








Betting consists of fixed-odds bookmaking on sporting events, pari-mutuel wagering on
horse racing and taking bets on the outcome of lotteries, and is the only category where
online wagering is permitted. Betting GGR rose by 14.3% in 2016, raising its share of
total GGR to 19% from 17% in 2015. Betting is the second-largest gambling category
behind casinos.

Betting has been fuelled principally by growth in legal sports betting and increased
revenue for bookmakers offering betting on sports events, the outcome of various
lotteries and other lottery-type games. As noted earlier in our report the sports betting
category also includes GGR from the betting on lottery and number-type games, which
have proven very popular and have contributed to the growth of the sports betting
gambling revenues. Sports betting rose by 21.3% in 2016 to R2.9 billion, more than
three times the R847 million total in 2012. Sports betting overtook horse racing in
2015 and in 2016 accounted for 57% of overall betting GGR. In 2012, sports betting
accounted for less than a third of total betting. We expect sports betting to comprise
more than two-thirds of the total betting market by 2021.

Figure 19: Sports betting share of overall betting GGR (%)
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Although online betting was the principal driver, an increase in the number of
operational bookmaker outlets also contributed to growth in sports betting. The
number of operational bookmaker outlets rose by 13% in 2016 and by a cumulative
40% between 2013 and 2016.

Figure 20: Number of operational bookmaker outlets
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Just as growth in smartphone and mobile broadband penetration has fuelled growth
in illegal online gambling, it also contributes to growth in legal online sports betting.

More than 50% of South Africans now subscribe to a mobile broadband service.
Growth in mobile broadband penetration and the licencing of more online betting
services will continue to propel sports betting.
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In addition to regularly scheduled

sports events, major international
tournaments such as the FIFA World
Cup, the Rugby World Cup and the
European Championship further boost
betting volumes. We project double-digit
increases in 2018 and 2020, reflecting
added betting on major international
events, with mid-to-low single-digit gains
in 2017, 2019 and 2021 as betting on
these events leaves the market. For the
forecast period as a whole, we project
sports betting GGR to increase at a 12.3%
compound annual rate to R5.2 billion in
2020.

Horse racing is the oldest form of
legalised betting in South Africa. Itis a
mature market. The large horse racing
operators are Phumelela Gaming and
Leisure, Gold Circle and Kenilworth
Racing.

Horse racing GGR rose by 6.2% in 2016,
but that gain was partially generated by
sports betting in the Eastern Cape, which
is included in horse racing totals. We
expect sports betting in the Eastern Cape
to continue to contribute to horse racing
totals, but at diminishing rates as the
sports betting market matures. We project
horse racing GGR to decrease by 2.2% in
2017, followed by smaller gains thereafter.
For the forecast period as a whole, horse
racing GGR will increase at a 1.3%
compound annual rate to R2.3 billion in
2021.

Betting gross gambling revenues by category (R millions)

Historical data

2012 2013
Horseracing GGR 1750 1830
% change 45 46
‘Sports betting GGR 847 1004
‘% change 772 185
Total betting GGR 2597 2834
% change 206 9.1

2014 2015
1881 2046
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Sources: National Gambling Board of South Africa, PricewaterhouseCoopers LLP, Wilkofsky Gruen Associates
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Gauteng was the leading horse racing province with R823 million in GGR in 2016, up
7.0%. KwaZulu-Natal was next at R567 million, a 3.2% decrease from 2015. Together,

the two provinces generated 64% of total horse racing GGR. The Western Cape at

R292 million and the Eastern Cape at R280 million were the only other provinces above

R100 million in 2016.

GGR for horse racing by province (R millions), 2012-2016
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*Includes sports betting.

Sources: National Gambling Board of South Africa, PricewaterhouseCoopers LLP, Wilkofsky Gruen Associates
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GGR growth for horse racing by province (%) GGR for sports betting by province (R millions)

2013 2014 2015 2016 2013 2014 2015 2016
GaUteng ..................................................................................... 08 .............. 1 78 ................ 1 1 ................. 70 ......... GaUteng ..................................................................................... 596 ............... 939 ............ 1 307 ............ 1616 ......
KwaZulu-Natal 2.7 -7.8 12.7 -3.2 Western Cape 133 194 347 336
Western Cape 54 3.1 11.1 32.7 KwaZulu-Natal 117 193 270 324
Eastern Cape’ 10.8 3.7 19.4 37.9 Mpumalanga 54 99 184 228
Limpopo 69.0 1565 14.6 -8.5 Limpopo 60 98 188 208
Free State 3.2 -14.1 9.1 -3.3 North West 18 20 56 140
North West 63.6 -34.4 28.8 -59.2 Free State 21 28 36 38
Mpumalanga 0.0 -9.1 6.7 -9.4 Northern Cape 5 11 15 24
Northern Cape -64.7 0.0 0.0 0.0 Eastern Cape’ — — — —
Total 4.6 2.8 8.8 6.2 Total 1004 1582 2403 2914
*Includes sports betting * Sports betting included in horseracing
Sources: National Gambling Board of South Africa, PricewaterhouseCoopers LLP, Wilkofsky Gruen Associates Sources: National Gambling Board of South Africa, PricewaterhouseCoopers LLP, Wilkofsky Gruen Associates
Sports betting is reported based on where the licence is issued and 55% of the total GGR growth for sports betting by province (%), 2014 vs 2015 and
market is generated in Gauteng, which totalled R1.6 billion in 2016, up 23.6% 2015 vs 2016

from 2015. The Western Cape and KwaZulu-Natal were next at R336 million and
R324 million, respectively, followed by Limpopo at R228 million and Mpumalanga at
R208 million, the Only Other provinces above R200 million. North West at R140 million ....................................................................................................................................................................................

was the only other province above R100 million. The Western Cape was the only Gauteng 57.6 39.2 23.6
province in 2016 to record a decline in sports betting. Western Cape 459 78.9 -3.2
KwaZulu-Natal 65.0 39.9 20.0
Mpumalanga 83.3 85.9 23.9
Limpopo 63.3 91.8 10.6
North West 11.1 180.0 150.0
Free State 33.3 28.6 5.6
Northern Cape 120.0 36.4 60.0
Eastern Cape’ - - -
Total 57.6 51.9 21.3

* Sports betting included in horseracing
Sources: National Gambling Board of South Africa, PricewaterhouseCoopers LLP, Wilkofsky Gruen Associates
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For betting as a whole, we project GGR to expand at an 8.1% compound annual rate to
an estimated R7.5 billion in 2021, from R5.1 billion in 2016. Taxes and levies will rise
from R430 million in 2016 to a projected R640 million by 2021, an 8.3% compound
annual increase.

Total betting (R millions)

Historical data Forecast data
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Sources: National Gambling Board of South Africa, PricewaterhouseCoopers LLP, Wilkofsky Gruen Associates

Figure 21: Betting GGR, 2012-2021 (R millions)
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| National Lottery

The National Lottery is different from
other gambling categories in that it is
operated with the goal of generating
funds for charitable, sports, arts and
other worthy causes rather than as an
entity focused on maximising returns
for shareholders, employees and other
stakeholders. A percentage of revenue is
paid to the National Lottery Distribution
Trust Fund (NLDTF).

The Lotteries Amendment Act of 2013

led to the launch in 2015 of the National
Lotteries Commission (NLC), whose
mandate is to regulate the National
Lottery along with other lotteries. The
NLC also advises the Minister of Trade
and Industry on issues relating to the
National Lottery. The NLC is the successor
to the National Lotteries Board.

The National Lottery, established in 2000,
is operated on behalf of the government
by an appointed licensee for a term of
seven years. The third seven-year licence
was issued in 2015 to Ithuba Holdings.

After decreasing between 2012 and 2016,
lottery ticket sales increased in 2016

and lottery GGR rose by 34.7% to R2.98
billion. The NLC did not cite a reason for
the jump in ticket sales, but the increase
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may have reflected successful efforts to
curb illegal competition and the effects
of the introduction of additional games.
The NLC reported that 78% of identified
illegal lotteries had been investigated,
with many having been shut down.
Society lotteries run by profit-making
companies were discontinued, as were
lotteries run as part of promotional
competitions.

The gain in 2016 likely reflects a one-time
boost. While the continued introduction
of new games will have a positive impact,
we do not expect further benefits to
approach the gain recorded in 2016.

On balance, we expect National Lottery
GGR to increase, but growth will be
modest, averaging less than 1% per

year. We project National Lottery GGR

to increase to R3.08 billion in 2021 from
R2.98 billion in 2016, a 0.7% compound
annual increase. This will however be
influenced by the introduction of new

games or changes to the current offerings.

Contributions to the NLDTF from

ticket sales rose by 27.9% in 2016 to
R1.37 billion. The NLDTF uses funding
from the NLC and other sources to
support the arts, culture, national
heritage, charities, child welfare,
religious, medical, sports and recreation
entities. We project contributions to the
NLDTF from annual ticket sales to rise to
R1.41 billion in 2021, a 0.5% compound
annual increase from 2016. Cumulatively,
the NLDTF will receive an estimated
R6.96 billion from the National Lottery
over the period from 2017 to 2021.

National Lottery (R millions)

2012 2013 2014 2015 2016
GGR 2355 2297 2280 2213 2980 [
% change 2.9 -2.5 -0.7 -2.9 34.7
Contribution to NLDTF from ticket sales 1600 1562 1550 1073 1372
% change -4.2 -2.4 -0.8 -30.8 27.9

Sources: National Lotteries Commission, PricewaterhouseCoopers LLP, Wilkofsky Gruen Associates

Figure 22: Gross gambling revenues vs contribution to NLDTF, 2012-2021 (R millions)
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Sources: National Lotteries Commission, PricewaterhouseCoopers LLP, Wilkofsky Gruen Associates
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Looking back: 2016

Photo courtesy of Tsogo Sun

In our previous Gambling outlook for
South Africa: 2016-2020, released in
February 2017, we forecast overall GGR
for South Africa to grow by 7.3% in
2016. This turned out to have been an
overestimation of the market, which
actually grew by 3.9%. The shortfall
occurred in the casino market, which
declined by 1.7% rather than growing by
4.0% as we expected.

Gambling outlook for South Africa 2017-2021 * 6th edition: November 2017

We were relatively close with LPMs and
betting but substantially underestimated
growth in the bingo market.

Illegal gambling, a weak economy and
growth in other forms of gambling led to
a decline in casino GGR in 2016. We were
a bit lower in our LPM projection, which
rose by 14.1% compared with our 12.5%
forecast.

i30:

We were within a percentage point with
betting, which grew by 14.3%, a bit slower
than the 15.2% forecast.

We had projected a 20.7% increase for
bingo in 2016, but bingo GGR grew much
faster, 36.6%, in part reflecting growth in
EBTs.
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Figure 23: GGR growth by type, 2016 (% growth)
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Sources: National Gambling Board of South Africa, PricewaterhouseCoopers LLP, Wilkofsky Gruen Associates
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The decline in casino GGR led to slower
growth in overall taxes and levies. We had
predicted a 7.5% increase in taxes and
levies, but they actually rose by 4.9%.

At the other extreme, we had projected a
1.5% decline in the National Lottery but

National Lottery GGR actually soared by

nearly 35%.

Figure 24: Gambling taxes and levies,
2016 (% growth)

Figure 25: National Lottery GGR,

Sources: National Gambling Board of South Africa,
PricewaterhouseCoopers LLP, Wilkofsky Gruen
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Conclusion

(4

132!

The gambling industry in South Africa
will continue to be adversely affected in
the near term by slower economic growth,
but improving economic conditions over
the latter part of the forecast period will
boost spending at a faster pace.

The industry remains an important
contributor to the economy through

the creation of jobs, continued capital
expansion and the payment of taxes to
both provincial and national government.

In South Africa as a whole, gross
gambling revenues will total an estimated
R35 billion in 2021, a 5.3% compound
annual increase on the R27 billion in
2016. Gambling taxes and levies will
grow at a 5.2% compound annual rate to
R3.5 billion in 2021.
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Glossary of abbreviations

ABC ,

CAGR compound annual growth
rate

CASA Casino Association of South

Africa
FIFA Fédération Internationale de
Football Association
GGR gross gambling revenues
LPM limited payout machine

NCEMS National central electronic
monitoring system

NLDTF  National Lottery Distribution

Trust Fund

VAT value-added tax

dti Department of Trade and
Industry

EBT electronic bingo terminal

NLC National Lotteries
Commission

GDP gross domestic product

NGB National Gambling Board

Photo courtesy of Tsogo Sun
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Gambling industry group contacts

Technology, Information,
Communications and Entertainment
Industry Leader

Berno Niebuhr
berno.niebuhr@pwc.com
+27 12 429 0050

Gambling Industry Leader

and Assurance services — Southern
Africa

Pietro Calicchio

pietro.calicchio@pwc.com
+27 11 797 5292

Advisory services

Marthie Crafford
marthie.crafford@pwc.com 7
+27 11 797 4555
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Taxation services

Kyle Mandy
kyle.mandy@pwc.com
+27 11 797 4977

Alwina Brand
alwina.brand @pwc.com
+27 11 797 5250

Corporate Finance

Jan Groenewald
jan.groenewald @pwc.com
+27 11797 5380

Transaction services

Peter McCrystal
peter.mccrystal@pwc.com
+27 11 797 5275
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The information contained in this publication is provided for general information purposes only, and does not constitute the provision of legal or professional
advice in any way. Before making any decision or taking any action, a professional adviser should be consulted. No responsibility for loss to any person acting
or refraining from action as a result of any material in this publication can be accepted by the author, copyright owner or publisher.

This publication has been prepared for general guidance on matters of interest only, and does not constitute professional advice. You should not act upon the
information contained in this publication without obtaining specific professional advice. No representation or warranty (express or implied) is given as to the
accuracy or completeness of the information contained in this publication, and, to the extent permitted by law, PricewaterhouseCoopers Inc, its subsidiary and
associated companies and entities and their respective directors, employees agents and subcontractors do not accept or assume any liability, responsibility
or duty of care for any consequences of you or anyone else acting, or refraining to act, in reliance on the information contained in this publication or for any
decision based on it.
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