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Galaxy Entertainment Group
Delivering on expansion of Galaxy Macau

Company delivers on a solid opening

The US$2.7bn Galaxy Macau phase 2 and Broadway Macau open today. Overall we are
impressed by the quality of finish at GM phase 2, and the unique offering that
Broadway brings to Cotai. The expansions' c1580 rooms and 150 incremental tables
(+57%/+19% from company's existing base) are fully operational from day one. Most
of the F&B and retail outlets have also opened. A detailed write-up and photos from
our pre-opening visit to the properties are included in the full note below.

Differentiators of GM phase 2 and Broadway

We believe the quality of the 250 all-suites Ritz is one-notch above the best hotels in
Cotai (e.g. Banyan Tree in phase 1), and could be a key attraction for high-end players.
The expansions add international brands (Ritz Carlton and JW Marriott), and associated
distribution platform of Marriott. We find the retail promenade and gaming area easy
to navigate despite its size, with thematic similar to that of phase 1. A footbridge
provides easy access to Broadway, which brings a value hotel option and unique street
market style F&B. The 75k sgm Grand Resort Deck is expanded to include various water
rides features, and remains one of the best attractions for family travellers into Macau.

Competitive landscape will likely intensify, particularly at the high end

Given difficult industry conditions, the new property by itself might not catalyse gross
gaming revenue to pick up materially in the near term. With the quality of the rooms
and F&B at GM phase 2, we see competition intensifying, especially in the junket VIP &
premium mass segments. Better penetration into premium mass could take time, partly
as a new, differentiated product (the Horizon Club) is not ready as yet. Junket operators
SunCity and Tak Chun will be adding their third/second rooms at GM, and
cannibalization of existing rooms is possible, in our view.

Valuation:

Our SOTP-derived price target is based on target 12.5x our 2016 EV/EBITDA estimate
for existing business; we also value GM phase 3-4 at HK$3.6/sh. We continue to expect
sector volatility to increase over the coming weeks.
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Highlights (HK$m) 12/12 12/13 12/14 12/15E 12/16E 12/17E 12/18E 12/19E
Revenues 56,746 66,033 71,752 60,257 64,426 63,952 64,907 65,845
EBIT (UBS) 8,009 10,590 11,176 7,846 8,444 8,535 8,684 8,822
Net earnings (UBS) 7,710 10,362 11,270 8,133 8,927 9,425 9,928 10,440
EPS (UBS, diluted) (HK$) 1.81 2.42 2.63 1.90 2.08 2.20 2.31 2.43
DPS (HK$) 0.00 0.70 0.73 0.00 0.00 0.00 0.00 0.00
Net (debt) / cash 4,947 9,717 8,052 10,356 21,238 32,577 44,443 56,821
Profitability/valuation 12/12 12/13 12/14 12/15E 12/16E 12/17E 12/18E 12/19E
EBIT margin % 141 16.0 15.6 13.0 13.1 13.3 13.4 13.4
ROIC (EBIT) % 49.9 55.8 434 251 26.4 28.7 31.6 35.0
EV/EBITDA (core) x 9.4 14.7 19.7 154 13.3 12.2 1.1 9.9
P/E (UBS, diluted) x 121 18.2 23.2 20.5 18.6 17.7 16.8 15.9
Equity FCF (UBS) yield % 8.8 4.6 1.4 3.0 6.6 6.9 7.2 7.5
Net dividend yield % 0.0 1.6 1.2 0.0 0.0 0.0 0.0 0.0

Source: Company accounts, Thomson Reuters, UBS estimates. Metrics marked as (UBS)

share price of HK$38.80 on 26 May 2015 22:39 HKT
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Investment Thesis
Galaxy Entertainment Group

Investment case

Galaxy is scheduled to be the first to open a new property in
2015—the Galaxy Macau phase 2 on 27 May 2015. This should
ensure the company has relatively better growth in 2015, and
the upside risk to our Neutral rating is that there could be
excitement in the stock around the property's opening. However,
we believe there could be downside risks to consensus forecasts
in the medium term (2016-17), as we believe GM phase 2 will
face severe pressure from other project openings. We are also
uncomfortable about the group's largest dependence on the VIP
segment at 28% of 2015E EBITDA, versus the peer average of
20%: even though the group has been the best operator in the
segment and outperformed the industry significantly during a VIP
downturn, we are structurally more bearish on the segment.

Upside scenario

In our upside scenario, we assume high-end demand will stop
contracting further from Q2 onwards. This results in 2015E VIP
declining 25% versus our base case of -31%; and mass declining
5% versus our base case of -8%. The resulting 2015E EBITDA for
the existing business is 7% higher than our base case. We also
assume value in Galaxy Macau phase 3/4 increases to HK$4.0/sh.
Our upside valuation is HK$43.7/sh.

Downside scenario

In our downside scenario, we assume further deterioration in
high-end demand, and that new supply fails to boost base mass
demand: this results in 2015E VIP declining 42% versus our base
case of -31%; and mass declining 20% versus our base case of -
8%. The resulting 2015E EBITDA for the existing business is 19%
lower than our base case. We also assume zero value for Galaxy
Macau phase 3/4. Our downside valuation is HK$28.8/sh.

Upcoming catalysts

Catalysts include: table allocation decision for Galaxy Macau
phase 2; opening and initial operating results from GM phase 2
(from 27th May); Macau sector GGR trends; and market share
performance of existing properties.

12-month rating Neutral

12m price target HK$40.00

Business description

Galaxy Entertainment Group (Galaxy) is a leading developer
and operator of casino resorts in Macau. It operates StarWorld,
Galaxy Macau and four CityClubs (casinos on leased premises).
Galaxy is also developing Galaxy Macau phase 2, 3 and 4 in
Cotai. It is the second-most profitable Macau casino operator
as measured by EBITDA in 2013E.

Industry outlook

We assume a resumption of sequential growth in Q3, with
high-end demand stabilising, and a pick-up in base mass
demand driven by new supply. We also assume a full smoking
ban in VIP rooms in Jan 2016. We forecast industry GGR
growth of - 21%/+8%/+11% in 2015/16/17, with mass
forecast at -8%/17%/17% and VIP forecast at -31%/0%/6%.
Faster growth in the mass segment should be beneficial to
sector margins, but unit yields could decline as growth is driven
by lower value customers. We believe any recovery in GGR is
unlikely to be large, as the government is looking for
‘controlled growth', better controls in junket VIP and more
serious diversification. We expect base mass demand to remain
robust and that new supply from Galaxy and MPEL in H2 will
help drive that segment. We forecast room supply to increase
5% YoY in H1, 16% in H2 and 22% in 2016, compared with
1% in 2014. But new supply is no guarantee for a recovery in
high-end demand—that remains highly macro, policy and
politically driven.
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Mass floor: There are 120+ mass tables in phase two. The general mass floor
has 90+ tables, while a new Pavilion Club premium mass area has 27 tables. The
thematic of the mass floor is very similar to phase 1 itself, but with lower ceilings
to create a more intimate atmosphere. Management commented that the majority
of phase 2 mass tables are "premium mass", although the differentiation seems
more in bet limits, rather than in any special access to a secluded area (e.g. City of
Dream's Signature Club).

In phase 1 we estimate there are around 30-40 fewer mass tables from before, but
reduction in gaming position is less, given the company introduced a number of
12-position large tables. These tables offer more betting positions, but need two
dealers to operate which might not be cost efficient when level of play is low.

One main floor junket in phase 1 (AG Group) will move to phase 2 junket area
imminently, creating space in phase 1 for a new premium mass area called
"Horizon Club" that will open in 6-8 weeks' time. There is a large increase in slots
and ETGs from 1700 to 2900 in phase 1 and 2 combined.

Figure 1: Entrance to main floor casino from retail area Figure 2: Main floor has similar thematic to phase 1...

Source: UBS Source: UBS

Figure 3: New Pavilion Club area in phase 2 Figure 4: ... but with lower ceilings across the floor

Source: UBS Source: UBS
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Hotel rooms: The hotel tower has a similar thematic to the two towers in
phase 1. The top floors of hotel tower are the 250 rooms all-suite Ritz Carlton,
with the bottom floors occupied by the world's largest JW Marriott at 1000+
rooms. We believe the Ritz Carlton rooms' quality is at least on par or up a notch
from the top rooms in Cotai (i.e. Banyan Tree in phase 1 and Crown Towers at City
of Dreams) and also from those in Peninsula (i.e. Wynn Encore rooms). This could
be a key differentiator for top-end players.

JW Marriott offers good quality 5-star standard rooms, targeting premium mass
and mass customers - just a notch below Banyan Tree in phase 1, in our view. The
addition of two big international brands means Galaxy/Macau can also tap the
Marriott Rewards database, similar to how Sands tapped the SPG database when
Sheraton opened at Sands Cotai Central in 2012-2013.

Figure 5: New hotel tower has a similar look to phase 1 Figure 6: Ritz Carlton standard suite

Source: UBS Source:

Figure 7: Ritz Carlton standard suite Figure 8: Ritz Carlton standard suite

Source: UBS Source: UBS
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Figure 9: High-end F&B offering at Ritz Carlton Figure 10: High-end F&B offering at Ritz Carlton

Source: UBS Source: UBS

VIP areas: Phase 2 has four junket rooms available with three rooms being
taken up. Two rooms are new ones occupied by SunCity and Tak Chun (SunCity
has 2 rooms now in phase 1, and Tak Chun has one room in phase 1). We
estimate there are around 30-35 tables between the two rooms. As mentioned
above, AG Group will also move from phase 1 main floor to phase 2 new junket
area, occupying the third new junket room. We think new junkets would have
been confident to generate a certain minimum roll amount in committing to the
tables. Although with weak market conditions the incremental volumes might
come from other existing rooms, rather than bringing any new business to Macau.

Galaxy's direct VIP club, Jinmen, adds a new room in phase 2. There are around
25 tables in the new Jinmen area, pushing direct VIP tables to closer to ~50 in
phase 1 and 2 combined. A key sky casino product called Sky 88 will open in a
few weeks' time.

Figure 11: SunCity adds another room in phase 2 Figure 12: New Jinmen direct VIP area in phase 2

Source: UBS Source: UBS
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Figure 13: Junket VIP area Figure 14: One of three junket VIP rooms in phase 2

Source: UBS Source: UBS

Retail and other non-gaming: Phase 1 and phase 2 combined will offer
100k sqm of gross retail area with 200 shops. Incrementally phase 2 more than
doubles the size of the small retail foot print in phase 1. We find that there is a
good range of lifestyle brands with some selective luxury brands (ranges from
H&M to Longchamp to Louis Vuitton). Management stresses that the positioning
of the mall is of a "lifestyle mall", not a luxury mall. Phase 2 also adds some
famous high-end F&B offerings like Otto e Mezzo and Fook Lam Moon. The 75k
sgm Grand Resort Desk is expanded to include various water rides features, and
remains one of the best attractions for family travellers into Macau.

Figure 15: Ariel view of the Grand Resort Deck Figure 16: Various new water rides features in phase 2;
Henggqin Island is in the background

Source: UBS Source: UBS
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Figure 17: Retail mall area of phase 2 Figure 18: Retail mall area of phase 2

Source: UBS Source: UBS

Broadway Macau: The property will have 38 mass tables, which were
shifted to GM phase 1 when it was under renovation, and now shifted back. The
320 Broadway hotel rooms are in 4-star category and offer a value option
(~US$100) in Cotai. There is a 3000 seat theatre in Broadway with some concerts
to be held imminently. The Broadway market consists of over 40 F&B outlets in a
street-style open air market.

Figure 19: Footbridge linking phase 2 to Broadway Figure 20: Broadway Macau

Source: UBS Source: UBS
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Figure 21: Broadway mass gaming floor Figure 22: Broadway mass gaming floor

Source: UBS Source: UBS

Figure 23: Broadway standard hotel room Figure 24: Broadway's 3000-seat theatre

Source: UBS Source: UBS

Figure 25: Broadway street market Figure 26: Broadway street market

Source: UBS Source: UBS
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Galaxy Entertainment Group (0027.HK)

Income statement (HK$m) 12/12 12/13 12/14 12/15E % ch 12/16E % ch 12/17E 12/18E 12/19E
Revenues 56,746 66,033 71,752 60,257 -16.0 64,426 6.9 63,952 64,907 65,845
Gross profit - - - - - - - - - -
EBITDA (UBS) 9,738 12,434 13,060 10,408 -20.3 11,529 10.8 11,620 11,769 11,907
Depreciation & amortisation (1,729) (1,843) (1,884) (2,562) 36.0 (3,085) 20.4 (3,085) (3,085) (3,085)
EBIT (UBS) 8,009 10,590 11,176 7,846 -29.8 8,444 7.6 8,535 8,684 8,822
Associates & investment income 109 141 163 163 0.0 163 0.0 163 163 163
Other non-operating income 0 0 0 0 - 0 - 0 0 0
Net interest (360) (384) 156 213 37.0 409 91.4 815 1,169 1,544
Exceptionals (incl goodwill) (333) (311) (930) (886) 4.7 (156) 82.4 (156) (156) (156)
Profit before tax 7,426 10,037 10,564 7,336 -30.6 8,859 20.8 9,357 9,860 10,372
Tax (46) 18 (202) (78) 61.2 (78) 0.0 (78) (78) (78)
Profit after tax 7,380 10,055 10,363 7,257 -30.0 8,780 21.0 9,278 9,782 10,294
Preference dividends 0 0 0 0 - 0 - 0 0 0
Minorities (3) (3) (23) (10) 56.0 (10) 0.0 (10) (10) (10)
Extraordinary items 0 0 0 0 - 0 - 0 0 0
Net earnings (local GAAP) 7,377 10,052 10,340 7,247 -29.9 8,770 21.0 9,268 9,772 10,284
Net earnings (UBS) 7.710 10,362 11,270 8133 -278 8,927 9.8 9,425 9,928 10,440
Tax rate (%) 0.6 0.0 1.9 1.1 -44.1 0.9 -17.2 0.8 0.8 0.8
Per share (HK$) 12/12 12/13 12/14 12/15E % ch 12/16E % ch 12/17E 12/18E 12/19E
EPS (UBS, diluted) 1.81 2.42 2.63 1.90 -27.8 2.08 9.8 2.20 2.31 2.43
EPS (local GAAP, diluted) 1.73 2.35 2.41 1.69 -29.9 2.04 21.0 2.16 2.28 2.40
EPS (UBS, basic) 1.84 2.46 2.66 1.92 -27.9 2.10 9.8 2.22 2.34 2.46
Net DPS (HK$) 0.00 0.70 0.73 0.00 - 0.00 - 0.00 0.00 0.00
Cash EPS (UBS, diluted)? 2.22 2.85 3.07 2.49 -18.7 2.80 12.3 2.92 3.03 3.15
Book value per share 5.24 7.59 8.98 10.47 16.6 12.53 19.7 14.72 17.02 19.44
Average shares (diluted) 4,254.55 4,281.12 4,289.40  4,289.40 0.0  4,289.40 0.0  4,289.40  4,289.40 4,289.40
Balance sheet (HK$m) 12/12 12/13 12/14 12/15E % ch 12/16E % ch 12/17E 12/18E 12/19E
Cash and equivalents 15,609 10,360 9,040 11,148 23.3 22,030 97.6 33,369 45,235 56,821
Other current assets 3,200 3,851 3,766 2,245 -40.4 2,322 3.4 2,230 2,223 2,216
Total current assets 18,809 14,211 12,807 13,393 46 24,352 81.8 35,599 47,458 59,037
Net tangible fixed assets 22,737 28,422 35,662 40,449 13.4 38,303 -5.3 36,157 34,011 31,865
Net intangible fixed assets 1,104 1,715 1,516 1,410 -7.0 1,304 -7.5 1,197 1,091 985
Investments / other assets 1,725 1,890 1,834 1,996 8.9 2,159 8.1 2,322 2,484 2,647
Total assets 44,374 46,238 51,818 57,248 70.5 66,117 15.5 75,275 85,044 94,533
Trade payables & other ST liabilities 10,451 12,254 11,552 11,109 -3.8 11,198 0.8 11,077 11,065 11,052
Short term debt 0 0 0 0 - 0 - 0 0 0
Total current liabilities 10,451 12,254 11,552 11,109 -3.8 11,198 0.8 11,077 11,065 11,052
Long term debt 10,661 643 988 792 -19.9 792 0.0 792 792 0
Other long term liabilities 968 287 289 289 0.0 289 0.0 289 289 289
Preferred shares 0 0 0 0 - 0 - 0 0 0
Total liabilities (incl pref shares) 22,080 13,184 12,829 12,190 -5.0 12,279 0.7 12,159 12,146 11,342
Common s/h equity 21,854 32,441 38,369 44,428 15.8 53,198 19.7 62,466 72,238 82,522
Minority interests 441 613 620 630 1.6 640 1.6 650 660 670
Total liabilities & equity 44,374 46,238 51,818 57,248 10.5 66,117 15.5 75,275 85,044 94,533
Cash flow (HK$m) 12/12 12/13 12/14 12/15E % ch 12/16E % ch 12/17E 12/18E 12/19E
Net income (before pref divs) 7,377 10,052 10,340 7,247 -29.9 8,770 21.0 9,268 9,772 10,284
Depreciation & amortisation 1,729 1,843 1,884 2,562 36.0 3,085 20.4 3,085 3,085 3,085
Net change in working capital 835 1,340 (186) 1,728 - 12 -99.3 (29) (5) (5)
Other operating 342 441 928 617 -33.5 (103) - (104) (104) (104)
Operating cash flow 10,389 13,782 13,073 12,261 -6.2 11,871 32 12,327 12,854 13,366
Tangible capital expenditure (2,314) (5,189) (9,389) (7,339) 21.8 (939) 87.2 (939) (939) (939)
Intangible capital expenditure 0 0 0 0 - 0 - 0 0 0
Net (acquisitions) / disposals (401) (596) 0 0 - 0 - 0 0 0
Other investing 0 (5,200) 0 (1,300) - 0 - 0 0 0
Investing cash flow (2,715) (10,985) (9,389) (8,639) 8.0 (939) 89.1 (939) (939) (939)
Equity dividends paid 0 0 (4,879) (1,189) 75.6 0 - 0 0 0
Share issues / (buybacks) 104 135 256 0 - 0 - 0 0 0
Other financing 346 (541) 141 0 - 0 - 0 0 0
Change in debt & pref shares - (10,018) 345 (196) - 0 - 0 0 (792)
Financing cash flow - (10,424) (4,137) (1,385) 66.5 0 - 0 0 (792)
Cash flow inc/(dec) in cash - (7.627) (453) 2,238 - 10,932 3886 11,388 11,915 11,635
FX '/ non cash items - 2,379 (867) (130) 85.0 (50) 61.5 (49) (49) (49)
Balance sheet inc/(dec) in cash 7,894 (5,248) (1,320) 2,108 - 10,882 NM 11,339 11,866 11,586

Source: Company accounts, UBS estimates. (UBS) metrics use reported figures which have been adjusted by UBS analysts.'Cash EPS (UBS, diluted) is calculated using UBS net income adding back depreciation and
amortization.
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Galaxy Entertainment Group (0027.HK)

Valuation (x) 12/12 12/13 12/14 12/15E 12/16E 12/17E 12/18E 12/19E
P/E (local GAAP, diluted) 12.6 18.8 25.3 23.0 19.0 18.0 17.0 16.2
P/E (UBS, diluted) 12.1 18.2 23.2 20.5 18.6 17.7 16.8 15.9
P/CEPS 9.7 15.2 19.6 154 13.7 13.2 12.7 12.2
Equity FCF (UBS) yield % 8.8 46 1.4 3.0 6.6 6.9 7.2 75
Net dividend yield (%) 0.0 1.6 1.2 0.0 0.0 0.0 0.0 0.0
P/BV x 4.2 5.8 6.8 3.7 3.1 2.6 2.3 2.0
EV/revenues (core) 1.6 2.8 3.6 2.6 2.4 2.2 2.0 1.8
EV/EBITDA (core) 9.4 14.7 19.7 15.4 13.3 12.2 1.1 9.9
EV/EBIT (core) 1.4 17.2 23.2 20.8 18.4 16.8 15.3 13.6
EV/OpFCF (core) 9.9 15.2 20.4 16.5 14.4 131 11.9 10.6
EV/op. invested capital 5.4 9.2 9.6 4.9 4.6 46 46 4.5
Enterprise value (HK$m) 12/12 12/13 12/14 12/15E 12/16E 12/17E 12/18E 12/19E
Market cap. 91,313 185,907 260,184 165,792 165,792 165,792 165,792 165,792
Net debt (cash) (993) (7,332) (8,885) (9,204) (15,797) (26,908) (38,510) (50,632)
Buy out of minorities 441 613 620 630 640 650 660 670
Pension provisions/other 0 0 0 0 0 0 0 0
Total enterprise value 90,760 179,187 251,919 157,218 150,635 139,535 127,942 115,830
Non core assets (3,672) (3,904) (3,720) (3,585) (3,585) (3,585) (2,081) (2,264)
Core enterprise value 87,088 175,283 248,199 153,633 147,050 135,950 125,861 113,566
Growth (%) 12/12 12/13 12/14 12/15E 12/16E 12/17E 12/18E 12/19E
Revenue 37.8 16.4 8.7 -16.0 6.9 -0.7 1.5 1.4
EBITDA (UBS) 74.5 27.7 5.0 -20.3 10.8 0.8 1.3 1.2
EBIT (UBS) 80.5 32.2 5.5 -29.8 7.6 1.1 1.7 1.6
EPS (UBS, diluted) 81.1 33.6 8.5 -27.8 9.8 5.6 5.3 5.2
Net DPS - - 4.3 - - - - -
Margins & Profitability (%) 12/12 12/13 12/14 12/15E 12/16E 12/17E 12/18E 12/19E
Gross profit margin - - - - - - - -
EBITDA margin 17.2 18.8 18.2 17.3 17.9 18.2 18.1 18.1
EBIT margin 14.1 16.0 15.6 13.0 13.1 13.3 13.4 13.4
Net earnings (UBS) margin 13.6 15.7 15.7 13.5 13.9 14.7 15.3 15.9
ROIC (EBIT) 49.9 55.8 434 25.1 26.4 28.7 31.6 35.0
ROIC post tax 49.6 55.8 42.7 24.8 26.2 28.5 314 34.7
ROE (UBS) 42.7 38.2 31.8 19.6 18.3 16.3 14.7 13.5
Capital structure & Coverage (x) 12/12 12/13 12/14 12/15E 12/16E 12/17E 12/18E 12/19E
Net debt / EBITDA (0.5) (0.8) (0.6) (1.0) (1.8) (2.8) (3.8) (4.8)
Net debt / total equity % (22.2) (29.4) (20.7) (23.0) (39.4) (51.6) (61.0) (68.3)
Net debt / (net debt + total equity) % (28.5) (41.6) (26.0) (29.8) (65.1) NM NM NM
Net debt/EV % (5.7) (5.5) (3.2) 6.7) (14.4) (24.0) (35.3) (50.0)
Capex / depreciation % 133.9 NM NM NM 30.4 30.4 30.4 30.4
Capex / revenue % 4.1 7.9 131 12.2 1.5 1.5 1.4 1.4
EBIT / net interest 22.3 27.6 NM NM NM NM NM NM
Dividend cover (UBS) - 3.5 3.6 - - - - -
Div. payout ratio (UBS) % - 28.5 27.5 - - - - -
Revenues by division (HK$m) 12/12 12/13 12/14 12/15E 12/16E 12/17E 12/18E 12/19E
Others 56,746 66,033 71,752 60,257 64,426 63,952 64,907 65,845
Total 56,746 66,033 71,752 60,257 64,426 63,952 64,907 65,845
EBIT (UBS) by division (HK$m) 12/12 12/13 12/14 12/15E 12/16E 12/17E 12/18E 12/19E
Others 8,009 10,590 11,176 7,846 8,444 8,535 8,684 8,822
Total 8,009 10,590 11,176 7,846 8,444 8,535 8,684 8,822
Source: Company accounts, UBS estimates. (UBS) metrics use reported figures which have been adjusted by UBS analysts.
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Forecast returns

Forecast price appreciation
Forecast dividend yield
Forecast stock return
Market return assumption

Forecast excess return

+3.1%
0.0%
+3.1%
6.5%

-3.4%

Statement of Risk

Risks include: increasing competition: oversupply of gaming tables and hotel rooms
in Macau; upward pressure on junket commissions; regulatory and political
environment; external events that impact tourism, such as avian flu or terrorism.
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performance information; and certain additional disclosures concerning UBS research recommendations, please visit
www.ubs.com/disclosures. The figures contained in performance charts refer to the past; past performance is not a reliable
indicator of future results. Additional information will be made available upon request. UBS Securities Co. Limited is licensed
to conduct securities investment consultancy businesses by the China Securities Regulatory Commission.

Analyst Certification: Each research analyst primarily responsible for the content of this research report, in whole or in
part, certifies that with respect to each security or issuer that the analyst covered in this report: (1) all of the views expressed
accurately reflect his or her personal views about those securities or issuers and were prepared in an independent manner,
including with respect to UBS, and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to
the specific recommendations or views expressed by that research analyst in the research report.

UBS Investment Research: Global Equity Rating Definitions

12-Month Rating Definition Coverage!' IB Services?
Buy FSR is > 6% above the MRA. 45% 37%
Neutral FSR is between -6% and 6% of the MRA. 43% 33%
Sell FSR is > 6% below the MRA. 12% 20%
Short-Term Rating  Definition Coverage’® IB Services*

Stock price expected to rise within three months from the time

0, o)
the rating was assigned because of a specific catalyst or event. less than 1% less than 1%

Buy

Stock price expected to fall within three months from the time

[0} [¢)
the rating was assigned because of a specific catalyst or event. less than 1% less than 1%

Sell

Source: UBS. Rating allocations are as of 31 March 2015.

1:Percentage of companies under coverage globally within the 12-month rating category. 2:Percentage of companies within
the 12-month rating category for which investment banking (IB) services were provided within the past 12 months.
3:Percentage of companies under coverage globally within the Short-Term rating category. 4:Percentage of companies
within the Short-Term rating category for which investment banking (IB) services were provided within the past 12 months.

KEY DEFINITIONS: Forecast Stock Return (FSR) is defined as expected percentage price appreciation plus gross dividend
yield over the next 12 months. Market Return Assumption (MRA) is defined as the one-year local market interest rate
plus 5% (a proxy for, and not a forecast of, the equity risk premium). Under Review (UR) Stocks may be flagged as UR
by the analyst, indicating that the stock's price target and/or rating are subject to possible change in the near term, usually
in response to an event that may affect the investment case or valuation. Short-Term Ratings reflect the expected near-
term (up to three months) performance of the stock and do not reflect any change in the fundamental view or investment
case. Equity Price Targets have an investment horizon of 12 months.

EXCEPTIONS AND SPECIAL CASES: UK and European Investment Fund ratings and definitions are: Buy: Positive
on factors such as structure, management, performance record, discount; Neutral: Neutral on factors such as structure,
management, performance record, discount;  Sell: Negative on factors such as structure, management, performance
record, discount. Core Banding Exceptions (CBE): Exceptions to the standard +/-6% bands may be granted by the
Investment Review Committee (IRC). Factors considered by the IRC include the stock's volatility and the credit spread of the
respective company's debt. As a result, stocks deemed to be very high or low risk may be subject to higher or lower bands
as they relate to the rating. When such exceptions apply, they will be identified in the Company Disclosures table in the
relevant research piece.

Research analysts contributing to this report who are employed by any non-US affiliate of UBS Securities LLC are not
registered/qualified as research analysts with the NASD and NYSE and therefore are not subject to the restrictions contained
in the NASD and NYSE rules on communications with a subject company, public appearances, and trading securities held by
a research analyst account. The name of each affiliate and analyst employed by that affiliate contributing to this report, if
any, follows.

UBS AG Hong Kong Branch: Anthony Wong, CFA; Angus Chan.
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Company Disclosures
Company Name Reuters 12-month rating  Short-term rating Price

Neutral N/A  HK$38.80 26 May 2015

Price date

Galaxy Entertainment Group'® 0027.HK

Source: UBS. All prices as of local market close.
Ratings in this table are the most current published ratings prior to this report. They may be more recent than the stock

pricing date
16. UBS Securities (Hong Kong) Limited is a market maker in the HK-listed securities of this company.
Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report.

Galaxy Entertainment Group (HKS$)
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Global Disclaimer

This document has been prepared by UBS Securities Asia Limited, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates are referred to herein as UBS.

Global Research is provided to our clients through UBS Neo, the UBS Client Portal and UBS.com (each a "System"). It may also be made available through third party
vendors and distributed by UBS and/or third parties via e-mail or alternative electronic means. The level and types of services provided by Global Research to a client may
vary depending upon various factors such as a client's individual preferences as to the frequency and manner of receiving communications, a client's risk profile and
investment focus and perspective (e.g. market wide, sector specific, long-term, short-term, etc.), the size and scope of the overall client relationship with UBS and legal
and regulatory constraints.

When you receive Global Research through a System, your access and/or use of such Global Research is subject to this Global Research Disclaimer and to the terms of
use governing the applicable System.

When you receive Global Research via a third party vendor, e-mail or other electronic means, your use shall be subject to this Global Research Disclaimer and to UBS's
Terms of Use/Disclaimer (http://www.ubs.com/global/en/legalinfo2/disclaimer.html). By accessing and/or using Global Research in this manner, you are indicating that
you have read and agree to be bound by our Terms of Use/Disclaimer. In addition, you consent to UBS processing your personal data and using cookies in accordance
with our Privacy Statement (http://www.ubs.com/global/en/legalinfo2/privacy.html) and cookie notice (http:/www.ubs.com/global/en/homepage/cookies/cookie-
management.html).

If you receive Global Research, whether through a System or by any other means, you agree that you shall not copy, revise, amend, create a derivative
work, transfer to any third party, or in any way commercially exploit any UBS research provided via Global Research or otherwise, and that you shall not
extract data from any research or estimates provided to you via Global Research or otherwise, without the prior written consent of UBS.

For access to all available Global Research on UBS Neo and the Client Portal, please contact your UBS sales representative.

This document is for distribution only as may be permitted by law. It is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or
resident of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or
would subject UBS to any registration or licensing requirement within such jurisdiction. It is published solely for information purposes; it is not an advertisement nor is it
a solicitation or an offer to buy or sell any financial instruments or to participate in any particular trading strategy. No representation or warranty, either expressed or
implied, is provided in relation to the accuracy, completeness or reliability of the information contained in this document (‘the Information’), except with respect to
Information concerning UBS. The Information is not intended to be a complete statement or summary of the securities, markets or developments referred to in the
document. UBS does not undertake to update or keep current the Information. Any opinions expressed in this document may change without notice and may differ or
be contrary to opinions expressed by other business areas or groups of UBS. Any statements contained in this report attributed to a third party represent UBS's
interpretation of the data, information and/or opinions provided by that third party either publicly or through a subscription service, and such use and interpretation
have not been reviewed by the third party.

Nothing in this document constitutes a representation that any investment strategy or recommendation is suitable or appropriate to an investor's individual
circumstances or otherwise constitutes a personal recommendation. Investments involve risks, and investors should exercise prudence and their own judgement in
making their investment decisions. The financial instruments described in the document may not be eligible for sale in all jurisdictions or to certain categories of
investors. Options, derivative products and futures are not suitable for all investors, and trading in these instruments is considered risky. Mortgage and asset-backed
securities may involve a high degree of risk and may be highly volatile in response to fluctuations in interest rates or other market conditions. Foreign currency rates of
exchange may adversely affect the value, price or income of any security or related instrument referred to in the document. For investment advice, trade execution or
other enquiries, clients should contact their local sales representative.

The value of any investment or income may go down as well as up, and investors may not get back the full (or any) amount invested. Past performance is not necessarily
a guide to future performance. Neither UBS nor any of its directors, employees or agents accepts any liability for any loss (including investment loss) or damage arising
out of the use of all or any of the Information.

Any prices stated in this document are for information purposes only and do not represent valuations for individual securities or other financial instruments. There is no
representation that any transaction can or could have been effected at those prices, and any prices do not necessarily reflect UBS's internal books and records or
theoretical model-based valuations and may be based on certain assumptions. Different assumptions by UBS or any other source may yield substantially different results.

This document and the Information are produced by UBS as part of its research function and are provided to you solely for general background information. UBS has no
regard to the specific investment objectives, financial situation or particular needs of any specific recipient. In no circumstances may this document or any of the
Information be used for any of the following purposes:

(i) valuation or accounting purposes;
(ii) to determine the amounts due or payable, the price or the value of any financial instrument or financial contract; or
(iii) to measure the performance of any financial instrument.

By receiving this document and the Information you will be deemed to represent and warrant to UBS that you will not use this document or any of the Information for
any of the above purposes or otherwise rely upon this document or any of the Information.

Research will initiate, update and cease coverage solely at the discretion of UBS Investment Bank Research Management. The analysis contained in this document is
based on numerous assumptions. Different assumptions could result in materially different results. The analyst(s) responsible for the preparation of this document may
interact with trading desk personnel, sales personnel and other parties for the purpose of gathering, applying and interpreting market information. UBS relies on
information barriers to control the flow of information contained in one or more areas within UBS into other areas, units, groups or affiliates of UBS. The compensation
of the analyst who prepared this document is determined exclusively by research management and senior management (not including investment banking). Analyst
compensation is not based on investment banking revenues; however, compensation may relate to the revenues of UBS Investment Bank as a whole, of which
investment banking, sales and trading are a part.

For financial instruments admitted to trading on an EU regulated market: UBS AG, its affiliates or subsidiaries (excluding UBS Securities LLC) acts as a market maker or
liquidity provider (in accordance with the interpretation of these terms in the UK) in the financial instruments of the issuer save that where the activity of liquidity
provider is carried out in accordance with the definition given to it by the laws and regulations of any other EU jurisdictions, such information is separately disclosed in
this document. For financial instruments admitted to trading on a non-EU regulated market: UBS may act as a market maker save that where this activity is carried out in
the US in accordance with the definition given to it by the relevant laws and regulations, such activity will be specifically disclosed in this document. UBS may have issued
a warrant the value of which is based on one or more of the financial instruments referred to in the document. UBS and its affiliates and employees may have long or
short positions, trade as principal and buy and sell in instruments or derivatives identified herein; such transactions or positions may be inconsistent with the opinions
expressed in this document.
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United Kingdom and the rest of Europe: Except as otherwise specified herein, this material is distributed by UBS Limited to persons who are eligible counterparties
or professional clients. UBS Limited is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation
Authority.  France: Prepared by UBS Limited and distributed by UBS Limited and UBS Securities France S.A. UBS Securities France S.A. is regulated by the ACPR
(Autorité de Controle Prudentiel et de Résolution) and the Autorité des Marchés Financiers (AMF). Where an analyst of UBS Securities France S.A. has contributed to this
document, the document is also deemed to have been prepared by UBS Securities France S.A.  Germany: Prepared by UBS Limited and distributed by UBS Limited and
UBS Deutschland AG. UBS Deutschland AG is regulated by the Bundesanstalt fur Finanzdienstleistungsaufsicht (BaFin). Spain: Prepared by UBS Limited and distributed
by UBS Limited and UBS Securities Espafa SV, SA. UBS Securities Espafia SV, SA is regulated by the Comisiéon Nacional del Mercado de Valores (CNMV).  Turkey:
Distributed by UBS Limited. No information in this document is provided for the purpose of offering, marketing and sale by any means of any capital market instruments
and services in the Republic of Turkey. Therefore, this document may not be considered as an offer made or to be made to residents of the Republic of Turkey. UBS AG
is not licensed by the Turkish Capital Market Board under the provisions of the Capital Market Law (Law No. 6362). Accordingly, neither this document nor any other
offering material related to the instruments/services may be utilized in connection with providing any capital market services to persons within the Republic of Turkey
without the prior approval of the Capital Market Board. However, according to article 15 (d) (i) of the Decree No. 32, there is no restriction on the purchase or sale of
the securities abroad by residents of the Republic of Turkey. Poland: Distributed by UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Polsce regulated
by the Polish Financial Supervision Authority. Where an analyst of UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Polsce has contributed to this
document, the document is also deemed to have been prepared by UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Polsce. Russia: Prepared and
distributed by UBS Bank (OO0). Switzerland: Distributed by UBS AG to persons who are institutional investors only. UBS AG is regulated by the Swiss Financial
Market Supervisory Authority (FINMA). Italy: Prepared by UBS Limited and distributed by UBS Limited and UBS Italia Sim S.p.A. UBS ltalia Sim S.p.A. is regulated by the
Bank of Italy and by the Commissione Nazionale per le Societa e la Borsa (CONSOB). Where an analyst of UBS Italia Sim S.p.A. has contributed to this document, the
document is also deemed to have been prepared by UBS ltalia Sim S.p.A.  South Africa: Distributed by UBS South Africa (Pty) Limited (Registration No.
1995/011140/07), an authorised user of the JSE and an authorised Financial Services Provider (FSP 7328). Israel: This material is distributed by UBS Limited. UBS
Limited is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority. UBS Securities
Israel Ltd is a licensed Investment Marketer that is supervised by the Israel Securities Authority (ISA). UBS Limited and its affiliates incorporated outside Israel are not
licensed under the Israeli Advisory Law. UBS Limited is not covered by insurance as required from a licensee under the Israeli Advisory Law. UBS may engage among
others in issuance of Financial Assets or in distribution of Financial Assets of other issuers for fees or other benefits. UBS Limited and its affiliates may prefer various
Financial Assets to which they have or may have Affiliation (as such term is defined under the Israeli Advisory Law). Nothing in this Material should be considered as
investment advice under the Israeli Advisory Law. This Material is being issued only to and/or is directed only at persons who are Eligible Clients within the meaning of
the Israeli Advisory Law, and this material must not be relied on or acted upon by any other persons. Saudi Arabia: This document has been issued by UBS AG (and/or
any of its subsidiaries, branches or affiliates), a public company limited by shares, incorporated in Switzerland with its registered offices at Aeschenvorstadt 1, CH-4051
Basel and Bahnhofstrasse 45, CH-8001 Zurich. This publication has been approved by UBS Saudi Arabia (a subsidiary of UBS AG), a Saudi closed joint stock company
incorporated in the Kingdom of Saudi Arabia under commercial register number 1010257812 having its registered office at Tatweer Towers, P.O. Box 75724, Riyadh
11588, Kingdom of Saudi Arabia. UBS Saudi Arabia is authorized and regulated by the Capital Market Authority to conduct securities business under license number
08113-37. Dubai: The information distributed by UBS AG Dubai Branch is intended for Professional Clients only and is not for further distribution within the United
Arab Emirates.  United States: Distributed to US persons by either UBS Securities LLC or by UBS Financial Services Inc., subsidiaries of UBS AG; or by a group,
subsidiary or affiliate of UBS AG that is not registered as a US broker-dealer (a ‘non-US affiliate’ ) to major US institutional investors only. UBS Securities LLC or UBS
Financial Services Inc. accepts responsibility for the content of a document prepared by another non-US affiliate when distributed to US persons by UBS Securities LLC or
UBS Financial Services Inc. All transactions by a US person in the securities mentioned in this document must be effected through UBS Securities LLC or UBS Financial
Services Inc., and not through a non-US affiliate. Canada: Distributed by UBS Securities Canada Inc., a registered investment dealer in Canada and a Member-
Canadian Investor Protection Fund, or by another affiliate of UBS AG that is registered to conduct business in Canada or is otherwise exempt from registration. Brazil:
Except as otherwise specified herein, this material is prepared by UBS Brasil CCTVM S.A. to persons who are eligible investors residing in Brazil, which are considered to
be: (i) financial institutions, (i) insurance firms and investment capital companies, (iii) supplementary pension entities, (iv) entities that hold financial investments higher
than R$300,000.00 and that confirm the status of qualified investors in written, (v) investment funds, (vi) securities portfolio managers and securities consultants duly
authorized by Comisséo de Valores Mobilidrios (CVM), regarding their own investments, and (vii) social security systems created by the Federal Government, States, and
Municipalities. Hong Kong: Distributed by UBS Securities Asia Limited and/or UBS AG, Hong Kong Branch. Singapore: Distributed by UBS Securities Pte. Ltd. [MCI
(P) 016/09/2014 and Co. Reg. No.: 198500648C] or UBS AG, Singapore Branch. Please contact UBS Securities Pte. Ltd., an exempt financial adviser under the Singapore
Financial Advisers Act (Cap. 110); or UBS AG, Singapore Branch, an exempt financial adviser under the Singapore Financial Advisers Act (Cap. 110) and a wholesale bank
licensed under the Singapore Banking Act (Cap. 19) regulated by the Monetary Authority of Singapore, in respect of any matters arising from, or in connection with, the
analysis or document. The recipients of this document represent and warrant that they are accredited and institutional investors as defined in the Securities and Futures
Act (Cap. 289). Japan: Distributed by UBS Securities Japan Co., Ltd. to professional investors (except as otherwise permitted). Where this document has been prepared
by UBS Securities Japan Co., Ltd., UBS Securities Japan Co., Ltd. is the author, publisher and distributor of the document. Distributed by UBS AG, Tokyo Branch to
Professional Investors (except as otherwise permitted) in relation to foreign exchange and other banking businesses when relevant. ~ Australia: Clients of UBS AG:
Distributed by UBS AG (Holder of Australian Financial Services License No. 231087). Clients of UBS Securities Australia Ltd: Distributed by UBS Securities Australia Ltd
(Holder of Australian Financial Services License No. 231098). Clients of UBS Wealth Management Australia Ltd: Distributed by UBS Wealth Management Australia Ltd
(Holder of Australian Financial Services Licence No. 231127). This Document contains general information and/or general advice only and does not constitute personal
financial product advice. As such, the Information in this document has been prepared without taking into account any investor’s objectives, financial situation or needs,
and investors should, before acting on the Information, consider the appropriateness of the Information, having regard to their objectives, financial situation and needs.
If the Information contained in this document relates to the acquisition, or potential acquisition of a particular financial product by a ‘Retail’ client as defined by section
761G of the Corporations Act 2001 where a Product Disclosure Statement would be required, the retail client should obtain and consider the Product Disclosure
Statement relating to the product before making any decision about whether to acquire the product. The UBS Securities Australia Limited Financial Services Guide is
available at: www.ubs.com/ecs-research-fsg. New Zealand: Distributed by UBS New Zealand Ltd. The information and recommendations in this publication are
provided for general information purposes only. To the extent that any such information or recommendations constitute financial advice, they do not take into account
any person'’s particular financial situation or goals. We recommend that recipients seek advice specific to their circumstances from their financial advisor.  Korea:
Distributed in Korea by UBS Securities Pte. Ltd., Seoul Branch. This document may have been edited or contributed to from time to time by affiliates of UBS Securities
Pte. Ltd., Seoul Branch. Malaysia: This material is authorized to be distributed in Malaysia by UBS Securities Malaysia Sdn. Bhd (Capital Markets Services License No.:
CMSL/A0063/2007). This material is intended for professional/institutional clients only and not for distribution to any retail clients. India: Prepared by UBS Securities
India Private Ltd. (Corporate Identity Number U67120MH1996PTC097299) 2/F, 2 North Avenue, Maker Maxity, Bandra Kurla Complex, Bandra (East), Mumbai (India)
400051. Phone: +912261556000 SEBI Registration Numbers: NSE (Capital Market Segment): INB230951431, NSE (F&O Segment) INF230951431, BSE (Capital Market
Segment) INB0O10951437.

The disclosures contained in research documents produced by UBS Limited shall be governed by and construed in accordance with English law.

UBS specifically prohibits the redistribution of this document in whole or in part without the written permission of UBS and UBS accepts no liability whatsoever for the
actions of third parties in this respect. Images may depict objects or elements that are protected by third party copyright, trademarks and other intellectual property
rights. © UBS 2015. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.
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