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"THE GAME IS UP... ONLINE OR OFF-LINE"

Casinos, a fast-growing sector

L4
¢ ...thanks to the digitalisation of the sector and new technologies
¢ And the recovery of global tourism

¢

Finally, regulation would be an asset rather than a hindrance

CHART OF THE WEEK: "Beware of cash flows in turbulent times"
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FINANCIAL MARKET ANALYSIS

The gambling sector has performed exceptionally well during the Covid19 pandemic thanks to the
advent and success of online gaming, which has offset the closure of casinos. The sector's revenues are
approaching €400 billion, a staggering figure, with online gaming already accounting for almost a third of
revenues. The major players in the sector have posted more mixed performances since the beginning of
the year, with average figures of between -20% and -30% over a year.




¢ Casinos, a fast-growing sector

It is difficult to trace the origin of gambling, but it seems to have always existed. Dice games were already
mentioned in ancient Greece and in ancient Indian texts. The sector seems to be booming again lately
thanks to the advent of online games and new technologies.

Over the last five years (2017-2021), online gaming has achieved an annual growth rate of around 19%,
compared to a negative 8% for the real casino market (see Fig. 2). It is the companies exposed to Online
gambling and the providers of B2B services to online and offline casino that benefit the most, delivering
more stable free cash flow over time vs. land-based casino (See Chart of the week).

Fig. 2 - Compound annual growth rate of online and casino gaming (2017-2021)
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Whether online or offline, the gambling market is segmented by type of game: casino (table games and slot
machines), lotteries, sports betting and others. The lottery segment is the largest segment of the gambling
market, with almost 50% of the market share. This can be attributed to the high popularity of lotteries
worldwide. The sports betting segment is expected to be one of the fastest growing segments, with an
annual growth rate of 7%. In the casino segment, virtual reality gaming is expected to be one of the fastest
growing segments with an annual average rate of over 21%.

Geographically, demographics play a role in the growth of the sector. Asia-Pacific is the largest gambling
market, accounting for over 32% of the global total. It is followed by North America and then Western
Europe. In the future, Asia-Pacific and Africa will be the fastest growing regions, with annual growth rates
of nearly 8%.

The significant market size in Asia-Pacific is supported by the gambling industry in regions such as Macau,
the only place where Chinese citizens can play casino legally, the Philippines, Malaysia and South Korea.
The lottery market in China also contributes significantly to the size of the Asia-Pacific gambling market.




¢ ... thanks to the digitalisation of the sector and new technologies

One of the biggest impacts of technology on the gaming and casino industry has been the growth of online
casinos. Today, with the advent of the Internet, it is possible to gamble from the comfort of one's own home.
The online gambling industry is even growing exponentially due to the emergence of new technologies such
as hybrid games, virtual reality (VR) and augmented reality (AR). Casino operators are using these
technologies to differentiate themselves from their competitors and gain market share in this highly
competitive industry. These technologies are revolutionising the casino experience, making it more interactive
and exciting. For example, casinos are introducing hybrid table games to attract customers and keep them
engaged. Hybrid table games are a combination of online and land-based casino games where the ease and
fast-paced experience of slot machines is combined with the presence of a live dealer. With virtual reality (VR),
players experience a virtual casino, along with other players and machines.

Fig. 3 - Flutter, global leader in gambling
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With the development of online casinos, crypto currencies are now accepted on many platforms. Players
prefer this payment option as they consider it more secure and keeps their anonymity. Crypto currencies
are virtually untraceable and allow players to play all over the world, even from locations where gambling is
still prohibited.

¢ Global tourism recovery will bring back more sustainable growth

An increasing proportion of casino turnover is generated by tourism rather than gambling. The reopening
of destinations such as Macau in Asia is therefore crucial for the sector. Las Vegas is also reviving as a
popular destination for tourists since the end of the confinements in the United States. Hotel-casino
revenues are back to 2019 levels or even higher, i.e. MGM Las Vegas Strip. Economic strength and
consumption are also important variables and the impact of rate hikes and inflation on household leisure
spending will need to be monitored.

Post-covid tourism has only recently picked up and is lagging behind in Asia, so even if an economic
slowdown is expected, the figures could still improve in 2023 compared to 2022. In addition, consumers




seem to favour leisure spending (holidays, experiences) over spending on durable goods (cars, furniture or
TVs). Finally, long-delayed conferences and business travel are also expected to return to their pre-
pandemic pace and support the land-based casino industry.

Fig. 4 - Macau's casino performance depends on China's economic health
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Companies in Macau have recorded negative FCFs since the start of the Covid-19 pandemic. Only Galaxy
Entertainment seems to be doing well, with FCF seemingly moving faster towards its 2019 levels (see Fig. 5).

Fig. 5 - Casino FCF in Macau since the Covid-19 pandemic
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Overall, when business picks up in Macau, companies could return to their pre-covid19 valuations, i.e. a FCF
yield (free cash flow/market capitalisation) of around 7%, which on this basis offers a stock appreciation
capacity of more than 100% (see Fig. 6). Of course, the performance of stocks is subject to Xi Jinping's zero-
covid policy and the risk of an economic recession in China if the real estate crisis continues.

Fig. 6 - Appreciation potential of casinos in Macau
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¢ Finally, regulation would be an asset rather than a hindrance

The gambling industry is regulated at national or regional level. Many countries have regulations for land-
based casinos that are not applied to online gaming. Some countries have a gaming monopoly, where only
one operator is licensed, while others have established systems where several operators can be licensed to
offer online gaming. In some cases, gaming operators licensed in one country also offer games in other
countries.

An increasing number of countries are introducing national regulations. This means that gambling operators,
and in some cases also suppliers, must apply for country-specific licences, pay local taxes and be subject to
national supervision. This is the case for Macau for example.

Regulation is an important growth factor for the online casino market, as it brings in more potential end-
users and gives operators greater opportunities to promote the product while erecting barriers to entry
for smaller operators.

The scope is expected to grow with the regulation of new markets such as Brazil, Canada and the
Netherlands. The US is the largest growth opportunity in the sector today, with an estimated market size of
over $20 billion by 2025.

On the other hand, some countries are trying to restrict the gambling industry. Unfortunately, bans are
designed to be circumvented and gamblers are on the move... with access facilitated by online casinos and
the use of crypto currencies. The regulator will still have to adapt to digital changes, but history shows
that better regulation lays a sounder and more sustainable foundation for this type of activity.




Conclusion:

The land-based casino industry was already suffering before the Covid19 pandemic from the emergence
of online casinos. The leaders have adapted and are offering increasingly entertaining and hybrid
experiences. As in many other sectors, the pandemic has accelerated the trend towards digitisation of the
business and may have offset the closures of establishments. The reopening of casino hotels should revive
a whole part of this economy based on family, business and event tourism. The sector appears indebted,
but the balance sheets should strengthen as new cash flow pours in with the activity recovering some kind
of normality.




RETURN ON FINANCIAL ASSETS

Markets Perf Last | Moment 2022
arkets Ferformances as omentum 1-Week (%) 1-Month (%) 2021 (%) 2020 (%)

(local currencies) Price |Indicator (RSI) Year-to-Date (%)

World (MSCI) 597.6 36.19 -4.0% -9.2% ETT A B 19.0% H6.9%
USA (S&P 500) 3873 37.72 -4.7%0 -9.9% W -17:8% 28.7% H8.4%
USA (Dow Jones) 30822 35.69 -4.1% -9.4% -1318 I 20.9% Fo.7%
USA (Nasdaq) 11448 37.91 -5.5% -12.5% -26.4% 22.2% Wa5.0%
Euro Area (DJ EuroStoxx) 386.0 40.13 -2.4% -8.0% 1760 N23.5% | 0.8%
UK (FTSE 100) 7237 41.98 -1.5% Wl -3.6% 0.9% B 18.4% | -11.4%
Switzerland (SM1) 10611 35.45 -2.7%0 -4.7% -1500 N23.7% Fa3%
Japan (Nikkei) 27568 43.37 -2.3% -4.5% -3.1% FE 67% H83%
Emerging (MSCI) 944 31.96 -2.6% -6.7% -21.3% -2.3% H8.8%
Brasil (IBOVESPA) 109 280 47.29 -2.7% 0 -3.7% | 4.3%8 | -11.9% I 29%
Russia (MOEX) 2435 64.02 0.4% 10.3% -34.1% 21.9% 14.8%
India (SENSEX) 59222 48.75 -1.6% -1.6% A 214 23.2% W7.2%
China (CSI) 3917 31.63 -3.9% -5.7% Wl -1818% -3.5% 129.9%
Communication Serv. (MSCI Worl: 74.90 32.16 -5.4% 0 -12.3% 0 -31.5% B 109% B24.2%
Consumer Discret. (MSCI World) 307.7 42.28 -3.7% -9.0% -24.3% B 9.2% 137.0%
Consumer Staples (MSCI World) 254.4 32.76 -3.0% -7.2% -1 B 117% B8.8%
Energy (MSCI World) 222.5 45.25 -2.4% 0 0.3% | 226/ B 37.5% 1 -27.7%
Financials (MSCI World) 126.5 43.94 -2.3% 0 -6.3% -1378% 25.1% -3.1%
Health Care (MSCI World) 318.3 41.20 -2.8% -5.9% il -1218b B 18.0% W5.4%
Industrials (MSCI World) 260.7 33.56 -5.0% 0 -10.7%0 203 B 16.6% H1.8%
Info. Tech. (MSCI World) 403.1 33.23 -5.7% -14.4% -29.3% 27.6% W46.2%
Materials (MSCI World) 285.2 37.12 -5.0% 0 -9.1% 19160, B 15.4% Bi6%
Real Estate (MSCI World) 182.5 34.10 -4.6% -9.6% -204% 23.6% | -5.7%
Utilities (MSCI World) 155.3 40.03 -3.1% -5.3% -2.1% B 111% F4.8%
USA (7-10 Yr) 3.45% 30.16 -0.9% A -4.5% -12%% -2.4% F9.3%
Euro Area (7-10 Yr) 2.51% 31.03 -05% 1 -6.2% Wl 150 -2.9% Fas5%
Germany (7-10 Yr) 1.76% 30.52 -0.4% -5.3% 0l -138 -2.7% I3.0%
UK (7-10Yr) 3.14% 25.51 -0.3% -7.5% -1416% | -4.9% F5.4%
Switzerland (7-10 Yr) 1.10% 29.56 -09% W -5.1% il -1006% -2.3% | 0.4%
Japan (5-10Yr) 0.26% 35.75 -0.1% -0.9% -1.3% 0.0% -0.1%
Emerging (5-10 Yr) 7.96% 36.62 -2.0% 0 -28% W -197%% -2.3% F5.2%
USA (IG Corp.) 5.14% 32.43 -0.9% M -3.3% ] 1508 -1.0% Fo.9%
Euro Area (IG Corp.) 3.67% 30.78 -11% -3.1% | -1218b -1.0% I 2.8%
Emerging (IG Corp.) 7.83% 34.81 -07% A -1.5% | 160 -3.0% F8.1%
USA (HY Corp.) 8.74% 34.96 -2.3% -3.6% ] -1218% [ 5.3% F7.1%
Euro Area (HY Corp.) 7.56% 37.47 -11% M -26% W -1108 I 3.4% [ 23%
Emerging (HY Corp.) 11.35% 43.76 -1.8% Wl -1.2% | -16M -3.2% Fa3%
World (Convertibles) 362.4 42.20 -1.9% -4.4% -17.3% I 2.4% I38.8%
USA (Convertibles) 489.6 43.33 -2.2% 0l -4.5% Tl A, I 3.1% BBa5%
Euro Area (Convertibles) 3485 30.50 -1.6% -4.9% Wl 150 -0.3% F6.1%
Switzerland (Convertibles) 170.1 23.37 -08% M -3.2% ] -855% -0.5% | 0.5%
Japan (Convertibles) 199.4 61.07 02% | 1.0% I -0.7% I 3.3% [ 2.8%
Hedge Funds Indus. 733 64.63 n.a. 0.5% I n.a. [ 8.2% F6.4%
Distressed 940 59.24 n.a. 1.7% B n.a. B 125% I38%
Event Driven 763 54.18 n.a. 0.7% I n.a. B 129% F7.0%
Fixed Income 384 57.77 na. 0.0% n.a. F s52% I 3.6%
Global Macro 1469 79.16 n.a. 2.1% [ n.a. B 96% Fe.5%
Long/Short 851 48.35 n.a. -1.3% | n.a. FE 83% B7.9%
CTA's 407 76.66 na. 3.1% [ n.a. E 82 I 1.9%
Market Neutral 287 57.81 n.a. 1.5% [ n.a. F 62% | 1.7%
Multi-Strategy 694 58.49 n.a. 0.8% I n.a. E 70% Fs.6%
VIX 26.30 56.74 15.4% 33.6% 52.7% -24.3% 65.1%
VSTOXX 26.43 52.15 6.2% 23.9% 37.2% -17.6% 67.5%
Commodities (CRB) 568.7 n.a. -0.6% A -3.9% i -1.7% I 30.3% Ho0.5%
Gold (Troy Ounce) 1666 32.90 -3.4% -4.7% Tl -85% -3.6% 35.1%
Oil (WTI, Barrel) 85.11 41.44 -3.0% -1.6% 10.6% IN58.7% 1 -20.5%
0il (Brent, Barrel) 90.82 42.30 -0.8% -1.7% 18.2% I 51.4% 1 -23.0%
USD (Dollar Index) 110.01 61.78 1.5% [ 1.7% B 150700 F  64% | -6.7%
EUR 0.9976 44.62 -1.4% -0.6% -128 ] -7.5% H.7%
JPY 143.33 35.81 -0.3% -4.4% Tl -19%% | -10.2% Fs5.1%
GBP 1.1386 31.40 -2.5%0 -3.7% 15189 -1.0% I3.1%
AUD 0.6689 38.25 -2.9% 0 -2.7% | -7.9% ] -5.6% H9.6%
CAD 1.3303 32.91 -2.4% 0 -23% M -5.0% | 0.7% [ 21%
CHF 0.9679 47.79 -1.5% -0.9% -5.7% -3.0% F9.4%
CNY 7.0144 25.51 -1.3% -2.8% | -9.4% I 2.7% Fe6.7%
MXN 20.097 48.60 -1.3% W 0.4% | 2290 -3.0% | -5.0%
EM (Emerging Index) 1615.7 26.11 -1.0% W -2.7% | -6.8% | 0.9% I33%

Source: Bloomberg, Atlantic Financial Group _ Total Return by asset class (Negative \ Positive Performance)




DISCLAIMER

This document is issued by Atlantic Financial Group (hereinafter “Atlantic”). It is not intended for distribution, publication, or use in any jurisdiction where
such distribution, publication, or use would be unlawful, nor is it aimed at any person or entity to whom it would be unlawful to address such a document.

This document is provided for information purposes only. It does not constitute an offer or a recommendation to subscribe to, purchase, sell or hold any
security or financial instrument. It contains the opinions of Atlantic, as at the date of issue. These opinions and the information herein contained do not take
into account an individual’s specific circumstances, objectives, or needs. No representation is made that any investment or strategy is suitable or appropriate
to individual circumstances or that any investment or strategy constitutes a personal recommendation to any investor. Each investor must make his/her own
independent decisions regarding any securities or financial instruments mentioned herein. Tax treatment depends on the individual circumstances of each
client and may be subject to change in the future. Atlantic does not provide tax advice. Therefore, you must verify the above and all other information provided
in the document or otherwise review it with your external tax advisors.

Investment are subject to a variety of risks. Before entering into any transaction, an investor should consult his/her investment advisor and, where necessary,
obtain independent professional advice in respect of risks, as well as any legal, regulatory, credit, tax, and accounting consequences. The information and
analysis contained herein are based on sources considered to be reliable. However, Atlantic does not guarantee the timeliness, accuracy, or completeness of
the information contained in this document, nor does it accept any liability for any loss or damage resulting from its use. All information and opinions as well
as the prices, market valuations and calculations indicated herein may change without notice. Past performance is no guarantee of current or future returns,
and the investor may receive back less than he invested. The investments mentioned in this document may carry risks that are difficult to quantify and integrate
into an investment assessment. In general, products such as equities, bonds, securities lending, forex, or money market instruments bear risks, which are
higher in the case of derivative, structured, and private equity products; these are aimed solely at investors who are able to understand their nature and
characteristics and to and bear their associated risks. On request, Atlantic will be pleased to provide investors with more detailed information concerning risks
associated with given instruments.

The value of any investment in a currency other than the base currency of a portfolio is subject to the foreign exchange rates. These rates may fluctuate and
adversely affect the value of the investment when it is realized and converted back into the investor’s base currency. The liquidity of an investment is subject
to supply and demand. Some products may not have a well-established secondary market or in extreme market conditions may be difficult to value, resulting
in price volatility and making it difficult to obtain a price to dispose of the asset. If opinions from financial analysts are contained herein, such analysts attest
that all of the opinions expressed accurately reflect their personal views about any given instruments. In order to ensure their independence, financial analysts
are expressly prohibited from owning any securities that belong to the research universe they cover. Atlantic may hold positions in securities as referred to in
this document for and on behalf of its clients and/or such securities may be included in the portfolios of investment funds as managed by Atlantic.



