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Galaxy Entertainment Group (27 HK) May 5, 2017

Strong Results But Momentum Slowing, Downgrade From Buy to Hold

Analyst: Johnson Cheung (johnsoncheung@chinastock.com.hk: Tel 3698-6275)

While Galaxy Entertainment Group’s (GEG) (27.HK, $42.45) Q1 2017 results look good in a
YoY comparison, a QoQ analysis shows that its growth momentum is slowing. GEG’s
valuation discount has also narrowed, even after we upgraded our estimates. We believe it
will take a major change in fundamentals or new catalysts, such as opportunities in Japan, to
spark are-rating. We downgrade our recommendation to Hold. Our new target price is HK$43,
based on 14x EV/EBITDA.

Q1 2017 numbers show strong YoY growth and margin improvement

GEG'’s adjusted EBITDA in Q1 2017 was HK$3.2bn, up 7% QoQ and 31% YoY. Revenue was
HK$14.1bn during the period, up 5%YoY.

This represents the third best quarter for GEG, and the best quarter since 2014. Galaxy Macau,
which accounted for over 80% of the group’s EBITDA, was the key driver. Its VIP net wins declined
6%YoY, but mass gaming revenue was up 21%YoY. Its EBITDA margin, although aided by the luck
factor expanded mainly due to changes in earnings composition and operating leverage.

According to GEG management, the VIP business is reviving, although it may still be too early to tell
how sustainable this is. Nevertheless, the revival seems broad-based, with GEG seeing increasing
business from both older junket operators and newer junkets.

GEG had cash and liquid investments of HK$25bn at end-March, so there should be sufficient funds
for the development of Phases 3 and 4 of the Galaxy Cotai. The Company is still deciding on the
plans for the expansion, but we believe this should include MICE, entertainment and gaming facilities.
In any case, the new phases should be completed in 2020 or later. GEG also has a site in Hengqin
for development into a leisure destination — details will be released later this year.

In other markets, GEG has formed a strategic partnership with the Monaco casino firm Société des
Bains de Mer et du Cercle des Etrangers & Monaco (SBM), in which Galaxy already owns 5%, to
explore new market opportunities. Working together will improve their mutual chances of getting into
other markets, including Japan, but it may be too early to discuss the potential, given so many
interested players.

QoQ comparison looks less favorable

Overall, the results look solid in a YoY comparison. That said, we believe what will drive the share
price at this point is the growth outlook. We believe comparing GEG’s quarterly growth with that of
the other operators provides a more useful indicator, and it is less affected by casino openings in Q3
last year.

In Q1 2017, according to Macau government numbers, VIP revenue grew to MOP35.5bn, while
mass segment revenue reached MOP28.0bn. In daily GGR terms, this is 8.8%Q0Q and 5.6% QoQ
growth.
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Figure 1: Average daily table wins at Galaxy’s various casinos

Average Daily Galaxy Macau StarWorld Broadway Macau
4Q Table wins (HKDm) Oct-Dec Oct-Dec Oct-Dec
VIP 7.7 55.0 22.7 -
Mass 55.6 42.0 13.6 11
Slot 5.2 4.8 0.4 0.1

Average Daily Galaxy Macau StarWorld Broadway Macau
1Q Table wins (HKDm) Jan-Mar Jan-Mar Jan-Mar

VIP 75.7 56.8 18.9 -
Mass 58.4 44.1 14.3 0.8
Slot 5.4 5.0 0.4 0.1

Sources: Bloomberg, CGIS Research estimates

As Figure 1 shows, on a QoQ basis, GEG’s VIP-related revenue actually declined. One reason was
the poor performance of StarWorld, with the luck factor dropping from 3.5% to 2.7%. For the mass
segment, there was a 5% QoQ gain. While this is a reasonable number and shows that GEG has a
strong product, this growth rate still slightly lags behind overall industry growth.

Fine-tuning our estimates and Target Price

We have fine-tuned our numbers and raise GEG’s 2017 EBITDA by 5% to $11.50bn, and 2018
EBITDA by 6% to $12.07bn to take into account estimated cost-savings. The wage increase this
year, for instance, is only 3%-4%, lower than our original forecast. We also increase our TP, based
on 14x EV/EBITDA, to $43 from $41 to reflect the change in estimates.

After the rally in the past nine months, the Macau gaming sector is now trading at 14x to 19x
EV/EBITDA, which is not cheap. To a large extent, the good news is already reflected in the share
prices.

GEG ‘s share price is up 26% YTD, making it one of the better performers, as investors prefer its
balanced earnings profile and inexpensive valuation. However, its share price is almost back to 2015
levels and is trading at 13.7x EV/EBITDA.

We have argued that investors should focus on the VIP-driven casino plays, in view of the recovery
in VIP baccarat, namely Wynn Macau and Melco Resorts, whose VIP-related revenues skyrocketed
27%+ QoQ. Pending a major change in fundamentals, we believe GEG may be range-bound, given
its valuation. We downgrade our recommendation to HOLD.

Figure 2: Valuation of Macau gaming operators.
Casino Operators Bloomberg Price Mkt. Cap. EV/EBITDA P/B(x) Since Since

Name Code 5/4/2017 (US$ mil) FY16E FY17E Jan-16 Jan-15

SANDS CHINALTD* 1928 HK 35.15 36,464 19.2 16.1 16.6 29.8 23.9 213 7.3 0) 2) 4 32 8)
GALAXY ENT 27 HK 42.45 23,335 16.4 13.7 127 294 23.1 22,6 11 2) 0) 26 74 ®3)
WYNN MACAU LTD 1128 HK 16.58 11,070 229 174 173 62.7 28.0 35.0 24 3) 5 34 83 (24)
MGM CHINA* 2282 HK 17.54 8,565 17.7 18.5 148 219 27.0 201 9.2 1) 8 9 81 (11)
SIMHOLDINGS* 880 HK 741 5,387 8.2 15.0 18.0 18.0 238 274 1.7 2) 17 22 34 (40)
MELCO CROWN ENT* MLCOus 22.44 11,020 18.1 16.5 14.7 64.5 34.0 29.0 33 2 21 41 34 12)
MEDIAN 17.9 15.2 16.8 29.6 255 25.0 2.9 (1) 7 24 54 (11)

Sources: Bloomberg, Company Reports, CGIS Research estimates
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Figure 3: Key numbers for GEG

HKS 2015 2016 2017E 2018E
Revenue (HK$m) 50,001 52,826 58,132 60,609
Growth (%) (29) 4 10 4
Adj. EBITDA (HK$m) i 8736 10,300 " 11,526 © 12,067
Growth (%) (34) 18 12 5
Net Profit (HK$m) 4,161 6,283 7,731 7,012
EPS (HK$) 0.98 1.47 1.81 1.86
Growth (%) (60) 51 23 2
EV/EBITDA (x) 19.9 16.0 13.7 12.7
PER (x) 43.4 28.8 234 22.9
Div Yield (%) 0.7 11 0.9 0.9
Net Debt to Equity (x) (0.2) (0.3) (0.4) (0.4)
ROAE (%) 105 14.4 15.6 14.2
DPS 0.29 0.46 0.38 0.38

Sources: Bloomberg, Company Reports, CGIS Research estimates
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