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WA Licence worth much less than press
speculation

We believe the WA wagering licence may transact for under A$250mn —
very different from press speculation of A$1.0bn and previous comments
from us that it may warrant A$700mn in value
(http://www.smh.com.au/business/wa-racing-body-to-lay-out-demands-for-1b-
tab-sale-20160214-gmto6c.html). We have taken another look as the
transaction nears. To investors, this means that TTS or TAH may carry
much less leverage than previously anticipated.

Tabcorp paid about 2.6x gross profit and 3.5x EBITDA for the 12-year VIC
wagering licence starting 2012. Tatts Group is paying A$150mn over 9 years
for a 30-year QLD exclusive wagering licence which amounts to 1.0x gross
profit. In relation to sales, Tabcorp paid about 0.8x sales and TTS is paying
about 0.4x sales. The principal reasons for the low multiples emanate from
the market share risk in-state operators bear. In-state operators bear severe
cost burdens in the form of tax and higher racing fees for "exclusive" retail
licences when such retail activities are not at all exclusive.

By our calculation, which assumes WA racing funding and the WA state
budget are not compromised, the gross profit emanating from the WA
wagering operation could be about A$110mn. While we assume significant
cost synergy between TAH or TTS and WA Wagering, we also assume a
material and necessary uplift in marketing. (This is a new assumption. It is
drawn from wagering market share erosion in recent years of the QLD and
VIC TABs and the subsequent step-change increases in marketing and
technology to defend that share). We estimate that investment could be on
the order of A$10-20mn each.

Using the mid-point gross profit multiple paid for the last two "exclusive"
retail wagering licences — which weren't really exclusive — the value of the
WA operation is put at A$200mn. But we recognise there is additional
value in WA's digital customer base from which about A$100mn of revenue
originates. Although WA wagering has few hard assets of significant value
to TAH and TTS, its first-mover retail network also has some lasting value.
But we refrain from ascribing long-term exclusive licence value because it
is just not exclusive.

The duration of the licence should not expand the acquisition multiple.
Duration is of no value because the reality is licence cannot "protect” the
operator from competition: It is, in reality, not exclusive. Rather, a long
duration licence merely binds the new wagering operator to massive racing
industry support for decades.
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Figure 1: Reconstructing WA Racing and Wagering P&L into a Wagering P&L as viewed by TAH or TTS

16 March 2016

A$mn
WA Inflows / Outflows Per Annual Report FY15 WA Inflows/Outflows Reconstructed Est.
Wagering Revenue net of GST 336 Wagering Revenue 336
Unclaimed Dividends 8 Unclaimed Dividends 8
Interest Revenue 3 Interest Revenue 3
Other Revenue incl. Recovery of SKY Subscription 4 Adj.1  Other Revenue incl. Recovery of SKY Subscription 0
Total Revenue 351 Total Revenue 344
GST (31) GST (31)
Race Field Fees on Out of State Races and Sport (29) Race Field Fees on Out of State Races and Sport (29)
Other cost of sales: Punter Rebates, Pooling Fees, Fixed Odds (19) Adj.2  Other cost of sales: Punter Rebates, Pooling Fees, Fixed Odds 0]
State Wagering Tax (42) Adj.3  State Wagering Tax (21)
Gross Profit 230 Gross Profit 256
Wagering Operation Costs (85) Adj.4 Wagering Operation Costs (55)
Support services (Wagering) (16) Adj.5 Support services (Wagering) (2
Wagering EBIT Before Race Funding 129 Wagering EBIT Before Race Funding 199
Racing Incomings Racing Incomings
Grants and Subsidies from the State incl GST re-imbursement 21 Adj.6 Grants and Subsidies from the State incl GST re-imbursement 0
Racing Services Other Revenue 6 Racing Services Other Revenue 6
Race Field Fee Income 33 Race Field Fee Income 33
Other Racing Incomings Total 60 Other Racing Incomings Total 39
Racing Outgoings Racing Outgoings
Prizes and Distributions (131) Prizes and Distributions (131)
Racing Operation Costs (18) Racing Operation Costs (18)
Grants and Subsidies (19) Grants and Subsidies (19)
Support Services Racing (15) Support Services Racing (15)
Capital expenditure 0 Adj.7. Capital expenditure ®)
Racing Outgoings Total (183) Racing Outgoings Total (188)
Profit After Racing Funding Per RWWA Annual Report FY15 6 Wagering EBIT After Racing Funding 50
Wagering Gross Profit After Racing Funding 107
Racing Capital Expenditure (estimated.) (5) Adj.8 Racing Capital Expenditure (estimated.) 0
Wagering Capital Expenditure (estimated) (6) Wagering Capital Expenditure (estimated) (6)

Source: Racing and Wagering Western Australia Annual Report FY15, Credit Suisse estimates

Adjustments

1.

As TAH owns SKY channel, it already captures this subscription revenue in its TAH's
media division. Therefore, we eliminate it here and also eliminate it as a cost (Adj. 4)

TAH and TTS would no longer need to pay external services for book making. TAH
would no longer collect pooling fees from WA. This pooling savings would be offset by
a corresponding TAH revenue reduction.

State wagering tax can be reduced to the extent that the state no longer subsidizes
Operating cost synergy for TAH and TTS can be extensive — perhaps A$60mn. But
we believe marketing costs must rise substantially to fend off market share erosion.

Further cost synergy pertaining to support services such as IT, shared services and

We assume the State of WA no longer subsidizes WA Racing and all funding comes

Capital expenditure is not a P&L item but WA Racing would expect the wagering

2.
3.
racing. (See Adj. 6.)
4.
5.
head office functions.
6.
from wagering operations.
7.
operations to fund capex.
8. SeeAd].7

Tabcorp, Tatts Group
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The structure of the licence will influence value but we still think TAH and TTS must be
careful not to believe that this is an exclusive licence they are potentially acquiring.

m TAH/TTS may seek that the risk of race field fee price risk is borne by the racing
industry rather than the wagering operator. This is the situation in QLD but not in NSW.

® TAH/TTS may seek to ensure that the marketing strategies (sponsorships, alliances,
promotions) are aligned with all racing bodies to the licence holder. In VIC, individual
clubs strike their own sponsorship arrangements which undermines TAH's market
share.

® TAH/TTS may ensure that State wagering taxes are frozen for the licence duration.

® TAH/TTS may seek that there be no annual minimum payment obligations to the WA
Racing Industry.

® TAH/TTS may seek to avoid "best interest" clauses that require non-resident
customers to be channeled through the WA wagering licence but can instead be
channeled through low-tax, low-fee jurisdictions.

For its part, the WA Racing industry has assurance from the State of WA that it's funding
will be no less favourable than it is today. Moreover, WA Racing will be looking to mitigate
risk to its funding.

Options for TAH and TTS if the WA Licence is not
acquired

We wonder whether TAH or TTS can "raid" WA for market share and new accounts using
their low-tax jurisdictions and a large up-front marketing investment. Both companies, to
date have been unsuccessful in scoring cross-border market share.

TTS for its part has lacked brand awareness, product advantage and digital marketing
prowess. It is probably fair to say that TTS may be still be a couple of years off meeting
the competition.

TAH has ownership of the TAB brand but is constrained on its use in WA and possibly in
QLD. (TTS has virtually abandoned the TAB brand in favour of U-BET potentially giving
Tabcorp greater latitude to deploy the TAB brand.) More importantly, TAH is constrained
by "best interest" terms in its commercial agreements with entities of the VIC and NSW
racing industries. TAH cannot solicit residents in states where it is not licenced using low-
cost jurisdictions but rather channel new customers through high-cost NSW or VIC.

TAH may consider buying its way out of these restrictive terms and that, may be, after all,
in the best interest of both TAH and its affiliated racing industries. In this way, TAH can
grow in non-licenced markets such as WA or QLD as well as stimulate overall wagering
demand. But as it stands now, neither TAH nor its affiliated racing industries benefit from
the "best interest" clauses in its commercial arrangements.

Therefore, it is probable that, in the short-term TAH and TTS lack few real options to win
WA customers from an out-of-state position.
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Figure 2: Tabcorp Holdings—Financial summary
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Tabcorp Holdings (TAH)

Year ending 30 Jun

In AUDmN, unless otherwise stated

Share Price: A$4.02 16-Mar-2016 Earnings 06/14A _06/15A 06/16E__ 06/17E _ 06/18E
Rating OUTPERFORM \ Equiv. FPO (period avg.) mn 759.1 793.5 835.5 840.5 845.9
Target Price A$ 5.00 %! EPS (Normalised) c 19.7 216 21.8 23.0 24.0
vs Share price % 24.38 CRED”' SUISSE EPS Growth % 4.4 9.7 11 5.2 46
Consensus EPS c 19.5 216 22.3 23.9 26.1
) ) - ) ) ) i ) Consensus EBITDA mn 486.1 508.1 528.8 551.6 575.3
TABCORP is engaged in thg provision of leisure and entertglnment services (partlculgrly in DPS c 16.0 50.0 23.0 24.0 26.0
relation to gambling and hospitality). The company operates in three segments: Wagering and -
Racing Media, Gaming Services, and Keno. Dividend Payout % 81.3 2316 105.4 105.0 108.2
Free CFPS c 33.6 33.8 28.8 25.9 27.4
Profit & Loss 06/14A 06/15A 06/16E _ 06/17E _ 06/18E Valuation
Sales revenue 2,039.8 2,155.5 2,197.4 2,246.8 2,298.5 PIE X 20.4 18.6 18.4 175 16.7
EBITDA 486.1 508.1 519.6 542.1 559.2 EV/EBIT X 134 12.9 12.7 11.9 114
Depr. & Amort. 164.4 173.5 180.8 185.3 190.1 EV/EBITDA X 8.9 8.5 8.3 7.9 7.5
EBIT 321.7 334.6 338.7 356.7 369.1 Dividend Yield % 4.0 12.4 5.7 6.0 6.5
Net interest 97.2 78.5 69.5 67.5 65.3 FCF Yield % 8.3 8.4 7.2 6.5 6.8
Reported PBT 196.6 258.9 234.2 289.2 303.8 Price to Book X 2.1 2.0 2.0 2.0 2.0
Income tax 66.7 -75.6 83.1 96.2 100.6 Returns
Profit after tax 149.4 171.3 182.3 193.0 203.2 Return on Equity % 10.1 10.1 11.0 11.6 121
Associates 0.0 0.0 0.0 0.0 0.0 Profit Margin % 7.3 7.9 8.3 8.6 8.8
Minorities 0.0 0.0 0.0 0.0 0.0 Asset Turnover X 0.7 0.6 0.7 0.7 0.7
Preferred dividends 0.0 0.0 0.0 0.0 0.0 Equity Multiplier X 21 2.0 1.9 1.9 1.9
Normalised NPAT 149.4 171.3 182.3 193.0 203.2 Return on Assets % 4.8 5.1 5.6 6.0 6.4
Analyst adjustments -19.5 163.2 -31.2 0.0 0.0 Return on Invested Cap. % 8.7 8.4 8.8 9.2 9.7
Unusual item after tax 0.0 0.0 0.0 0.0 0.0 Gearing
Reported NPAT 129.9 334.5 151.1 193.0 203.2 Net Debt to Equity % 65.3 58.4 56.9 55.0 52.3
Balance Sheet 06/14A 06/15A 06/16E__ 06/17E  06/18E Net Debt to EBITDA % 2.0 1.9 1.8 1.7 16
Cash & equivalents 126.8 160.0 153.3 152.8 151.4 Int Cover (EBITDA/Net Int.) x 5.0 6.5 7.5 8.0 8.6
Inventories 4.7 4.9 5.0 51 5.2 Int Cover (EBIT/Net Int.) X 3.3 4.3 4.9 5.3 5.7
Receivables 39.9 35.1 35.8 36.6 374 Capex to Sales % 6.5 6.1 7.3 7.0 6.9
Other current assets 9.6 96.2 23.7 24.2 24.8 Capex to Depreciation % 159.7 159.9 118.6 112.0 109.0
Current assets 181.0 296.2 217.8 218.7 218.8
Property, plant & equip. 312.6 325.1 375.3 392.1 405.1 MSCI IVA (ESG) Rating AA Credit Suisse View
Intangibles 2,560.5 2,625.6 2,580.1 2,534.6 2,489.1 TP ESG Risk (%): 0
Other non-current assets 51.0 137.1 59.2 60.5 61.9 TP Risk Comment: TAH for the last 9 years has been ranked
Non-current assets 20241 30878 30146 29871 29560 0 number one of the Dow Jones Sustainability index for gambling
' ! ! ! ! firms. We note the company contributes a significant amount to
Total assets 3,105.1 3,384.0 3,232.4 3,205.8 31748 7.2 the racing industry, local community and state government.
Payables 340.9 334.1 331.6 329.1 326.8 — O Consistent with MSCI ‘AA’ rating. TAH has responsible gambling
Interest bearing debt 1,094.3 1,147.7 1,100.0 1,070.0 1,030.0 6.2 - O S anti-corruption and ethical l?usmes_s practice policies which are
. A stronger than peers. TAH, in our view good corporate
Other liabilities 188.5 212.1 136.5 138.0 139.6 52 _ ”'6’” o mmm g igovemance, however MSCI only assigns a 5% weighting to this
Total liabilities 1,623.7 1,693.9 1,568.1 1,537.1 1,496.4 Q category. We do not incorporate any ESG upside or downside into
Net assets 1,481.4 1,690.1 1,664.3 1,668.7 1,678.4 42 — our valuation.
Ordinary equity 1,481.4 1,690.1 1,664.3 1,668.7 1,678.4 MSCI IVA Risk: Neutral
Minority interests 0.0 0.0 0.0 0.0 0.0 3.2 A MSCI IVA Risk Comment: CS ESG risk assessment in line with
Preferred capital 0.0 0.0 0.0 0.0 0.0 Environment Social Governance {MSCl rating
Total shareholder funds 1,481.4 1,690.1 1,664.3 1,668.7 1,678.4 stk tocs s o G s
Net debt 967.5 987.7 946.7 917.2 878.6
Cashflow 06/14A _06/15A 06/16E _ 06/17E _ 06/18E Source: MSCI IVA Rating
EBIT 321.7 334.6 338.7 356.7 369.1
Net interest -100.1 -77.8 -69.5 -67.5 -65.3 EBITDA segmentals 06/14A 06/15A 06/16E _ 06/17E  06/18E
Depr & Amort 164.4 1735 180.8 185.3 190.1 Wagering & Media 350.7 375.8 382.9 398.7 412.7
Tax paid -75.2 2.8 -8.4 -96.2 -100.6 % chg 7.2% 1.9% 4.1% 3.5%
Working capital 88.8 -4.8 -5.3 -3.6 -35 % sales 20.2% 20.2% 20.4% 20.8% 21.0%
Other -12.2 -28.6 -35.1 -0.1 -0.1
Operating cashflow 387.4 399.7 401.2 374.6 389.8 Gaming 67.0 67.6 68.6 70.7 73.4
Capex - expansionary -79.6 -79.0 -96.3 -93.9 -94.6 % chg 0.9% 1.5% 3.0% 3.8%
Capex - maintenance -53.1 -52.6 -64.2 -62.6 -63.1 % sales 68.3% 67.9% 64.4% 64.4% 65.2%
Acquisitions & Invest -65.7 -103.3 -25.0 0.0 0.0
Asset sale proceeds 21 0.0 0.0 0.0 0.0 Keno 72.2 66.4 70.4 75.0 75.6
Other 40.8 3.2 0.0 0.0 0.0 % chg -8.0% 6.0% 6.6% 0.7%
Investing cashflow -155.5 -231.7 -185.5 -156.6 -157.7 % sales 35.4% 33.4% 33.6% 34.7% 33.9%
Dividends paid -67.0 -357.6 -182.7 -200.5 -205.9
Equity raised 6.7 235.8 5.8 11.8 12,5 Corporate/Other -3.8 -1.7 -2.4 -2.4 -2.4
Net borrowings -154.5 0.0 -45.5 -30.0 -40.0
Other 0.0 -13.0 0.0 0.0 0.0 Total EBITDA 486.1 508.1 519.6 542.1 559.2
Financing cashflow -214.8 -134.8 -222.4 -218.6 -233.5 % chg 4.5% 2.3% 4.3% 3.2%
Total cashflow 17.1 33.2 -6.7 -0.6 -1.4 % sales 23.8% 23.6% 23.6% 24.1% 24.3%
Adjustments 0.0 0.0 0.0 0.0 0.0
Net Change in Cash 17.1 33.2 -6.7 -0.6 -1.4 16/03/2016 17:13

Source: Company data, Credit Suisse estimates

Tabcorp, Tatts Group
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Figure 3: Tatts Group—Financial summary
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Tatts Group (TTS)

Year ending 30 Jun

In AUDmN, unless otherwise stated

Share Price: A$3.64 16-Mar-2016 Earnings 06/14A 06/15A 06/16E 06/17E __06/18E
Rating UNDERPERFORM ~ Equiv. FPO (period avg.) mn 1,417.3 14471 14642 1,464.9  1,470.7
Target Price A$ 3.30 Q EPS (Normalised) c 16.0 17.7 185 18.8 19.3
vs Share price -9.34 CRED'T SU'SSE EPS Growth % 10.5 4.4 19 27
Consensus EPS c 16.1 17.8 18.7 19.2 20.2
_ _ _ _ . ) Consensus EBITDA mn 499.9 509.1 527.9 552.6 578.3
Tatts_ Group is an Australlajbased company. Itis engag_ed in the ope_ranon o_f Ilcenseq DPS c 135 165 18.0 18.0 18.0
gaming machines, conducting wagering and sports betting, conducting gaming machine -
monitoring and supply of jackpot and other services. Dividend Payout % 844 933 97.5 95.7 932
Free CFPS C 14.3 25.9 -19.5 19.8 15.6
Valuation
Profit & Loss 06/14A 06/15A 06/16E _ 06/17E  06/18E P/E X 22.8 20.6 19.7 19.4 18.8
Sales revenue 2,868.9 2,919.9 3,087.0 3,184.3 3,280.1 EV/EBIT X 14.7 14.3 14.9 14.3 13.8
EBITDA 498.4 507.4 523.4 550.2 572.3 EV/EBITDA X 123 11.8 125 12.0 116
Depr. & Amort. 83.9 87.1 86.9 88.3 91.1 Dividend Yield % 3.7 4.5 4.9 4.9 4.9
EBIT 4145 420.3 436.5 461.9 481.3 FCF Yield % 3.9 7.1 -5.4 5.4 4.3
Net interest 87.9 54.2 47.7 65.4 726 Price to Book X 1.8 1.8 1.8 1.8 1.8
Reported PBT 326.6 366.1 388.8 396.5 408.7 Returns
Income tax 100.0 110.3 1186 120.9 124.6 Return on Equity % 8.0 8.6 9.1 9.2 9.3
Profit after tax 226.6 255.8 270.2 275.6 284.0 Profit Margin % 7.9 8.8 8.8 8.7 8.7
Associates 0.0 0.0 0.0 0.0 0.0 Asset Turnover X 05 0.5 0.6 0.6 0.6
Minorities 0.0 0.0 0.0 0.0 0.0 Equity Multiplier X 2.0 1.9 1.9 1.9 1.9
Normalised NPAT 226.6 255.8 270.2 275.6 284.0 Return on Assets % 4.0 4.6 4.9 4.9 4.9
Analyst adjustments 0.0 0.0 0.0 0.0 0.0 Return on Invested Cap. % 8.0 8.1 7.3 7.5 7.6
Unusual item after tax -26.2 -3.8 -40.8 0.0 0.0 Gearing
Reported NPAT 200.4 252.0 229.5 275.6 284.0 Net Debt to Equity % 27.4 22.4 40.0 42.7 43.8
Balance Sheet 06/14A _06/15A 06/16E__ 06/17E _ 06/18E Net Debt to EBITDA % 1.6 13 2.3 23 2.3
Cash & equivalents 583.3 259.1 263.2 220.1 226.3 Int Cover (EBITDA/Net Int.)  x 5.7 9.4 11.0 8.4 7.9
Inventories 8.2 3.7 3.9 4.0 4.1 Int Cover (EBIT/Net Int.) X 4.7 7.8 9.1 7.1 6.6
Receivables 132.5 80.6 82.8 84.1 85.3 Capex to Sales % 2.6 22 2.8 27 3.0
Other current assets 187.0 212.6 220.5 226.2 231.4 Capex to Depreciation % 176.7 146.0 194.2 191.2 205.5
Current assets 910.9 556.1 570.4 534.4 547.1 MSCI IVA (ESG) Rating AA Credit Suisse View
Property, plant & equip. 205.6 210.2 251.6 435.4 591.1 TP ESG Risk (%): 0
Intangibles 4,540.0 4,652.5 4,609.5 4,566.6 4,523.6 TP Risk Comment: No material ESG risks. TTS valuation already
Other non-current assets 43.6 106.5 106.5 1065 1065 62 captures social concerns relatgd to problem gambling. TTS has_
g established responsible gambling codes of conduct for some of its
Non-current assets 4,789.2 4,969.3 4,967.6 5,108.4 5221.1 — lottery games. We see some, limited downside risk for the wagering
Total assets 5,700.2 5,525.3 5,538.0 5,642.8 5,768.3 7.2 division, which is currently investigating the deductibility of race
Payables 591.0 598.5 632.8 652.7 672.2 information fees on interstate content with Queensland Racing.
Interest bearing debt 1,359.3 925.2 1,450.0 1,500.0 1,560.0
Other liabilities 913.8  1,030.5 489.5 489.5 489.5 MSCI IVA Risk: Neutral
Total liabilities 2,864.1 2,554.3 2,572.3 2,642.2 2,721.7 MSCI IVA Risk Comment: CS ESG risk assessment in line with
Net assets 28360 29711 29658 30007  3,046.6 MSCl rating
Ordinary equity 2,836.0 2,971.1 2,965.8 3,000.7 3,046.6
Minority interests 0.0 0.0 0.0 0.0 0.0 Environment Social Governance
Preferred capital 0.0 0.0 0.0 0.0 0.0 —Stock aLocal Sector OCounty  oGlobalSectr
Total shareholder funds 2,836.0 2,971.1 2,965.8 3,000.7 3,046.6
Net debt 776.0 666.2 1,186.8 1,279.9 1,333.7 Source: MSCI IVA Rating
Seamentals
Cashflow 06/14A _06/15A 06/16E__ 06/17E__ 06/18E EBITDA
EBIT 414.5 420.3 436.5 461.9 481.3
Net interest -84.7 -48.9 -47.7 -65.4 -72.6 Lotteries 296.6 313.6 340.4 356.0 369.2
Depr & Amort 83.9 87.1 86.9 88.3 91.1 % chg 0.7% 5.8% 8.5% 4.6% 3.7%
Tax paid -114.9 -84.0 -101.5 -120.9 -124.6 % sales 15.4% 15.9% 16.0% 16.2% 16.3%
Working capital 87.2 69.1 18.9 9.8 -50.0 Wagering 160.8 153.5 143.9 152.4 161.3
Other -107.7 -3.8 -593.7 3.0 3.0 % chg -7.6% -4.5% -6.2% 5.9% 5.8%
Operating cashflow 278.4 439.8 -200.6 376.6 328.1 % sales 25.0% 24.3% 23.3% 23.8% 24.4%
Capex -75.4 -64.4 -85.3 -86.6 -98.7 Maxgaming 63.1 64.6 64.6 65.0 65.8
Acquisitions & Invest 0.0 -37.5 0.0 -142.5 -105.0 % chg 0.1% 2.4% 0.0% 0.6% 1.1%
Asset sale proceeds 0.3 343 0.0 0.0 0.0 % sales 55.2% 55.3% 54.6% 54.0% 54.0%
Other -0.6 0.0 0.0 0.0 0.0 UK Gaming 13.6 16.4 20.6 20.9 21.6
Investing cashflow -75.7 -67.6 -85.3 -229.1 -203.7 % chg 76.7% 20.3% 25.6% 1.4% 3.7%
Dividends paid -126.6 -121.0 -248.7 -256.3 -264.5 % sales 13.1% 14.1% 14.3% 14.3% 14.3%
Equity raised 0.0 24 13.9 15.7 26.5 Bytecraft -0.4 2.8 5.8 5.8 6.0
Net borrowings -300.0 -520.0 524.8 50.0 120.0 % chg -63.9%  -854.5% 110.1% 0.0% 2.0%
Other 540.5 0.0 0.0 0.0 0.0 % sales -0.3% 2.7% 5.6% 5.6% 5.6%
Financing cashflow 113.9 -638.6 290.0 -190.7 -118.1 Corporate -35.3 -43.5 -52.0 -50.0 -51.5
Total cashflow 316.6 -266.4 4.1 -43.1 6.3 Total 498.4 507.4 523.4 550.2 572.3
Adjustments 14.8 0.9 0.0 0.0 0.0
Net Change in Cash 331.5 -265.5 4.1 -43.1 6.3 16/03/2016 17:14
Source: Company data, Credit Suisse estimates
Tabcorp, Tatts Group 5
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Companies Mentioned (Price as of 16-Mar-2016)
Tabcorp Holdings (TAH.AX, A$4.02, OUTPERFORM, TP A$5.0)
Tatts Group (TTS.AX, A$3.64, UNDERPERFORM, TP A$3.3)
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3-Year Price and Rating History for Tabcorp Holdings (TAH.AX)

TAH.AX Closing Price  Target Price — Target Price — Closing Price TAH.AX
Date (A9) (AS) Rating 6

17-Apr-13 3.10 3.31 N

06-Feb-14 3.12 3.40 5

07-Aug-14 3.32 3.73 0

29-Oct-14 373 4.20 4

05-Feb-15 4.39 4.60 N

23-Apr-15 473 5.20 0 3

22-May-15 4.66 5.35 5

13-Aug-15 4.64 5.70 1-&n-14 1- Bn-15 1- &n- 16
04-Feb-16 4.39 5.10

12-Feb-16 415 5.00 By L —

* Asterisk signifies initiation or assumption of coverage.

3-Year Price and Rating History for Tatts Group (TTS.AX)

TTS.AX Closing Price  Target Price — Target Price — Closing Price TTS.AX

Date (A9) (AS) Rating

22-Aug-13 321 3.30 N 4.25

30-Sep-13 3.10 3.16 4.00

20-Feb-14 2.96 3.15 a75

27-Jun-14 321 3.45 350

21-Aug-14 3.41 3.30 U 595

18-Feb-15 3.87 3.40 300

13-Mar-15 3.99 355

20-Aug-15 3.81 3.40 N 1-8n-14  1-L1-14  1-Bn-15  1-Ll-15  1-Bn-16
30-Oct-15 3.96 3.40 U

27-Jan-16 409 345 By S py —
02-Mar-16 3.74 3.30

* Asterisk signifies initiation or assumption of coverage.
The analyst(s) responsible for preparing this research report received Compensation that is based upon various factors including Credit Suisse's
total revenues, a portion of which are generated by Credit Suisse's investment banking activities

As of December 10, 2012 Analysts’ stock rating are defined as follows:
Outperform (O) : The stock’s total return is expected to outperform the relevant benchmark* over the next 12 months.

Neutral (N) : The stock’s total return is expected to be in line with the relevant benchmark* over the next 12 months.

Underperform (U) : The stock’s total return is expected to underperform the relevant benchmark* over the next 12 months.

*Relevant benchmark by region: As of 10th December 2012, Japanese ratings are based on a stock’s total return relative to the analyst's coverage universe which
consists of all companies covered by the analyst within the relevant sector, with Outperforms representing the most attractive, Neutrals the less attractive, and
Underperforms the least attractive investment opportunities. As of 2nd October 2012, U.S. and Canadian as well as European ratings are based on a stock’s total
return relative to the analyst's coverage universe which consists of all companies covered by the analyst within the relevant sector, with Outperforms representing the
most attractive, Neutrals the less attractive, and Underperforms the least attractive investment opportunitie s. For Latin American and non-Japan Asia stocks, ratings
are based on a stock’s total return relative to the average total return of the relevant country or regional benchmark; prior to 2nd October 2012 U.S. and Canadian
ratings were based on (1) a stock’s absolute total return potential to its current share price and (2) the relative attractiveness of a stock’s total return pote ntial within
an analyst’s coverage universe. For Australian and New Zealand stocks, the expected total return (ETR) calculation includes 12-month rolling dividend yield. An
Outperform rating is assigned where an ETR is greater than or equal to 7.5%; Underperform where an ETR less than or equal to 5%. A Neutral may be assigned
where the ETR is between -5% and 15%. The overlapping rating range allows analysts to assign a rating that puts ETR in the context of associated risks. Prior to 18
May 2015, ETR ranges for Outperform and Underperform ratings did not overlap with Neutral thresholds between 15% and 7.5%, which was in operation from 7 July
2011.

Restricted (R) : In certain circumstances, Credit Suisse policy and/or applicable law and regulations preclude certain types of communications,
including an investment recommendation, during the course of Credit Suisse's engagement in an investment banking transaction and in certain other
circumstances.
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Volatility Indicator [V] : A stock is defined as volatile if the stock price has moved up or down by 20% or more in a month in at least 8 of the past 24
months or the analyst expects significant volatility going forward.

Analysts’ sector weightings are distinct from analysts’ stock ratings and are based on the analyst's expectations for the fundamentals and/or
valuation of the sector” relative to the group’s historic fundamentals and/or valuation:

Overweight : The analyst's expectation for the sector’s fundamentals and/or valuation is favorable over the next 12 months.

Market Weight : The analyst's expectation for the sector's fundamentals and/or valuation is neutral over the next 12 months.

Underweight : The analyst's expectation for the sector’s fundamentals and/or valuation is cautious over the next 12 months.
*An analyst’s coverage sector consists of all companies covered by the analyst within the relevant sector. An analyst may cover multiple sectors.

Credit Suisse's distribution of stock ratings (and banking clients) is:

Global Ratings Distribution

Rating Versus universe (%) Of which banking clients (%)
Outperform/Buy* 58% (38% banking clients)
Neutral/Hold* 30% (23% banking clients)
Underperform/Sell* 11% (45% banking clients)
Restricted 1%

*For purposes of the NYSE and NASD ratings distribution disclosure requirements, our stock ratings of Outperform, Neutral, and Underperform most closely
correspond to Buy, Hold, and Sell, respectively; however, the meanings are not the same, as our stock ratings are determined on a relative basis. (Please refer to
definitions above.) An investor's decision to buy or sell a security should be based on investment objectives, current holdings, and other individual factors.

Credit Suisse’s policy is to update research reports as it deems appropriate, based on developments with the subject company, the sector or the
market that may have a material impact on the research views or opinions stated herein.

Credit Suisse's policy is only to publish investment research that is impartial, independent, clear, fair and not misleading. For more detail please refer
to Credit Suisse's Policies for Managing Conflicts of Interest in connection with Investment Research: http://www.csfb.com/research-and-
analytics/disclaimer/managing_conflicts_disclaimer.html

Credit Suisse does not provide any tax advice. Any statement herein regarding any US federal tax is not intended or written to be used, and cannot
be used, by any taxpayer for the purposes of avoiding any penalties.

Target Price and Rating
Valuation Methodology and Risks: (12 months) for Tabcorp Holdings (TAH.AX)

Method: Our A$5.00 target price for TAH.AX is consistent with our DCF ($5.23 less next 12 months dividends of 24cps) Our DCF incorporates a
beta of 0.95 and a weighted average cost of capital of 7.9%. Our OUTPERFORM rating is reflective of our positive view on Tabcorp's
wagering division amidst improving product and channel mix, strong balance sheet and attractive 5.7% dividend yield. Our target price
implies significant upside to TABCORP's current share price.

Risk: Risks to our A$5.00 target price and OUTPERFORM rating for Tabcorp Holdings include increased competition from new wagering
operators, uncertainty regarding renewal of TGS customer contracts and the inability to realise A$14mn in EBITDA from the integration of
ACTTAB

Target Price and Rating
Valuation Methodology and Risks: (12 months) for Tatts Group (TTS.AX)

Method: Our Tatts Group (TTS.AX) target price of A$3.30 approximates our discounted cashflow (DCF) of $3.45 less next 12 months dividend of
17c. We assume a competitive advantage period of 20 years. Over this time frame, the company's growth rate is assumed to steadily
diminish from 2% to zero and it's return on new capital from 9.5% to weighted average cost of capital of 7.2%. Our UNDERPERFORM
rating is based primarily on valuation with the current share price implying over 15x EBITDA for the lottery division. While the business is
well managed and has reasonable growth prospects, we are not prepared to give Tatts a "utility -like" earnings multiple.

Risk:  The key risks to our A$3.30 target price and UNDERPERFORM rating for Tatts Group include increased government regulation (including
factors such as wagering limits, gaming machines per venue, etc.) and market share losses in wagering.

Please refer to the firm's disclosure website at https:/rave.credit-suisse.com/disclosures for the definitions of abbreviations typically used in the
target price method and risk sections.

See the Companies Mentioned section for full company names

The subject company (TAH.AX) currently is, or was during the 12-month period preceding the date of distribution of this report, a client of Credit
Suisse.

Credit Suisse expects to receive or intends to seek investment banking related compensation from the subject company (TAH.AX) within the next 3
months.

As of the end of the preceding month, Credit Suisse beneficially own 1% or more of a class of common equity securities of (TAH.AX).

Important Regional Disclosures

Singapore recipients should contact Credit Suisse AG, Singapore Branch for any matters arising from this research report.

The analyst(s) involved in the preparation of this report may participate in events hosted by the subject company, including site visits. Credit Suisse
does not accept or permit analysts to accept payment or reimbursement for travel expenses associated with these events.

Tabcorp, Tatts Group 7



AN
CREDIT SUISSE 16 March 2016

Restrictions on certain Canadian securities are indicated by the following abbreviations: NVS--Non-Voting shares; RVS--Restricted Voting Shares;
SVS--Subordinate Voting Shares.

Individuals receiving this report from a Canadian investment dealer that is not affiliated with Credit Suisse should be advised that this report may not
contain regulatory disclosures the non-affiliated Canadian investment dealer would be required to make if this were its own report.

For Credit Suisse Securities (Canada), Inc.'s policies and procedures regarding the dissemination of equity research, please visit https://www.credit-
suisse.com/sites/disclaimers-ib/en/canada-research-policy.html.

As of the date of this report, Credit Suisse acts as a market maker or liquidity provider in the equities securities that are the subject of this report.
Principal is not guaranteed in the case of equities because equity prices are variable.

Commission is the commission rate or the amount agreed with a customer when setting up an account or at any time after that.

To the extent this is a report authored in whole or in part by a non-U.S. analyst and is made available in the U.S., the following are important
disclosures regarding any non-U.S. analyst contributors: The non-U.S. research analysts listed below (if any) are not registered/qualified as research
analysts with FINRA. The non-U.S. research analysts listed below may not be associated persons of CSSU and therefore may not be subject to the
NASD Rule 2711 and NYSE Rule 472 restrictions on communications with a subject company, public appearances and trading securities held by a
research analyst account.

Credit Suisse Equities (Australia) LIMited .............cocooiiiiiiicc ettt Larry Gandler ; Ben Levin

For Credit Suisse disclosure information on other companies mentioned in this report, please visit the website at https://rave.credit-
suisse.com/disclosures or call +1 (877) 291-2683.
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References in this report to Credit Suisse include all of the subsidiaries and affiliates of Credit Suisse operating under its investment banking division. For more information on our structure, please use the
following link: https://www.credit-suisse.com/who-we-are This report may contain material that is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or
located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or which would subject Credit Suisse AG or its affiliates
("CS") to any registration or licensing requirement within such jurisdiction. All material presented in this report, unless specifically indicated otherwise, is under copyright to CS. None of the material, nor its
content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without the prior express written permission of CS. All rademarks, service marks and logos used
in this report are trademarks or service marks or registered trademarks or service marks of CS or its ffiliates. The information, tools and material presented in this report are provided to you for information
purposes only and are not to be used or considered as an offer or the solicitation of an offer to sell or to buy or subscribe for securities or other financial instruments. CS may not have taken any steps to
ensure that the securities referred to in this report are suitable for any particular investor. CS will not treat recipients of this report as its customers by virtue of their receiving this report. The investments and
services contained or referred to in this report may not be suitable for you and it is recommended that you consult an independent investment advisor if you are in doubt about such investments or investment
services. Nothing in this report constitutes investment, legal, accounting or tax advice, or a representation that any investment or strategy is suitable or appropriate to your individual circumstances, or
otherwise constitutes a personal recommendation to you. CS does not advise on the tax consequences of investments and you are advised to contact an independent tax adviser. Please note in particular
that the bases and levels of taxation may change. Information and opinions presented in this report have been obtained or derived from sources believed by CS to be reliable, but CS makes no representation
as to their accuracy or completeness. CS accepts no liability for loss arising from the use of the material presented in this report, except that this exclusion of liability does not apply to the extent that such
liability arises under specific statutes or regulations applicable to CS. This report is not to be relied upon in substitution for the exercise of independent judgment. CS may have issued, and may in the future
issue, other communications that are inconsistent with, and reach different conclusions from, the information presented in this report. Those communications reflect the different assumptions, views and
analytical methods of the analysts who prepared them and CS is under no obligation to ensure that such other communications are brought to the attention of any recipient of this report. Some investments
referred to in this report will be offered solely by a single entity and in the case of some investments solely by CS, or an associate of CS or CS may be the only market maker in such investments. Past
performance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regarding future performance. Information, opinions and
estimates contained in this report reflect a judgment at its original date of publication by CS and are subject to change without notice. The price, value of and income from any of the securities or financial
instruments mentioned in this report can fall as well as rise. The value of securities and financial instruments is subject to exchange rate fluctuation that may have a positive or adverse effect on the price or
income of such securities or financial instruments. Investors in securities such as ADR's, the values of which are influenced by currency volatility, effectively assume this risk. Structured securities are complex
instruments, typically involve a high degree of risk and are intended for sale only to sophisticated investors who are capable of understanding and assuming the risks involved. The market value of any
structured security may be affected by changes in economic, financial and political factors (including, but not limited to, spot and forward interest and exchange rates), time to maturity, market conditions and
volatility, and the credit quality of any issuer or reference issuer. Any investor interested in purchasing a structured product should conduct their own investigation and analysis of the product and consult with
their own professional advisers as to the risks involved in making such a purchase. Some investments discussed in this report may have a high level of volatility. High volatility investments may experience
sudden and large falls in their value causing losses when that investment is realised. Those losses may equal your original investment. Indeed, in the case of some investments the potential losses may
exceed the amount of initial investment and, in such circumstances, you may be required to pay more money to support those losses. Income yields from investments may fluctuate and, in consequence,
initial capital paid to make the investment may be used as part of that income yield. Some investments may not be readily realisable and it may be difficult to sell or realise those investments, similarly it may
prove difficult for you to obtain reliable information about the value, or risks, to which such an investment is exposed. This report may provide the addresses of, or contain hyperlinks to, websites. Except to the
extent to which the report refers to website material of CS, CS has not reviewed any such site and takes no responsibility for the content contained therein. Such address or hyperlink (including addresses or
hyperiinks to CS's own website material) is provided solely for your convenience and information and the content of any such website does not in any way form part of this document. Accessing such website
or following such link through this report or CS's website shall be at your own risk. This report is issued and distributed in Europe (except Switzerland) by Credit Suisse Securities (Europe) Limited, One Cabot
Square, London E14 4QJ, England, which is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority. This report is issued
and distributed in Europe (except Switzertand) by Credit Suisse International, One Cabot Square, London E14 4QJ, England, which is authorised by the Prudential Regulation Authority and regulated by the
Financial Conduct Authority and the Prudential Regulation Authority. This report is being distributed in Germany by Credit Suisse Securities (Europe) Limited Niederlassung Frankfurt am Main regulated by the
Bundesanstalt fuer Finanzdienstleistungsaufsicht ("BaFin"). This report is being distributed in the United States and Canada by Credit Suisse Securities (USA) LLC; in Switzerland by Credit Suisse AG; in
Brazil by Banco de Investimentos Credit Suisse (Brasil) S.A or its affiliates; in Mexico by Banco Credit Suisse (México), S.A. (fransactions related to the securities mentioned in this report will only be effected
in compliance with applicable regulation); in Japan by Credit Suisse Securities (Japan) Limited, Financial Instruments Firm, Director-General of Kanto Local Finance Bureau (Kinsho) No. 66, a member of
Japan Securities Dealers Association, The Financial Futures Association of Japan, Japan Investment Advisers Association, Type Il Financial Instruments Firms Association; elsewhere in Asia/ Pacific by
whichever of the following is the appropriately authorised entity in the relevant jurisdiction: Credit Suisse (Hong Kong) Limited, Credit Suisse Equities (Australia) Limited, Credit Suisse Securities (Thailand)
Limited, regulated by the Office of the Securities and Exchange Commission, Thailand, having registered address at 990 Abdulrahim Place, 27th Floor, Unit 2701, Rama IV Road, Silom, Bangrak, Bangkok
10500, Thailand, Tel. +66 2614 6000, Credit Suisse Securities (Malaysia) Sdn Bhd, Credit Suisse AG, Singapore Branch, Credit Suisse Securities (India) Private Limited (CIN no.
U67120MH1996PTC104392) regulated by the Securities and Exchange Board of India as Research Analyst (registration no. INH 000001030) and as Stock Broker (registration no. INB230970637;
INF230970637; INB010970631; INFO10970631), having registered address at 9th Floor, Ceejay House, Dr.A.B. Road, Worli, Mumbai - 18, India, T- +91-22 6777 3777, Credit Suisse Securities (Europe)
Limited, Seoul Branch, Credit Suisse AG, Taipei Securities Branch, PT Credit Suisse Securities Indonesia, Credit Suisse Securities (Philippines ) Inc., and elsewhere in the world by the relevant authorised
affiliate of the above. Credit Suisse (Hong Kong) Limited ("CSHK") is licensed and regulated by the Securities and Futures Commission of Hong Kong under the laws of Hong Kong, which differ from
Australian laws. CSHKL does not hold an Australian financial services licence (AFSL) and is exempt from the requirement to hold an AFSL under the Corporations Act 2001 (the Act) under Class Order
03/1103 published by the ASIC in respect of financial services provided to Australian wholesale clients (within the meaning of section 761G of the Act). Research on Taiwanese securities produced by Credit
Suisse AG, Taipei Securities Branch has been prepared by a registered Senior Business Person. Research provided to residents of Malaysia is authorised by the Head of Research for Credit Suisse
Securities (Malaysia) Sdn Bhd, to whom they should direct any queries on +603 2723 2020. This report has been prepared and issued for distribution in Singapore to institutional investors, accredited
investors and expert investors (each as defined under the Financial Advisers Regulations) only, and is also distributed by Credit Suisse AG, Singapore branch to overseas investors (as defined under the
Financial Advisers Regulations). By virtue of your status as an institutional investor, accredited investor, expert investor or overseas investor, Credit Suisse AG, Singapore branch is exempted from complying
with certain compliance requirements under the Financial Advisers Act, Chapter 110 of Singapore (the "FAA"), the Financial Advisers Regulations and the relevant Notices and Guidelines issued thereunder,
in respect of any financial advisory service which Credit Suisse AG, Singapore branch may provide to you. This information is being distributed by Credit Suisse AG (DIFC Branch), duly licensed and regulated
by the Dubai Financial Services Authority (‘DFSA”). Related financial services or products are only made available to Professional Clients or Market Counterparties, as defined by the DFSA, and are not
intended for any other persons. Credit Suisse AG (DIFC Branch) is located on Level 9 East, The Gate Building, DIFC, Dubai, United Arab Emirates. This research may not conform to Canadian disclosure
requirements. In jurisdictions where CS is not already registered or licensed to trade in securities, transactions will only be effected in accordance with applicable securities legislation, which will vary from
jurisdiction to jurisdiction and may require that the trade be made in accordance with applicable exemptions from registration or licensing requirements. Non-U.S. customers wishing to effect a transaction
should contact a CS entity in their local jurisdiction unless goveming law permits otherwise. U.S. customers wishing to effect a transaction should do so only by contacting a representative at Credit Suisse
Securities (USA) LLC in the U.S. Please note that this research was originally prepared and issued by CS for distribution to their market professional and institutional investor customers. Recipients who are
not market professional or institutional investor customers of CS should seek the advice of their independent financial advisor prior to taking any investment decision based on this report or for any necessary
explanation of its contents. This research may relate to investments or services of a person outside of the UK or to other matters which are not authorised by the Prudential Regulation Authority and regulated
by the Financial Conduct Authority and the Prudential Regulation Authority or in respect of which the protections of the Prudential Regulation Authority and Financial Conduct Authority for private customers
and/or the UK compensation scheme may not be available, and further details as to where this may be the case are available upon request in respect of this report. CS may provide various services to US
municipal entities or obligated persons ("municipalities"), including suggesting individual transactions or trades and entering into such transactions. Any services CS provides to municipalities are not viewed as
"advice" within the meaning of Section 975 of the Dodd-Frank Wall Street Reform and Consumer Protection Act. CS is providing any such services and related information solely on an arm's length basis and
not as an advisor or fiduciary to the municipality. In connection with the provision of the any such services, there is no agreement, direct or indirect, between any municipality (including the officials,
management, employees or agents thereof) and CS for CS to provide advice to the municipality. Municipalities should consult with their financial, accounting and legal advisors regarding any such services
provided by CS. In addition, CS is not acting for direct or indirect compensation to solicit the municipality on behalf of an unaffiliated broker, dealer, municipal securities dealer, municipal advisor, or investment
adviser for the purpose of obtaining or retaining an engagement by the municipality for or in connection with Municipal Financial Products, the issuance of municipal securities, or of an investment adviser to
provide investment advisory services to or on behalf of the municipality. If this report is being distributed by a financial institution other than Credit Suisse AG, or its affiliates, that financial institution is solely
responsible for distribution. Clients of that institution should contact that institution to effect a transaction in the securities mentioned in this report or require further information. This report does not constitute
investment advice by Credit Suisse to the clients of the distributing financial institution, and neither Credit Suisse AG, its affiliates, and their respective officers, directors and employees accept any liability
whatsoever for any direct or consequential loss arising from their use of this report or its content. Principal is not guaranteed. Commission is the commission rate or the amount agreed with a customer when
setting up an account or at any time after that.

Copyright © 2016 CREDIT SUISSE AG and/or its affiliates. All rights reserved.

Investment principal on bonds can be eroded depending on sale price or market price. In addition, there are bonds on which investment principal can

be eroded due to changes in redemption amounts. Care is required when investing in such instruments.
When you purchase non-listed Japanese fixed income securities (Japanese govemment bonds, Japanese municipal bonds, Japanese govemment guaranteed bonds, Japanese corporate bonds) from CS
as a seller, you will be requested to pay the purchase price only.

Tabcorp, Tatts Group 9


https://www.credit-suisse.com/who-we-are

	Tabcorp, Tatts Group
	Options for TAH and TTS if the WA Licence is not acquired
	Tabcorp Holdings—Financial summary
	Tatts Group—Financial summary
	Disclosure Appendix

