the cryptocurrency
trading platform. On 30 March 2018, Madison Holdings entered into an agreement with the vendor, Remixpoint.Inc to
acquire 20% stake in Bitpoint for a consideration of JPY 5 billion (equivalent to HK$362 million) which will be fully paid in
cash upon completion of the acquisition. Established in March 3, 2016, Bitpoint Japan is one allowed to engage in
cryptocurrency trading platform. It supports the transaction currency, Bitcoin (BTC), Bitcoin cash (BCH), Ethernet currency
(ETH), LTC and XRP, earning trading platform services (mainly cryptocurrency and fiat currency transactions with a bid-ask
spread on the market of about 5%-7%). As for FY2018, the platform obtained an income of JPY 4.55 billion (approximately
HKS$323 million), which was 182 times the income of the previous year, and generated net profit of JPY 3.73 billion
(approximately HK$278 million), turning losses to profit. The profit was mainly attributable to 1) a significant increase in
the number of clients upon successfully obtaining the cryptocurrency trading; and 2) the upgrade of the trading system by
the end of 2017 to meet the demand in the increased trading volume and reduce the delay time of the transaction and
settlement. As of May 2018, the platform had more than 50,000 members. As shown in the Madison Holdings’
announcement, the vendor delegated a Japanese business valuation company to issue a valuation report of the target
company, and it is expected that the target company is expected to generate revenue and net profit of over JPY 21.6 billion
(approximately HKS$1.534 billion) and JPY 13.9 billion (approximately HK$987 million) for the 2019 financial year,
respectively. Madison Holdings’ purchase price was about 6.5 times the FY2018 earnings. Madison Holdings expects the
acquisition will be completed in July, and we expect the acquisition will bring Madison Holdings a net profit of about HK$100
million in the 2019 financial year.
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2.2 The 51% acquisition of cryptocurrency mining company, Diginex

On 27 April 2018, Madison Holdings announced the acquisition of 51% stake in Diginex (a distributed classification DLT
technology service provider) for a total consideration of US$S60 million of which US$10 million will be paid by cash (Paid),
and the remaining USS50 million (approximately HKS392 million) will be paid by 213 million new shares (representing
approximately 4.98% % of the enlarged issued share capital) to be issued by Madison Holdings upon the completion of the
acquisition. Diginex was established on 21 December 2015 and started its operation on 1 June 2017. The target company
currently has 2.2 megawatts of datacenters under management located across Asia and Europe. The target company mines
predominately Ethereum (ETH) using high performance graphics processing units (“GPU”) Mining. The target company
chose Sweden as the main cryptocurrency mining location as it is a favorable region (low temperature, low electricity cost
and low taxes). Such acquisition is in line with Madison Holdings’ expansion plans in cryptocurrency blockchain related
fields, and virtual currency mining is integral to fill the upstream business chain. As of 31 March 2018, Diginex achieved
revenue of HK$12.12 million and had a net loss of HK$1.25 million. According to the Diginex' survey, it can breakeven if the
market price of Ethereum price is higher than US$200. When Ethereum price reaches a year average of US$640, it is
expected the net profit would be US$40 million in the financial year 2019. Madison expects the acquisition to be completed
by July, and we expect that Diginex will bring Madison Holdings a net profit of US$10 million (HK$78.5 million) for the
financial year 2019.

2.3 The acquisition of 100% stake in Three Bear Technologies (The transaction was terminated on

June 19, 2018)

On 5 May, 2018, Madison Holdings announced the acquisition of 100% stake in China Shenzhen Three Bear Technology,
Inc., for a total consideration of HK$1.131 billion, of which 20% (HK$226 million) will be settled by cash, and 80% by issuing
new shares at an issue price of HK$1.8 by installments (accounted for by the allotment and issue of the Consideration
Shares after all the enlarged issued share capital of about 11%). The target company is mainly engaged in mobile internet
technology and blockchain application software products. The gaming industry are generally plagued by a number of
problems, such as uncertain ownership rights of members’ virtual props on the platform, insecure accounts being easily
stolen, the operation is less transparency, and difficulty in recovering core data errors. The aforesaid problems have
perplexed gaming industry participants of different scale for the long period of time. The target company has strived for
various solutions for the aforesaid problems. Recently, the target company has researched, developed and applied
blockchain technology in the gaming industry to effectively ensure the security and authenticity of ownership of virtual
props, while improving the fairness and playability of games on the platform. The target company, through is research and
development process, has accumulated pragmatic blockchain technology and trained up core staff in mastering blockchain
technology. Safeguarded by the blockchain technology, the target company is able to provide a fair and transparent
entertainment community for its registered members. The target company itself also provides all kind of self-developed
mobile games. The target company has 50-60 blockchain technology R&D team, the directors of Madison Holdings consider
that Blockchain technology has a potential to become the major underlying technology applicable to financial services
industry in the future. Furthermore, the target company is working on to build a cryptocurrency discussion platform for
professionals to boost the number of users. As of 31 December 2017, the target company achieved a revenue of HK$109
million and a net profit of HKS7.065 million. The purchase price is 16 times of its 2017’s PE. Moreover, the seller guarantees
Madison Holdings that the net profit for 2018 fiscal year will be not less than HKS70 million. The seller and buyer agreed to
terminate the acquisition agreement on 19 June 2018. The Board considers to terminate the acquisition agreement is in
the interests of Madison Holdings and its shareholders as a whole, and there was no material adverse impact on the existing
business or financial position of the Madison Group.
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3. Relevant risks

3.1 Volatility risk in cryptocurrency

The changes in policies and regulations on holding, using and mining cryptocurrency may result in high volatility in
cryptocurrency price which may greatly impact the profitability of the company. For instance, on 4 September 2017, the
People's Bank of China announced that initial coin offering (ICO) is an illegal public financing activity and imposed an
immediate ban on all ICO. The price of all major cryptocurrencies plummeted after the announcement.

THR 1D 1w ™ 1Y CHART TYPE

Source: Blockchain.info

3.2 Liquidity risk and value dilution effect of equity financing

The two recent acquisitions of Madison Holdings involved JPY500 million (equal to HK$362 million) and USS60 million (equals
to HKS$471 million) where JPY 500million (equals to HK$362 million) and US$10 million (equals to HKS78.5 million) will be
settled in cash respectively. The payments will be made upon the completion of the acquisitions in July 2018. Madison Holdings
raised HK$120 million by placing 70.06 million new shares to not less than 6 placees at the price of HK$1.7 per share in April
2018. The net fund raised from the share placing will be used on acquiring 20% stake of Bitpoint. As of 31 March 2018, Madison
Holdings had HK$43.27 million of cash which was insufficient to complete the acquisitions. This implies that Madison Holdings
may seek extra capital by further placing new shares, issuing convertible bonds or other debt financing arrangements.
Noteworthily, since the acquisitions would be funded by issuing new shares, the voting rights of the major shareholder would
be diluted from 51.85% to 49.27% upon the completion of the acquisitions.
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Appendix: Balance Sheet

(In_million)

Inventory

Held-for-trading financial assets
Trade and other receivables
Tax recoverable

Bank balances and cash
Current assets

Plant and equipment
Exchangeable bonds
Deposits

Deferred tax asset
Non-current assets

Trade and other payables
Amount due to a shareholder
Loan from a shareholder
Convertible bonds

Derivative financial instrument
Other

Current liabilities

Promissory note payable
Non-current liability

Equity attributable to owners of the Company
Non-controlling interests
Total equity

Currnet ratio
Debt/Asset ratio

Income Statement

FY2016

41.5

34.9
1.2
46.4
124.0

5.6

0.6
0.3
6.5

124.5
0.5
125.0

2255%
4%

51.4

47.4
1.5
52.2
152.5

7.6

1.7
0.7
10.0

148.7
5.5
154.2

1753%
5%

FY2017 FY2018

50.6
7.0
32.9
0.0
43.2
133.8

8.0
147.1
2.6
0.6
158.3

15.7
0.2
0.8

101.8

14.9

133.4

11.3
11.3

154.0
(6.5)
147.6

100%
50%

(In million)

Revenue

Cost of sales

Gross profit

Otherincome

Selling and distribution expenses

Adminitrative expenses

Net trading loss

Change in fair valie of exchangeable bonds
Change in fair value of derivative

Impairment loss recogised on goodwill

Finance costs

Loss before tax

Income tax (expense) credit

Loss for the year and total comprehensive expense for the year
Non-controlling interests

Profit/ (Loss) attribute to owners of the company

FY2016

126.7
(93.7)
33.0
12.7
(13.5)
(39.2)

FY2017

139.6
111.6
28.0
1.5
(14.4)
(31.8)

(16.4)
0.4
16.0
(0.4)
(15.6)

FY2018

160.0
121.0
39.0
0.5
(18.1
47.0
(2.
(124.2
5.2

)
)
0)
)

(3.8)
(6.6)
(157.0)
(0.1)
(157.1)
(18.8)
(138.4)
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Disclosures of Interests

Research Analyst Certification

The views about any and all of the subject securities and issuers expressed in this report accurately reflect the personal views of the research analyst(s) primarily responsible for this report; and
the analysts are paid in part based or the profitability of Mason Securities Limited (“MSL”) and its affiliates (collectively called “Mason Group”) which includes revenue from investment banking
activities.

Research Analyst Conflicts

Financial Interest:

The research analyst(s) who prepared this report and/or his/her/their associates has/have no financial interests in relation to listed corporation(s) covered in this report.
Relevant Relationships:

The research analyst(s) who prepared this report and his/her/their associates do not serve as officer(s) of listed corporation(s) covered in this report.

Mason Group's Financial Interests and Business Relationships

Mason Group may make a market in, or may, as principal or agent, buy or sell securities (or derivatives thereon) of issuer(s) mentioned in this report. Mason Group may have a financial interest
in the issuer(s) mentioned in this report, including a long or short position in its/their securities and/or options, futures or other derivative instruments based thereon, or vice versa. Likewise,
Mason Group, including its officers or employees may serve or have served as an officer, director or in an advisory capacity for any issuer(s) mentioned in this report. Mason Group may also,
from time to time, solicit, perform or have performed investment banking, underwriting or other services (including acting as adviser, manager, underwriter or lender) within the last 12 months
for any issuer(s) referred to in this report.

Affiliation
Mason Group is a wholly owned subsidiary of Mason Group Holdings Limited (00273.hk). More Information can be obtained at the website, http://www.hkexnews.hk.

Disclaimer

This report is provided for information and discussion purposes only. None of the views contained in this report constitute a solicitation or an offer by any member of MSL, their directors,
representatives and / or employees to buy or sell, whether as principal or agent, any securities, futures, options or other financial instruments.

This report is intended for receipt by those to whom it is supplied by MSL and is not intended for distribution to, or use by , any person or entity in any jurisdiction or country where such
distribution or use would be contrary to law or regulation, or which would subject MSL to any regulatory requirement within such jurisdiction or country. Any person or entity who is in possession
of this report and who intends to act or rely upon be information contained in it must satisfy himself / herself that he / she is not subject to any local requirement which restricts or prohibits
him / her from doing so.

Although the information in this report is obtained or compiled from sources that MSL believes to be reliable, it does not represent or warrant, whether expressly or impliedly, the accuracy,
validity, timeliness or completeness of any such information. MSL expressly disclaims any warranties whether express or implied, of fitness for a particular purpose, or duties of care, in favor of
any third party relying upon this reports. Information contained in this report may change at any time and MSL gives no under taking to provide notice of any such change. Opinions and estimates
stated in this report are a reflection of the judgment of MSL as at the date of this report and may also change at any time. MSL gives no undertaking to provide notice of any such change.

The instruments and investments discussed in this report may not be suitable for investors, and this report has no regard to the specific investment objectives, investment experience, financial
situation or needs of any particular recipient. Investors must make their own investment decisions based on their own investment objectives and financial position. The value of, and income
from, an investment may vary because of changes in interest rates or foreign exchange rates, changes in the price of securities or indices, changes in operational or financial conditions of
companies and other factors. There may be time limitations on the exercise of, or the exercise of rights associated with, the instruments and investments discussed in this report. Past
performance is not necessary a guide to future performance.

In no event will MSL or any other member of Mason Group be liable or have any responsibility for loss of any find, whether direct, indirect, consequential or incidental, resulting from the act or
omission of any third party occurring in reliance upon the contents of this report even if Mason Group is aware of such act or omission at the time that it occurs.

© 2018 MSL. All rights reserved. This report may not be reproduced or redistributed, in whole or in part, without the written permission of MSL and MSL accepts no liability whatsoever for the
actions of third parties in this respect.

Guide to stock ratings

Note: Newly issued research recommendations and target prices supersede previously published research.

BUY Based on a current 12-month view of total shareholder return (change in share price from current price + projected dividend yield), we expect a positive return of over 10%.
HOLD Based on a current 12-month view of total shareholder return, we expect the return to range between +10% to -10%.
SELL Based on a current 12-month view of total shareholder return we expect a negative return of over 10%.

Research Team Contact

Research Team,

Mason Securities Limited, Portion 1, 12/F, The Center,

99 Queen’s Road Central, Hong Kong Tel: (+852) 2218 2818
Email: research@masonhk.com
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