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Shifting odds for UK bookmakers

Ladbrokes recently announced the acquisition of competitor Coral in a deal that has seen short
sellers readjust their odds in the fiercely competitive UK bookmaker market.

— Shorts have trimmed positions in Ladbrokes after Coral deal came to light
— Despite recent covering, Ladbrokes is still the most short sold high street bookmaker
— Betfair stock has attracted short sellers despite an impressive rise year to date

Online odds in favour

Ladbrokes and Coral are set to merge,
forming the largest high-street bookmaker in
the UK - Ladbrokes Coral. The deal will sees
underlying earnings of the combined entity
nearing £400m. This will lift Ladbrokes ahead
of William Hill to be largest high street book
maker in the UK.

Stagnating revenues and poor stock
performance  have motivated industry
consolidation. Shares in Ladbrokes initially
jumped 14% to a 52 week high as news of
the deal broke, but the stock has since lost
ground and is trading 23% lower.
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Ladbrokes’ growth has stalled in recent years,
facing online competition from the likes of
Betfair, which reported this year that 93% of
all revenue growth emanated from mobile
devices, an area in which Ladbrokes has
lagged. Ladbrokes’ stock is down 17% in the
last 12 months while Betfair is up by 130%.
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The fund the Coral deal Ladbrokes is issuing
new shares and in the process also firming up
relationship with  Playtech, an online
marketing partner which is taking up 23% of
the equity placement. New Ladbrokes
shareholders (ex-Coral shareholders) were
previously thought to undertake a public
listing during the year to exit the business.
The additionally liquidity provided by new
shareholders possibly selling could put
additional pressure on the share price in the
short term.

Additionally, Ladbroke’s new ceo has guided
for an operating improvement only in 2017,
after the group posted a 44% drop in pre-tax
profits for the first half of 2015.

Short sellers have played the odds well on
Ladbrokes and have been rewarded. The
stock is down 44% over the last two years.
Some short sellers have been placated by the
merger coming to light as a fifth of positions
have been covered since the deal was
announced. The proportion of Ladbrokes
shares out on loan has fallen to 7.2% from
highs of 10% in June.
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This covering follows a similar trend seen in
industry leader William Hill, whose demand to
borrow dipped below 1.5% of shares
outstanding last October.

William Hill Plc

% Shares on loan PA{LD;:&O
45 420.0
4.0 410.0
3.5 400.0
3.0 390.0
o5 380.0
20 370.0
360.0

15 350.0
1.0 340.0
0.5 330.0

09/2014 11/2014 01/2015 03/2015 05/2015 07/2015

e 05 Shares on loan Price

Source: Markit

Short sellers refocus on Betfair

This covering contrasts with what the shorting
activity seen in Betfair over the last few
weeks. The online betting marketplace has
seen a sharp rise in short interest in the last
two months, rising to 1.8% of shares
outstanding; the highest level seen in over
two years.

The bookmaking industry is expected to
continue to consolidate, with traditional
players rationalising brick and mortar outlets.
With online service offerings converging
across the industry, sustained long term
growth, as seen from Betfair, could come
under pressure.

Betfair's stock is up over 130% in a year and
trading near 30 times forward earnings;
almost twice as high of slower growing peers.
This success has attracted short sellers, who
may be questioning the continued rise of the
online bookmaker, particularly in the face of
increased competition.
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To read this article on our commentary
website, please click here.

To find out more about Markit Securities
Finance data, please contact us.
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