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SECTOR UPDATE

Macau Gaming — Hong Kong
In Search Of The Bottom

With the GGR trend worsening further in 2M15, the street cut 2015 GGR assumptions
by 18-30%. We still hope casino openings can help stabilise GGR in 2H15, although
further policy changes may disrupt this scenario. As casino operators will generally
post strong free cash flow after settling a new project’'s capex, we believe high
future dividend yields could support gaming stocks in the near term. Maintain
MARKET WEIGHT. We suggest investors review their calls in mid-15.

WHAT'S NEW

e No signs of improvement. Since our previous adjustment of gaming revenue
assumptions in early-January, Macau’s gaming market has shown further deterioration. In
2M15, gross gaming revenue (GGR) dropped 48.6% yoy to MOP43.3b, with VIP and
mass-market GGR falling 40.3% yoy and 25.8% yoy respectively. As the trend suggests
that 1Q15 GGR will fail to meet our previous MOP75.1b expectations, and various factors
suggest fundamentals may deteriorate further before reaching the bottom, we further cut
our expectations on future gaming revenue assumptions, with growth assumptions
reduced to -21.2% (from -3.1%) for 2015 and +9.0% (from 12.7%) for 2016.

Besides declining revenue, we foresee that rising labour cost due to a labour shortage will
put additional pressure on casino operators’ earnings. Several casino operators will be
raising casino workers’ salaries by 5% in 2015. Hence, we lower 2015 and 2016 industry
EBITDA assumptions by 27.0% and 32.4% respectively vs our previous estimates. We
also lower our valuation multiples for casino operators because of the worsening market
outlook.

ACTION

e Wait for entry points. As the gaming revenue outlook may be further affected by various
factors, including junket closure, deteriorating average gaming budget in the mass
market, as well as a fine-tuning of China’s tourist visa policy, gaming revenue may take
longer to bottom. As a result, we suggest investors continue to wait for better entry points.

o After our forecast changes, MGM China (2282 HK/Target: HK$17.20) is now our only
BUY in the sector. We see its relatively small operations and strong track record in
execution could help the company remain as the most defensive amid the challenging
environment. Among our HOLDs, we like Sands China (1928 HK/Target: HK$32.50) as
its most balanced revenue mix within the sector will reduce the company’s sensitivity to a
decline in market revenue. Also, the strong free cash flow and a healthy balance sheet
should enable the company sustain decent future dividend returns.

SECTOR CATALYSTS
e Stabilising GGR trend and supportive policy announcement.
ASSUMPTION CHANGES

e We cut 2015 EBITDA forecasts of gaming concessions by 19.3-30.9% and lower the
target EV/EBITDA multiples for some properties. Overall, our target prices are cut by
23.5-49.4%, with MGM China as our only BUY within the sector.

RISKS

o Further macro slowdown, policy changes and the sector's further de-rating due to a
change in investors’ risk appetite may affect the sector’s performance.

Tuesday, 17 March 2015

MARKET WEIGHT

(Maintained)
SECTOR PICKS
Share  Target
Price Price
Company Ticker Rec (HK$) (HK$)
MGM China 2282 HK BUY 14.28 17.20
ANALYST
Victor Yip

+852 2826 1392
victor.yip@uobkayhian.com.hk

PEER COMPARISON

Company Ticker - Rec -------- Price Market - Target Price ----- - EV/EBITDA (X) - =-mms PE (X) -------- Dividend Yield (%)

New  Previous 16 Mar 15 Cap. New Previous 2014 2015F 2016F 2014 2015F 2016F 2014 2015F 2016F
(HK$) (US$m) (HK$) (HK$)

MGM China 2282 HK BUY BUY 14.28 6,987.8 17.20 24.10 9.6 125 12.4 9.5 137 151 9.4 4.4 4.0
Galaxy Entertainment 27 HK HOLD BUY 33.85 18,534.3 33.40 66.00 109 146 138 133 212 223 24 15 15
Melco Crown 6883HK  HOLD BUY 5520 115932 59.40 7760 136 133 119 194 274 267 15 11 15
Sands China 1928HK  HOLD BUY 3085 32,0527 32.50 4880 107 153 150 124 200 225 64 7.0 7.0
SJIM Holdings 880 HK HOLD BUY 9.53 6,941.1 10.90 20.15 71 9.9 10.6 79 121 135 8.8 6.3 6.3
Wynn Macau 1128 HK HOLD HOLD 16.88 11,293.6 16.20 21.00 116 156 143 123 191 215 10.4 6.5 41
Average 106 135 130 125 189 203 6.5 45 41
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¢ What else could exert further pressure on GGR outlook? Among all the negative
factors that have been affecting GGR since last year, the impact from a change in the
transit visa policy and a crackdown on the usage of illegal tampered UnionPay points-of-
sale (intended for use in China with lower transaction fees and no transaction limit)
should have been fully factored in. However, we believe a fine-tuning of the individual
visitation scheme (IVS), further tightening of the smoking ban, closure of more junket VIP
rooms and a delay in the opening of new casino resorts in Cotai could create further
impact on Macau’s gaming GGR outlook.

GGR CHANGES

Market GGR (MOPm) 2013
Total 360,749
VIP 238,524
Mass 107,841
Slots 14,384

Source: UOB Kay Hian

INDUSTRY EBITDA FORECAST

(HK$m) 2010
EBITDA 29,015
Galaxy Entertainment 2,197
Melco Crown 3811
MGM China 2,831
Sands China 9,462
SIM 4,838
Wynn Macau 5,876
Yoy chg (%)

Industry 95.1
Galaxy Entertainment 92.7
Melco Crown 4114
MGM China 140.0
Sands China 50.3
SIM 1132
Wynn Macau 81.2

Source: Respective companies, UOB Kay Hian

FREE CASHFLOW YIELD FORECAST

FCF Yield (%) 2010
Galaxy Entertainment (1.8)
Melco Crown (9.4)
MGM China 10.9
Sands China 32
SIM 15.2
Wynn Macau 6.8
Average 4.1

Source: Bloomberg, UOB Kay Hian
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CORPORATE

CNPC: manager is under investigation

THE general manager of China National Petroleum Corp, Liao Yongyuan, is under investigation on suspicion of severe disciplinary
violations, the Party’s Central Commission for Discipline Inspection said on its website yesterday.

Shanghai Daily

FAW Group: China investigates auto executive for graft

The chairman of one of China's top state-owned automakers, FAW Group Corp, and a senior provincial official are being investigated for
"violating party discipline”, the Communist Party said on Sunday, employing its usual euphemism for corruption. FAW Group Corp is one of
China's biggest automakers which has joint ventures with Volkswagen, Toyota and General Motors in China. Faw Car shares fell 5.6%,
Tianjin FAW Xiali Automobile was down 3.6% and Changchun Faway Automobile Components also declined as much as 2.2%.

Reuters

MTR: net profit rose 20% yoy in 2014 but construction costs may rise

It said the strong earnings were partly driven by a HK$4.22b profit from its property development operations (The Austin and Grand Austin)
in Hong Kong. The bad news is that project cost of West Kowloon Terminus has increased from HK$65b to HK$71b and opening was
pushed back to the end of 2017 from the original target of this year. The cost of the South Island Line (East) from Admiralty to the south of
HK Island will also be revised upward.

MarketWatch, SCMP

SECTOR

Energy: crude plunged to US$42.85/bbl on Monday

This is the lowest price since March 2009. The market expects the U.S. Energy Information Administration to report on Wednesday another
large weekly build in crude supplies. Oil traders appear to focus on the data that show production continues to grow and ignores OPEC
monthly report that US oil production could start to fall by the end of the year. At the same time, the US dollar continues to skyrocket and
the Fed on Wednesday is widely expected to remove its pledge to be ‘patient’ in raising interest rate. A stronger dollar will make dollar-
denominated crude more expensive for foreign buyers whose own currencies are weaker.

MarketWatch, CNN Money

Financials: Shanghai to unveil QDII2 scheme

Shanghai will allow individuals to invest in overseas capital markets through the Qualified Domestic Individual Investor scheme as soon as
this year according to a news release on the government website yesterday. The regulator is also considering raising annual quota on
individuals’ foreign exchange purchases under the scheme without providing details. Other measures include allowing foreign enterprises
to sell yuan-denominated bonds in the zone, boost foreign ownership cap in joint-venture securities firms and set up more privately owned
banks.

Shanghai Daily

Financials: may allow to trade small-caps on the Shenzhen-HK Stock Connect

According to the Secretary for Financial Services, that will also apply to the existing link with Shanghai. But newly listed shares will remain
excluded. A move that immediately follows will be giving mainland investors exposure to exchange traded funds in the SAR, before
allowing mutual trading of futures indices.

The Standard

Financials: five banks on crisis-proof list

Five major lenders have been designated domestic systemically important banks which means they are large enough to lead to a crisis if
they fail. They are The Hong Kong and Shanghai Banking Corporation, Bank of China (Hong Kong), Hang Seng Bank, Standard Chartered
Bank and Bank of East Asia. Each will be required to include a higher loss absorbency requirement into the calculation of their regulatory
capital buffers in 12 months. That for HSBC in 2016 will be 0.625%, 0.25% for BEA, and 0.375% for the rest.

The Standard

Materials: high-end special steel's demand for nickel rising

High-end special steel's demand for nickel is still on the rise despite the fact that nickel prices have stayed at a low level. Besides, the
trading of nickel and tin futures will officially commence on the Shanghai Futures Exchange on 27 March. It is believed that this will boost
the vitality of nickel metals and have positive effect in lifting the prices of nickle and tin in the short term.

AASTOCKS
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MACRO

Yuan now accounts for 80% of Bitcoin transactions

Even though the bitcoin value fell from US$1100 in late 2013 to US$300, the trading volume on the mainland has risen markedly. Yuan
tops the US dollar, yen and euro in Bitcoin transactions compared to Dec 2013 when the yuan accounted for about 50% when Zhou
clamped down hard on the payment system. It is believed that people are using Bitcoin to move Yuan overseas as slower mainland
economic slowdown provides fewer lucrative investment opportunities in addition to the ongoing crackdown on corruption which has made
it harder to launder ill-gotten funds.

SCMP

Refer to last page for important disclosures.
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Disclosures/Disclaimers

This report is prepared and/or distributed by UOB Kay Hian Pte Ltd (“UOBKH"), which is a holder of a capital markets services licence and
an exempt financial adviser in Singapore.

This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an
advice or a recommendation with respect to such securities.

This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment product,
taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the recommendation,
before the person makes a commitment to purchase the investment product.

This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this
report to any other person without the prior written consent of UOBKH. This report is not intended for distribution, publication to or use by
any person in any jurisdiction outside Singapore or any other jurisdiction as UOBKH may determine in its absolute discretion, where the
distribution, publication or use of this report would be contrary to applicable law or would subject UOBKH and its connected persons (as
defined in the Financial Advisers Act, Chapter 110 of Singapore) to any registration, licensing or other requirements within such
jurisdiction.

The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable.
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information. UOBKH and its connected persons
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time,
including before its publication herein.

Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers,
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s)
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an
interest (including a proprietary interest) in the subject corporation(s) referred to in this report.

As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.

Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report in any event
accurately reflect his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced
independently by him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the
Subject Business involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will
not receive any compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to
any sales, trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the
compensation received by each such research analyst is based upon various factors, including UOBKH’s total revenues, a portion of
which are generated from UOBKH's business of dealing in securities.

IMPORTANT DISCLOSURES FOR INCLUDED RESEARCH ANALYSES OR REPORTS OF FOREIGN RESEARCH HOUSES
Where the report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore in respect of any
matters arising from, or in connection with, the analysis or report; and

(i) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore who is not an
accredited investor, expert investor or institutional investor, UOBKH accepts legal responsibility for the contents of the analyses or reports

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”). All US persons that
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receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities.

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS"), a registered broker-
dealer in the United States. Under no circumstances should any recipient of this research report effect any transaction to buy or sell
securities or related financial instruments through UOBKH.

UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry
Regulatory Authority (“FINRA") and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research
analyst account.

Analyst Certification/Regulation AC

As noted above, each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report
accurately reflect his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced
independently by him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the
Subject Business involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will
not receive any compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to
any sales, trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the
compensation received by each such research analyst is based upon various factors, including UOBKH's total revenues, a portion of
which are generated from UOBKH's business of dealing in securities.
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