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Company description 

Leisure & Gaming�s core subsidiary, 
Betshop  Italia, operates a network of 
franchised sports betting shops in Italy 
and sports betting site Betshop.com 
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Leisure & Gaming   

CORPORATE*

Leaner & stronger    6.75p

Year-end Dec 2007A 2008E 2009E   Key Data 

Amounts staked (�m) 109.1 98.2 108.0     Ticker LNG.L 

Adj. Pre-tax Profit (�m) (2.0) 2.2 2.7     Shares in issue 84.9m 

Adj. Tax (%) - - -     Market capitalisation  £5.7m 

Adj. EPS (c) (2.3) 2.5 3.2     12-month price range 6p-21.5p 

DPS (p) - - -         

Net Cash/(Debt) ( �m) (1.5) 0.3 2.6         

                

P/E (x) Na                  3.3                  2.7     Next event AGM, July 

Yield (%) Na Na Na     Equity under option 1.80% 

EV/EBITDA (x) Na                2.80                1.57     Free float 87% 

Source: Company, Blue Oar Securities estimates 
*Blue Oar Securities Plc acts as Nominated Adviser and Broker to Leisure & Gaming and therefore this 
information should be viewed as Marketing Material. Blue Oar Securities Plc does not publish 
recommendations on companies with which it has a corporate relationship. 

Leisure & Gaming�s preliminary results, published earlier in the month, 
reflected a run of adverse football results that were exacerbated by the 
company�s commission structure. Therefore, despite recording a healthy net 
win of �25m, gross profit was just �3.5m and pre-tax came in at a loss of 
�2.0m. The company has taken substantial measures to address operational 
weaknesses and trim the tail of its network of Betshop affiliates. In 2008 we 
therefore forecast a small drop in turnover but a return to pre-tax profits of 
�2.2m, leaving the shares priced on a PE ratio of 3.3x. 

! Trading continues in line with expectations. Last month the company guided 
that Q1 registered a gross profit of �2.1m � some 60% of the FY 2007 figure, 
lending comfort to our 2008 projections. Euro 2008 will help boost what is usually 
a quiet summer but we are mindful that an Italian win would not significantly boost 
profits. 

! The company has taken decisive action in trimming the tail of its worst 
performing affiliates reducing the size of its network from approximately 800 to 
470. However in 2007 Betshop�s top 200 affiliates delivered more than 80% of its 
net win. Nearly all of these have been retained.   

! Due to bureaucratic delays in Italy, Betshop�s roll out of units under the new 
�Bersani� licensing regime has been slower than expected. The key difference 
between these shops and the more established �punt remoti� is permission to 
accept cash bets over the counter rather than purely gambling on account. These 
shops are dedicated betting centres rather than concessions in other businesses. 
The cosmetic appearance of the shops is impressive (funded largely by the 
franchisees) and there are screens displaying odds and live televised sport. 
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Cash betting and skill games to fuel growth 
The company opened the first of its �Bersani� shops in September 2007 and now 
has a total of 27. It aims to reach a total of 59 over the coming months. We expect 
these shops to contribute strongly to profitability due to the enhanced quality of the 
new units, flexibility of products and payment methods allowed under the �Bersani� 
licenses.  

Betshop is still awaiting clarity from the Italian authorities regarding the 
introduction of poker, casino games and skill games. This would add a welcome 
new revenue stream for Leisure & Gaming that would not be subject to the 
outcome of sporting events, and being fixed margin products would further help 
reduce the company�s exposure to volatility. The company expects poker to be 
authorised during the course of 2008 but until such point we are not factoring this 
into our forecasts. 

Measures introduced to reduce volatility 
Leisure & Gaming has committed much time to improving its risk management 
function and bringing in a new commission system for its affiliates. Previously 
franchisees were paid a percentage of net win after tax on a weekly basis. 
Because agents do not participate in gaming losses, the weekly payment structure 
would work in the agents� favour should the house make a substantial book loss in 
a given week.   

That is to say the same percentage net win over a weekly basis would result in a 
larger payout to affiliates by Leisure & Gaming in the event of one loss making 
week than if net win was spread out evenly over the month. Reducing the 
frequency of payouts helps to smooth out this potential volatility. Through various 
incentives the company has now moved the majority of its affiliates to bi-weekly 
and monthly commission plans which will in future help avoid the erosion of gross 
margin caused by excessive volatility over the course of 2007. 

The company has strengthened its risk management team and opened a new 
centralised operations centre in Italy which will improve the customer experience 
and help to reduce the downside risk from adverse sporting results.  

2008 & 2009 Forecasts 
Our 2008 forecast assumes a 10% fall in amounts staked. The fall in revenue is 
due to the contraction in the estate which will be offset somewhat by the 
introduction of the �Bersani� shops. However, after increasing the average quality 
of the estate and introducing operational improvements, we forecast a significant 
improvement in profitability with gross profit more than doubling to �7.4m equating 
to a pre tax profit of �2.2m. Further upside is possible from either a successful 
Euro 2008 or permission being granted for the introduction of new products. 

In 2009 we will have the first full year contribution of all shops operating under the 
�Bersani� licenses and we forecast sales growth of 10%. Our projections show that 
the inherent operational gearing of the business would enable a 25% increase in 
net profits. 

 

The company plans to 
have 59 shops under 
the new licensing 
regime by September 

Leisure & Gaming is 
expecting 
authorisation for poker 
in Italy during 2008 

Weekly payments to 
affiliates have 
exacerbated volatility 
in the past 

Moving affiliates to a 
monthly commission 
structure will help to 
smooth this volatility 

The company�s risk 
management function 
has been enhanced 

Improved quality of the 
estate will drive 
margins in 2008 

In 2009 we forecast 
earnings growth of 
25% 
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As for most companies in the industry, regulation remains a source of both threats 
and opportunities. In Italy there remains some doubt over regulations surrounding 
�punti remoti�. Leisure & Gaming has stated that any changes that may be 
implemented are unlikely to have a materially negative impact on the performance 
of BetShop. 

Elsewhere in the EU, member states continue to resist pressure to liberalise their 
gaming industries. Leisure & Gaming believes that more markets will eventually 
open up. This may present opportunities for the company to replicate its model 
elsewhere. However it is difficult to put a timeframe on this and we have nothing 
for it in our figures at present. 

Profit and loss 
y/e Dec 2007A (�m) 2008E (�m) 2009E (�m) 

Amounts staked  109.1 98.2 108.0 

Net win 24.7 24.5 27.0 

Margin 22.6% 25.0% 25.0% 

Gross profit 3.5 7.4 8.1 

Margin 3.2% 7.5% 7.5% 

Operating profit (1.7) 2.2 2.6 

PBT (2.0) 2.2 2.7 

EPS (c) (2.3) 2.5 3.2 

Source: Company, Blue Oar Securities estimates  

Recommendation Tracker 
Blue Oar Securities does not issue recommendations on companies with which it 
has a corporate responsibility. 

Share Price Performance � LNG.L vs UK All-Share (rebased) 
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Source: Proquote International 

 

The company faces 
both regulatory threats 
and opportunities� 

�which may lead to a 
geographical spread in 
activities 


