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JPM-ppl
Asia Pacific Equity Research 22 July 2015
- Neutral
Sands China (1928 HK) Price: HKS3175
. . 21 Jul 2015
2Q preview and key things to watch for Price Target: HK$33.00

PT End Date: 30 Jun 2016

Sands Chinawill kick off Macau’'s 2Q15 earnings season this week. Overall, we expect the 2Q15 earnings season to be
largely uneventful, with few surprises, and expect investors to focus on what management has to say during the earnings
call. Wedon't look at the result itself as a catalyst (given its backward-looking nature) and see the industry high-frequency
data (such as weekly/monthly GGR, visitation stats) as key drivers for investor sentiment on the sector. That said, as
discussed in recent industry report (link), we do not see any signs of N above-seasonal demand recovery yet (prerequisite for
earnings revision cycle to bottom out), which keeps us from turning bullish on the sector/Sands. See below for things to
watch out for from its results (conference call at 4.30am HKT on 23rd or 4.30pm EST on 22nd; webcast at: www.sands.

com).

 Likely the“least bad” result, but doesit matter? We expect Sands to fare the best among the six in 2Q, with its
adjusted EBITDA falling “only” 4% goq or 36% yoy to US$510m. This would be better than peers average of 18% goq
or 45% yoy declines, which however seems largely expected (consensus EBITDA is aso ¢.US$510m) and was partly
driven by favorable luck factor (=could be just one-off); also the risk to our estimate is on the downside (given possibly
bigger impact from operating deleverage & weaker non-gaming). Hence, its 2Q outperformanceis unlikely to work as a
positive catalyst, in our view. Moreover, we note Sands has finished the quarter with weaker market share than when it
started (22.7% in June vs. 25.5% in Apr/May, based on GGR), which is probably due to Galaxy’s new property and its
mass-centric strategy. How well Sands can improve/defend its market share in July/August (peak season for mass), not its
solid 2Q (again, backward-looking), should be the focus for investors, in our view.

» Key thingsto watch out for. 1) Management’ s commentary on recent changes in the regulatory environment, such as
transit visa policy, and discussion on the full-smoking ban. 2) Non-gaming performance, such as hotel occupancy, and
retail revenue growth; 3) level of competition after the opening of Galaxy Macau Phase |1 (both for gaming & non-
gaming); and 4) recent demand and traffic trends, and the outlook for 2H; and 5) opening target for Parisian.

Table 1. Macau gaming: 2Q15 preview summary

Source: Company reports and J.P. Morgan estimates.

Table 2: Sands China: Summary of quarterly results and our forecast
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Source: Company reports and J.P. Morgan estimates.

Table 3: Global gaming — Valuation comparison (price as of 21 Jul 2015)

Source:

J.P. Morgan estimates, Bloomberg. * Note: Note: EBITDA and NP that we used for above table are exclusive of one-off items, such as pre-opening costs, asset disposal gain/
loss and etc. Also, Philippines EBITDA is adjusted for tax (i.e., after both gaming & income taxes).

file:///C|/Documents and Settings/qfyang.queena/0] O /0 O /Sands China (1928 HK).htmO O 20 6 O O 2015-7-22 8:50:18



file:///C|/Documents and Settings/gfyang.queena/C] O /0O O /Sands China (1928 HK).htm

Investment Thesis
We are Neutral on Sands China as we believe the upside and downside risks are fairly balanced.

On the positive side, we continue to like Sand’ s strong business mix (mass & non-gaming drive >90% of its profits) and its strong
dividend (>5% yield for FY 15/16E), both of which offer strong support to share price. Nonetheless, we are concerned about its slowing
growth momentum, which we think will be most pronounced in 2H15 and 2016. We think Sands' competitive edge in the past (=large
capacity) will become increasingly challenged as its peers open new properties. We expect further market share loss from Sands as
Galaxy Macau Phase || ramps up and later on Studio City opening. The slow earnings growth will likely keep the stock from
outperforming peers for sometime, in our view.

Valuation

Our Jun-16 PT of HK$33.0 is based on our DCF valuation, assuming a 7.6% WACC and 3% terminal growth and 50% discount to
terminal value, and implies a 22x P/E and 18x EV/EBITDA (2016E).

Risksto Rating and Price Target

Downside risksinclude: (1) unfavorable regulatory changes (e.g. full smoking ban, table allocation, concession renewal, etc.); (2)
stronger-than-expected competitive pressure from new openings from 2015 onward; (3) faster-than-expected wage hikes; (4) delay in
opening of Parisian; and (5) near-term demand disappointment from weekly/monthly GGR data

Upsiderisksinclude: 1) new positive policy (such as further visa policy loosening, allowance of smoking lounges inside casinos, more
than expected table allocation) led strong momentum,; 2) stronger-than-expected improvement in demand reflected in weekly/monthly
GGR data; 3) slower-than-expected market share lossin 2015, 4) and earlier-than-expected opening of Parisian (JPMe 4Q16E).
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Date Rating Share Price Price
(HKS$) Target (HK
$)
01-Mar-10 ow 10.90 13.50
12-May-10 ow 10.94 -
24-Aug-10 N 12.30 13.00
07-Oct-10 N 14.20 14.00
28-Oct-10 ow 14.98 19.00
19-Jan-11 ow 19.18 24.00
04-Apr-11 ow 17.28 24.00
12-Apr-11 ow 18.92 25.00
16-Aug-11 ow 22,90 32.50
11-Jan-12 ow 23.10 31.00
. 24-Apr-12 ow 31.50 34.80
http://gps-app.amer.jpmchase.net:6080/server/console/chart/? Bt ow 9995 30,00
shareClassld=1003055&shareClassServerld=4&chartDesignation=1&actionType=( %2Novi2 oW 3L%0 34.50
18-Jan-13 ow 36.60 4350
31-Jan-13 ow 39.00 45,00
03-Oct-13 ow 50.60 59.50
18-Oct-13 ow 53.40 62.00
22-Jan-14 ow 65.35 73.50
30-Jan-14 ow 59.85 72.50
25-Apr-14 ow 61.45 73.30
05-Jun-14 ow 55.60 72.80
17-Jul-14 ow 56.45 71.80
29-Oct-14 ow 44.70 52.50
08-Mar-15 N 33.95 36.00
16-Apr-15 N 33.60 35.00
23-Apr-15 N 32.60 34.00
16-Jul-15 N 31.70 33.00

The chart(s) show J.P. Morgan's continuing coverage of the stocks; the current analysts may or may not have covered it over the entire period.
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perform in line with the average total return of the stocksin the analyst’s (or the analyst’ s team’s) coverage universe.] Underweight [Over the next six to
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jpmorganmarkets.com.

Coverage Universe: Kim, DS: Galaxy Entertainment (0027.HK), Grand Korea Leisure (GKL) (114090.KS), Kangwon Land (035250.KS), MGM
China (2282.HK), Melco International (0200.HK), Paradise Co (034230.KQ), SIM Holdings (0880.HK), Sands China (1928.HK), Wynn Macau (1128.
HK)

J.P. Morgan Equity Research Ratings Distribution, as of June 30, 2015

Overweight  Neutral Underweight
(buy) (hold) (sell)

J.P. Morgan Global Equity Research Coverage 44% 43% 13%
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FINRA Rule 2711 and NY SE Rule 472 restrictions on communications with covered companies, public appearances, and trading securities held by a
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made available to third-party aggregators. For all research reports available on a particular stock, please contact your sales representative.
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