
Fitch Rates Intralot's planned EUR450m Bond 'BB-(EXP)'

Fitch Ratings-London/Paris-11 September 2017: Fitch Ratings has assigned Intralot Capital Luxembourg S.A's planned
EUR450 million bond an expected senior unsecured rating of 'BB-(EXP)' with a Recovery Rating of 'RR3'. The bond is rated
one notch above Intralot's Long-Term Issuer Default Rating of 'B+'/Stable.  

Proceeds from the notes, which mature in September 2024, will be used for early redemption of the company's EUR250
million 6% notes due in 2021 as well as other outstanding credit facilities. The planned notes are guaranteed by Intralot SA
and some material subsidiaries, and will rank pari passu with all existing and future unsecured indebtedness of the issuer that
is not subordinated to the notes, including senior credit facilities that are not secured. The final rating of the notes is contingent
upon receipt of final d ᴀ ᴀ rinal die
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Ⱦ radi r c-t we expect Intralot will deleverage from 2018. The rating profile remains well anchored

around a business profile that is commensurate with a 'BB' rating category for the sector. Any evidence of deteriorating
operating environment, contracts not being renewed or renewed on worse terms, or unexpected cash leakages, could
however be negative for the rating.  

KEY RATING DRIVERS 

Recurring Contracted Revenue Base: Intralot's credit profile benefits from more than 85% of revenues recurring and
contracted up until 2021, with only three contracts up for renewal in 2018. The group has recently secured long-term contract
renewals in the U.S. market, resulting in the securing of EUR35 million of EBITDA until 2025 in that market. This number
should increase to about EUR50 million per annum if the new Illinois contract is secured. Due to high switching costs, we
expect many of the contracts will be renewed in the future, although we continue to believe these could be on lower margins
and may require a higher renewal fee.  

Margin Impacted by Business Mix: The strong growth of Licenced Operations (+21.9% in H117) is having a negative impact on
group EBITDA margins, which were 12.6% in the first half of 2017 compared to 14% last year. Licenced Operations
represented 78% of total group sales in H117 versus 73% in H116. This is a significantly less profitable division than
Technology and Management nimum threshold of 7% supporting the 'B+' rating. 

 

Weak Free Cash Flows: We expect free cash flow (FCF) to be negative in 2017 and 2018, mainly due to one-off investments
related to the new Illinois contract and some contract renewal fees and to then turn positive. FCF can be volatile as a result of
upfront investments related to new contracts of contract renewals. However, this does contribute to steady operating cash-flow
generation due to its recurring profit stream and is a key credit support. After 2018 the group does not have any major contract
renewals until 2021 and therefore capex should remain at lower levels.  

Capex Driving Higher Leverage: Fitch expects funds from operations (FFO) adjusted gross leverage to increase to 6.5x in
2018 (FFO adjusted net leverage will reach about at 5.0x) due to higher capex than was previously expected. This level of
leverage is not commensurate with a 'B+' rating which indicates low financial headroom. However, we anticipate continued
deleveraging from 2018 through improvements in the group's underlying operating performance following this expenditure.  

In addition, our base-case projections do not factor in any proceeds from the expected sale of the group's stake in Gamenet
during the IPO process, or the disposal of other assets. These options provide additional flexibility for Intralot and if executed
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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 É 2017 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 Fitchôs 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 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 oMorr tion, aons s eiotyprming
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