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Research Update:

Intralot Downgraded To 'CCC+' On Weakened
Liquidity And Elevated Leverage; Outlook
Negative

Rating Action Overview

» Following Intralot losing its betting contract with Turkish gani ng
pl atform | DDAA, and the di sposal of Azerinteltek at end-2018, we expect
the conpany's operating performance to deteriorate further and lead to an
increase in adjusted | everage to 8.5x-9.0x by end-2019.

e W believe this reduces Intralot's ability to fund its operational
financial, and capital expenditure (capex) needs, as well as to refinance
its €15 mllion |l oan with Nonura maturing end- March 2019.

e Intralot's ability to build a sufficient Iiquidity cushion depends on
substantial asset disposals and/or renegotiation of already-exceeded
covenants under its revolving credit facilities (RCFs).

* As a result, we are lowering to 'CCC+' from'B-' our long-termissuer
credit rating and issue ratings on Intralot. The outl ook remains negative.

* The negative outlook reflects our view that we could | ower the ratings
further in the next 12 nonths if cash bal ances continue to deplete. This
woul d happen if the conpany was unable to di spose non-core assets and
failed to renegotiate its springing covenants for the RCFs. W could al so
downgrade Intralot if it appeared nore likely to |l aunch a distressed
restructuring transaction

Rating Action Rationale

The downgrade follows Intralot's tightening liquidity position and recent | oss
of one of two Turkish contracts; | DDAA which represented about 10% of
proportionate EBITDA in 2017. Specifically, we expect a further increase in
proportionate adjusted debt to EBITDA to 8.5x-9.0x by year-end 2019, and we
expect Intralot will only start reducing | everage in 2020-2021. W expect

di scretionary cash flow (DCF, free operating cash flows [FOCF] after minority
di vi dend paynents) on a fully consolidated basis will be negative in the next
three years. This reflects poor operating cash flow generation, significant
capex requirements, and dividend paynents to minorities. This puts further
pressure on the rating.

Under our revised forecasts we expect consolidated EBI TDA to decline to about
€105 million in 2019 from about €140 nillion-€145 nmillion expected for 2018
(including Azerinteltek). This is mainly because of the exclusion of the
Inteltek operations in Turkey (€23 million EBITDA in 2017) as well as the
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Azerinteltek business in Azerbaijan (€20 mllion EBITDA in 2017). On a
proportionate basis, we expect S& d obal Ratings-adjusted EBITDA in 2019 will
be about €85 nmillion. W expect S&P 4 obal Ratings-adjusted |everage to

i ncrease above 8.5x by end of 2019. Such high | everage, along with the

i mpending liquidity shortfall, brings into question Intralot's capita
structure sustainability.

We al so believe liquidity could cone under pressure in the next 12 nonths.
Intralot's cash on bal ance sheet and funds from operations (FFO wll barely
cover the conpany's working capital changes, capex, and mnority dividend
paynments over the next 12 nonths. Intralot has a €15 million |l oan with Nonura
maturing in March 31, 2019, with an al ready-breached net | everage covenant of
3.75x. If this covenant is not renegotiated, they will not be able to
refinance it and therefore the loan will be paid with cash on bal ance sheet.
The two bilateral facilities, anbunting to €70 mllion, are currently not
avail abl e given that the springing covenant of 4.75x has been exceeded.

The negative outlook reflects that we coul d downgrade Intralot further in the
next 12 nonths if it fails to dispose non-core assets and/or renegotiate the
financial covenants of its RCFs. This would lead to liquidity stress and the
conpany bei ng unable to fund capex needs and ot her expenses.

In our view, Intralot's business remains constrained by its significant
exposure to emerging markets (such as Turkey, Mrocco, and Argentina),
potential significant foreign-exchange fluctuations and the high regulatory
and taxation risk in the gl obal gaming industry. These constraints are
somewhat offset by Intralot's strong position anmong | eadi ng gam ng-technol ogy
and sports-betting conpanies and it being a vertically integrated conpany that
provi des technol ogy as well as operating nmachines. Intralot is also well
positioned in the U S., which could benefit it in the future in |ight of
changes in U 'S. sport betting regul ations.

For additional analysis of Intralot's business risk, see "Geek Gani ng Conpany
Intral ot Qutl ook Revised To Negative On Increased Leverage; 'B Ratings
Affirmed," published April 25, 2018, on RatingsDirect.

Earnings fromlintralot's partly-owned subsidiaries (such as those in Turkey,
Bul garia, and Argentina) are fully consolidated, while debt is largely
situated at the HoldCo level. This distorts the conpany's credit metrics. W
therefore assess Intralot's financial risk profile on a proportionate basis
because not all of the group's cash flows are available to service debt, since
they belong to partnerships and ultinmately to mnorities according to their

rel evant stakes.

On a fully consolidated basis, Intralot has weak DCF generation with a highly

| everaged DCF-to-debt ratio. We consider this a true nmeasure of free cash fl ow
for Intralot, since we neasure DCF after deducting significant

nondi scretionary dividends paid to minority interests at the subsidiary |evel.

Qur base case assunes:
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e Macroecononi c prospects varying in Intralot's operating countries; we
expect real GDP growth over 2019-2020 will be about 1.5%2.5%in the U S.
and the Netherlands, 3.0%3.5%in Bulgaria, and 3.0%5.0%in Mrocco. W
believe this could boost Intralot's revenue growh over the period but we
remai n cautious due to uncertainty in some key markets. Argentina, for
exanpl e, is expected to contract by 0.8%in 2019.

* Revenue to decrease by about 20%in 2019, rmainly driven by the |oss of
the Inteltek contract in Turkey and the di sposal of Azerinteltek in
Azerbaijan. On a like-for-like basis, we expect a decrease of about 2%in
revenue mainly due to underperformance in Turkey (under the outstanding
contract of Bilyoner) and Morocco.

« W expect Intralot will grow by about 2% 3% annually in 2020-2021

e Intralot's adjusted EBI TDA nargin to decrease to about 11% 12%in
2019- 2020, mainly on the loss of the higher margin | DDAA contract.

e Dividends to mnority interests of €20 mllion-€25 mllion annually
during 2019-2020. W view Intralot's dividends to minority interests as
nondi scretionary because its non-controlling partners are entitled to
their share of profits at the operating subsidiary |evel

* Annual capex of about €60 million in 2019-2020, which is |ower than
previously forecast given that about €15 mllion was related to the | DDAA
contract.

e Goss debt to remain broadly stable over the next two years because we
assune that Intralot will not be able to draw the RCFs to finance capex
given the current covenants.

Based on these assunptions, we arrive at the followi ng credit mneasures:

* On a proportionally consolidated basis, we expect an adjusted
debt -t 0- EBI TDA i ncrease to about 8.5x during 2019-2020. On a fully
consol i dated basis, we forecast adjusted |everage of around 6.5x-7.0x in
2019- 2020

* On a proportionally consolidated basis, we expect EBITDA interest
coverage of 1.5x in 2019 and 2020. On a fully consolidated basis, we
forecast about 2.0x EBITDA interest coverage for 2019 and 2020.

* W& expect negative reported DCF in the next three years due to weaker
cash flow generation, high mnority dividend paynents, and naterial capex
needs.

Outlook

The negative outl ook reflects our view that S& d obal Ratings-adjusted debt
to EBITDA will clinmb to around 8.5x-9.0x driven by the expected decline in
earnings and profitability coming fromthe [oss of the Turkish contract and

di sposal of Azerinteltek. W believe that this will lead to liquidity
constrains. Significant asset disposals will be needed to regain a liquidity
cushion. Mreover, the conpany will likely require a further anendnent or

Negative
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wai ver of covenants over the near termto gain access to the RCFs.

Downside scenario

We could lower the rating on Intralot if its liquidity position weakened
further. This could stemfromthe conmpany not managing to sell non-core assets
and failing to achieve the required covenant anendment or waiver of its
springi ng covenants under the RCF. W would al so consider a downgrade if a

di stressed exchange or potential restructuring seened |ikely over the next 12
nonths. This could include a conpany voluntary agreenent or buyi ng back
portions of its bonds.

Upside scenario

We could revise the outlook to stable if Intralot successfully disposes
non-core assets without materially affecting its profitability, and if it
renegoti ates the springing covenants under the RCFs so that it has some
headroomto use themif needed.

An outl ook revision to stable would also need Intralot to restore its
profitability by effective efficiency measures and i nproved narket conditions.

Liquidity

We assess Intralot's liquidity as weak. W expect sources of cash to be
slightly Iower than the uses over the next 12 nonths and we see the likelihood
of regaining better-than-weak liquidity as |ow. Moreover, Intralot currently
has a poor standing in the credit narkets (notes are trading well bel ow par)
and we believe that it will face difficulties anmending the springing covenants
of the RCFs.

For the 12 nonths started Jan. 1, 2019, we calculate the follow ng principa
liquidity sources:
e Cash and liquid investnents i mMmediately available at the Intralot |eve

of about €80 million; and

e Qur forecast funds from operations of about €18 nmillion-€20 million

For the sane period, we calculate the following principal liquidity uses:
e About €5 million non-seasonal working capital requirenments;

e About €10 mllion seasonal working capital requirenents;
» Capex of approxinmately €60 million; and

 About €25 million of dividends related to minority interests.
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Covenants

Docurent ati on governing Intralot's €500 mllion and €250 m|lion senior
unsecured notes do not include any nmi ntenance financial covenants. However,
Intral ot has a springing mai ntenance covenant of 4.75x maxi mum net | everage on
two bilateral credit facilities amobunting to €70 mllion. Intralot's net

| everage is already above 4. 75x and therefore these facilities are not

avail able for Intralot, unless it manages to renegotiate with | enders.

Issue Ratings - Recovery Analysis

Key analytical factors

The issue and recovery ratings on the €500 nillion senior unsecured notes
due 2024 and the €250 million senior unsecured notes due 2021 are 'B' and
"4', indicating our expectation of neaningful (40% 60% rounded estinate
45% recovery prospects in the event of default.

The recovery ratings are constrained by the high anpbunt of senior
unsecured debt ranking pari passu and the relatively weak guarantor
cover age.

Qur hypothetical default scenario assunes a prol onged period of negative
DCF if the conpany's cash bal ance is not restored by non-core asset
di sposals or availability of bilateral facilities.

W val ue the business as a going concern, given its |leading position in
ganmi ng technol ogy and sports betting industries globally.

Simulated default assumptions

Year of default: 2020

Jurisdiction: Geece

Simplified waterfall

EBI TDA at energence: €68.3 million (capex at 1.5% of three-year average
sales, cyclicality adjustnent is 10% in line with sector assunptions, no
operational adjustment was used)

Mul tiple: 5.5x.

Gross enterprise value at default: €376 mllion

Net enterprise value after adnministrative costs (5% : €357 million.
Estimated senior unsecured debt: €777 mllion

Recovery range: 40% 60% (rounded estinmate 45%

Recovery rating: 4
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Ratings Score Snapshot

| ssuer Credit Rating: CCC+ Negative/--
Busi ness risk: Wak

e Country risk: Mderately high

* Industry risk: Internediate

e Conpetitive position: Wak

Fi nancial risk: H ghly Leveraged

Cash flow Leverage: Hi ghly Leveraged

Anchor: b-

Modi fiers

« Diversification/Portfolio effect: Neutral (no inpact)
e Capital structure: Neutral (no inpact)

e Liquidity: Wak (no inpact)

 Financial policy: Neutral (no inpact)

« Managenent and governance: Fair (no inpact)

 Conparable rating anal ysis: Neutral (no inpact)

St and-al one credit profile: 'ccc+

Related Criteria

e Criteria | Corporates | Ceneral: Recovery Rating Criteria For
Specul ati ve-Grade Corporate Issuers, Dec. 7, 2016

e« Criteria - Corporates - Recovery: Methodol ogy: Jurisdiction Ranking
Assessnents, Jan. 20, 2016

e Criteria | Corporates | Ceneral: Mthodol ogy And Assunptions: Liquidity

Descriptors For d obal Corporate |ssuers, Dec. 16, 2014

e Criteria - Corporates - Industrials: Key Credit Factors For The Leisure

And Sports Industry, March 5, 2014

e Criteria | Corporates | Ceneral: Corporate Methodol ogy: Ratios And
Adj ust nents, Nov. 19, 2013

e Criteria | Corporates | General: Corporate Mthodol ogy, Nov. 19, 2013

e CGeneral Criteria: Country Ri sk Assessment Met hodol ogy And Assunpti ons,
Nov. 19, 2013

Negative
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e CGeneral Criteria: Methodology: Industry Risk, Nov. 19, 2013
e General Criteria: Goup Rating Methodol ogy, Nov. 19, 2013

e CGeneral Criteria: Methodol ogy: Managenent And Governance Credit Factors
For Corporate Entities And Insurers, Nov. 13, 2012

e CGeneral Criteria: Criteria For Assigning 'CCC+, 'CCC, 'CCC-', And 'CC
Ratings, Cct. 1, 2012

e CGeneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009

Related Research

 Industry Top Trends 2019: Hotels, Gaming, And Leisure, Nov. 13, 2018

e Consolidation Hel ps European Gam ng Conpani es Ri de Qut Regul atory
Changes, Sept. 12, 2018

Ratings List

Downgr aded
To From
Intral ot S. A
I ssuer Credit Rating CCC+/ Negat i ve/ - - B-/ Negati ve/ - -
Intral ot Capital Luxenbourg S. A
Seni or Unsecured CCC+ B-
Recovery Rati ng 4(45% 4(45%

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors. com for further

i nformati on. Conplete ratings information is available to subscribers of

Rati ngsDirect at ww. capitaliqg.com Al ratings affected by this rating action
can be found on S&P d obal Ratings' public website at

www. st andar dandpoors. com Use the Ratings search box |ocated in the |eft
colum. Alternatively, call one of the follow ng S& d obal Ratings numnbers:
Client Support Europe (44) 20-7176-7176; London Press Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mscow 7 (495) 783-4009.
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