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DraftKings Inc. operates as a digital sports entertainment and
gaming company. It provides users with daily sports, sports

betting, and iGaming opportunities. It is also involved the design
and development of sports betting and casino gaming platform

software for online and retail sportsbook, and casino gaming
products. 

 
The company is based in Boston, Massachusetts.
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DraftKings (DKNG) hit the public markets via a merger with a blank check
company incorporated on March 27, 2019 under the name Diamond Eagle

Acquisition Corp. Included in this deal was also a merger with European
sportsbook supplier SBTech. Diamond Eagle is known as a SPACs (Special

Purpose Acquisition Company) and we have seen others go the same route
to reach the public markets like Purple (PRPL) and Virgin Galactic (SPCE). 

 
Many know what DraftKings does but SBTech is a huge piece to this puzzle.
SBTech is a B2B company and gives DKNG some nice international access

with 50 partners in more than 20 regulated jurisdictions: 15 European
countries including the UK, Ireland, Sweden, Denmark, Poland, Romania,

Cyprus, Greece, Malta, Italy, Spain, Gibratlar, Portugal, Belgium and the Czech
Republic.Three Asian countries including Armenia, Azerbaijan and Georgia.

Five jurisdictions in North America including Arkansas, Mississippi, New
Jersey, Pennsylvania and Mexico. SBTech also powers the Oregon Lottery’s

Scoreboard mobile sports betting app.
 

Combining SBTech with DraftKings plugs one of DK’s major gaps for efficient
growth in the US and opens up multiple international territories for

expansion through SBTech’s international footprint. Additionally, DK would
instantly gain access to some highly experienced industry experts, along with

trading and risk management tools, delivered through cost effective
technology centers. Before the merger, DKNG has been using Kambi for this
service but it seems inevitable that DKNG will soon transition onto SBTech's

platform which will "turn one of the firm’s largest overheads into an
international “profit centre” according to CEO & Co-Founder Jason Robins.
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“There’s incredibly robust in-game betting for tennis – you can bet on every
point in tennis – but you can’t effectively bet on every pitch of baseball or

every shot of golf,” Robins has said.“That will come. But in the next few years
there will be a period of time where the US is not large enough yet to

compete with European volume, and have the resources of these companies
wholly dedicated to us. This is what we gain by having SBTech.”

 
Not only does having SBTech working in-house enable DraftKings to innovate

a betting experience tailored to US sports but it also creates synergies that
will stack up year-on-year as the company enters new markets and scales up.

“Kambi charges us a revenue share for each bet. As you grow you can
negotiate that share down, but it’s not a fixed cost, so as you scale up that

becomes quite meaningful,” he said. Moreover, while other firms may have
their own in-house trading teams, this is still a “cost-centre” for them; where
engineers, traders and others have to be employed. In contrast, as SBTech

supplies other sportsbooks (and increasingly US lotteries) this division is
actually a “profit centre” for DraftKings.



DKNG  has three main product offerings — Daily Fantasy Sports (DFS),
Sportsbook and iGaming.

 
Daily Fantasy Sports is a peer-to-peer platform in which users compete against

one another for prizes. Users pay an entry fee to join a contest and compete
against each other in short-duration contests for cash prizes, where the prize
money is distributed to the highest performing competitors in the contest as

defined by the prize table.
 

DFS revenue is generated from contest entry fees from paid users, net of
amounts paid out as prizes and customer incentives. This amount is typically in

the range of 8-15% of all entry fees. The DFS platform has been designed to
run DFS contests at a national scale, and features offerings from 15 different
sports/leagues. It has supported contests with more than 1.4 million entries
and has processed in excess of 20,000 entries in a minute. DFS is available in
43 U.S. states, the District of Columbia, and eight international jurisdictions.
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Sports betting involves a user placing a bet by wagering money on an
event at some fixed odds determined by DraftKings. In the event the
user wins, DraftKings pays out the bet. Unlike DFS, DraftKings takes

some risk on the bet. Their revenue is generated by setting odds such
that there is a built-in theoretical margin in each proposition offered

to users.
 

They currently operate on their online sports betting product via the
DraftKings Sportsbook app in Colorado, Indiana, Iowa, New

Hampshire, New Jersey, Pennsylvania and West Virginia pursuant to
temporary licenses or executed vendor agreements granted by the

gaming or lottery commission of such states.
 

iGaming, also known as online casino, offerings typically include the
full suite of games available in land-based casinos, such as blackjack,

roulette and slot machines. For these offerings, they function similarly
to land-based casinos, generating revenue through hold, or gross

winnings, as users play against the house. In iGaming, there is typically
lower volatility versus land-based casinos, as there is generally a larger

number of bets placed at smaller denominations and since the
average return to player for specific games is easier to predict in

advance based on game rules and statistics. They currently operate
their iGaming platform in New Jersey, pursuant to a transactional

waiver granted by the New Jersey Division of Gaming Enforcement,
and in Pennsylvania, pursuant to a license granted by the

Pennsylvania Gaming Control Board. DKNG is in now pursuing a
license in West Virginia.

Business Segments



During the year ended December 31, 2019, DKNG had 684,103 average
monthly unique payers (“MUPs”) and revenue of $323 million, resulting in

an average revenue per MUP (“ARPMUP”) of $39. 
 

By comparison, during the same time period in 2018, they had 600,886
average MUPs and revenue of $226 million, resulting in an ARPMUP of

$31. This adds up to Y/Y revenue growth of 43% and ARPMUP growth of
26%.

 
Even with the COVID19 impacts in Q1, DKNG's ARPMUP moved higher to

$41 on 720,000 monthly unique payers. This was Y/Y growth of $4 per
payer and 99,000 additional payers vs. Q1 of 2019.

D K N G  |  E Q U I T Y  R E P O R T  

User Growth



While the focus is usually centered on sports betting, there is also huge
potential for their iGaming division which is currently only generating

meaningful revenues in New Jersey.
 

In a year and half since launching in New Jersey, DraftKings has held
onto almost a third of the online sports betting market against 15

competitors – and has even gained points since the last flurry of market
entrants this NFL season.

 
DraftKings took 37% of the market share, or $75 million. That’s just
behind FanDuel Sportsbook at 40% with $81 million. William Hill is a
distant third at 14% and $28 million in revenue. PointsBet accounts

for 4% of the market with $9 million in revenue, DraftKings estimates.
Fox Bet and bet365 both accounted for $3 million while Golden Nugget
and BetMGM accounted for $2 million. DKNG believes when the market

reaches maturity they can derive revenues of $600M-1.2B annually.
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Market Stats

Before we get into the stats of market size and growth, below is an
image of the current status of legal sports betting by state.
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Market Stats

There are currently 22 states with some sort of legal gambling ruling
passed. Only 6 currently have full mobile betting abilties and they are

New Jersey, Indiana, Pennsylvania, Colorado, New Hampshire, and
West Virginia.

 
Arkansas, Delaware, Illinois, Michigan, Montana, New Mexico, and New

York are only allowed physical sportsbooks.
 

Iowa, Mississippi, Nevada, Oregon, and Rhode Island are only allowed
partial mobile betting right now.

 
North Carolina, Tennessee, Washington, Washington D.C., and Virginia

have approved their bills but betting has not yet begun.
 

Maryland, Massachusetts, and Ohio are expected to obtain approvals
in 2020. There are 15 states like that of California and Florida expected

to receive approvals in 2021, followed by 10 states in 2022 and
beyond.

 
After New Jersey fought the NFL, NBA, NHL, MLB and NCAA for a

decade, the Supreme Court in May of 2018 ruled that the Professional
and Amateur Sports Protection Act (PASPA) was unconstitutional, and

that N.J. and every other state could legalize sports betting at its
discretion. New Jersey quickly legalized and is the most advanced state
in its online sports betting offerings as of early 2020, bringing in more

than $4.5 billion in bets in 2019. More than 80% of sports those wagers
were placed online.



Indiana’s sports betting bill was signed into law on May 8, 2019, and
officially went live on Sept. 1. Mobile betting launched in the state
on Oct. 3. By the end of 2019, FanDuel, DraftKings and BetRivers

were all operating mobile apps within the state. In the first two full
months after launching mobile betting, Indiana averaged a handle

of $154.6 million per month.
 

Mobile sports betting officially launched in Pennsylvania in May
2019, but the first wave of sportsbooks weren’t fully up and

running until November. That didn’t keep PA from having a great
start to legal sports betting, as the state took in nearly $1.5 billion

in wagers last year, the third-largest amount in the country.
 

The New York Gaming Commission voted on June 10, 2019, to allow
in-person betting in four upstate casinos — Resorts World, Rivers
Casino, Tioga Downs and Del Lago — located hundreds of miles

away from New York City. A study released in February
2020 estimated that New York is losing $200+ million in revenue by

not legalizing online sports betting.
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Market Stats

Let's now talk about growth. Investors and sports betting
companies are running up the score when it comes to sports

betting, predicting the fast-growing industry will be a $7 billion to
$8 billion business in the U.S. within five years. Executives from
MGM Resorts, Hard Rock and Mohegan Sun all issued similar

predictions in the $6 billion to $8 billion range. Research firm Eilers
& Krejcik Gaming, which tracks sports betting regulation and

revenue, said those figures are “very close” to its own estimates of
future market size.

 
Morgan Stanley predicts the U.S. market will generate almost $7

billion in revenue by 2025, up from $833 million this year. That’s up
from an estimate of $5 billion the company had issued less than a
year ago.That amount would represent less than 20% of the $41.7

billion won by commercial casinos in the U.S. in 2018. Still, it
represents a substantial new revenue stream that, for legal

operators, did not exist a year and a half ago.
 

Morgan Stanley gave a high-end bullish estimate that sports betting
could generate $15 billion in revenue by 2025 if every state in the

nation has legalized it by then. Its worst-case estimate is a $2.5
billion market with only 22 states participating.

 
With great growth also comes great competition, as experts predict
as many as 10 new operators joining the market in the near future.
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Market Stats

In our DCF model, you'll notice that CUBE uses fairly high growth rates
and an above average terminal growth rate for the industry for many

reasons. On top of the growth expected from legislation, the gambling
industry is practically recession proof. Studies show that during difficult
financial times, people are more inclined to gamble than when they are

more financially stable.
 

"Further analyses, examining the association between financial
difficulties and gambling, revealed that those participants who

experienced financial problems due to the economic crisis were 52%
more likely to have bought a lottery ticket during the recession period

compared to those who were not affected financially by the crisis."
 

CUBE believes probabilities of gambling during difficult times will only
increase as users will not even have to leave their homes anymore, they
can simply download an app in 30 seconds. Furthermore, the ability to

choose specific bets and feel more in control will also increase the odds
of gambling as opposed to simply buying a scratch off at your local

7/11.
 

These factors make CUBE very optimistic about the growth prospects in
the online gambling industry and DKNG is perfectly situated to

capitalize on the shift in consumer demand. While other participants
like MGM and Wynn see revenue contract during recessions this is

mainly due to a fall in their hotel revenues. Pure players with leaner
business models that are digital-based will be much better equipped to

handle difficult economic times.



CUBE'S TOP
PROS FOR 
DKNG

 

REVENUE &
USER GROWTH

BOOMING
INDUSTRY

MARKET LEADER,
QUALITY BRAND,
EARLY MOVER
ADVANTAGE
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CUBE'S TOP
CONS FOR 
DKNG

CASH BURN

UNCERTAINTY
AROUND
REGULATION

GROWING
COMPETITION
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DKNG's financials are a bit annoying to read right now as the
company is breaking down the 3 separate companies and then

showing them combined.
 

The company had $97.1M in cash and cash equivalents as of
March 31, 2020. On a pro forma basis, assuming the business

combination had closed and this offering had been
consummated on that date, cash and cash equivalents would

have amounted to $1.08B at March 31, 2020. We also know that
last night the company is issuing another 33M shares which

should bring in an additional $1.1-1.3B by our estimates. In other
words, cash on hand and liquidity are sufficient and healthy.

 
Debt is more than manageable. The newly formed company had

$154.7 million in debt outstanding as of March 31, 2020,
comprised of convertible notes and amounts drawn under their

revolving credit facility.
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DraftKings reported Q1 GAAP EPS of -$0.18 missing by $0.02 on
revenue of $88.54M (+30.0% Y/Y) missing by $15.83M. When

combining SBTech's revenues, the proforma amount came in at
$113.5M with net losses of $74M, or -$0.21 per share. All things

considered, this wasn't too bad of a quarter with COVID19 as
prior to the virus, former DraftKings was growing 60% Y/Y and

SBTech was growing 19% Y/Y.

SBTech Income Statement
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As you'll see more in the DCF model CUBE has attached in the
fundamentals section, we do not expect DKNG to reach cash flow

breakeven until 2022. 
 

In Q1, operating cash flow came in at -$50M and after deducting
for capex, free cash flow for Q1 alone was around $52M. This was

much worse than Q1 2019 as the company was burning nearly
$20M a month in Q1 but we do expect this number to get better
over the coming quarters and years as the business scales and

sports get back into the normal swing of things.
 

The cash on hand and recent secondary offering should be more
than enough runway for the company. At the current burn rate,
the cash on hand would last them at least a couple of years if we

include upcoming maturities and lease obligations.
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2020 rev growth to slow to 21.5%, or $525M due to COVID19
impact on sports
CUBE predicts FY2021 revenues jump significantly vs. easy comps
in 2020 to the tune of 47.6% for a total of $775M. This is due to
greater adoption of DKNG users but furthermore the hype and
excitement surrounding the return of sports which includes March
Madness and the Euro Cup, both of which have been delayed a
whole year.
CUBE expects sustained growth in the 28-36% range in FY2022
and FY2023 as legislation begins to roll out across the United
States allowing for a larger addressable market.

As opposed to doing our usual fundamental analysis comparisons,
CUBE decided to create a discounted cash flow (DCF) model for DKNG

because there isn't really a pure-play direct competitor in this
booming space to compare them too. Using a company like MGM

simply doesn't fit and neither does an SaaS tech company.
 
 

CLICK HERE TO SEE DCF MODEL
 
 

Below are some model assumptions:
 

https://mcusercontent.com/2b67f5da7b9614cd24fe511b6/files/829adcbb-7cc2-48be-9621-b6911a975bcb/DraftKings_DCF.01.xlsx
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FUNDAMENTALS

 

CUBE is assuming the online sports gambling market will grow
from $833M in 2019 to $13.1B in 2029 for a CAGR of 32%. To
reiterate, Morgan Stanley predicts the U.S. market will generate
$7B in revenue by 2025, up from their previous estimate of $5B
they had issued less than a year ago. Executives from MGM
Resorts, Hard Rock and Mohegan Sun all issued similar predictions
in the $6B-$8B range. CUBE has $7.6B projected in 2025.
DKNG had nearly 52% of market share in 2019. CUBE expects this
number to fade as competitors make their way into the growing
market. We expect DKNG to have strong footing in the mid 20%
range over the next 10 years.
We are assuming a 4% terminal growth rate with a 1% buffer which
can be seen at the bottom of the model. You will see the changes
in fair value given a 3% terminal growth rate and a 5% terminal
growth rate. 
In addition, we are assuming a 6.5% discount rate with a buffer of
+/- 0.5% that is also seen in the matrix at the lower end of the
model. 
We assume free cash flow breakeven in 2022
With 366M shares currently outstanding CUBE's:

Base Case Price Target = $48 (18% upside)
Best Case Price Target = $120 (196% upside)
Weak Case Price Target = $29.96 (26% downside)
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TECH ANALYSIS 

SUMMARY

Given the recent dilution last night, CUBE
expects a decent sell off in shares and for
the stock to test its 20DMA of $36.97.
 
We then expect shares to find support
there and make another move towards
$40 where it will find resistance. A break
above $40.03 will setup for a move to
$43.22 and ultimately the R1 on the daily
of $46.71.
 
If the stock is unable to break $40.03 to
the upside it should find some near-term
support at $37.67 which is the pivot point
on the hourly.
 
Ultimately, what will drive shares
drastically lower or higher in the coming
months is the ruling on sports and how
soon we will see everything back in
action.



BULLISH OR

BEARISH?

VS.

MORE BULLISH
(POSITIVE)

MORE BEARISH
(NEGATIVE)



Booming industry, trusted & recognized brand, first mover

advantage

Pure play on gambling industry allows for better margins and leaner

business model

Less susceptible to economic slowdowns and far less cyclical

compared to more traditional players

Healthy cash on hand with strong market positioning

Merger with SBTech allows for better economies of scale and margin

growth via vertical integration

States incentivized to pass laws to increase tax revenues especially

with recent COVID19 impacts

Potential takeout target by larger traditional gambling participants

Strong retail and institutional backing

Huge international potential

Overall, CUBE is bullish on the future of DKNG for a multitude of

reasons: 

 

1.

2.

3.

4.

5.

6.

7.

8.

9.

 

The timing around legislation and uncertainty in regulation will always

remain a risk along with new market entrants but we feel DKNG should

be able to handle the competition and any hurdles that stand in front of

them as seen by their agility to provide new betting opportunities in

eSports while major sport leagues were shutdown.

DKNG
CONCLUSION



NOTHING IN THIS DOCUMENT, OR ANY DOCUMENTS FOR THAT
MATTER, SHOULD BE USED OR CONSTRUED AS AN OFFER TO SELL, A

SOLICITATION OF AN OFFER TO BUY, OR A RECOMMENDATION FOR ANY
SECURITY. NOR IS IT INTENDED AS INVESTMENT, TAX, FINANCIAL OR

LEGAL ADVICE. INVESTORS SHOULD SEEK SUCH PROFESSIONAL ADVICE
FOR THEIR PARTICULAR SITUATION. CUBE DOES NOT MAKE ANY

GUARANTEE OR OTHER PROMISE AS TO ANY RESULTS THAT MAY BE
OBTAINED FROM USING OUR CONTENT. NO ONE SHOULD MAKE ANY

INVESTMENT DECISION WITHOUT FIRST CONSULTING HIS OR HER OWN
FINANCIAL ADVISOR AND CONDUCTING HIS OR HER OWN RESEARCH
AND DUE DILIGENCE. TO THE MAXIMUM EXTENT PERMITTED BY LAW,

CUBE DISCLAIMS ANY AND ALL LIABILITY IN THE EVENT ANY
INFORMATION, COMMENTARY, ANALYSIS, OPINIONS, ADVICE AND/OR

RECOMMENDATIONS PROVE TO BE INACCURATE, INCOMPLETE OR
UNRELIABLE, OR RESULT IN ANY INVESTMENT OR OTHER LOSSES.

CONTENT CONTAINED ON OR MADE AVAILABLE IS NOT INTENDED TO
AND DOES NOT CONSTITUTE LEGAL ADVICE OR INVESTMENT ADVICE
AND NO ATTORNEY-CLIENT RELATIONSHIP IS FORMED. YOUR USE OF

THE INFORMATION IS AT YOUR OWN RISK. THIS CONTENT IS
CONFIDENTIAL AND MUST NOT BE DISTRIBUTED

DISCLAIMER


