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DEFS 2.0 Called Up to the Majors; Further
Consolidation in the Cards

Websters Dictionary: Consideration (kun-sid-uh-RAY-shun) - a careful weighing of the reasons for or against something.

From the Desk of Joel Simkins

Allwyn & PrizePicks Deal is a Precedent Setting Transaction

On September 22, we published the inaugural issue of Considerations,
our new opinion series where we unpack perspectives on key industry There is one substantial POi?’ll‘ m

themes as well as M&A and capital raising topics from our practice. . p )’ this deal
Sometimes it’s better to be lucky than good, and in V1 we focused on the my vtew 1o ma. eﬁ om Lois aeds,

ins and outs of earnouts. The timing couldn't have been more fitting: that 1115 a critical zﬁﬂegﬁon Poinz‘ ﬁr

same day, Allwyn announced its entry into the DFS sector through the - - -
acquisition of PrizePicks - the market leader - with a structure that leaned ﬂyep icks sector. PrizePicks and

heavily on earnouts. peer companies can be viewed as

PrizePicks is a company I hold close to heart. I have great respect for ZﬂSflell‘lOﬂéll—gll&l[Zlfy,
Adam Wexler and the highly entrepreneurial team that built it. I still mainstream businesses.
remember driving Adam, as well as Ari Koteles, around in the immediate
post-pandemic era to Hoboken for some post-SBC Meadowlands ramen as we escaped the conference for a quick lunch.
Having helped the company with a fairness opinion at my prior organization, I have seen the company rapidly evolve and expand
substantially. Beyond this category killer, I've been fortunate to also follow its closest peers, including Underdog;, Sleeper, Dabble,
Chalkboard, ParlayPlay, Boom, and many others in the category.

While Jesse will share his takes on the transaction below, there is one substantial point in my view to make from this deal; it is a
critical inflection point for the picks sector. PrizePicks and peer companies can be viewed as institutional-quality, mainstream
businesses. Over 28 years in gaming, I've seen many transactions that served as a litmus test - providing the stamp of legitimacy
for sectors once viewed as taboo or niche. For instance, I spent years advising Exacta Systems in the HHR space, and when
Churchill Downs acquired them in 2023, it signaled to the market that the sector was investable and commanded a “defined
multiple range." There were also a number of other transactions within the Class II gaming sector that ultimately opened that
category up to mainstream private equity and strategic buyers. While the sector has attracted plenty of venture capital in the past,
this transaction now signals that there can be a substantial exit with strategic, highly regulated acquirers.
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How About a Little Leverage to Go with Your DFS Business?

While Jesse makes a strong case below for ongoing industry consolidation, I'd add another angle: the cash flow generative profile
of maturing DFS businesses creates an opportunity to support balance sheet leverage. For PrizePicks and its stakeholders, the
key exit paths have long been:

1. M&A with a strategic or private equity buyer

2. IPO

3. Dividend recap

. . From my perspective as a former equity analyst who took companies like
Based on our conversations with Caesars, PlayAGS, NeoGames, and Gambling.com public, IPOs for
nstitutional debt investors, we DFS/picks enterprises remains unlikely in the near term. Most institutional

. investors struggle to fully underwrite these stories and assign valuations that
believe th & would be open t0 2% would support attractive IPO multiples. That said, many of the leading picks
- x [€‘U€7’6lg€ on these businesses businesses are already generating substantial cash flow or have the potential

at reasonable costs of ca : ital to, should they scale back certain expansion efforts.

'This dynamic suggests dividend recaps could emerge as a viable path for investors to generate liquidity and return cash to early
stakeholders. Based on our conversations with institutional debt investors, we believe they would be open to 2x - 4x leverage on
these businesses at reasonable costs of capital. That would give founders and early investors a way to take chips off the table while
still participating in future growth. Food for thought as you dive into Jesse’s perspectives on sector consolidation below.
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Why Consolidation is the Only Way to Survive America's Gaming Patchwork
Jesse Wachtel - Senior Advisor

Allwyn Buys Majority of PrizePicks

The US gaming market isn't one clean industry - it's a messy quilt of
This isn't SZWIP {y a4 marvi age 0]%[ contradictions stitched together by fifty different statehouses. Daily fantasy,
sweeps, lotteries, sportsbooks, prediction markets: they all overlap, collide,
lotte ry stalwart and a DFS and contradict each other depending on which side of a state line youre on.

up start, 115 a blu .€P7’Z7’l / fb?’ how What thrives in Georgia might be banned in New York. Products catch fire,

. . regulators smack them down, and operators scramble to reinvent themselves.
gaming operators will need to

a ddp 7 ?f h ey wan £ 10 Survive In that world, the smartest play isn't picking one model and betting the farm.
It’s grabbing a piece of all of them. Consolidation isn't just strategy anymore;

M/ﬂ.f/ﬂ Of Us rew it’s survival in a highly dynamic landscape. Thats the real story behind
Allwyn’s move on PrizePicks, in my view. On September 22, the lottery
powerhouse said it would scoop up 62.3% of the picks operator for $1.6 billion in cash and debt, a deal that values the company
at $2.5 billion and could stretch past $4 billion with earnouts. This isn't simply a marriage of a lottery stalwart and a DFS upstart,
it’s a blueprint for how gaming operators will need to adapt if they want to survive the whiplash of US regulation.

A Patchwork No One Can Solve Alone

Since PASPASs repeal in 2018, international operators have tried and mostly failed to crack the American code. Bally’s, Betway,
SI Sportsbook, and Unibet all marched in, and all either exited the market or greatly curtailed their approaches. DraftKings and
FanDuel thrived, but only because they leaned on their daily fantasy roots that gave them a head start in customer acquisition. In
my view, PrizePicks carved out its lane by going where sportsbooks couldnt its - “picks” contests lit up in states unreceptive to
licensed betting. Now;, the very loophole that made it successful has become a liability. Attorneys general, tribes, and regulators
have forced retreats. PrizePicks now leans harder on its lower-margin arena product and picks aren’t the only vertical under
pressure. How the company alters its approach and whether it adds skill-based/social games will be interesting to follow as it
perhaps dabbles into iGaming-like products.

Sweepstakes on Shaky Ground?

Before the rise of the predictions juggernaut, in late 2024 and into early 2025, sweeps once looked like the clever workaround.
Whether or not that carries on is definitely less certain. After CA tribes filed a lawsuit in August, the exodus began. Evolution,
Playtech, and Pragmatic Play - global titans of casino content - all pulled away from sweeps operators. The market is still sizable,
but its future may be more precarious. Federal bans seem unlikely, but if other states likely follow the lead of CA, the dominoes
could fall fast,and what was once a growth story now looks like a countdown clock as these disruptors will need to rapidly pivot.
Good news for these groups, most were able to self-fund with cash flows from early operations or had to raise fairly modest
amounts of capital. There are plenty of bright founders in this group that we know will pivot rapidly; however, there will be some
casualties.
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Prediction Markets: Hype Meets Hazard

Prediction markets are the latest frontier and easily the riskiest. Litigation: Kalshi is
locked in battles with state regulators and tribes. Federal caution: The CEFTC has  Consumers don't care about

already warned enforcement could “terminate” certain contracts. Tiny volumes: S Y N
Even with legal coverage across 50 states, Kalshi and Polymarket barely scratched l‘/JOSé’] urisdictional guzr&s

5% of sportsbook handle in 1H25. Big money: Still, both are flush - Kalshi with a z‘/Jey want access. For

$2B valuation, Polymarket with $1B, and trading volumes are hitting records. opera tors, that means on {y

Momentum is real, but so is the political toxicity. Exchanges like Kalshi, 072€ fblﬂg /Jea’ge your bets.

Polymarket, and Robinhood’s new football markets may point to the future or the .
next big crackdown depending on which way the political winds may blow. _LM a portfolio.

Why Consolidation Is the Only Way Out

Here’s the truth: no single product can blanket the US.

* DFS/picks: profitable here, outlawed there.

* Sweeps: big today, possibly banned tomorrow.

* Prediction markets: federally greenlit, politically radioactive.

* Lotteries: safe but stagnant.

* Sportsbooks: lucrative, but locked inside expensive licenses.

* iGaming/iCasino: the highest-margin vertical, but legal in only a handful of states and politically toxic in many others.

Every vertical has a hole in the floor. Consumers don' care about those jurisdictional quirks - they want access. For operators, that
means only one thing: hedge your bets. Own a portfolio. That’s what makes Allwyn’s move smart. It’s not just expansion, it’s
insurance.

Allwyn & PrizePicks: A Hedge Against Chaos

Alone, both companies had ceilings. Together, they hedge each other’s weaknesses. Allwyn brings stability, compliance muscle,
and lottery expertise. PrizePicks brings a loyal customer base and access to states sportsbooks can't touch. One covers for the
other. It’s not just about bigger balance sheets, it’s about optionality; if picks stumble, sweeps or exchanges can fill the gap. If
regulators kill one lane, the traffic gets redirected, particularly with sizable player databases, and back to the earlier point that
consumers want to get a bet down; they don't care about day to day regulator headlines.

The Endgame: Fewer, Bigger, More Durable

Where is all this heading? Toward fewer, broader, better-capitalized operators: One-stop shops where players can place a bet,
enter a pickem, join a sweep, buy a lottery ticket, spin an iCasino wheel, and trade on political events. Loyalty programs stitching
it all together. Expansions beyond sports into culture, politics, and finance. Smaller, single-product shops won't be able to keep up.
‘They’ll either merge or get bought.
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‘The Takeaway

The Allwyn - PrizePicks deal isn't just another billion-dollar splash. It’s a flare in the night sky: in America’s chaotic gaming
landscape, breadth isn't a luxury. It’s survival. Consolidation is no longer the next phase. It’s the only phase. Here at XST Capital
Group, we are dedicated to advising our clients on how to adapt and thrive in this changing environment.

Jesse Wachtel - Senior Advisor

Jesse Wachtel is a seasoned advisor and investor with deep expertise in B2B software and
the digital iGaming sector. He has worked closely with founders, operators, and investors
to scale innovative platforms, drive digital transformation, and unlock long-term value.
With a unique blend of financial insight and technical fluency, Jesse brings a strategic lens
to product development, go-to-market execution, and operational growth. His
experience spans early-stage advisory, capital deployment, and hands-on leadership
within high-growth environments. Jesses work is rooted in a clear understanding of
market dynamics, product innovation, and the executional discipline needed to build

category defining companies in iGaming and beyond.
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