
Fitch Downgrades Intralot to 'B', Outlook Negative.

Fitch Ratings - London - 16 October 2018: Fitch Ratings has downgraded Greek gaming 

group Intralot SA's Long Term Issuer Default Rating (IDR) to 'B' from 'B+'. The Outlook is 

Negative. 

The downgrade reflects our expectation of weaker profits for 2018 and high capex 

resulting in a permanently higher leverage than in our previous rating case over the next 

four years. Operational performance is impacted by foreign exchange volatility and 

increased competitive pressure in some markets. The latter, together with possibly lower- 

or longer-than-planned return on capex could delay and limit the extent of deleveraging. 

This would increase refinancing risk and put pressure on the company's liquidity cushion 

over the next 12 to 18 months, which explains the Negative Outlook.

RATING ACTIONS

ENTITY RATING RECOVERY PRIOR

Intralot Capital 

Luxembourg SA

senior unsecured RR4 BB- 

Intralot S.A. B+ 

KEY RATING DRIVERS

Increased Leverage: Fitch now expects funds from operations (FFO) adjusted net leverage 

to rise to around 8x in 2018 and 2019, from 6.6x in 2017. This level of leverage is not 

commensurate with a 'B' rating, hence a low financial headroom. However, meaningful 

deleveraging from 2020 could materialise through improvements in underlying group 

operating performance, and application of proceeds from disposals to gross debt 

reduction, which could moderate refinancing risks and help revert the rating outlook to 

Stable. 

Unfavourable FX Drives Down EBITDA: Less than 5% of the group's EBITDA is in euro, 

and a significant share of EBITDA is derived from contracts in Turkey or Latin America, 

while debt is mostly denominated in euro. Recent FX volatility, in particular, in Argentina 

and Turkey should impact the 2018 EBITDA by around EUR20 million as per management 

guidance. This represents 12% of 2017 EBITDA. Although the group hedges its foreign 
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dividend flows it is using mainly short-term forward contracts, which offers limited 

protection during period of prolonged FX volatility. This vulnerability is captured in the 'B' 

rating.

Free Cash Flow Impacted by Capex: We expect free cash flow (FCF) to be more negative 

in 2018 and 2019 than in previous years, mainly due to one-off capex related to the new 

Illinois contract and some contract renewal fees. FCF can be volatile as a result of upfront 

investments related to new contracts or contract renewals. However, such contracts 

contribute to steady operating cash flow generation due to their recurring profit stream. 

This is a key credit support. After 2018 the group does not have any major contract 

renewals until 2021 and therefore capex should remain lower, rebuilding some cash flow 

headroom. 

Asset Sales Could Help Deleveraging: Our base-case projection does not factor in any 

proceeds from the expected sale of the group's 20% stake in Gamenet, which 

management would be looking to complete in the near future. These asset sale options 

provide additional flexibility for Intralot and, if implemented successfully, could result in 

significant net debt reduction, bringing net leverage back to levels consistent with a 'B' 

category rating. This could lead to the Outlook being revised to Stable. However, asset 

sales are one-off and subject to execution risk.

Contract Portfolio Remains Strong: Intralot has established itself in the international 

gaming sector as a reputable provider of systems to manage lotteries through software 

platforms and hardware terminals, and, in betting, a large algorithm-based sportsbook. 

This has enabled it to win important contracts for the supply of technology and the 

management of lotteries in the US and Greece and for sports betting in Turkey and 

Germany. The renewal rate of contacts continues to be high at 90%. 

Growth Potential in Several Markets: The gradual liberalisation of gaming markets, 

governments' keenness on finding ways to raise tax proceeds and an increasing supply of 

new games should all provide increasing opportunities for Intralot. The group should be 

able to leverage on its experience and reputation and benefit from the limited number of 

reputable suppliers in the industry, allowing it to expand into new countries. The group is 

gradually reinforcing its presence in developed countries, and retrenching from emerging 

markets. It recently won contracts in Germany and Croatia. Intralot is also well- positioned 

to benefit from opportunities in the US or Turkey arising from the wave of recent changes 

in legislations.

DERIVATION SUMMARY

Intralot's main differentiating factor from peers is the visibility of revenue and EBITDA from 

recurring long-term contracts. Intralot has smaller revenue and EBITDA than GVC 

Holdings plc ('BB+'(EXP)/Stable), William Hill, IGT and Scientific Games. However, it has 

good geographic diversification and benefits from the higher growth potential of emerging 

markets.  Compared with Net Holding A.S. ('B'/Stable), Intralot is larger and has a stronger 

business profile with contracted EBITDA and specialist supplier technology expertise. The 

leverage of Intralot is, however, significantly higher than that of GVC and Net Holding.

KEY ASSUMPTIONS
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Fitch's Key Assumptions within our Rating Case for the Issuer:

- Revenue to contract in the low single digits in 2018 due to FX volatility, before returning 

to moderate growth in 2019

- EBITDA margin declining by 230bp in 2018, before broadly stablising in 2019 and slowly 

increasing thereafter

- Dividends paid to minorities broadly in line with previous years' (EUR34 million in 2018)

- Capex higher in 2018 and 2019, mainly due to Illinois contract and other contract 

renewals

- No common dividends

In our bespoke going-concern recovery analysis we looked at Intralot's 2017 EBITDA of 

EUR172 million,  deducted attributable EBITDA to minority interests, and this was further 

discounted to arrive at an estimated post-restructuring EBITDA available to creditors of 

around EUR74 million. In light of increased volatility in future performance expectations we 

have discounted the EBITDA by 30% vs. 20% in our previous calculation. We applied a 

distressed enterprise value /EBITDA multiple of 5x to Intralot's wholly-owned operations.

We also estimate EUR42 million of additional value stemming from minority interests. 

In terms of distribution of value, all unsecured debt would recover 44% in the event of 

default (assuming Intralot's unsecured revolving credit facility will be fully drawn). This is 

consistent with an 'RR4' Recovery Rating and an instrument rating of 'B', i.e. the same 

rating as the IDR compared with one notch higher in our previous analysis, as a result of 

the higher EBITDA discount.

RATING SENSITIVITIES

Developments That May, Individually or Collectively, Lead to Positive Rating Action (i.e. 

Outlook being revised to Stable)

-EBITDA growth derived from a stronger return on capital on existing and future contracts, 

and efficient management of FX risks, leading to FFO margin of around 5% on a sustained 

basis

- FFO-based adjusted net leverage trending towards 5.5 x (FFO lease adjusted gross 

leverage trending towards 6.0x), with cash deposited predominantly at investment grade-

rated counterparties

- FFO fixed charge cover above 2.2x on a sustained basis (2017: 2.5x) 

- Evidence of sustained neutral-to-positive FCF generation, reflecting sustainable capex 

investments

Developments That May, Individually or Collectively, Lead to Negative Rating Action

- Evidence that new contracts or renewals are occurring at materially less favourable 

conditions for Intralot, resulting in continuing weak FFO margin staying under 4%, large 

upfront concession fees or capex outlays , or EBITDA impacted by persisting unfavourable 

FX rates  

- FFO adjusted net leverage sustainably above 6.5x (or FFO adjusted gross leverage 

above 7x) 

- FFO fixed charge cover below 1.8x

- FCF remaining negative erodingliquidity, leading to increased reliance on external 

sources of financing or asset sales
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LIQUIDITY AND DEBT STRUCTURE

At end-2017, Intralot had EUR208 million of cash on balance sheet, of which EUR80.7 

million was with partners, which we view as unrestricted (as we deem EUR30 million not 

available for debt service due to working capital requirements). Of this cash about 5.5% is 

deposited in Greek banks, and 80% is in euro or US dollar. This is sufficient as Intralot 

does not face any significant debt maturities until 2021, when the first bond (with a face 

value of EUR250 million) matures, while the second bond (with a face value of EUR500 

million) matures in 2024. At end June 2018 Intralot also had undrawn revolving credit 

facilities of EUR80 million.

In September 2017, Intralot issued a EUR500 million senior unsecured bond paying a 

fixed coupon of 5.25%. The proceeds allowed it to repay other shorter-dated and more 

expensive notes. This extended the maturity profile of Intralot, and reduced its cost of debt.

SUMMARY OF FINANCIAL STATEMENT ADJUSTMENTS

We deduct the estimated amount of recurring dividends paid to / dividends received from 

minorities of EUR36 million (2017) from our calculation of FFO.

Although operating leases are modest, Fitch has adjusted the debt by adding 8x of annual 

operating lease expense related to long term assets.

We use the nominal value rather than the reported value of debt. The adjustment is 

EUR12 million.

Additional information is available on www.fitchratings.com
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Applicable Criteria

Corporate Rating Criteria (pub. 23 Mar 2018) (/site/re/10023785)

Sector Navigators (pub. 23 Mar 2018) (/site/re/10023790)

Corporates Notching and Recovery Ratings Criteria (pub. 23 Mar 2018)

(/site/re/10024585)

Country-Specific Treatment of Recovery Ratings Criteria (pub. 16 Apr 2018)

(/site/re/10026835)

Additional Disclosures

Dodd-Frank Rating Information Disclosure Form (/site/dodd-frank-disclosure/10048568)

Solicitation Status

Endorsement Policy (/site/regulatory)

DISCLAIMER

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND 

DISCLAIMERS. PLEASE READ THESE LIMITATIONS AND DISCLAIMERS BY 

FOLLOWING THIS LINK: 

HTTPS://WWW.FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS

(HTTPS://WWW.FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS). IN 

ADDITION, RATING DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE 

AVAILABLE ON THE AGENCY'S PUBLIC WEB SITE AT WWW.FITCHRATINGS.COM

(https://www.fitchratings.com/site/home). PUBLISHED RATINGS, CRITERIA, AND 

METHODOLOGIES ARE AVAILABLE FROM THIS SITE AT ALL TIMES. FITCH'S CODE 

OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE 

FIREWALL, COMPLIANCE, AND OTHER RELEVANT POLICIES AND PROCEDURES 

ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT SECTION OF THIS SITE. 

DIRECTORS AND SHAREHOLDERS RELEVANT INTERESTS ARE AVAILABLE AT 

HTTPS://WWW.FITCHRATINGS.COM/SITE/REGULATORY

(https://www.fitchratings.com/site/regulatory). FITCH MAY HAVE PROVIDED ANOTHER 

PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD PARTIES. 

DETAILS OF THIS SERVICE FOR RATINGS FOR WHICH THE LEAD ANALYST IS 

BASED IN AN EU-REGISTERED ENTITY CAN BE FOUND ON THE ENTITY SUMMARY 

PAGE FOR THIS ISSUER ON THE FITCH WEBSITE.

COPYRIGHT

Copyright © 2018 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its subsidiaries. 33 

Whitehall Street, NY, NY 10004. Telephone: 1-800-753-4824, (212) 908-0500. Fax: (212) 

480-4435. Reproduction or retransmission in whole or in part is prohibited except by 

permission. All rights reserved. In issuing and maintaining its ratings and in making other 

reports (including forecast information), Fitch relies on factual information it receives from 

issuers and underwriters and from other sources Fitch believes to be credible. Fitch 

conducts a reasonable investigation of the factual information relied upon by it in 

accordance with its ratings methodology, and obtains reasonable verification of that 

information from independent sources, to the extent such sources are available for a given 

security or in a given jurisdiction. The manner of Fitch's factual investigation and the scope 

of the third-party verification it obtains will vary depending on the nature of the rated 

security and its issuer, the requirements and practices in the jurisdiction in which the rated 

security is offered and sold and/or the issuer is located, the availability and nature of 
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relevant public information, access to the management of the issuer and its advisers, the 

availability of pre-existing third-party verifications such as audit reports, agreed-upon 

procedures letters, appraisals, actuarial reports, engineering reports, legal opinions and 

other reports provided by third parties, the availability of independent and competent third- 

party verification sources with respect to the particular security or in the particular 

jurisdiction of the issuer, and a variety of other factors. Users of Fitch's ratings and reports 

should understand that neither an enhanced factual investigation nor any third-party 

verification can ensure that all of the information Fitch relies on in connection with a rating 

or a report will be accurate and complete. Ultimately, the issuer and its advisers are 

responsible for the accuracy of the information they provide to Fitch and to the market in 

offering documents and other reports. In issuing its ratings and its reports, Fitch must rely 

on the work of experts, including independent auditors with respect to financial statements 

and attorneys with respect to legal and tax matters. Further, ratings and forecasts of 

financial and other information are inherently forward-looking and embody assumptions 

and predictions about future events that by their nature cannot be verified as facts. As a 

result, despite any verification of current facts, ratings and forecasts can be affected by 

future events or conditions that were not anticipated at the time a rating or forecast was 

issued or affirmed. 

The information in this report is provided "as is" without any representation or warranty of 

any kind, and Fitch does not represent or warrant that the report or any of its contents will 

meet any of the requirements of a recipient of the report. A Fitch rating is an opinion as to 

the creditworthiness of a security. This opinion and reports made by Fitch are based on 

established criteria and methodologies that Fitch is continuously evaluating and updating. 

Therefore, ratings and reports are the collective work product of Fitch and no individual, or 

group of individuals, is solely responsible for a rating or a report. The rating does not 

address the risk of loss due to risks other than credit risk, unless such risk is specifically 

mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch reports have 

shared authorship. Individuals identified in a Fitch report were involved in, but are not 

solely responsible for, the opinions stated therein. The individuals are named for contact 

purposes only. A report providing a Fitch rating is neither a prospectus nor a substitute for 

the information assembled, verified and presented to investors by the issuer and its agents 

in connection with the sale of the securities. Ratings may be changed or withdrawn at any 

time for any reason in the sole discretion of Fitch. Fitch does not provide investment 

advice of any sort. Ratings are not a recommendation to buy, sell, or hold any security. 

Ratings do not comment on the adequacy of market price, the suitability of any security for 

a particular investor, or the tax-exempt nature or taxability of payments made in respect to 

any security. Fitch receives fees from issuers, insurers, guarantors, other obligors, and 

underwriters for rating securities. Such fees generally vary from US$1,000 to US$750,000 

(or the applicable currency equivalent) per issue. In certain cases, Fitch will rate all or a 

number of issues issued by a particular issuer, or insured or guaranteed by a particular 

insurer or guarantor, for a single annual fee. Such fees are expected to vary from 

US$10,000 to US$1,500,000 (or the applicable currency equivalent). The assignment, 

publication, or dissemination of a rating by Fitch shall not constitute a consent by Fitch to 

use its name as an expert in connection with any registration statement filed under the 

United States securities laws, the Financial Services and Markets Act of 2000 of the 

United Kingdom, or the securities laws of any particular jurisdiction. Due to the relative 

efficiency of electronic publishing and distribution, Fitch research may be available to 

electronic subscribers up to three days earlier than to print subscribers. 

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an 

Australian financial services license (AFS license no. 337123) which authorizes it to 

provide credit ratings to wholesale clients only. Credit ratings information published by 
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Endorsement Policy

Fitch's approach to ratings endorsement so that ratings produced outside the EU may be used 

by regulated entities within the EU for regulatory purposes, pursuant to the terms of the EU 

Regulation with respect to credit rating agencies, can be found on the EU Regulatory 

Disclosures (https://www.fitchratings.com/regulatory) page. The endorsement status of all 

International ratings is provided within the entity summary page for each rated entity and in the 

transaction detail pages for all structured finance transactions on the Fitch website. These 

disclosures are updated on a daily basis.

Fitch is not intended to be used by persons who are retail clients within the meaning of the 

Corporations Act 2001

Fitch Ratings, Inc. is registered with the U.S. Securities and Exchange Commission as a 

Nationally Recognized Statistical Rating Organization (the "NRSRO"). While certain of the 

NRSRO's credit rating subsidiaries are listed on Item 3 of Form NRSRO and as such are 

authorized to issue credit ratings on behalf of the NRSRO (see 

https://www.fitchratings.com/site/regulatory (https://www.fitchratings.com/site/regulatory)), 

other credit rating subsidiaries are not listed on Form NRSRO (the "non-NRSROs") and 

therefore credit ratings issued by those subsidiaries are not issued on behalf of the 

NRSRO. However, non-NRSRO personnel may participate in determining credit ratings 

issued by or on behalf of the NRSRO.

SOLICITATION STATUS

The ratings above were solicited and assigned or maintained at the request of the rated 

entity/issuer or a related third party. Any exceptions follow below.

Fitch Updates Terms of Use & Privacy Policy

We have updated our Terms of Use and Privacy Policies which cover all of Fitch Group’s 

websites. Learn more (https://www.thefitchgroup.com/site/policies).
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