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Research Update:

Austria-Based Gaming Group Novomatic AG
Assigned 'BBB/A-2' Ratings; Outlook Stable

Overview

e Austria-based gam ng group Novomati ¢ AG has a satisfactory business risk
profile and minimal financial risk profile, and we expect a substanti al
rise inits leverage resulting fromfuture acquisitions.

« W are assigning our 'BBB/A-2' corporate credit ratings to Novomatic.

» The stable outlook reflects our view of a continued solid rise in
Novonatic's revenues and its broadly stable EBI TDA margi ns, which shoul d
translate into reported free operating cash flow of €200 nillion-€300
mllion per year, excluding acquisitions.

Rating Action

On Cct. 2, 2015, Standard & Poor's Ratings Services assigned its 'BBB/ A-2'
l ong- and short-termcorporate credit ratings to Austria-based gani ng group
Novormati c AG The outl ook is stable

At the same tinme, we assigned our 'BBB |long-termissue rating to the
conpany's €600 nmillion senior unsecured notes, maturing in 2017, 2019, and
2021. W al so assigned our 'BBB'" rating to the €440 million backup credit
facilities, maturing in 2018 and 2020.

Rationale

The ratings on Novomatic reflect our assessnent of its "satisfactory" business
risk and its "mninal" financial risk profiles. They al so i ncorporate our
expectation of a substantial rise in |leverage resulting fromfuture major
acqui sitions over the next 24 nonths. W have not factored in such

acqui sitions, such as the targeted acquisition of a stake in Casinos Austria,
into our base-case assunptions and |l everage ratios at this stage.

We base our view of Novomatic's "satisfactory" business risk on the group's
position as either nmarket |eader or ranking anong the | eadi ng conpanies in
each of its core markets. The group is prinmarily active in two conpl ementary
fields of operation: the devel opnent and manufacturing of gam ng equi prment
("gam ng technol ogy") and the operation of electronic casinos, gam ng
facilities, and betting outlets ("gam ng operations").

In gami ng technol ogy, Novomatic holds a clear No. 1 position in both Austria
and Gernany, where it has nore than 50% share of the market. It is also strong
in Europe's other larger gamng narkets. Wiile it ranks anmong the three
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| argest players in the U K and Spain, it is one of the five |largest players
inltaly. Inltaly, it has a |leading position, with a nore than 50% share in
video lottery termnals. Cenerally nodest nmarket shares in gam ng operations
out si de of Austria somewhat constrain the business risk profile, however.

The strong degree of integration between the group's two segnments should help
it generate synergies and keep a high degree of flexibility, for exanple by
qui ckly adapting products relative to narket trends and direct custoner
feedback. It also serves as a source of diversification because adverse
changes in regulation frequently have an only indirect inpact on technol ogy
provi ders. The in-house technol ogy expertise, in our view, puts Novomatic in a
favorabl e position to benefit froman anticipated strong rise in e-gam ng
revenues.

Novormatic is anong the nost diversified gam ng groups in Europe
geographically. This enables it to offset the effects of |egislative changes
or volatility caused by economic swings in certain countries thanks to
stronger earnings in other countries, keeping cash flow volatility under
control . Because ofinternational expansion over the past several decades, the
group's home nmarket Austria contributes only 20% 25%to total revenues.
Novomatic's | argest exposure is to Germany, where it generates about 30% of
revenues, followed by Italy with a 10% 15% revenue share. It derives the
remai nder in several other European countries, including the U K , The

Net her | ands, and Latvia. Continued expansion, for exanple in Spain, wll
likely further diversify the revenue stream

Because rental contracts typically run for multiple years and nanagenment has
good visibility as to the nunber of machines it operates, Novomatic's revenues
have a hi gh degree of predictability. W estimate that 30% 35% of the group's
revenues from machine rentals are alnost fully predictable for the current and
t he subsequent year, and another 50% 55% fromthe operation of machi nes shoul d
be fairly predictable. This greatly reduces the potential for unpleasant
surprises regardi ng earnings fromthe underlying operations.

However, one of the main constraints to our business risk assessnent arises
fromthe risk of unexpected adverse changes in regulation and the |oss of
profitabl e concessions. For instance, this occurred at the end of 2014, when
Novormatic had to decommission all ganming ternminals in Vienna. In addition

| egi sl ati ve changes in Germany effective from2017 will likely lead to a
materi al reduction in the nunber of rented gami ng machines in the country.

Al though the group is likely to largely offset the negative consequences of

t hese events because of its high degree of diversification, in our viewthere
is an immnent risk of adverse regul atory changes.

Anot her risk factor is the uncertain devel opnment of the e-ganbling sector.

Al t hough this segment represents a business opportunity, we believe it is
fairly uncertain at what pace it will evolve, to what extent it may overtake
traditional casinos and gaming facilities, and whether or not Novomatic is
able to defend its market position against unknown new entrants. The possible
need to devel op new software, pressure on revenues, and the drying-up of
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currently profitable revenue streans nmay squeeze the group's margins. In
addition, earnings pressure could arise froma steep increase in ganbling
taxes or personnel expenses, which have both been on the rise in recent years
as a percentage of revenues.

So far, however, we expect profitability will remain at above-average |evels
for the sector, as reflected in our Standard & Poor's adjusted EBI TDA nargin
of more than 30% This should translate into sound underlying reported free
operating cash flow (FOCF) for the group of €200 nillion-€300 nillion per
year, which it can fully use to fund bolt-on acquisitions and divi dends

wi t hout having to raise additional debt. It also enabl es managenent to have a
hi gh | evel of research and devel opnent activity and to maintain the group's
products and facilities at nodern standards.

Novormatic's strong free cash flow generation profile, conbined with noderate
di vidend paynents and a tenpered capital expenditure and acquisition budget,
result in "mniml" financial risk as our criteria define this term On a
wei ght ed- average basis for 2013-2017, we estinate Novomatic's Standard &
Poor' s-adj usted funds from operations (FFO to debt at 70% 80% Qur adjusted
debt to EBITDA should be at just around 1.0x over the sane period and our
adjusted FOCF to debt is likely to be at 40% 45% All three ratios point
toward "mnimal" financial risk.

Managenment has expressed its strategy to further expand the business both
organi cally and through acquisitions. The recent attenpt to purchase a
majority stake in Casinos Austria is one exanple. W have not included this
transaction in our base-case forecast, given the fairly uncertain |ikelihood
of closing, as indicated by the pre-enptive rights of sone sharehol ders,
guesti onabl e approval fromthe cartel authorities, and uncertain politica
reactions. Although we do not expect the group to exceed our |everage
threshold in case of a successful acquisition, the transacti on shows that
managenent is willing to accept higher |everage. W therefore factor this
possible rise in leverage into our current long-termrating on the group by
adj usting down our 'a-' anchor by two notches on financial policy

consi derati ons.

In our base case, we assune:

* Real GDP in the EU growi ng by around 2% per year in 2015 and 2016, with
real private consunption growi ng approximately by the sane anount.

* Novomatic will increase its revenues only slightly, by 1%2%in the
current fiscal year ending Dec. 31, 2015, due to the |loss of the Vienna
operations. However, revenue growth will pick up to 5%6%in 2016, in our
vi ew, because of strong anticipated expansion in the nunber of operated,
rented, and sold gami ng nachi nes.

e Areported EBI TDA margi n of about 28% per year conpared with 32.7%in
2014, owing to the absence of one-off gains and the | oss of the Vienna
operations. This translates into a Standard & Poor's adjusted EBI TDA
mar gi n of 30% 31%

e Reported FOCF of €200 million-€220 mllion in 2015 and €240 nillion-€260
mllion in 2016.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT OCTOBER 2, 2015 4

1459179 | 302166158



Research Update: Austria-Based Gaming Group Novomatic AG Assigned 'BBB/A-2' Ratings; Outlook Stable

e Acquisitions of approximately €230 million, including the group's
increase in its stake in the Austrian Lottery operator in 2015 and €150
mllion budgeted in 2016.

e An extraordinary dividend of €150 nmillion in 2015 and a recurring payout
of €50 million from 2016.

Based on these assunptions, we arrive at the following credit nmeasures for
Novonmat i c:

 Adjusted debt to EBITDA of 1.1x-1.3x in 2015 and around 1.0x in 2016.
 Adjusted FFO to debt of 60% 70%in 2015 and 70% 80% i n 2016.

e Adjusted FOCF to debt of about 35%in 2015 and 40% 45% in 2016.

Liquidity
We view Novomatic's liquidity as "strong"” under our criteria. W estimate that
group's liquidity sources will likely neet liquidity needs by 3.0x over the

next 12 nmonths. Although the existence of the group's significant

on- bal ance-sheet cash, availability of credit lines, and its sound cash fl ow
are supportive, our viewis constrained by significant planned capita
expenditures and the risk of cash outflows related to nergers or acquisitions.
Under our base case, we estinate headroom under financial covenants at nore

t han 80%

After closing of the €275 mllion private placenent (Schul dschein) and a m nor
bank [ oan, we estinate principal sources of liquidity to reach nore than €1.3
billion, including:
e About €460 million-€470 mllion in cash and equival ents and short-term
financial assets;
e Undrawn credit facilities of around €400 million out of total |ines of
€440 million; and
* FFO of slightly above €450 million

Uses of liquidity should anpbunt to about €400 mllion, including:

* No significant changes in working capital or intra-year working capita
SW ngs;

 Capital expenditures of around €200 million

e Acquisitions of about €150 million; and

 Dividends of €50 nmillion

Outlook

Qur stable outlook reflects our view that Novomatic will likely increase its
revenues while keeping its Standard & Poor's-adjusted EBI TDA margin at or
slightly above 30% over the next two years. This should translate into
sufficient FOCF to fund smaller acquisitions and di vidend paynents on a
recurring basis. Qur outl ook also incorporates nanagenent's intention to raise
the group's | everage through |larger acquisitions. If this occurs, we expect
that the group's leverage ratios will not exceed the thresholds that are
commensurate with our "nodest" financial risk category.
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Downside scenario

We coul d lower our ratings on Novomatic if managenent decides to pursue |arge
debt - funded acqui sitions, which would push our |everage ratios for the group
into our "internediate" category or higher. Specifically, this would be the
case if our ratio of adjusted debt to EBI TDA exceeded 2.0x or if our adjusted
FOCF-t 0-debt ratio declined to bel ow 25%

We could also lower our ratings if |arge debt-financed purchases, or any

| egi sl ati ve changes, anong other factors, resulted in a material reduction in
the group's profitability, liquidity coverage, or covenant headroom 1In
particular, we would consider lowering the ratings if the group was unable to
generate neani ngfully positive FOCF that exceeded both the group's acquisition
budget and pl anned di vi dend paynents.

Upside scenario

We coul d raise our ratings on Novomati ¢ by one notch if managenment pursues a
financial policy that prevented a deterioration of the group's |everage
rati os to below our "mnimal" category. This would inply maxi mum adj ust ed debt
to EBI TDA of 1.5x and adjusted FOCF to debt remaini ng above 40%

Ratings Score Snapshot

Corporate Credit Rating: BBB/ Stable/A-2

Busi ness risk: Satisfactory

e Country risk: Internediate

* Industry risk: Internediate
 Conpetitive position: Satisfactory

Fi nancial risk: M ninmal
e Cash flow Leverage: M ninma

Anchor: a-

Modi fiers

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

e Liquidity: Strong (no inpact)

 Financial policy: Negative (-2 notches)

 Managenent and governance: Satisfactory (no inpact)

« Conparable ratings anal ysis: Neutral (no inpact)

Related Criteria And Research

» Met hodol ogy And Assunptions: Liquidity Descriptors For d obal Corporate
| ssuers, Dec. 16, 2014
e Key Credit Factors For The Leisure And Sports Industry, March 5, 2014
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e Corporate Methodol ogy, Nov. 19, 2013

e Corporate Methodol ogy: Ratios And Adjustnments, Nov. 19, 2013

e Group Rating Methodol ogy, Nov. 19, 2013

* Met hodol ogy For Linking Short-Term And Long- Term Ratings For Cor porate,
I nsurance, And Sovereign |Issuers, My 7, 2013

« Met hodol ogy: Managenent And Governance Credit Factors For Corporate
Entities And Insurers, Nov. 13, 2012

e Use O CreditWatch And Qutl ooks, Sept. 14, 2009

e 2008 Corporate Criteria: Rating Each Issue, April 15, 2008

Ratings List

New Rat i ng

Novomati ¢ AG
Corporate Credit Rating BBB/ St abl e/ A- 2
Seni or Unsecur ed BBB

Additional Contact:
Industrial Ratings Europe; Corporate_Admin_London@standardandpoors.com

Conplete ratings information is available to subscribers of RatingsDirect at
www. gl obal credi tportal.comand at spcapitaliq.com Al ratings affected by
this rating action can be found on Standard & Poor's public Wb site at
www. st andar dandpoors. com Use the Ratings search box |ocated in the |eft
colum. Alternatively, call one of the follow ng Standard & Poor's nunbers:
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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