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OPAP Q3 2018 Financial Results Conference Call

OPERATOR:

CoPE D:

HousT M:

Ladies and Gentlemen, thank you for standing by. I am Gelly

your Chorus Call Operator.

Welcome and thank you for joining the OPAP conference call
to present and discuss the OPAP S.A 3rd Quarter 2018

Financial Results conference call.

At this time, I would like to turn the conference over to Mr.
Damian Cope CEO of OPAP S.A.

Mr. Cope, please proceed.

Thank you very much Gelly, good morning or good afternoon
to everyone. I am delighted to welcome you to OPAP’s Q3

2018 Investor Conference Call.

As always, we will provide with an update with what has
happened in OPAP since our last call back in September. We
will then answer any questions you may have. To begin with,
let me pass you over to our CFO, Michal Houst, who will go
through our numbers and comment on some of the

underlying economic trends. Michal, over to you.

Thank you, Damian and good afternoon, everybody. Starting
with the overall economic picture, the GDP is growing on the
back of tourism increase, higher exports and gradual but
ongoing reduction of unemployment. We remain cautiously
optimistic, but at the same time note that certain leading
indicators like economic sentiment have started trading
downwards; this should not be taken lightly in view of the

uncertainty on both the domestic as well on a EU level. At the
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same time private consumption is continuing to lag GDP
growth and we continue to think that this trend will most

probably persist in the foreseeable future as well.

In this kind of environment OPAP managed to outperform
retail trends on both 9 months as well as Q3 level. In more
detail, 9 months and Q3 GGR increased by 5,8% and 3,2%
respectively, while NGR increased by a roughly similar 3,6%.
Outperformance came despite the fact that we took an
exceptional hit in sports betting result, as we will refer later
on, and on the back of the traditionally weakest quarter of

the year.

In terms of profitability, gross profit from gaming operations
rose by 5,2%, once more demonstrating successful new
business growth. EBITDA for the quarter equalized recent
highs coming in at €87,2 million on the back of continuous
focus on cost efficiencies along with the evident revenue
growth. As per our reported figures, this implies a 6% drop
year-on-year, but one should take into account that last
year’s figures included a positive one-off impact of €14,7

million related to the litigations provisions reversal.

When adjusting for that amount, recurring EBITDA for the
quarter rose by 11,6% which means that the pace of the
quarterly recurring EBITDA growth improved by 2,4
percentage points quarter-on-quarter. Finally, Q2 net profit
reached €39,1 million... Q3 net profit reached €39,1 million
lower by 10% year-on-year, while increasing by 18% on a

recurring basis.
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On the cost side, most of the key items also demonstrated an
improvement. Despite the relative decrease in commission
rates, the commission, average commission per agent,
increased once more, further savings on this item will
materialize in 2019 on the back of the reduction of our legacy

games commission rate to 36% as of 1% January 2019.

Going to payroll, the relevant expense in the third quarter
increased to €18,5 million, however at a materially reduced
run rate of 6% year-on-year. Following the implementation of
several projects, we believe that current headcount levels
should be seen as a broadly stable level and as such payroll
cost should stabilize as well. Marketing costs were reduced by
11% for the quarter and remained lower by 2,7% for the
nine-months. Overall, we think that the reported figure
reaffirm our guidance for a flat annual number which given
the rollout of several new products consists in our eyes a

substantial achievement.

Finally, as guided in the past IT started to decline on the back
of the renegotiated agreement with our lottery vendor which
became effective in the second half of this year. Savings on
this side of the business are expected to reach €10-15 million
on an annualized level and come in tandem with a qualitative

enhancement of the services received.

Turning to cash flows, operating cash flow reached €156
million up by 2% year-on-year despite higher taxes payable,
while CAPEX stood at €41,7 million mostly related to IT
investment in both our central systems & infrastructure as

well as our network. CAPEX for the full year is expected to
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reach €45-50 million while given the gradual conclusion of
our technology transformation project, we remain confident
that from 2019 onwards we would turn towards a normalized
CAPEX of €15-25 million per year.

Product wise, the reported 3,2% revenue growth is a result of
VLTs higher weight in the mix. Q3 GGR reached €51 million
continuing a streak of increasing quarters which is expected
to continue as the roll out picks up pace. In more detail, the
number of operational machines stood at 16,000 machines at
the end of Q3 and has now increased to 17,400, as of today.
Our performance KPI for the quarter which calls for the GGR
per VLT per day for those VLTs that were operational for the
full course of the quarter stood at €38 versus 42 in Q2. As
mentioned earlier Q3 is traditionally the weakest quarter on
the back of the summer season in August and that's why we
are also reporting the same KPI for the post-holiday period in
Q3; the relevant figure stood at €40 despite the materially

higher number of machines versus Q2.

Damian will tell you more about what we are doing in order to
improve VLT-related experience, but as a final point from my
side, we now have strong evidence suggesting that gaming
halls are now performing better than the agencies. We
believe that this trend is here to stay and as such we carefully
take this into account when planning for our future

deployment.

On the lottery, despite the 2,2% quarterly drop we feel that
Q3 was a rather good quarter. Joker had a decent run of

jackpots which in turn brought in satisfying revenue figures,
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CoPE D:

while KINO’s run rate improved despite the increased VLTS’
number. More importantly, initial indications call for an
additional improvement in the fourth quarter as a result of
KINO side bets introduction. All in all, we feel quite safe to
say that KINO dilution from VLTs has now been efficiently

contained to levels considerably better than initially expected.

Betting on the other hand dropped by 13%. Sports betting
declined, burdened by higher payout stemming from a streak
of unusually favorable for the punters results, also evident on
other international operators’ numbers. On our end, we
launched our new online platform which is a meaningful
improvement compared to the previous offering coupled with
better odds. Virtuals declined as the launch of the game led
to some sort of an initial hype last year which has obviously
normalized out since then. Still, we consider virtuals as a
complimentary product that brought in both new customers
with clear & sustainable incrementality to our portfolio. We
recently introduced new features in this exciting game and

will continue to bring in new content.

With that, I am passing you over to Damian, who will
comment on our business progress over the quarter and our

plans going forward.

Thank you Michal.

First I would just take this opportunity to once again thank

the many of you who joined us for OPAP’s first ever Investor

Day recently in Athens.
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There we covered many of the longer-term priorities for the
company and areas where we intend to concentrate our
efforts in the future. I therefore not expand much further on
those areas today and indeed the full deck is still available on
our Investor Relations site for those that were unable to
attend.

Turning now to our Q3 performance where we once again

made good progress in the delivery of our 2020 vision.

The modernisation of our retail network continues at a good
pace and so far in 2018 we have constructed and opened 420
new OPAP shops in conjunction with our hardworking agents.
We expect to have between 450-500 new shops by the end of

the year, out of a total of around 3.900 shops or so.

Included within these new shops already ‘live’ is our new
concept, or Protypo, store located right next to OPAP’s
headquarters in Athens which provides an entirely new
proposition that reshapes our customer’s experience &
provides an insight into what some of our shops will start to

look like in the future.

During the quarter we also added 13 new Gaming Halls,

making a total of 320 in operation at the end of September.

Michal has already mentioned the difficult Q3 we experienced
in relation to sporting results, starting with the 6-goal
bonanza of the World Cup Final itself which now seems a long
time ago but which, like every other betting firms, started our

Q3 with a big hole. Since the end of Q3 we have seen a more
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predictable and encouraging sportsbetting performance
overall, partly thanks to the improve features we have seen
from our new sportsbetting platform and our estate of over

4,000 Self Service Betting Terminals.

On VLTs and as you heard from Michal already, by the end of
Q3 we had just over 16,000 machines installed and this is
increased to 17,400 as of today. We still intend to have
around 19,000 installed by the end of 2018.

Our Gaming Halls are now benefiting from the various
improvements we have been making to the exterior of our
properties while local promotion is also now permitted in a
strictly controlled manner. Our database of customers
continues to grow and we have now have around 270
thousand registered VLT customers, of which more than half

have opted in to receive communication material from us.

Finally, we have also been adding new VLT games and, with
our platform provider, IGT, we are working hard to deliver
the new VLT jackpot features which should be ready in the
First Half of 2019. We believe this should be another clear
differentiating factor from the illegal gaming competition. On
the latter issue, we were pleased to see the 1% ever forum for
Criminal Treatment of Illegal Gambling which took place in
late October in Thessaloniki. The forum which was attended
by numerous participants, including the Minister of Justice,
various District Attorneys and other officials, including the
police, is a significant effort to openly discuss actions that

would tackle illegal gambling more effectively.
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Turning to Q4 and we have added two new games during the
period so far. The first one is KINO side bets, which offer
new, simpler bet types while using the same underlying Kino
game. Although still very early days, we have seen an
encouraging response from our customers. We have also
launched, just this month, our second virtuals product -
Matchday - which again offers more bet types and large
potential payouts. Both new games further expand our broad

portfolio of attractive products for our retail customers.

Turning to Online and, as you know, we launched our new
online sports betting platform in October while our
commercial launch followed earlier this month. We are
encouraged by the levels of customer engagement so far and
will be able to provide more performance details at our full
year results in March. By then we also hope to have launched

our first Numerics product online.

Our online platform also benefits from OPAP’s own Player
Account Management System or PAM and this will be further
developed during 2019 to become the single wallet and single

customer view across all OPAP’s online products.

In relation to our Stoiximan investment we are still waiting
for the necessary approvals by the competent authorities but
hope that these will be forthcoming during the early part of
20109.

Finally, our relationship with the Hellenic Gaming Commission
and other state bodies continues to be a healthy one. The

public consultation on draft online gaming law ended in early
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Q&A

OPERATOR:

KOURTESIS I:

October and like many other interested parties we
participated in the process and delivered our comments. We
are now waiting for the final form of the new law & hope that
during 2019 the Government will finally secure a clear & fair
regulatory network with respect to OPAP’s long standing

presence & contractual rights.

With that, I would like to thank you for your attention and
Michal and I are now ready to answer any questions you may

have.

The first question is from the line of Kourtesis Iakovos with

Piraeus Securities. Please go ahead.

Yes, good afternoon gentlemen. My first question has to do
with the scratch cards and weakness with no dispute in the
third quarter. If you do to.. you plan to take any
rejuvenation actions or increase penetration in various points
of sales for scratch cards. I don’t know what are your plans

on this?

Second, if you can clarify a little bit about the net drop per
VLT per day for the nine months’ period. Is this close to
levels of 40-41?

And a third thing has to do with your dividend policy,
depending on when you are going to pay the amount
necessary for the acquisition of 36.75% of Stoiximan, should

we exclude it from our calculations and your guidance that
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CoPE D:

HousT M:

you are going to pay the bulk of free cash flow back to

shareholders? Thank you very much.

Hi, thanks for the question. I will take the first one, and then
I will hand over the other two to Michal. On scratch cards,
yes, you have seen compared to last year we were slightly
softer we are working hard to make sure that we maintain

the strongest possible portfolio of products.

We have actually launched a number of products during the
year, and in fact during this Christmas period, we are
launching a significant nhumber of new versions including the
Christmas pouch, which is 5 scratch cards all-in-one package
if you like that you can give to someone as a Christmas
present, it's a model that's worked in other markets very
well, it's priced at €10, it guarantees the recipient at least
one winning card and we're confident that will be well

received. So there is a number of activities going on.

Overall, we have to recognize also that there are competing
products particularly in OPAP stores alongside VLT and KINO
side bets. So, while we want the overall GGR of our products
to increase we're also working hard to maintain solid

performance for individual products like Scratch.

Yes and I will take the other two questions. So the second
one on the VLTs, yet, you got it right, yes, let’s see the year-
to-date performance is around €40 per machine per day. And
on the third question, the dividend, again the simple answer
is, yes, so we will distribute the bulk of the free cash flow,

just it may be noted that the Stoiximan acquisition to some...
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KOURTESIS I:

OPERATOR:

DRAZIOTIS S:

CoPE D:

to a large extent we want to finalize finance through let's say
increased banking financing, so we are working on that. And
when we close the transaction, a majority of that would be
financed by the increased banking financing, so it shouldn't
influence basically the free cash flow to be distributed to the

shareholders.

Thank you very much.

The next question is from the line of Draziotis Stamatis with

Eurobank Equities. Please go ahead.

...sport results in the quarter, I had not realized that this was
such a big issue for international bookies or maybe because
they are not so skewed to football, could you tell us to what
extent these affected your Stoixima gross win margin in the

quarter, please? So that's the first question.

Second question just on VLTs, just wondering how many of
your VLT play stores have been upgraded to offer all these
elements of superior in-store customer experience and how
has this filtered through to these shops KPIs, i.e. footfall or

net drop per machine? Thank you.

Just on Stoixima. Yes, I mean, just starting with the World
Cup is the same for operators all over the world that the
World Cup normally straddles H1 and H2. So depending on
the performance in the first half of the tournament... the
second of the tournament, what you will have heard from
other operators is that the final itself with 6 goals and 4-2

score line, so more goals in that final than the previous 4
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World Cup finals combined was very expensive. It's amazing
when you go through the details, you see how many people

chose a 4-2 score line.

So that was definitely a poor start to the quarter. And then,
since then we've seen a much higher payout ratio on our
sports betting overall, so much lower gross win margin by 6
or 7 percentage points during the quarter compared to last
year. We've seen that rebound to more normal levels, but

that's certainly what we experienced from our customers.

On the Play Gaming Halls, yes, I mean, specifically, what we
are now able to do is, if you like, open up the front of the
individual locations, so we have permission to at least let
someone see into the reception area of a Gaming Hall.
Whereas prior to that all of the front of the building had to be

effectively... you couldn't see through the doors.

We've also been able to improve the overall if you like
presentation of the front of the shops. And that's been
completed now for everything within the Attica and
Thessaloniki region, which is the majority of our Gaming Hall
properties, but that's only really been done in the last sort of

month or so.

So we expect to see the benefit in terms of football or
performance over the Christmas period, which I would say it's
always seasonally a strong period, and I think we will be

particularly busy for us this year.
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DRAZIOTIS S:

CoPe D:

DRAZIOTIS S:

CoPE D:

DRAZIOTIS S:

Yes. Okay. Thank you so much. Yes, just to follow-up very
quickly on VLTs, you talked about improved... well, signs of
Gaming Halls has started to perform better than the VLTs in
agencies. Could you maybe give us some ideas to the, you
know, differential of this performance between VLTs and in

Gaming Halls vis-a-vis those in betting outlets?

I would say it’s small, and I think we’ll probably have a better
idea once we get through the end of this quarter. So that’s
what we're currently seeing in terms of the trends, but the
gap isn't sort of so significant to necessarily guarantee a

longer term trend.

Okay. That's good. Thank you so much. So just a final
question that just came to my mind. On online, there has not
been any further development, since the end of the
consolidation process right? So we are, you said, we are
waiting for the draft law, any idea when this might come...
might be published, might be submitted in to the European

Commission?

I would probably ask the same question; we were... the
consultation finished on the 5 of October, so it’s now coming
up to two months since that process finished. We remain
hopeful, all the noises we’ve heard from the government is
that they are committed to introduce a new law, but as for

the timing I'm afraid we have no further visibility.

Okay, thank you.
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CoPe D:

DRAZIOTIS S:

OPERATOR:

BIrRBOS D:

As I said before, I'm hopeful that during the course of 2019
we will have a new online law in place. But whether that’s

early 2019 or later 2019, I really can't comment.

Okay. That's... that makes sense. Thank you so much.

The next question is from the line of Birbos Dimitris with

Investment Bank of Greece. Please go ahead.

Yes. Good evening gentlemen. I have three questions from
my side. First of all, concerning KINO performance, you
mentioned that in the third quarter you have seen some
declining trend, of course, there is an improvement compared
to previous quarters. So I am wondering what is the positive
effect of KINO side bets on the performance of the game in
the fourth quarter, if we should expect some... maybe some
flattish performance or even some improvement in the fourth
quarter versus previous quarters or we should become...
remain more patient to have more signs of this incrementality

from the new feature? This is my first question.

My second question has to do with the Virtual Games; you
mentioned that there was some normalization of their
performance in the third quarter. So I am wondering if this
trend continues in the fourth quarter and if... in the third
quarter, you have some reduced GGR from virtual games,
and if there are any actions to make this product more

attractive in the coming quarters?

And finally, regarding the performance of the Instant &

Passives segment, we have seen some pressure on the GGR
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CoPE D:

BIRBOS D:

CoPE D:

performance, and it seems to be.. from your side to be
skeptical for the fourth quarter, so you are going to take
some rejuvenation efforts. So my question is that, is there
any risk for an impairment on your license, given that the
performance of the game right now seems to be rather poor,
if I can say so? And so is there a risk of impairment of your

license? Thank you.

Thank you. Sorry I just need a clarification on that third
point, I didn’t quite understand; we’ve missed the beginning
of that third point.

Yes, for the license of Hellenic Lottery, given the current
performance of GGR terms and possibly in the EBITDA front,
if there is a risk for impairment of your license, so some extra

let’s say amortization expenses in the fourth quarter.

Okay. I will take 1 and 2, and then I will hand the third one
over to Michal, so on KINO, as you have said before... just
mentioned just now actually, I mean its competing with a
number of products that we are offering and actually we are
encouraged by the resilience of the KINO product. We won't
share any predictions or forecasts of Q4 performance because
we never do that, but I would say that we are definitely, as I
said before, encouraged by the reception of KINO side bets,
and if you get an opportunity to have a look, I think you will
see it's certainly rejuvenated the product, that's been the

foundation of our business for a long time.

On Virtuals, again, if you remember last year it was a brand

new product. There was a lot of excitement around it, but we
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HousT M:

have now stabilized that levels that we think are sustainable,
but at the same time, we have introduced a new version of
the product Matchday and again very simply, it's a bit like a
Saturday afternoon, so instead of just betting on one match,
you can bet on multiple matches at the same time. One that
means that a player can potentially win a lot more if gets 4,
5, 6, 7, 8 matches correct and for us obviously it's a high

margin.

So we will continue to look at ways we can improve and
optimize Virtuals although I dont expect we will be
introducing another Virtual product until end of 2019 at the
earliest.

And then on Hellenic Lotteries, I will hand it over to Michal.

Yes, on the Hellenic Lotteries, to be honest, the performance
is not... we don't understand too much where we are going
from the performance, not so loaded. We should think about
any impairment or something on the license, so we will
definitely go through the process of impairment testing, but I
don’t expect anything, you know, so the performance on the

bottom line is quite satisfactory.

We had some weakness as Damian mentioned in hitting the
markets with the right product mix in the Q2 which basically
continued in Q3 because Q2 is a summer season in which you
don’t have too much ammunition, let’s say, and the market is
very soft you know, but I think Q4 we started quite well on

the Scratch and so I don’t see any risk there.
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BIRBOS D:

HousT M:

BIRBOS D:

OPERATOR:

CoPE D:

Okay. Thank you and just one follow-up question about the
performance of the VLTs business, you have seen a lot of let’s
say cannibalization, if I may say that from the introduction of
the new game machines to the old one, so the net daily drop
is below €50 per day, so I am wondering if for 2019 we
should expect this kind of situation. If we will also take into
account the increasing legal activity, if the net daily drop for
19 should be below €50 as a whole, even around €45, if this

could be a reasonable assumption for the year? Thank you.

Again, I am not sure about it, illegal market activity, whether
it's increasing... but whatever I think your estimation more or
less makes sense, yes, I mean this interval from €45 to €50,

more or less it may make sense for the next year.

Okay, thank you very much.

Ladies and gentlemen, there are no further questions at this
time. I will now turn the conference over to Mr. Cope for any

closing comments. Thank you.

Just to thank everyone again for joining us today and look

forward to speaking to you all again soon. Thank you.
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