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Stock Rating Overweight
Industry View In-Line
Price target $31.00
Shr price, close (Jan 25, 2022) $19.32
Mkt cap, curr (mm) $8,329
52-Week Range $74.38-17.41

Fiscal Year EndingFiscal Year Ending 12/2012/20 12/21e12/21e 12/22e12/22e 12/23e12/23e

ModelWare EPS ($) (2.16) (3.61) (2.67) (1.72)
Prior ModelWare EPS
($)

- (3.61) (2.59) (1.62)

P/E NM NM NM NM
EPS ($)§ (1.95) (3.63) (2.48) (1.70)
Div yld (%) - - - -

Unless otherwise noted, all metrics are based on Morgan Stanley ModelWare
framework
§ = Consensus data is provided by Refinitiv Estimates
e = Morgan Stanley Research estimates

QUARTERLY MODELWARE EPS ($)

2021e2021e 2021e2021e 2022e2022e 2022e2022e
QuarterQuarter 20202020 PriorPrior CurrentCurrent PriorPrior CurrentCurrent
Q1 (0.24) - (0.81)a (0.79) (0.76)
Q2 (0.40) - (0.71)a (0.58) (0.54)
Q3 (0.82) - (1.26)a (0.80) (0.85)
Q4 (0.62) (0.83) (0.83) (0.43) (0.54)

e = Morgan Stanley Research estimates, a = Actual Company reported data
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Too Big an Opportunity to
Ignore; Upgrade to Overweight

NY results on Friday remind us that the US sports
betting/iGaming market is likely to be very large, with only a
handful of market share winners. We expect DKNG to be one
of them, and with sentiment at an all-time low on near-term
loss concerns, we see now as a good time to invest for the
long term.

Upgrade to Overweight. We are upgrading DKNG to Overweight with the stock

~75% off its 52-week high. While we and the market have been focused on near-

to medium-term profit concerns, we believe at the current price, one should not

ignore that DKNG is a leading market share player in what will be a very large

profitable market. At $19, the stock is trading at 9x our 2025e EBITDA; using 15x

to comp to other High Growth Internet stocks and reflect what we think will still

be a double-digit EBITDA grower post-2025, we get to $31, implying ~60% upside.

NY results released Friday remind us how big and how concentrated an

opportunity US sports betting / iGaming is. NY released results for its first 8

days of online sports betting on Friday. As we highlighted, the implied market

revenue runrate is $1.9B, well above our prior $600m 2022 forecast and $1B

2025 forecast. AZ was the last large state to launch and similarly, annualized

revenue is tracking at ~$400m vs. our pre- market launch 2022 forecast of

$219m. While only 4 operators were live in the first 8 days of the NY market, it

still showed how the leading players dominate, with DraftKings, FanDuel, and

CZR at 98% / 99% of handle / GGR, with sub-scale RSI at just 2% / 1%. In AZ, the

top 5 operators have had ~95% market share to-date, in a 9 operator market.

High barriers to entry. Currently in every state that releases market share data,

the top 5 operators have at least 82% combined share. Even in MI, where there

are 14 OSB operators, the top 5 have 90% share. Though there is a lot negative

written about the levels of marketing and promotional spending, this has driven

a very concentrated market that only players of scale can really compete in. The

importance of technology and the need to enter into many states, sometimes at

relatively similar times, furthers the benefits of scale.

Gambling is a profitable business. While barriers to entry are lower online than

in-person, gambling in general is a profitable business. For online, there are

numerous public companies globally that have margins ranging from 15-40%,

despite similarly operating in competitive markets. While the US won't have

iGaming in a lot of states, Australian companies that just have sports betting

DraftKings Inc ( DKNG.O, DKNG US ) 

Morgan Stanley does and seeks to do business with
companies covered in Morgan Stanley Research. As a
result, investors should be aware that the firm may have a
conflict of interest that could affect the objectivity of
Morgan Stanley Research. Investors should consider
Morgan Stanley Research as only a single factor in making
their investment decision.
For analyst certification and other important disclosures,
refer to the Disclosure Section, located at the end of this
report.
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have 30%+ margins. DKNG has been able to rationalize promotional spending in

PA better than the mkt, while maintaining market share. Our deep dive of state-

by-state marketing and profitability suggests DKNG's losses should be lower in

2023 than 2022 (and 2021), which we believe could be a major positive catalyst

for the stock (though admittedly ~1 year away).

DKNG LTV/CAC still attractive. In Dec. 2019, DKNG showed that it was

generating LTV/CAC of ~10x, based off its initial cohort of customers in NJ. We

believe CAC has gone up significantly but we still believe that DKNG has an

attractive LTV to CAC ratio.

Bull case drivers. Experts are increasingly confident CA could legalize OSB this

year. If it does, our current market model suggests that could add $2B to our

TAM forecasts, and NY could suggest further upside. LA, OH, MD, and NE are all

poised to launch this year, which based off recent new market outperformance,

could drive additional upside.

Bear risks. We expect EBITDA losses of $(883m) this year when the Street is at

~$(550m), though our client conversations suggest the buy side is much closer to

us. We also doubt there will be meaningful incremental positive data points

around profits near-term, unlike (OW-rated) FLTR. Our model suggests DKNG

needs to raise capital again before 2024, but is currently sitting on >$2B of cash,

so it can be relatively patient. CA legalizing would be positive for LT value but

also push out NT profitability, and shorten the timeline for a capital raise. There

will be new competition in the market, we expect, likely from sports companies

Fanatics and ESPN. DKNG's technology is not as good as ENT or FLTR's, but we

believe it is better than others. Assuming revenue growth remains impressive, we

see a realistic bear case multiple of 3x 2023e revenue = $15.

Raising our market forecasts to reflect more appropriate spend / capita, as seen

in NY, but increasing near-term losses on higher NY promotional spending. We

increase our 2025 TAM forecasts from $19B to $21B to reflect the strength we

saw in NY in the first 8 days, much stronger than expected results released by

MI, CT, and TN last week, and implications for future states. We are Street-high

for DKNG 2022e revenue at $2.1B, well above consensus $1.9B and guidance $1.7-

1.9B. However, we have also built out our model to base not just marketing

spend on our state ramp forecasts, but also promotional dollars, gross profits,

and state-level contribution. While this gives us increased confidence in lower

losses in 2023 than 2022, combining with our new market forecasts, revenue

goes up but margins come down, resulting in our price target remaining

unchanged at $31. We support our comp-based price target with DCF analyses.
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$31.00
Equal to base case scenario, 15x '25 EBITDA

Morgan Stanley EstimatesMean

Consensus Price Target Distribution $23.00 $105.00

Source: Refinitiv, Morgan Stanley Research

MS Rating

▪We forecast legal US sports betting &
iGaming to increase from <$1.5B in 2019 to
$20.6B in 2025 as more states legalize and
spend per capita rises
▪ Forecast DKNG to maintain top tier share,
24% in OSB and 21% in iGaming in 2025
▪ Investors question LT profits, but other
developed markets have shown 25-30%+
profits for operators at maturity, esp. those
with a customer acq. advantage similar to
DKNG's with its DFS database.
▪ Current valuation of 9x 2025e EBITDA
does not reflect long-term margins or
growth
▪ Upside drivers include signs of profits in
mature states, new product innovation and
higher market share
▪ Downside risks include higher losses,
greater competition and lagging product
innovation

Consensus Rating Distribution

56% Overweight
41% Equal-weight
3% Underweight

Source: Refinitiv, Morgan Stanley Research

Risk Reward Themes
Secular Growth: Positive
View descriptions of Risk Rewards Themes here

$87.00
$39.1B '25 TAM; DraftKings takes outsized
share

$39.1B 2025 Gaming TAM ($21.3B sports
betting, $17.1B iGaming, $0.7B DFS), 25%
Blended Market Share, 30% EBITDA Margin,
17x EBITDA Multiple

$31.00
$21.1B '25 TAM; DraftKings remains a top 3
player

$21.1 2025 Gaming TAM ($12.8B sports
betting, $7.8B iGaming, $0.6B DFS), 24%
Blended Market Share, 23% EBITDA Margin,
15x EBITDA Multiple

$5.00
$10.4B '25 TAM; DraftKings loses share

$10.4B 2025 Gaming TAM ($6.6B sports
betting, $3.4B iGaming, $0.4B DFS, 19%
Blended Market Share, 15% EBITDA Margin,
12x EBITDA Multiple

Risk Reward – DraftKings Inc (DKNG.O)

Profitability Will Come With Time, Attractive Valuation, OW

PRICE TARGET

MS PT

$54.31

RISK REWARD CHART AND OPTIONS IMPLIED PROBABILITIES (12M)

Key:  Historical Stock Performance  Current Stock Price  Price Target

Source: Refinitiv, Morgan Stanley Research, Morgan Stanley Institutional Equities Division. The probabilities of our Bull,
Base, and Bear case scenarios playing out were estimated with implied volatility data from the options market as of 25
Jan, 2022. All figures are approximate risk-neutral probabilities of the stock reaching beyond the scenario price in either
three-months’ or one-years’ time. View explanation of Options Probabilities methodology here

$19.32$19.32$19.32

$87.00$87.00(+350.31%)(+350.31%)$87.00(+350.31%) Prob (>87.00)~0.0%Prob (>87.00)~0.0%Prob (>87.00)~0.0%

$5.00$5.00(-74.12%)(-74.12%)$5.00(-74.12%)

Prob (<5.00)~13.2%Prob (<5.00)~13.2%Prob (<5.00)~13.2%

$31.00$31.00(+60.46%)(+60.46%)$31.00(+60.46%)
Prob (>31.00)~4.8%Prob (>31.00)~4.8%Prob (>31.00)~4.8%
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Drivers 2020 2021e 2022e 2023e

Sports Betting Market Growth (%) 68.4 186.9 53.9 37.6

Sports Betting Market Share (%) 19.1 20.8 21.5 22.3

Revenue Growth (%) 49.0 99.5 62.2 34.0

EBITDA Margin ($, mm) (1) (1) (0) (0)

4/5
BEST

24 Month
Horizon

4/5
MOST

3 Month
Horizon

Indicator of Change 0.71

Disclosure Rate 23%

Profitability
DraftKings' market share
Marketing (CAC vs. LTV) efficiency
Sports betting, iGaming, and DFS TAM

0-10% UK
90-100% North America

Source: Morgan Stanley Research Estimate 
View explanation of regional hierarchies here

Source: Refinitiv, FactSet, Morgan Stanley Research; 1 is
the highest favored Quintile and 5 is the least favored
Quintile

Inst. Owners, % Active 73.4%

HF Sector Long/Short Ratio 2x

HF Sector Net Exposure 13.6%

Refinitiv; MSPB Content. Includes certain hedge fund
exposures held with MSPB. Information may be
inconsistent with or may not reflect broader market
trends. Long/Short Ratio = Long Exposure / Short
exposure. Sector % of Total Net Exposure = (For a
particular sector: Long Exposure - Short Exposure) /
(Across all sectors: Long Exposure – Short Exposure).

Data points on signs of profitability in mature
states
Accelerated online sports betting / iGaming
legalization and higher spend/capita
Share gains driven by new product
development
Better marketing spend optimization

Increasing competition/promotional spend
limits EBITDA profitability potential
Product innovation lags peers
Greater than expected share dilution
Class A/B structure

Morgan Stanley EstimatesMean
Source: Refinitiv, Morgan Stanley Research

FY Dec 2021e

Sales /
Revenue
($, mm)

1,235 1,307

EBITDA
($, mm) (738) (637)

EPS
($) (3.91) (2.77)

Risk Reward – DraftKings Inc (DKNG.O)

KEY EARNINGS INPUTS

INVESTMENT DRIVERS

GLOBAL REVENUE EXPOSURE

MS ALPHA MODELS

SUSTAINABILITY & ESG
+1.0 -1.0

RISKS TO PT/RATING
RISKS TO UPSIDE

RISKS TO DOWNSIDE

OWNERSHIP POSITIONING

MS ESTIMATES VS. CONSENSUS

1,284

1,266

(719)

(697)

(3.61)

(3.63)

H
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Investment Conclusion

We upgrade DKNG to Overweight as we believe current valuation does not reflect its

long-term opportunity. Investors sentiment has soured on US sports betting / iGaming

given the broader growth sell-off and concerns around its pathway to profitability. The

options market sees a higher probability (~13%) that DKNG drops <$5 than above our

$31 price target (~5%). While we believe for the next few months there will continue to

be a disconnect between investors looking for profits and DKNG/peers still investing for

the long-term, at current valuation, we see 3 points of clarification that should drive the

stock higher in the NTM: 1) How large the US sports betting / iGaming market will be; 2)

How concentrated the market will be; and 3) How profitable the companies should be

(this may take the longest). At $19, DKNG is trading at just 9x our 2025e EBITDA; using

a 15x multiple to reflect what we think will still be a double-digit EBITDA grower post-

2025, we get to a $31 price target, implying ~60% upside.

1) The US sports betting / iGaming market will be very large. As we outlined in our 2022

Gaming Outlook on Jan. 18, since we formalized iGaming market forecasts in April 2020,

we had raised our 2025 TAM forecast four times. We are raising it again now. NY

launched online sports betting on 1/8/21 and released results for its first 8 days on

Friday. Handle came in at $603 million and gross gaming revenue (GGR) $48 million,

implying the market is runrating ~$1.9 billion of revenue, well above our prior $600

million 2022 forecast and $1.0 billion 2025 forecast. Prior to NY, the last large state to

launch was AZ; like NY, annualized revenue in AZ is tracking well ahead, at $400 million

vs. our forecast pre-market launch of $219 million in 2022. In addition, MI released its

first December revenues last week, and iGaming revenue was $122 million vs. MSe $105

million, and sports betting handle was $515 million vs. MSe $430 million. CT's first

December sports betting handle was $144 million vs. MSe $117 million, and TN's second

December handle came in at $342 million vs. MSe $304 million.

Raising 2025 TAM to $21 billion from $19 billion. Based on the strength of the NY

market and other relatively new states that reported last week, we are raising our

market forecasts again. We now expect NY spend / capita to reach $100, up from $60

previously, resulting in 2022 GGR of $1 billion vs. prior $600 million, and 2025 $1.7

billion vs. prior $1.0 billion. We expect LA, MD, and OH all to launch online sports

betting in 2022 and similarly raise our forecasts for those states. The combined changes

results in an updated 2025 sports betting TAM of $12.8 billion (up from $11.7 billion), a

31% 2021-2025 revenue CAGR.
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We expect DKNG to beat revenue forecasts going forward, but will it be enough? We

forecast DKNG net revenue growing 63% in 2022 to a Street-high $2.1 billion vs. current

guidance of $1.7-1.9 billion. We estimate revenue growing 38% annually from 2021-2025,

>10% ahead of the Street every year, getting to ~$4.6 billion in 2025. While we think this

is a positive, it is unclear whether the market will underwrite the revenue beats. In the 6

quarters we have covered DKNG, we have raised our revenue forecasts 5 times post

earnings and the stock has traded up simultaneously 3 times. We have cut or left our

EBITDA forecasts unchanged 4 times, with the stock reacting negatively to these

adjustments 3 times, suggesting a slightly more predictive driver.

2) US sports betting / iGaming is and will be a highly concentrated market. While there

have been a lot of negative headlines over the promotional activities around the US

sports betting industry, it has resulted in a highly concentrated market that should be

positive long term. Scale matters and to-date, it appears that only FanDuel, DraftKings,

and BetMGM have been able to consistently gain outsized market share, with CZR,

PENN, RSI, GNOG, WynnBet, and PointsBet rounding out the top 5 in certain markets.

Scale matters as it allows companies to invest heavily at market open, develop new

Exhibit 1: Updated MS US Sports Betting & iGaming Revenue Forecasts ($B)
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Source: State Data, Company Filings, Morgan Stanley Research Estimates

Exhibit 2: DKNG Stock Reaction to Earnings

Source: Refinitiv, Morgan Stanley Research estimates
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differentiating products, and be first to market in states that all have different

regulatory requirements.

Currently in every state that releases market share data, the top 5 operators have at

least 82% combined share. NY again showed market concentration, with the large

operators CZR, Fanduel, and DKNG reporting ~98%/99% of total handle/revenue, while

sub-scale RSI had just 2%/1% share. In other recent launches, Arizona top 5 operators in

the first full month (October) had ~95% market share in a 9 operator market. Even in

Michigan, where there are 14 online operators, the top 5 operators have ~90% share.

Since losing some of its first mover market share, DKNG's market share has been

stronger recently. One of the drivers of DKNG's stock weakness in 2H21 was concerns

that it would lose market share as the market matured and technology became more of

a driver, it dealt with transitioning its tech from Kambi to SBTech, and new competition

entered the market. While DKNG lost market share in 2Q/3Q21 as it suffered from not

having a comparable same-game parlay product to peers, it was able to deliver the

same-game parlay product in August and has since seen its share return closer to 2020

Exhibit 3: Top 5 Operator Market Share by State

Top 5 Operators
Share by State 2021 YTD

Sports Betting
AZ 95%
CT 100%
IA 87%
IL 98%
IN 86%
MI 92%
NJ 94%
PA 87%
WV 85%
Sports Betting Avg. 92%

iGaming
CT 100%
MI 86%
NJ 94%
PA 82%
WV 100%
iGaming Avg. 92%

Source: State Data, Morgan Stanley Research
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levels at ~22%.

3) We still believe US sports betting / iGaming can deliver long-term industry margins

of ~25%. Gambling in general is a highly profitable business as "the house always wins."

In fact, coming out of Covid, the US casino industry has reset margins higher, with brick-

and-mortar companies today generally reporting close to 40% margins vs. pre-Covid

~30%, with reduced marketing a major contributor. While online gambling has lower

barriers to entry than brick-and-mortar casinos (don't need to win RFPs, build expensive

physical casinos), there are a number of public sports betting / iGaming companies

globally that have margins ranging from `15-40%, despite similarly operating in

competitive markets. While the US won't have iGaming in a lot of states, Australian

companies that have just online sports betting have 30%+ margins. We believe once the

current customer acquisition environment subsides, the US sports betting/iGaming

industry will be able to prove similar ~25% margins.

Exhibit 4: DKNG Sports Betting and iGaming GGR Share
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Source: State data, Morgan Stanley Research

Exhibit 5: EBITDA Margins by Int'l Operator
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Source: Company Reports, Morgan Stanley Research estimates
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DKNG has been able to rationalize promotional spending in PA better than the market,

while maintaining share. DraftKings was formed in 2012 as a US Daily Fantasy Sports

company and has generally not been profitable or gained overseas experience, unlike

Entain (BetMGM) or Flutter (FanDuel). As a result, investors believe that DKNG doesn't

have the same tools to transition from revenue to profits. However, PA is the only

example of a state where we have >2 years of revenue and promotional spending data,

and is a potential example of DKNG shifting to a more rational promotional spend

better than peers. In Nov/Dec 2019 after DKNG launched online sports betting, DKNG

spent 48% of its gross revenue on promotions, well above the market's 31%. In 2020,

DKNG again spent a higher promo % at 39% vs. the market 30%. However, in 2021, DKNG

lowered its promotional spend 1,200bps to 27% of revenue, despite the market

increasing its spend to 33%, and DKNG was able to maintain 18% market share, the 2nd

highest in the market.

Our state-by-state build-up of marketing spend and gross profit margins suggest DKNG

should start to see lower losses in 2023 than 2022, a potential meaningful positive

catalyst. DKNG is in a position today where it is investing heavily in new states to acquire

customers while revenue has yet to catch up to its long-term potential and costs have

not fully benefitted from scale. To properly model the DKNG's progression, we have

built waterfalls for revenue, promotional spending, marketing, gross profits, and

expenses by state. We assume spending curves outlined by DKNG in prior analyst day

presentations, but scaled to reflect what we see as the new more competitive

environment. While this analysis does not perfectly foot to the company model

(excludes DFS, B2B, NFT and other revenues, also central costs), based on this analysis,

we expect losses to be less in 2023 than 2022, and DKNG to turn profitable in 2024.

While a year away from the inflection to lower losses and two years away from profits,

we would expect incremental data points ahead of the true inflection to drive the stock

higher.

Exhibit 6: DKNG has been able to maintain the 2nd highest sports betting market share in PA while
lowering promotional spend as a % of revenue

48%

39%

27%
31% 30%
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10%
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60.0%

2019 2020 2021

PA SB Market* DKNG DKNG GGR share

*2019 represents only Nov/Dec given DKNG started operating in the market in Nov 2019
Source: State data, Morgan Stanley Research
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AMZN, NFLX, and SNAP all had similar tricky transitions from revenue to profits.

However, once they demonstrated ability to generate profits, they returned 96%, on

average, 1 year following quarters where they achieved significant margin

outperformance. While we don't think DKNG is currently in a position to transition to

profits, we think patient investors will be rewarded. We analyzed this in more detail in

our Big Debates report published last month.

DKNG LTV/CAC still likely attractive based on our analysis. As investors focus on

sports betting profitability, incremental clarity around profits should give the market

confidence the business can be profitable. In Dec 2019, DKNG estimated that it was

generating an LTV/CAC ratio of 9.6x based off its initial cohort of NJ customers, with

CAC of $251 and LTV of $2,407. Based on DKNG's earnings disclosures, since 2018, its

avg revenue per monthly unique payer has increased ~100% while its marketing expense

per monthly unique payer has increased 150%. While we don't know how churn has

changed (likely increased) so can't get to an exact updated LTV/CAC ration, increasing

CAC 150% would imply CAC is running at ~$625 assuming similar cross-sell from DFS, or

~$1,000 for just newly acquired customers, well below the LTV of $2,407 it highlighted.

DKNG will report earnings Feb 18 and likely host an investor day again in March or April.

If it can start to give better disclosures on its LTV/CAC or pathway to profitability in key

early states like NJ/PA/IN, investors will get more confidence on its ability to drive profits

long-term.

Exhibit 7: Estimates for DKNG Sports Betting / iGaming-only revenues, gross profit margins, and
marketing spend based on a state-by-state build-up shows the improvement from 2022-2026

($m) 2021E 2022E 2023E 2024E 2025E 2026E
Gross Gaming Revenue $1,590 $2,724 $3,645 $4,624 $5,273 $5,749
Promotional % 33% 33% 30% 28% 24% 21%
Implied NGR $1,066 $1,811 $2,553 $3,333 $4,017 $4,550
Gross Profit Margins 31% 34% 42% 47% 52% 53%
Marketing Expenses ($941) ($1,347) ($1,292) ($1,298) ($893) ($622)

Source: Morgan Stanley Research; Company Reports

Exhibit 8: Tech stocks following record margin performances
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We see near-term incremental upside opportunities in CA legalizing OSB and

outperformance of new market launches (AZ, NY, LA, MD, OH). There is growing

optimism that CA could legalize online sports betting through the state's November

referendum this year, launching in 2023. We currently only include CA legalizing retail

sports betting in our forecasts. Assuming CA legalizes online, that would add $2 billion

of revenue to the market in 2025. Also as we highlighted earlier, we have raised our

forecasts for NY, AZ, and other states (MD, OH, LA) that are launching OSB some time

this year. However, there could be additional upside.

Where we could be wrong? Risks includes inability to show near-term profitability,

another capital raise, and increased competition. Since DKNG guided to 2021 NJ profits

of $65 million in March last year, we have not received any incremental data points from

Exhibit 9: DKNG's Dec 2019 Disclosure of LTV/CAC for its Original NJ Customers

Source: Company Reports

Exhibit 10: Based on DKNG's disclosures, its avg revenue per monthly unique payer has increased
~100% since 2018, while its marketing spend per monthly unique payer has increased by ~150%
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Source: Morgan Stanley Research; Company Reports
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DKNG on cohort profitability and we doubt they will come in the near term. We also

estimate 2022 EBITDA losses of $(883 million), well above the Street forecast of $(550

million), although we believe the buyside is much closer to our estimates. If CA legalizes,

this could also increase losses, though not until at least 2023. Additionally, we expect

DKNG will need to raise ~$500 million of capital before 2024 to fund its investments.

While we model the capital raise through debt or out of the money converts (last

convert conversion price $95), if DKNG decides to do an equity raise at its currently

depressed stock price, it represents dilution of 5-6% at current levels. We don’t see this

an immediate risk as DKNG had $2.3 billion of cash on its balance sheet as of 9/30/21.

Finally, increased competition will likely continue particularly from other media/sports

companies, with Fanatics and ESPN reportedly looking to enter the market. We also

believe DKNG's technology is not on par with Entain or Flutter, but better than the

other market players.

CA a blessing and a curse. While we believe CA legalizing should be a positive given it

would increase the TAM and DKNG's long-term profits, it would increase short-term

losses. Based on our estimates, CA would be a ~$317 million drag on 2023 EBITDA, and

would not turn positive until 2026. However, DKNG EBITDA losses would still be less in

2023 than 2022 if CA legalizes OSB.

Exhibit 11: We are ahead of consensus on DKNG revenue but expect greater EBITDA losses until
the inflection in 2024

($m) 4Q21 2021 2022 2023 2024 2025
Revenue
MSe $461 $1,284 $2,082 $2,790 $3,856 $4,621
Cons $446 $1,268 $1,899 $2,523 $3,127 $3,692

Diff. 3% 1% 10% 11% 23% 25%
EBITDA
MSe ($169) ($719) ($883) ($496) $171 $1,080
Cons ($154) ($702) ($548) ($283) $13 $307

Diff. 10% 2% 61% 75% 1227% 252%
Source: Morgan Stanley Research; Consensus Metrix; EIKON

Exhibit 12: We estimate CA legalizing Online Sports Betting would add $237 million of incremental
profits in 2028, but would be a profitability headwind through 2025

DKNG CA OSB Estimates 2023 2024 2025 2026 2027 2028
CA Market OSB Forecasts $1,215 $2,066 $2,431 $2,674 $2,917 $3,160

Est. DKNG Market Share 20% 20% 20% 20% 20% 20%
GGR at 20% Market Share $243 $413 $486 $535 $583 $632
Promo Spend ($109) ($165) ($146) ($120) ($122) ($133)

Promo % 45% 40% 30% 23% 21% 21%
NGR $134 $248 $340 $414 $461 $499

Gross Profit % 45% 50% 54% 54% 54% 54%
Gross Profit $60 $124 $182 $223 $248 $267
Marketing Expense (377) (314) (241) (60) (30) (30)

Variable Market Spend / Capita $13 $10 $8 $2 $1 $1
Implied Contribution Profit ($317) ($190) ($59) $162 $218 $237

DKNG Revenue w/o CA OSB $2,790 $3,856 $4,621 $5,076 $5,546 $5,966
DKNG Revenue w/ CA OSB $2,923 $4,104 $4,962 $5,490 $6,007 $6,465

% Difference 5% 6% 7% 8% 8% 8%

DKNG EBITDA w/o CA OSB ($496) $171 $1,080 $1,513 $1,700 $1,846
DKNG EBITDA w/ CA OSB ($813) ($20) $1,022 $1,675 $1,918 $2,083

% Difference 64% -112% -5% 11% 13% 13%

Source: Morgan Stanley Research
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Valuation

DKNG stock is down ~62% since 6/30/21. As investors have shifted focus away from

TAM/revenue growth in 2020/1H21 toward profits in 2H21, DKNG and other related

stocks have underperformed heavily in 2H21/2022. DKNG stock price fell 47% in 2H21

and is down 30% YTD vs. S&P 500 +11%/-9%, respectively.

DKNG is now trading at ~9x our 2025e EBITDA and ~4x 2023e revenue. At $19, DKNG

is trading at just 9x our 2025e EBITDA, and below other high growth tech peers (average

13x). Investors have suggested that the market would likely broadly buy high growth

stocks like DKNG if they fell to 3x forward revenue, as it would imply 10-15x EBITDA

multiples on near-term revenue with stabilized margins. On our estimates, that would

imply ~$15, or 25% downside.

We believe DKNG should trade at 15x 2025e EBITDA. We value DKNG at 15x 2025e

EBITDA to get our $31 price target. We use high growth Internet and other Sports

Betting stocks as comps. On average, these stocks are trading at 13x 2025e EBITDA, with

average 2025e margins of 21% and expected average 2022-25 revenue CAGRs of 19%.

We expect DKNG 2025 margins to be 23% and its revenue growth CAGR to be 30%, both

above average. Admittedly we do not discount back our price target despite using an

outyear (2025) EBITDA, but we see this as appropriate as we are comparing to stocks'

2025 multiples.

Exhibit 13: 2H21 stock performance for Gaming sector/ DKNG tech
peers

*Tech Comps include UBER, TTWO, ETSY, MTCH, CHWY, SNAP, SPOT, NFLX
**SRAD performance is from IPO price date of 9/14/21-12/31/21
Source: Refintiv, Morgan Stanley Research

Exhibit 14: YTD stock performance for Gaming sector/DKNG tech
peers

19%

2%

-6% -8% -8% -9% -10% -11% -11%
-17% -17%
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-30%
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-30%
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-10%

0%
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30%

*Tech Comps include UBER, TTWO, ETSY, MTCH, CHWY, SNAP, SPOT, NFLX
Source: Refintiv, Morgan Stanley Research

Exhibit 15: DKNG EV/Revenue and EV/EBITDA valuation by year

Source: Company data, Morgan Stanley Research estimates
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Assuming DKNG traded in line with its comps' 13x 2025e EBITDA, would imply the

market is looking for just 17% 2025 margins assuming our revenue forecast. We believe

investors are generally much more skeptical around DKNG's margin outlook than they

are revenue. Assuming DKNG's current valuation (based on 2025 net debt and assumed

share count), and comps' 13x average 2025 multiple, we believe the stock is discounting

just a 16% margin. As we outlined in Exhibit 5, this would be the lowest margin of the

public int'l competitors that have available data.

Two DCFs support our view. To lower the risk of using relative multiples for valuing

these high growth stocks, we also have a DCF that supports our view. Assuming a ~10%

WACC and 5% terminal growth rate, we also arrive at a $30 DCF value for DKNG. Using

a two-stage DCF to try to make the model less sensitive to the terminal value, we arrive

Exhibit 16: DKNG Valuation Summary

2025E Target 2025E
Valuation Summary EBITDA Multiple EV
Consolidated EBITDA $1,080 x 15.0x = $16,204
Less: 4Q24 Net Debt (975)

Equals: Equity value $15,230
Fully Diluted Shares Outstanding 496
Price Target $31

Source: Morgan Stanley Research

Exhibit 17: '25 EV/EBITDA vs. '22-'25 Revenue CAGR for DKNG vs. tech
peers
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Exhibit 18: '25 EV/EBITDA vs. '25e EBITDA Margins
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Exhibit 19: Based on DKNG's current EV, comps multiples, and our 2025e revenue, we believe the
Street is only estimated 16% margins in 2025, vs. MSe 23% and at the low-end of int'l comps

($m)
Current EV $9,669
Comps 2025e Multiple 13x
Implied EBITDA $744
MS 2025e Revenue $4,621

Implied Margin 16%
Source: Morgan Stanley Research; EIKON
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at a $28 value, again assuming a 10% WACC and assuming a 4% terminal growth rate.

Exhibit 20: Our DCF valuation supports a $30 price target
Terminal

2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 Value
EBIT (Income from Operations) ($191) ($851) ($1,554) ($1,645) ($1,092) ($265) $634 $1,056 $1,233 $1,367
Less: cash income taxes 4 0 0 0 0 0 0 0 0 0
Plus: D&A 32 30 175 86 86 86 86 86 86 86
Less: Capex (42) (46) (125) (50) (53) (56) (59) (62) (66) (69)

Free cash flow to firm ($197) ($867) ($1,504) ($1,610) ($1,060) ($236) $661 $1,080 $1,253 $1,383 $27,250
Present value factor 1.00 1.10 1.22 1.34 1.48 1.63 1.80 1.80
PV of FCF (1,610) (960) (194) 492 729 766 767 15,108

Present value of FCF $15,098
Less: 2022e Debt (1,248)
Plus: 2022e Excess cash 1,249

Equity Value $15,099
Fully diluted shares outstanding 496
Equity value per share $30
Current price 19.32

% upside / (downside) 57.7%
WACC 10.3%
Terminal Growth Rate 5.0%

Source: Company data, Morgan Stanley Research estimates

Exhibit 21: Our two stage DCF valuation also supports a ~$30 price target
High Growth Stage Medium Growth Stage Terminal

2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 Value
EBIT (Income from Operations) ($1,645) ($1,092) ($265) $634 $1,056 $1,233 $1,367 $1,531 $1,715 $1,920 $2,151 $2,409
Less: cash income taxes 0 0 0 0 0 0 0 0 0 (442) (495) (554)
Plus: D&A 86 86 86 86 86 86 86 86 86 86 86 86
Less: Capex (50) (53) (56) (59) (62) (66) (69) (31) (34) (38) (43) (48)
Free cash flow to firm ($1,610) ($1,060) ($236) $661 $1,080 $1,253 $1,383 $1,586 $1,766 $1,526 $1,699 $1,893 $31,094
Present value factor 1.00 1.10 1.22 1.34 1.48 1.63 1.80 1.99 2.20 2.42 2.67 2.95 2.95
PV of FCF (1,610) (960) (194) 492 729 766 767 797 804 630 636 642 10,544

Present value of FCF $14,044
Less: 2022e Debt (1,248)
Plus: 2022e Excess cash 1,249
Equity Value $14,045
Fully diluted shares outstanding 496
Equity value per share $28
Current price 19.32

% upside / (downside) 46.6%
Medium Stage Y/Y EBIT Growth 12.0%
CAPEX (% of EBIT) 2.0%
Tax Rate 23.0%
Terminal Growth Rate 4.0%

Source: Company data, Morgan Stanley Research

15



 

Model Update

A deeper look at DKNG profit drivers lowers our 2022/23e EBITDA. We have updated

our model to check not just marketing spend on our state ramp forecasts, but also

promotional dollars, gross profits, and state-level contribution by year. Based on the

build, plus our increasing revenue forecasts for NY and soon-to-open states, we increase

our near-term 2022/23e EBITDA losses to $(883 million) / $(496 million) from $(829

million) / $(418 million). We expect promotional spending as a % of revenue to remain

relatively consistent in 2022 as it was in 2021, vs. our prior hope that it would rationalize

as more early states are headwinds. We also expect gross profit margins to decline

~500bps to 41% in 2022, mostly driven by higher NY revenues at a 51% tax rate. We do

expect gross profit margins to increase in 2022 and head toward >50% thereafter.

Less cash burn from LTIPs. We believe a key headwind that investors have overlooked

in the past is the FCF headwinds from DKNG cash settling employees' stock awards for

taxes. In our 6/2/21 analysis, DraftKings Inc: Deep Dive into Compensation Practices; Cut

Price Target $5, we had begun reducing future FCF based on the assumption that

DKNG's most recent LTIP would vests in 2023, and assume another LTIP is achieved in

2024 (which may prove overly conservative). Previously we had assumed these

settlements were made when the stock is at $58. However, with our new price target of

$31, this lowers the FCF headwind to $(447 million) from $(835 million) prior.
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Model Summary

Exhibit 22: Income Statement
Income Statement ($ in millions) 2019 2020 1Q21 2Q21 3Q21 4Q21E 2021E 1Q22E 2Q22E 3Q22E 4Q22E 2022E 2023E 2024E 2025E
Revenue
DraftKings (B2C) $323 $539 $281 $270 $189 $444 $1,184 $457 $450 $383 $735 $2,025 $2,730 $3,793 $4,555
SBTech (B2B) 108 105 31 27 24 17 100 15 12 14 16 57 60 63 66
Revenue $432 $644 $312 $298 $213 $461 $1,284 $472 $462 $397 $751 $2,082 $2,790 $3,856 $4,621

Y/Y Growth % 41% 49% 175% 297% 60% 43% 99% 51% 55% 87% 63% 62% 34% 38% 20%
% of Annual 24% 23% 17% 36% $417 23% 22% 19% 36%

Guidance $415 $540-560 207-230 221-242 206-219 417-457 $1.24-1.28B $1.7-1.9B
GAAP Cost of Revenue ($203) ($377) ($183) ($187) ($171) ($259) ($800) ($295) ($295) ($293) ($438) ($1,321) ($1,638) ($2,028) ($2,245)_______ _______ _______ _______ _______ _______ _______ _______ _______ _______ _______ _______ _______ _______ _______
GAAP Gross Profit $229 $266 $129 $111 $42 $202 $484 $176 $167 $104 $313 $761 $1,152 $1,828 $2,376

Y/Y Growth % 21% 16% 187% 407% 16% 24% 82% 37% 51% 147% 55% 57% 51% 59% 30%
Margin 53% 41% 41% 37% 20% 44% 38% 37% 36% 26% 42% 37% 41% 47% 51%

Cash Adjusted Gross Profit $311 $359 $155 $139 $71 $222 $587 $202 $192 $129 $338 $862 $1,253 $1,929 $2,477
Y/Y Growth % 15% 134% 222% 16% 18% 64% 30% 39% 82% 52% 47% 45% 54% 28%
Margin 72% 56% 50% 47% 33% 48% 46% 43% 42% 33% 45% 41% 45% 50% 54%

Guidance
GAAP Expenses
Sales & Marketing ($195) ($500) ($229) ($171) ($304) ($300) ($1,003) ($375) ($250) ($375) ($381) ($1,381) ($1,352) ($1,329) ($940)
Product & Technology (75) (186) (56) (63) (65) (73) (257) (63) (65) (67) (78) (272) (284) (295) (311)
General & Administrative (151) (431) (169) (199) (220) (191) (778) (189) (187) (189) (188) (753) (608) (469) (491)_______ _______ _______ _______ _______ _______ _______ _______ _______ _______ _______ _______ _______ _______ _______
Total Operating Expenses ($420) ($1,117) ($454) ($432) ($589) ($563) ($2,038) ($627) ($502) ($631) ($646) ($2,406) ($2,244) ($2,094) ($1,742)

Y/Y Growth % 166% 260% 147% 53% 31% 82% 38% 16% 7% 15% 18% -7% -7% -17%
% of Revenue 97% 174% 145% 145% 277% 122% 159% 133% 109% 159% 86% 116% 80% 54% 38%

Income From Operations ($191) ($851) ($325) ($322) ($547) ($361) ($1,554) ($450) ($335) ($527) ($333) ($1,645) ($1,092) ($265) $634
Interest Income (Expense) 1 (2) 1 2 (2) - 1 - - - - - (13) (25) -
Other 3 - (27) 17 7 - (3) - - - - - - - -_______ _______ _______ _______ _______ _______ _______ _______ _______ _______ _______ _______ _______ _______ _______
Income Before Tax ($187) ($852) ($351) ($303) ($541) ($361) ($1,556) ($450) ($335) ($527) ($333) ($1,645) ($1,105) ($290) $634
Income Tax Benefit (Expense) $4 $0 $5 ($2) ($4) $4 $2 $113 $84 $132 $83 $411 $276 $73 ($159)
Other (0) (1) (0) (0) (0) - (1) - - - - - - - -_______ _______ _______ _______ _______ _______ _______ _______ _______ _______ _______ _______ _______ _______ _______
Net Income ($183) ($853) ($346.3) ($306) ($545) ($358) ($1,555) ($338) ($251) ($395) ($250) ($1,234) ($829) ($218) $476
Avg. Shares Outanding (No Redemption) 337 395 429 430 431 432 431 447 467 467 467 462 482 496 521
Avg. Shares Outstanding (Max Redemption) 306 395 429 430 431 432 431 447 467 467 467 462 482 496 521
Earnings Per Share (No Redemption) ($0.54) ($2.16) ($0.81) ($0.71) ($1.26) ($0.83) ($3.61) ($0.76) ($0.54) ($0.85) ($0.54) ($2.67) ($1.72) ($0.44) $0.91
Earnings Per Share (Max Redemption) ($0.60) ($2.16) ($0.81) ($0.71) ($1.26) ($0.83) ($3.61) ($0.76) ($0.54) ($0.85) ($0.54) ($2.67) ($1.72) ($0.44) $0.91

Adjusted EBITDA Build 2019 2020 1Q21 2Q21 3Q21 4Q21E 2021E 1Q22E 2Q22E 3Q22E 4Q22E 2022E 2023E 2024E 2025E
Income From Operations ($191) ($851) ($325) ($322) ($547) ($361) ($1,554) ($450) ($335) ($527) ($333) ($1,645) ($1,092) ($265) $634
D&A 88 54 21 23 22 22 88 22 22 22 22 86 86 86 86
Stock-based Compensation 18 336 152 172 176 170 667 157 157 142 142 596 456 296 306
Transaction-related & Other 6 65 13 32 35 - 81 20 20 20 20 81 54 54 54
Consolidated Adjusted EBITDA ($78) ($396) ($139) ($95) ($314) ($169) ($719) ($252) ($137) ($344) ($150) ($883) ($496) $171 $1,080

Y/Y Growth % 407% 75% 242% 59% 101% 81% 113% 321% 56% 208% 23% -44% -134% 533%
Margin -18% -62% -45% -32% -147% -37% -56% -53% -30% -87% -20% -42% -18% 4% 23%

Guidance 54%

Source: Company Filings, Morgan Stanley Research estimates
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Exhibit 23: Cash Flow Statement
Cash Flow Statement 2019 2020 1Q21 2Q21 3Q21 4Q21E 2021E 1Q22E 2Q22E 3Q22E 4Q22E 2022E 2023E 2024E 2025E
Net Income ($183) ($853) ($346) ($306) ($545) ($358) ($1,555) ($338) ($251) ($395) ($250) ($1,234) ($829) ($218) $476
D&A 32 30 74 36 43 22 175 22 22 22 22 86 86 86 86
Non-cash Rent Expense 0 - - - - - - - - - - - - - -
Non-cash Interest Expense 0 - - - - - - - - - - - - - -
Loss on Exit Activities 0 - - - - - - - - - - - - - -
Loss on Disposal of Fixed Assets 1 - - - - - - - - - - - - - -
Stock-based Compensation 18 336 152 172 176 170 669 157 157 142 142 596 456 296 306
Issuance of Warrants - - - - - - - - - - - - - - -
Advertising Paid Through Stock Issuance 2 - - - - - - - - - - - - - -
Deferred Income Taxes 0 (0) (5) 2 4 (4) (2) (113) (84) (132) (83) (411) (276) (73) 159
Other (3) 238 (19) (153) (30) - (202) - - - - - - - -
Change in Working Capital: - - - - - - - - - - - - - -
Cash Reserved For Users (32) (144) (18) (9) (166) 74 (118) 123 6 39 (212) (45) 88 (61) (84)
Receivables Reserved for Users 2 (14) 2 3 (5) - 0 - - - - - - - -
Prepaid Expenses and Other (10) 1 (1) (9) (10) - (19) - - - - - - - -
Deposits (1) (4) (2) (1) (2) - (5) - - - - - - - -
Accounts Payable and Accrued Expenses 28 104 71 2 121 - 195 - - - - - - - -
Other long-term Liability 18 12 4 (3) 5 - 7 - - - - - - - -
Settlement Liability (3) - - - - - - - - - - - - - -
Liabilities to Users 30 155 12 9 171 - 192 - - - - - - - -
Net Cash From Operating ($101) ($139) ($75) ($255) ($237) ($95) ($662) ($149) ($151) ($325) ($382) ($1,008) ($475) $30 $942

Purchases of PP&E ($17) ($12) ($43) ($28) ($9) ($3) ($82) ($3) ($3) ($3) ($3) ($12) ($12) ($12) ($12)
Capitalization of Internal-use Software (15) (27) (9) (11) (12) (2) (33) (9) (9) (9) (9) (36) (39) (42) (45)
Acquisition of State Licenses (11) (7) (0) (6) (1) (2) (10) (1) (1) (1) (1) (2) (2) (2) (2)
Business Acquisitions (1,560) (1,560)
Net Cash from Investing ($42) ($46) ($52) ($45) ($22) ($6) ($125) ($1,573) ($13) ($13) ($13) ($1,611) ($53) ($56) ($59)

Changes in Debt $3 ($51) $1,247 0 $1 $0 $1,248 $0 $0 $0 $0 $0 $250 $250 ($500)
Repayment of Notes Payable - - - - - - - - - - - - - - -
Net Proceeds from Issuance of Common Stock 0 1,680 0 - - - 0 1,560 - - - $1,560 - - -
Net Proceeds from Issuance of Series F Preferred Stock 8 - - - - - - - - - - - - - -
Repurchase of Preferred Stock (1) (289) (3) (7) - - (10) - - - - - (247) (200) -
Net Proceeds from Issuance of Convertible Notes 68 41 - - - - - - - - - - - - -
Proceeds from Exercise of Stock Options 1 28 (116) 135 7 3 28 11 - - - 11 13 13 -
Net Cash from Financing $80 $1,409 $1,128 $128 $7 $3 $1,266 $1,571 $0 $0 $0 $1,571 $16 $63 ($500)

FX & Other Adjustments $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0

Beginning Cash $657 $593 $1,817 $2,818 $2,647 $2,395 $1,817 $2,297 $2,145 $1,982 $1,644 $2,297 $1,249 $737 $773
Change in Cash (64) 1,224 1,001 (172) (252) (98) 479 (151) (163) (338) (395) (1,048) (512) 36 383
Ending Cash $593 $1,817 $2,818 $2,647 $2,395 $2,297 $2,297 $2,145 $1,982 $1,644 $1,249 $1,249 $737 $773 $1,156

Source: Company filings, Morgan Stanley Research estimates

Exhibit 24: Balance Sheet
Balance Sheet 2019 2020 1Q21 2Q21 3Q21 4Q21E 2021E 1Q22E 2Q22E 3Q22E 4Q22E 2022E 2023E 2024E 2025E
Assets
Operational Cash & Equivalents $593 $1,817 $2,818 $2,647 $2,395 $2,297 $2,297 $2,145 $1,982 $1,644 $1,249 $1,249 $737 $773 $1,156
Cash Reserved for Customers 144 288 306 314 480 406 406 283 277 238 451 451 363 424 508

% of (Annualized) Net Revenue 33% 45% 24% 26% 56% 22% 32% 15% 15% 15% 15% 22% 13% 11% 11%

Total Cash Incl. Restricted Cash $737 $2,105 $3,124 $2,961 $2,875 $2,702 $2,702 $2,428 $2,259 $1,882 $1,700 $1,700 $1,099 $1,197 $1,664
Receivables Reserved for Customers 20 30 24 25 30 30 30 30 30 30 30 30 30 30 30
Trade Receivables, Net 28 45 48 46 45 45 45 45 45 45 45 45 45 45 45
Prepaid Expenses & Other 25 15 15 25 35 35 35 35 35 35 35 35 35 35 35_______ _______ _______ _______ _______ _______ _______ _______ _______ _______ _______ _______ _______ _______ _______
Current Assets $810 $2,194 $3,211 $3,057 $2,985 $2,813 $2,813 $2,538 $2,369 $1,992 $1,810 $1,810 $1,209 $1,307 $1,774

PP&E $37 $41 $43 $43 $45 $45 $45 $1,606 $1,606 $1,606 $1,606 $1,606 $1,606 $1,606 $1,606
Intangible Assets 303 556 532 541 517 501 501 492 483 474 465 465 433 403 376
Goodwill 466 570 612 631 626 626 626 626 626 626 626 626 626 626 626
Deposits 2 8 8 11 13 13 13 13 13 13 13 13 13 13 13
Other Incl. Deferred Tax 3 71 76 75 73 76 76 189 273 404 488 488 764 836 678
Total Assets $1,622 $3,439 $4,483 $4,359 $4,259 $4,074 $4,074 $5,464 $5,369 $5,116 $5,007 $5,007 $4,651 $4,791 $5,073

Liabilities & Equity
Accounts Payable & Accrued Expenses $100 $224 $295 $295 $417 $417 $417 $417 $417 $417 $417 $417 $417 $417 $417
Liabilities to Customers 164 318 330 339 510 510 510 510 510 510 510 510 510 510 510
Settlement Liability - - - - - - - - - - - - - - -
Other - 13 13 13 13 13 13 13 13 13 13 13 13 13 13_______ _______ _______ _______ _______ _______ _______ _______ _______ _______ _______ _______ _______ _______ _______
Current Liabilities $264 $554 $638 $647 $940 $940 $940 $940 $940 $940 $940 $940 $940 $940 $940

Other Long-term Liabilities Incl. Deferred Tax $49 $188 $276 $259 $245 $245 $245 $245 $245 $245 $245 $245 $245 $245 $245
Total Debt 51 - 1,247 1,247 1,248 1,248 1,248 1,248 1,248 1,248 1,248 1,248 1,498 $1,748 1,248
Total Liabilities $364 $743 $2,162 $2,154 $2,433 $2,433 $2,433 $2,433 $2,433 $2,433 $2,433 $2,433 $2,683 $2,933 $2,433

Class A Common Stock $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0
Class B Common Stock 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0
Additional Paid-in Capital 2,311 4,456 4,842 5,024 5,203 5,373 5,373 7,090 7,246 7,388 7,529 7,529 7,985 8,281 8,587
Retained Earnings - - - - - - - - - - - - - - -
Accumulated Deficit (1,053) (1,760) (2,521) (2,819) (3,377) (3,731) (3,731) (4,058) (4,310) (4,705) (4,955) (4,955) (6,017) (6,423) (5,947)
Non-controlling Interest - - - - - - - - - - - - - - -
Total Equity $1,258 $2,697 $2,321 $2,205 $1,826 $1,641 $1,641 $3,031 $2,937 $2,683 $2,574 $2,574 $1,968 $1,858 $2,640

Source: Company filings, Morgan Stanley Research estimates
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Valuation Methodology and Risks

Flutter Entertainment Plc (FLTRF.L)

Based on the average of five methods, at the high end of peers reflecting scale and

product diversification: sum of the parts (£85), P/E (15x 23e, £98), EV/EBITDA (11x 23e,

£93), FCF yield (7.5%, £84) and DCF (£80, 8.9% WACC, 2% terminal growth). To this, we

add £81 for US sports betting value.

Risks to Upside

Further synergies are identified, cross-selling drives revenue acceleration; US sports

market accelerates rapidly; more benign regulation in Australia.

Risks to Downside

Negative regulation or increased competition in the US market; negative regulation in

key markets; a slowdown in Online momentum.
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INVESTMENT SERVICES

CLIENTS (MISC)
STOCK RATING
CATEGORY
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% OF
RATING
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OTHER
MISC
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Analyst Stock Ratings
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Important Disclosures for Morgan Stanley Smith Barney LLC & E*TRADE Securities LLC Customers
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INDUSTRY COVERAGE: Gaming & Lodging

COMPANY (TICKER) RATING (AS OF) PRICE* (01/25/2022)

Thomas Allen
Boyd Gaming Corporation (BYD.N) O (12/20/2018) $60.19
Caesars Entertainment Inc. (CZR.O) O (04/05/2021) $77.29
Choice Hotels International Inc (CHH.N) U (01/18/2022) $144.06
DiamondRock Hospitality Co (DRH.N) E (10/27/2020) $9.24
DraftKings Inc (DKNG.O) O (01/26/2022) $19.32
Gaming and Leisure Properties Inc (GLPI.O) O (07/24/2018) $43.25
Hilton Worldwide Holdings Inc (HLT.N) E (01/17/2018) $142.39
Host Hotels & Resorts, Inc. (HST.O) E (07/29/2020) $17.04
Hyatt Hotels Corporation (H.N) E (03/07/2017) $87.69
Las Vegas Sands Corp. (LVS.N) E (01/21/2020) $44.87
Marriott International Inc. (MAR.O) E (07/24/2018) $157.03
Membership Collective Group (MCG.N) O (08/09/2021) $9.30
MGM Growth Properties LLC (MGP.N) $37.67
MGM Resorts International (MGM.N) E (11/23/2021) $41.98
Penn National Gaming, Inc. (PENN.O) E (10/20/2021) $43.19
Sportradar Group AG (SRAD.O) E (01/18/2022) $13.38
Sunstone Hotel Investors Inc (SHO.N) O (01/18/2022) $11.06
VICI Properties Inc (VICI.N) E (12/15/2021) $27.72
Wynn Resorts, Limited (WYNN.O) O (11/02/2020) $86.46
Xenia Hotels & Resorts Inc (XHR.N) U (01/20/2021) $17.41

Stock Ratings are subject to change. Please see latest research for each company.
* Historical prices are not split adjusted.
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INDUSTRY COVERAGE: Leisure and Hotels

COMPANY (TICKER) RATING (AS OF) PRICE* (01/25/2022)

Adrija Chakraborty
Basic-Fit NV (BFIT.AS) O (06/30/2020) €39.80
SATS ASA (SATSS.OL) E (12/02/2019) NKr 18.88

Ed Young
Cineworld Group Plc (CINE.L) U (06/01/2020) 40p
Edenred SA (EDEN.PA) O (01/08/2020) €37.83
Entain plc (ENT.L) O (11/02/2021) 1,521p
Evolution AB (EVOG.ST) O (07/01/2020) SKr 1,129.60
Flutter Entertainment Plc (FLTRF.L) O (02/08/2021) 10,495p
JD Wetherspoon (JDW.L) E (09/21/2020) 888p
La Française des Jeux SA (FDJ.PA) U (01/11/2022) €35.86
Playtech Plc (PTEC.L) E (08/03/2021) 642p

Jamie Rollo
Accor SA (ACCP.PA) E (04/15/2020) €31.00
Carnival Corp. (CCL.N) U (06/03/2020) $20.20
Carnival Plc (CCL.L) U (06/03/2020) 1,329p
Compass Group (CPG.L) O (08/06/2021) 1,627p
InterContinental Hotels Group (IHG.L) E (03/23/2020) 4,715p
Mitchells & Butlers (MAB.L) O (03/11/2021) 255p
Royal Caribbean Group (RCL.N) U (06/03/2020) $80.17
Scandic Hotels Group AB (SHOTE.ST) E (11/05/2021) SKr 36.64
Sodexo SA (EXHO.PA) E (08/06/2021) €81.92
SSP Group PLC (SSPG.L) O (02/18/2021) 275p
TUI (TUIT.L) U (05/06/2020) 246p
TUI AG (TUIGn.DE) U (05/06/2020) €2.94
Whitbread (WTB.L) O (05/14/2021) 2,969p

Stock Ratings are subject to change. Please see latest research for each company.
* Historical prices are not split adjusted.
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