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[Penn National Gaming, Inc.

Share Price Performance

‘Symbol: PENN
Jacab Gebo
$4032
$62.26

82%

$3687
$49.81

$000
$50.40

3

Volume (in millins)

N7

—— Consumer Discretionary

Description

Penn National Gaming, Tnc. owns and manages gaming and racing facilities, and operates
video gaming terminals with a focus an slot machine entertainment.

[sector
Tndustry

Last Guidance
[Next earnings date.

[Snowden, Jay, CEO, President & Director
Fair. William, Executive VP of Finance & CFO

[Sottosanti, Carl, Executive VP, General Counsel & Secretary
(George, Todd, Executive Vice President of Operations
LaBombard, Christine, Senior VP & Chief Accounting Officer
Primus, Richard, Senior VP & Chief Information Officer

Top Competitors

[MGM Resorts International

[Red Rock Resorts, Inc.

Wynn Resorts, Limited

Boyd Gaming Corporation

Market Statistics

[Market Captaization (mil)

Lost Price per share

Volatility
Daily volume (mil)

hort interest

Days to cover short inerest
Beta

Profitability

Return on Capital
Adjusted EBITDA Margin
Return on Equity
Adjusted Net margin
Invested Funds
Cash/Capital
NWC/Capital

Operating Assets/Capital
Goodwill/Capital

Capital Structure.

Total Debt/(Market Cap.+ Other Claims on Capital)
Minority Interest/(Market Cap.+ Other Claims on Capital)
Preferred Equity/(Market Cap.+ Other Claims on Capital)
CBFS Credit Rating

Credit Rating Model

Prabability of Default Model

Likely Current Cost of Debt

Likely Current Cost of Equity (Cost of Debt + MRP)
Likely Current WACC

Consumer Discretionary
Hotels, Restaurants and Leisure.
December 11, 2018

April 30, 2020

Eldorado Resorts, Inc.
Caesars Entertainment Corporation

$4.253.09
$3687
$3873
$1672
341%
302
831%
476

124

9.92%

PENN Historical

PENN (LTM) PENN Historical

b
b+ 1o bb-
b-tob
234%
7.85%
#VALUE!

Sunday. February 16.2020
Investment Thesis

UNIQUE LONG-TERM GROWTH PROSPECTS AND MARGIN EXPANSION

T am initiating coverage of Penn Nation Gaming with a market buy and a $52.26 price target. Penn is ane of the leading
players in a growing Casino and Gaming industry. The company currently owns and operates 41 facilities across 19
states and mare specifically operates 50,000 gaming machines, 1,300 table games and 8,800 hotel rooms. They have
seen consistent revenue growth over the last five years and have seen stable EBITDA margins. With new states
continuing to legalize dif ferent forms of gambling there is no reason fo suspect that this growth will not continue into
‘the coming years. Additionally, Penn is likely o have a successful launch of their sports betting app in august due to
‘the large customer base from their recent acquisition of Barstool Sports. Six states legalized online sports betting in
2019 and 18 more states are expected to legalize sports betting over the next two years. This app could boost
revenues higher than the conservative estiamtes made when valuing the company and leads me to believe that a 40
percent refurn is entirely possible.

For the long:

1. New Leaislatio

The Supreme Court ended a federal ban on sports betting in 2018, leaving the decision on legalization up to the

states. Since then, six states have leaglized sports betting in one form or another and 18 additional states are
expected to legalize sparts betting in the coming years. This provides Penn with a huge opprotunity to expand info new
markets to capture new customers.

2. Strong Revenue Growth:

Penn has consistently seen revenue growth over the last 10 years and has had a strong EBITDA margin of 22 -27
percent. Due primarily to acquistions, total debt has significantly increased, but the company is stillin a strang
position financially.

3. Acquistions:
Penn has a history of doing acquistions. With new markets emerging there are many opprofunities for Penn fo continue
‘this trend to access new customers,

For the short:

1. Sports Betting App:

Penn is launching a new sports betting app in August. Penn's recent acquisition of Barstool Sports provides the
company with approximately 66 million potention customers for their sports betting app, which provides Penn with a
strong opprofunity o carve out a large portion of the sports betting market that is currently dominated by Fanduel
and Draft Kings.

2. Negative Legislation:
There is potential for some stafes nof to legalize sports betting. If this is the case, revenues from Pemn’s sports
betting app may not be a strong as anticipated.

Key Catalysts for price change
- Sports Betting App

+ New Legislation

- Future Acqusitions

Change in Ownership (over the past

‘Shares outstanding (mil)

Weighted Diluted shares outstanding (mil)
Options and Warrants (shares equivalent)
% shares held by instifutions

% shares held by investments Managers
% shares held by hedge funds

% shares held by VC/PE firms

% shares held by insiders

Poison Pilland Type

49.99%

Peers' Median (LTM)

Peers' Median (LTM)

c
betobb-
bb to b+
469%
1019%
#VALUE!

115.35
117.80
000
9% "INPUT from 88"

83% "INPUT from 88"
678% "INPUT from 88"
0139% “INPUT from 88"
600%

Yes: Preferred Stock Plan

|Quarterly Earning Surprises (Actual/Median Estimates)
Revenue Last 5 quarters
12/31/2018 $4621076 (0.2%)
3/31/2019 $5130.284 (17%)

6/30/2019 $5292.376 (0.7%)
9/30/2019 $5418 (-1.2%)
12/31/2019 $5364.8 (0.7
History: Last 10 years
Mean Surprise 100%

99th percentile "surprise" range 8% fo 6%
EBITDA Last 5 quarters.
12/31/2018 $1382.272 (8.1%)
3/31/2019 $1164.624 (:25.4%)
6/30/2019 $122176 (22.9%)
9/30/2019 $1143308 (:30.1%)
12/31/2019 $1162.908 (:265%)
History: Last 10 years
Mean Surprise 25.48%

99th percentile “surprise” range -137% fo 188%




image2.png
CENTER FOR 6LOBAL FINANCIAL STUDIES
“Symbol: PENN
Jacob Gebo
$40.32
$62.26
82%
$36.87
$49.81
$000
$50.40

4814%
396%
2.46%
200%
150%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%

Deviations in annual Revenue Growth-Expl. Per. Triangular
Deviations in annual Revenue Growth —Cont. Per. Normal

Deviations from EBITDA Margin base annual estimates Triangular
Deviations from CAPEX/Revenue base annual estimates Triangular
Deviations from Kd base annual estimates Triangular
Deviations from CRP base annual estimates Triangular
Deviations from TEV/Revenue base estimate Triangular
Deviations from TEV/Revenue base estimate Triangular
Change in P/BY (TTM) Triangular
Change in P/E (FW) Triangular
Recovery Rate Triangular

Valuation

Base
$5,301.40
o%

$384.63
750%

028%

Median Justified Multiple

EV/Rev (FW) 30¢
ev/esrTon Fw) 113
Prav (TTM) 39x
P/ Fw) 360x
Asset Based Valuation

Recovery Rate 60%
Capital $16,299.64
Intangibles $000
Claims $14,49753
Tmplied Equity Value $000

Cost of Capital Estimates

Tmplied Cast of Borroing (PENN)
Tmplied Cost of Borrowing (Peers)

Sunday, February 16, 2020

CGFS Credit Rating
70%
54%

Credit Rating Model
54%
53%

Probability of Defoult ModelModel
59%
52%

Cast of New Debt Estimate
Country Risk Premium Estimate
Cast of Equity Estimate

'WACC Estimate

18.6% 59%
23.0% 58%
23.0% 50%
23.0% 49%
23.0% 48%
22.7% 47%
22.3% 45%
22.0% 40%
217% 40%
21.3% 40%
21.0% 40%
21.0% 40%
21.0% 40%
21.0% 40%
21.0% 40%
21.0% 40%
21.0% 4%
max Likelly
200% o%
141% 0%
9.00% o%
100% 0%
050% 0%
182% 0%
o078 (3
206 0%
345 0%
619 (3
1000% 0%

Explicit Period (Average]

$6,02279
8%

$421.68
7.50%

12.24%

Basis
$5543.89
$1275.10
$2,029.10
$610.89

Confinuing Period
$6,587.70
7%

$447.37
7.50%

1861%

Tmplied Equity Value
$3760.11
$172499
$7.925.32
$21,98175

DCF Valuation

EV/Rev (FW)
EV/EBITOA (FW)
P/BY (TTM)

P/E (FW)

Asset Based Valuation
Price per Share

Base Year
200%
550%
750%
313%

079
080
082
084
087
089
091
093
096
098
100
100
100
100
100
100

Explicit Period (10 years)
200%
550%
750%
313%

SBC/Revenue

Lease term
Rent Expense/Revenue

RAD life
RAD Expense/Revenue

LIFO Reserve
Non-operating pension costs
Net financing pensions casts
Overfunded pension plans
Capitalized interests
Dividends/Revenue

Tax Rate

Continuing Period

000%
Constant/same as LTM

0

190%

Tappers of to historical average.
0

000%

Constont/same as LTM

Teppers off fo zero

Toppers off fo zero

Tappers off o zero

Teppers off fo zero
Constant/same es LTM

000%

25.00%

m_ Sensitivity: Price Variance Attribution Analysis

£y Revenue growth
0% EBITDA Margin
-1007 EETTTTY CAPEX/Rev

-0.50% IEENEYTY Discount Rafe
192% TEV/Rev

‘Zfz TEV/EBITDA

185 PRy

1925 PE

-10% Asset Recovery Rate

Intrinsic Value Distribution--Probability (Upside)=82%

35 08D oS o R G g S B8 59 0 P

o
S

£

AP PRE
S

[ 0 r wr wn 0

Tntrinsic Value.

5168
3192
1464
6728
186.60

5168

Target Price
5226
3292
1510
69.38
19244

5226

A

Model Weight
100%
o%
o%
o%
o%
o%
100%





