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Mass back in full force

Figure 1: Raising our GGR growth forecast

MOP'mn 2017E 2018E 2019E 2017E 2018E 2019E
VIP 130,084 166,529 199,458 127,366 148,262 165,911
YoY chg 27% 28% 20% 25% 16% 12%
Mass 122,462 142,669 171,202 120,901 135,409 154,366
YoY chg 13% 17% 20% 12% 12% 14%
Slot 15,039 17,596 20,235 14,281 15,709 16,966
YoY chg 19% 17% 15% 13% 10% 8%
Total 267,585 326,794 390,895 262,548 299,379 337,242
YoY chg 20% 22% 20% 18% 14% 13%

New Estimates Previous Estimates

Source: Credit Suisse estimates

■ Keep your eyes on this structural growth story. Strong VIP growth stole 
the limelight when in fact the mass segment has been quietly reaccelerating 
into 4Q17E at an estimated +8% QoQ (fastest in recent years) or 14-15% 
YoY, despite tougher YoY comparison. In 2018, VIP should continue its 
momentum, but more important, we see significant upside coming from still-
early-stage mass player development efforts through improved player 
analytics, which is further supported by the game-changing infrastructure 
upgrade (HZMB) and the introduction of supportive policy (GBA).

■ Our brand new angle. (1) Mass player development as a multi-year driver 
coming from the increase in player conversion from visitors (33% of Macau 
visitors are gamblers versus 73% in Las Vegas) to more casino membership 
sign-ups (only 34% of Macau gamblers are casino members who normally 
spend 2-3x than non-member), and better player analytics that allow casinos 
to formulate effective marketing to enhance players' yield (room to grow from 
the current 50% hotel comp rooms). (2) VIP in the mid-recovery cycle, still 
see upside. We only need junket capital utilisation to reach 6.5x (midpoint of 
4x now and 9x at peak); VIP revenue could still go up by 60%. (3) High 
degree of operating leverage to boost earnings on recovery. As fixed cost 
now contributes 24% of the total cost (versus 2013: 13%), we estimate every 
10% GGR increase to drive 14% EBITDA or 23% earnings.

■ Reiterate our bullish view. We lift our GGR growth assumption to 
22%/20% for 2018/19E. Our 2018 earnings and EBITDA are 11% and 7% 
higher than the Street, respectively. Our order of preference is: Galaxy 
(market share gainer with room for upgrade, stay OUTPERFORM) > Wynn 
(operational improvement, upgrade to OUTPERFORM) > Sands (key 
beneficiary for mass player development, upgrade to OUTPERFORM) > 
MGM (strong 4Q and new opening, upgrade to OUTPERFORM) > SJM 
(lack of near-term catalyst, stay NEUTRAL).
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Focus charts and table

Figure 2: Three key player development drivers
Figure 3: Only 34% of visitors who have casino 
memberships among gamblers in Macau
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Figure 4: VIP in the mid-recovery cycle comparing 
with the "growth gap" and "recovery duration" with 
the past

Figure 5: Small junkets are yet to ramp up as 
industry remains highly consolidated
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Figure 6: Summary of earnings, target price and rating changes
TP Pot. EBITDA EPS

Current Rating (l.c.) Up/(dn) 2017E 2018E 2019E % chg % chg
Company Ticker Price New Prev New Prev (%) Curr. New Prev. New Prev. New Prev. 2017E 2018E 2019E 2017E 2018E 2019E
Galaxy 0027.HK 57.5 O O 79.0 63.0 37 HK$ mn 14,124 13,642 17,403 15,188 20,357 16,897 4 15 20 2 15 22
Wynn Macau 1128.HK 23.0 O N 29.0 19.0 26 HK$ mn 8,156 7,882 10,097 8,461 12,075 9,349 3 19 29 8 39 53
Sands China 1928.HK 38.5 O N 48.0 40.0 25 US$ mn 2,448 2,426 2,860 2,540 3,345 2,762 1 13 21 1 20 33
MGM China 2282.HK 22.0 O N 27.0 18.8 23 HK$ mn 4,101 3,961 5,982 5,905 8,572 7,605 4 1 13 7 (12) 11
SJM 0880.HK 6.2 N N 7.0 7.0 13 HK$ mn 3,061 3,084 3,392 3,878 4,946 5,813 (1) (13) (15) 28 20 (10)
Overall HK$ mn 48,442 47,393 59,069 53,139 71,906 61,099 2 11 18 4 17 27
Source: Thomson Reuters Datastream, Credit Suisse estimates (O=OUTPERFORM; N=NEUTRAL; U=UNDERPERFORM)
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Mass back in full force
Mass player yield improvement is a multi-year driver
Mass GGR has been quietly reaccelerating in 4Q17E at an estimated pace of +8% QoQ 
(fastest over the past few years) or 14-15% YoY, despite tougher YoY comps. Our 
penetration analysis suggests that Macau is only tapping into 10% of premium and 1% of 
mass target population, leaving room for a significant upside. As the industry supply stabilises 
next year, an improvement in infrastructure upgrade (Hong Kong-Zhuhai-Macau Bridge 
[HZMB ]) and the introduction of supportive policies (Greater Bay Area initiatives [GBA]) will 
fuel casino players’ development, which is key to driving the next wave of structural growth in 
Macau, in our view. Effective initiatives could include: (1) converting more visitors into 
players: only 33% of Macau visitors gamble versus 73% in Las Vegas, and turning visitors 
into players would imply immediate upside; (2) increasing membership sign-ups: casino 
loyalty members typically spend 2-3x more than non-members and only 34% of Macau 
players have signed up as of now; and (3) lifting yield per member through the right mix 
of promotions: we argue that 90% of the casino members are under-served as evident by 
the fact that only 50% of hotel rooms are comped. We believe operators can do a lot more in 
marketing as soon as they can access better quality customer data. In short, we are still at a 
very early stage of a long-term player development process, and there are many low-hanging 
fruits, which can easily add 4-5% annual incremental growth on top of the organic growth. 

VIP offers upside option not in the price
We believe VIP is at an early stage of recovery, driven by: (1) low VIP penetration in China (at 
13%, based on our estimate); (2) growth gap between mass and VIP (15-20% now vs. 
30-40% in the past); and (3) the historical observation of the duration of a typical recovery 
cycle (VIP outpaced mass only for two to three quarters vs. historically, and it can continue to 
outpace for one to two years). The combination of: (1) junket credit normalisation (currently, 
the capital is only half utilised), (2) further ramp-up of smaller junkets (top 5 junkets is 75% 
vs. 60% during the peak) and (3) casino table yield enhancement efforts, would drive VIP 
revenue higher. Assuming that junket capital utilisation can reach 6.5x (vs. 4x now and 9x 
during the peak in 1Q14), VIP revenue could grow 60% in the next two years, in our view. 

The icing on the cake: Operating leverage upside
We expect strong operating leverage benefit to continue into 2018. On cost, we expect to see 
a mild 4-5% increase in fixed cost and slightly lower variable cost as the junket mix begins to 
skew more towards the smaller ones. This should bring significant operating leverage against 
our +22% GGR. Besides, as fixed cost now contributes 24% of the total cost (vs. 2013: 13%), 
we believe the degree of operating leverage would be significant in 2018. Every 10% GGR 
increase will drive 14% EBITDA or 23% earnings growth, in our view.

How to position, and key catalysts ahead
We lift our GGR growth assumption for 2017/18/19 to 20%/22%/18% (from 
18%/15%/13%). Our EBITDA and earnings for 2018 are now 7% and 11% higher than the 
street, respectively. Our order of preference: Galaxy (stay OUTPERFORM, market share 
gain can drive further earnings upgrade; Phase 3 and 4 offer upside) > Wynn (upgrade to 
OUTPERFORM, operational improvement into 2018) > Sands (upgrade to 
OUTPERFORM, mass improvement is the catalyst) > MGM (upgrade to OUTPERFORM, 
potentially strong 4Q17 and new openings in January are catalysts) > SJM (stay 
NEUTRAL, lack of near-term catalysts). Catalysts for the market: (1) more details on 
GBA (potentially in Dec17/Jan18), (2) strong Dec GGR (we expect 23-25% YoY), 
(3) accelerating mass GGR (we expect 14-15% YoY in 4Q17 vs. Street 10-12%) to be 
announced by Gaming Inspection and Coordination Bureau (DICJ) in mid-Jan18, 
(4) strong earnings for 4Q17 (CS expects +13-15% QoQ EBITDA) starting mid-Jan, and 
(5) seasonally strong Chinese New Year in Feb. Risk: China capital control is always a 
risk, but it should lower now on the stabilisation of RMB.
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Valuation comparison
Figure 7: Gaming sector valuation comparison

Market Pot.
Cap Price CS TP up/down

Company Ticker (US$'mn) (l.c.) Rating (l.c.) (%) 2017E 2018E 2019E 2017E 2018E 2019E 2017E 2018E 2019E 2017E 2018E 2019E
Macau
Galaxy Entertainment Group 0027.HK 31,725 57.5 OUTPERFORM 79.0 37 24.9 19.1 15.9 15.8 12.4 10.0 5.0 4.0 6.8 1.2 1.6 1.9
MGM China 2282.HK 10,694 22.0 OUTPERFORM 27.0 23 39.7 26.9 14.9 24.5 16.1 10.6 (6.5) 6.0 9.6 1.0 2.8 5.0
Sands China 1928.HK 39,773 38.5 OUTPERFORM 48.0 25 25.4 20.6 16.8 17.6 15.0 12.9 4.4 5.5 5.9 5.1 6.1 6.8
Wynn Macau 1128.HK 15,312 23.0 OUTPERFORM 29.0 26 31.7 20.4 15.2 17.9 13.9 11.2 5.3 7.3 9.1 2.6 4.0 5.3
SJM 0880.HK 4,516 6.2 NEUTRAL 7.0 12 20.5 27.0 20.6 9.8 13.1 9.1 (17.7) (38.5) 0.6 2.8 2.1 2.8
Sector average 102,020 27.5 21.0 16.2 17.5 14.1 11.3 2.6 3.4 6.8 3.0 3.8 4.7

Market Pot.
Cap Price CS TP up/down

Company Ticker (US$'mn) (l.c.) Rating (l.c.) (%) 2017E 2018E 2019E 2017E 2018E 2019E 2017E 2018E 2019E 2017E 2018E 2019E
Non-Macau Asia
Belle BEL.PS 762 3.7 Not Covered n/a n/a 11.8 9.4 8.3 n/a n/a 3.7 n/a n/a n/a 2.7 2.7 2.7
Premium Leisure PLC.PS 809 1.3 Not Covered n/a n/a 19.8 15.0 13.7 n/a n/a n/a n/a n/a n/a 5.0 6.7 7.2
Travellers RWM.PS 1,280 4.1 Not Covered n/a n/a 66.1 27.0 19.2 16.5 12.1 11.2 n/a n/a n/a 0.8 1.0 1.2
Bloomberry BLOOM.PS 2,290 10.5 Not Covered n/a n/a 17.7 15.0 13.3 n/a n/a n/a n/a n/a n/a 0.3 0.5 -
Phillippines average 5,960 35.1 17.6 14.5 13.0 9.8 7.6 n/a n/a n/a 1.3 1.7 1.6
Kangwon Land 035250.KS 7,181 36,650 OUTPERFORM 42,000 14.6 17.1 14.9 13.8 12.7 10.2 9.4 3.8 7.4 8.1 2.7 2.9 3.2
Paradise 034230.KQ 1,845 22,150 UNDERPERFORM 15,000 (32.3) (625.6) 59.8 49.1 64.1 21.2 18.6 (18.5) (6.3) 5.0 - 0.5 0.8
Grand Korea Leisure 114090.KS 1,711 30,200 NEUTRAL 29,000 (4.0) 20.9 19.3 18.8 12.9 12.2 12.4 1.8 2.9 2.9 2.8 2.9 3.0
South Korea average 10,737 (92.7) 23.3 20.6 21.6 12.4 11.4 (0.4) 4.3 6.7 2.2 2.5 2.7
NagaCorp Limited 3918.HK 3,309 6.0 OUTPERFORM 7.00 17.6 15.0 10.9 9.2 10.1 6.9 5.7 2.6 8.3 10.5 4.0 5.5 6.5
Genting Malaysia Bhd GENM.KL 7,628 5.3 OUTPERFORM 5.85 11.4 24.9 19.9 14.6 14.4 10.9 9.0 (4.2) 2.5 5.0 1.0 1.3 1.7
Genting Singapore GENS.SI 11,804 1.3 OUTPERFORM 1.60 21.2 25.5 20.9 19.6 11.4 10.5 9.5 4.8 5.1 6.3 2.3 2.3 2.3
Genting Berhad GENT.KL 8,284 8.8 OUTPERFORM 11.10 26.3 18.7 13.8 12.1 10.2 8.9 8.3 (10.7) (6.0) 0.2 0.8 1.1 1.2
Other Asia average 31,183 22.4 17.7 15.3 11.7 9.8 8.7 (1.8) 1.8 4.8 1.8 2.0 2.3
Sector average 47,881 (1.8) 18.9 16.4 14.0 10.4 9.2 (1.4) 2.5 5.3 1.8 2.1 2.3

Market Pot.
Cap Price CS TP up/down

Company Ticker (US$'mn) (l.c.) Rating (l.c.) (%) 2017E 2018E 2019E 2017E 2018E 2019E 2017E 2018E 2019E 2017E 2018E 2019E
Australia
Aristocrat Leisure ALL.AX 11,030 23.0 NEUTRAL 24.60 6.9 26.0 22.2 18.5 15.2 13.7 11.4 4.9 5.6 6.8 1.6 2.0 2.4
Crown CWN.AX 6,405 12.4 NEUTRAL 12.00 (3.1) 26.4 24.8 23.5 11.2 11.8 12.0 (0.3) (2.6) (3.7) 7.7 5.2 5.4
Star Entertainment Group SGR.AX 3,643 5.9 OUTPERFORM 6.25 6.3 21.2 18.5 16.8 10.6 9.6 8.8 7.7 8.3 8.8 2.7 2.8 3.0
Tabcorp Holdings TAH.AX 3,209 5.1 OUTPERFORM 4.80 (6.3) 30.5 25.8 22.2 11.3 8.6 7.1 4.3 5.2 6.0 4.8 4.8 4.9
Tatts Group TTS.AX 4,983 4.5 NEUTRAL 4.20 (7.1) 28.7 30.8 32.9 17.2 17.8 18.2 3.5 3.6 3.5 5.8 3.2 2.9
Australia average 29,270 26.4 24.1 22.2 13.7 12.9 11.9 3.8 3.8 4.1 4.1 3.3 3.5

Market Pot.
Cap Price CS TP up/down

Company Ticker (US$'mn) (l.c.) Rating (l.c.) (%) 2017E 2018E 2019E 2017E 2018E 2019E 2017E 2018E 2019E 2017E 2018E 2019E
United States
Boyd Gaming BYD.N 3,613 32.0 Not Covered n/a n/a 29.9 23.6 22.4 10.1 9.0 8.0 2.3 2.7 3.0 - - 0.9
Isle Capri Casi ISLE.OQ 950 23.0 Not Covered n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a
LVSC LVS.N 55,618 70.4 Not Covered n/a n/a 24.6 23.2 22.0 13.1 12.7 12.0 3.6 3.5 3.7 4.4 4.3 4.4
MGM Resorts Intl MGM.N 18,784 33.2 Not Covered n/a n/a 29.4 22.9 18.6 11.0 9.9 8.7 2.3 2.5 2.8 1.3 1.4 1.2
Penn Natl Gaming PENN.OQ 2,599 28.5 Not Covered n/a n/a 3.2 22.6 21.1 7.0 6.4 5.8 3.0 2.6 3.1 - - -
Pinnacl Ent PNK.OQ 1,774 30.9 Not Covered n/a n/a 39.9 30.0 29.1 5.4 4.9 2.4 0.4 4.0 3.1 - - -
Wynn Resorts WYNN.OQ 16,398 159.5 Not Covered n/a n/a 30.5 24.5 20.4 13.3 12.5 11.0 7.8 9.9 11.2 1.3 1.4 1.4
United States average 99,736 26.4 23.5 21.2 12.4 11.7 10.7 3.9 4.3 4.7 2.9 2.9 3.0
Asia average 167,814 19.5 20.6 16.4 16.4 12.9 13.0 1.7 3.5 6.6 2.5 3.1 3.7
Asia Pacific average 197,084 20.6 21.1 17.3 16.0 12.9 12.8 2.0 3.5 6.2 2.7 3.1 3.6
Global aveage 296,820 22.5 21.9 18.6 14.8 12.5 12.1 2.6 3.8 5.7 2.8 3.0 3.4

P/E EV/EBITDA FCF yield Dividend yield
(x) (x) (%) (%)

P/E EV/EBITDA FCF yield Dividend yield
(x) (x) (%) (%)

P/E EV/EBITDA FCF yield Dividend yield
(x) (x) (%) (%)

P/E EV/EBITDA FCF yield Dividend yield
(x) (x) (%) (%)

Source: DataStream, Credit Suisse estimates for covered companies (share price as of 8 December 2017)



11 December 2017

Macau Gaming Sector 5

Mass player yield improvement is a 
multi-year driver
Mass reaccelerates following temporary slowdown 
The mass market started strong in 1H17, growing at a 15% YoY pace, accelerated from 
the 10% YoY in 2H16. The increase in hotel supply, longer length of stay and the recovery 
of high-end demand collectively contributed to the mass segment improvement we saw 
this year. However, the recovery speed slowed down to only 9% YoY or 4% QoQ in 3Q17.

Figure 8: Quarterly mass revenue and growth trend
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We believe the 3Q slowdown was mainly caused by two temporary factors: (1) competition 
from junkets: Many new junkets re-entered the industry in 2Q. In order to quickly ramp-up 
their businesses, they hired casinos' premium mass hosts who already had existing 
customer relationships as junket agents. From our discussion with industry participants, we 
understand that many casino hosts move to work in higher paying jobs offered by the 
junkets, bringing with them their customer database/network. This could have caused some 
shift of premium mass to the VIP segment and partially dampened the growth of the mass 
segment in 3Q. That said, this shift should reverse in subsequent quarters. This is because 
the players may support their hosts and play in their VIP rooms initially, but eventually, they 
will return to the property which they like the best and feel the most comfortable in. While 
there will always be some overlap in the client base between the VIP and premium mass 
segments, some premium mass players simply do not like to play in VIP rooms as they do 
not like the atmosphere there. (2) Typhoon: Typhoon Hato hit Macau in Mid-August. It not 
only hurt the business performance in August, but also brought about a longer lasting 
negative impact in September. Some of those effects even lingered on to early October. 
Post the typhoon, some players deferred their travel as they saw the devastating damage in 
Macau as portrayed in Chinese social media. They have only recently resumed their visits to 
Macau in 4Q17.

Hence, we saw mass GGR gradually picked up growth, at 14-15%, into 4Q, despite the 
tougher YoY comparison as Wynn Palace and Parisian contributed fully in 4Q16. On a 
QoQ basis, based on the current trend, we believe mass GGR is on track to grow 9% 
QoQ, and it would be the fastest growth over the past few years. We believe this helps to 
show that the drag in 3Q was only temporary. 
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Looking into 2018, on top of the well-understood traffic drivers like infrastructure 
improvement and Great Bay Area (GBA) initiatives, we believe the street has under-
appreciated the huge untapped potential, which could be coming from player development 
and yield enhancement efforts by the casinos. This would serve as a multi-year driver for 
the sector going forward, in our view.

China market has hardly been penetrated, leaving 
plenty of untapped opportunities
Sizing the potential market: 2 mn for premium mass and 400 mn for base 
mass players
Credit Suisse Research Institution produces the Global Wealth Report that tracks the 
global household wealth development by segment and region. For China, the household 
wealth has been rising steadily in recent years on the back of the solid economic growth 
and property market. Within the mass segment, we broadly classify gaming patrons into 
the premium mass and grind mass segments. 

If we were to match this classification to the wealth categories of the Credit Suisse 
Research Institution Global Wealth Report, we estimate that around 1.95 mn individuals 
with net worth of US$1 mn or above would fall into the premium mass category, while 400 
mn with net assets of US$10k to US$1 mn can potentially be called grind mass customers 
in Macau.  

Figure 9: Wealth range for adult population in China (in millions)
Wealth range 2013 2014 2015 2016 2017
More than US$1,000,000 1.12 1.18 1.33 1.59 1.95
YoY chg 14% 5% 13% 19% 23%
Between US$10,000 and 1,000,000 414 377 383 327 396
YoY chg 6% -9% 2% -15% 21%
Less than US$10,000 583 625 629 694 681
YoY chg -2% 7% 1% 10% -2%
Total adult population 998 1,003 1,014 1,023 1,079
YoY chg 1% 1% 1% 1% 5%
Source: Credit Suisse Global Wealth Report

Penetration: Much lower than our expectation 
After estimating the addressable market above, we try to estimate the number of gamblers 
which Macau is currently tapping into. Street generally focuses on total visitation and uses 
it as a proxy to gauge the number of mass gamblers in Macau. In our view, this approach 
has significantly overstated the true players’ count. This is because only ~33% of the 
Macau visitors are engaged in gaming activities, according to a 2016 survey performed by 
Macau University. 

We lay out our analysis and key assumptions in the figure 10 below. Our analysis takes 
into consideration the observations we made from: (1) the visitation data released by the 
Macau government; (2) Macau University’s 2016 "Macau Visitor Profile Study Report," 
which surveyed Macau visitors, covering topics such as trip arrangement, spending 
patterns and gambling behaviour or preferences; and (3) our discussion with industry 
participants, including key junkets, casino marketing teams and operators to ensure our 
top down approach is largely in line and reconciles with what they see from a bottom-up 
approach.

We agree that there are a lot of assumptions embedded into this analysis and there is no 
perfect way to gauge the true number of gambling patrons. That said, we are confident 
that this analysis could provide a very good framework to identify the rough penetration of 
mass gaming in China and the untapped opportunities in this market.
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Figure 10: Visitors’ penetration still low in Macau
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Macau receives 30 mn visitors on a per year basis. According to the latest "Macau Visitor 
Profile Study Report", each visitor makes at least two trips to Macau per year, we estimate 
there are around 15 mn unique Macau visitors annually. Contrary to common belief, we 
learn from the Report that only 33% of Macau visitors are in fact gamblers, and this comes 
down to roughly 5 mn individuals. However, after excluding the VIP players (more in the 
VIP section below), there are only around 4.96 mn total mass players, which split into 
around 240k of premium mass and 4.7 mn of grind mass players.

To conclude, even if we were to assume that there is no overlapping for the VIP and 
premium mass players, and that all the VIP and premium mass players are from China, we 
are just tapping into 10% of the overall premium mass target population and 1% of the 
total mass population. 

To say the least, untapped potential remains huge in China despite the rapid development 
that we have observed in the Macau market in the past decade.   

Player development to become a key multi-year driver
Operators under-invested in mass…
In comparison to global peers, Macau has significantly under-invested and overlooked the 
true potential of the mass market. Below, we try to look back and understand why that is 
the case. 
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Figure 11: Gross gaming revenue growth and initiatives in the past
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2007 to 2011: "New" casinos opened, VIP stole the limelight
Looking back, most of the “new” casinos were opened in 2007 (e.g., Grand Lisboa, Altira, 
Venetian and MGM Macau). When these casinos were first opened, management teams 
were generally relatively new to the market, and had limited information and knowledge on 
players and their preferences. As they were under immense pressure to recover their 
initial investment, casino operators naturally focused on the VIP segment rather than the 
mass segment. This is because in comparison with the mass segment, the size of the VIP 
market was much bigger and could be grown more systematically through more credit and 
higher commissions. In this self-selection process, more efforts and resources were 
naturally being channelled into growing the VIP segment. This fueled strong growth in the 
VIP segment initially in Macau.

2012 to 2014: VIP slowdown, the emergence of premium mass
From 2012 to 2014, VIP market growth started to slow down, operators had to explore 
alternative sources for growth. Owing to the introduction of the gaming table cap by the 
regulator and the constraint of dealers, casinos had to learn how to more effectively utilise 
their valuable resources, i.e. the live gaming tables, hotel rooms and limited staff 
resources. As a result, we saw increased efforts towards optimisation and player 
segmentation. This gave rise to the premium mass segment as casinos target higher-
spending players and the implementation of electronic gaming tables (EGT), which 
catered to lower spending gamblers. Operators started to build up their premium mass 
hosts team to take care of the high margin and spending premium mass players.

2014 to 2015: Industry down cycle, cost cutting in focus
The industry entered a down cycle in 2014-15, and mass GGR contracted alongside the 
VIP market. The attention of the operators was diverted to cost cutting and defending 
market share. Player development or marketing, which normally requires a lot of resources 
and could fail to yield immediate benefits, got side-lined. 



11 December 2017

Macau Gaming Sector 9

2016 to now: 2nd wave of new supply; industry started to stabilise
In 2016, the industry started to recover. But benefits of player development were diluted by 
the wave of new openings (four new casinos opened from 2H15 to 2016). The pressure to 
fill up new hotel rooms' supply, and chasing and defending market share remain of the 
highest priority, so energy and resources have once again been pumped into the VIP 
segment, which started to see recovery.

…and lacked consistent and systematic way of collecting data
Even though most casinos have put in place players’ tracking system over the past few 
years, its data quality remains suboptimal, which makes it challenging for casinos to 
effectively track players' spending behaviour. It is even harder to perform meaningful data 
analytics and formulate good marketing campaign using the data that has been collected. 
This is in part due to: (1) the lack of attention and investment; (2) relatively short history, 
which limits the number of data points; (3) insufficient human resources to carry out 
effective and consistent tracking; (4) the fact that Chinese players are generally unwilling 
to provide too much personal information; and lastly (5) the lack of a variety of non-gaming 
facilities, which encourage membership sign-up.

That means plenty of untapped potential ahead!
We believe all casino operators can potentially do better as: (1) revenue and profitability 
recovery is back on track, (2) industry supply increase will slow down going forward and 
(3) the industry is equipped with more non-gaming attractions to attract new players and 
visitors. 

Key player-development drivers
Player development means that through enhancing yield from existing visitors and 
effectively deploying resources to generate the maximum revenue, we can see huge 
growth potential in mass. 

Figure 12: The three key player-development drivers

Player conversion

Yielding up the 
members /moving 

down the value 
chain

Membership/loyalty 
program

Source: Credit Suisse

■ Driver 1: Player conversion offer significant opportunity 

While increasing headcount is important, we believe Macau can drive growth by better 
yielding its existing visitor base. As mentioned above, despite the common belief that the 
Chinese have a higher propensity to gamble, the percentage of Macau visitors involved in 
gambling activities is only 33% vs. 73% in Las Vegas. Therefore, solely by increasing the 
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percentage of gamblers within the current pool of Macau visitors, tremendous upside to 
mass revenue growth can be created. More visitation growth in the future will only provide 
further upside. We do not believe investors in the street have considered this so far. 

In our view, casino operators can channel their efforts into the following areas to enhance 
players' yield: 

First, casino operators should step up their marketing activities in China, leveraging their 
non-gaming offerings. As new resorts have populated the Cotai strip over the past five 
years, the diversity of offerings in Macau has widened, giving Macau a more all-round 
product to market in China. 

Second, casino operators should explore better channels to sell and market their hotel 
rooms. To fill their hotel rooms fast, new resorts have been targeting the HK market. 
However, HK tourists are typically non-players. Therefore, as revenue gradually recovers 
and room occupancy is less of an issue now, the operators can re-direct the target market 
and increase the focus on Chinese tour agencies and distribution networks. This would 
allow the casinos could be tapping into a higher potential pool of clients. 

Third, systematically and strategically lifting hotel room prices over time can help create a 
filter in terms of the visitors, and help operators identify higher-quality customers. This is 
because when hotel room prices hit a certain high, the non-players would naturally opt out. 
This would be a natural selection process that would leave higher potential players 
behind—a situation we witnessed in 2013-14. 

Lastly, popular lucky draw events and other promotions, such as offering free chips, could 
also be among the effective ways to woo non-players to become gamblers and try out the 
gaming facilities. 

Overall, we estimate that every 1% of player conversion would lead to a 2% increase in 
mass GGR.

■ Driver 2: Membership/loyalty programmes improve yield
The casino operators encourage players to sign up for their loyalty programmes to get a 
player’s card, which allows players to accumulate points at the casinos and to enjoy retail 
and F&B discounts at their properties. In order to promote loyalty and encourage higher 
spending, the gambling patrons would receive rewards such as complimentary rooms, 
special access to various events, and even more exotic offers if the customer reaches a 
certain target of gambling and spending. 

Casinos are incentivised to promote higher rates of sign-ups because the programme 
allows them to track players' gaming behaviour and accumulate various valuable 
information of individual players; for example, time spent at a table, the game type they 
like, their skill level and their average bet size plus gambling budget. The loyalty card also 
allows casinos to find out about players' spending pattern in non-gaming segments, 
ranging from hotel dining, retail spending, entertainment preferences and others. The data 
can then be used to improve customer segmentation, help casinos better predict future 
behaviour so that they can plan and organise more effective and orchestrated marketing 
efforts and outcomes. 

According to the survey from Macau University, currently only 16% of Macau visitors or 
34% of the gambling visitors have signed up to become loyalty members of the casinos. 
More importantly, the same survey shows that on an average, casino loyalty members 
tend to spend 2x more than non-members. They also tend to stay 3x longer at the 
gambling tables and go to Macau with 3x the gambling budget versus non-members. 
Thus, increasing the number of membership sign-ups and developing a better data 
tracking mechanism offer significant opportunity to the casinos.
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Figure 13: Only 34% of visitors have casino 
memberships among gamblers in Macau

Figure 14: Overall spending of casino members is 
2x of non-members
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Figure 15: Casino members' time on gambling is 3x 
of non-members

Figure 16: Casino members' gambling budget is 3x 
of non-members

0.0

1.0

2.0

3.0

4.0

5.0

6.0

7.0

8.0

9.0

2012 2013 2014 2015 2016

Casino members Non-casino members

(Mean time spent on gambling, hour)

0

2,000

4,000

6,000

8,000

10,000

12,000

14,000

2012 2013 2014 2015 2016

Casino members Non-casino members

(Gambling budget, HKD)

Source: University of Macau Source: University of Macau

Galaxy is a good example that showcases how a combination of good product offerings 
and effective marketing campaigns can generate a strong result. Galaxy’s mass growth 
rate has outpaced the market since 2014. We learn from the Macau University visitor 
survey that the number of Macau visitors who have signed up for Galaxy's membership 
has increased from 15% in 2014 to 32% in 2016. The start of Galaxy Phase 2 in 2015, 
which significantly improved Galaxy’s non-gaming offerings—coupled with good marketing 
efforts, constant product upgrades and an increase in the number of membership sign-
ups—served as the key driver in fuelling mass revenue growth, in our view. 

Longer term, we continue to believe that higher number of membership sign-ups coupled 
with improved data analytics will be a big opportunity for Macau's mass market, as it will 
become a very effective tool in pushing up players’ yield. 
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Figure 17: Percentage of visitors (including both 
gamblers and potential gamblers) who have casino 
memberships remains low in Macau

Figure 18: More and more visitors (including both 
gamblers and potential gamblers) are now members 
at Galaxy Macau
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Overall, we estimate that every 1% increase in membership sign-ups would lead to a 2-3% 
increase in mass GGR.

Figure 19: Individual player’s estimated average loss
Annual GGR Number of players Average loss per trip Annual loss

Segment (HK$ bn) % of total mass GGR ('mn) (figure 10) Trips per year (HK$ 000) (HK$ 000)
Premium mass 84 60% 0.24 8 44 348 
Members 0.17 
Non-members 0.07 
Base mass 56 40% 4.72 2 6 12 
Members 1.52 
Non-members 3.20 
Total 140 100% 4.96 
Source: DSEC, University of Macau, Credit Suisse estimates

■ Driver 3: Yielding up the members/moving down the value chain
Based on our conversation with the operators, we understand that around 10% of a 
casino’s loyalty members fall in the category of premium mass (i.e., normally top 2 
categories of their player-rating system). Historically, casinos channel all their energy and 
resources into serving this 10% through the casino hosts. The reason is because this 10% 
of players alone accounts for ~50% of total mass GGR—this makes cost benefits more 
favourable for the operators. However, the flip side of this approach is that it would 
naturally mean that 90% of the members are basically not served or are under-served. We 
find big potential for the remaining 90% of the players.

Due to the sheer count of the number of players, the casinos cannot engage the casino 
host strategy that they use to serve the top end players. Instead, we believe several areas 
could help drive their spend and encourage more visits. They include:

■ Organisation of very exclusive and high profile events: Concerts like the really well 
received Jackie Cheung concerts organised by Venetian in August 2017 are a very 
good example. The tickets are so highly sought-after that the casino reserved it for high 
end and high potential customers only. In the end, not only Venetian saw a strong 
surge in mass revenue during the period, but it also benefited its peers like Galaxy 
Macau. Other high energy events like boxing matches are all good for attracting more 
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players. With the opening of new casinos and more complete offerings of non-gaming 
facilities together with the completion of the HK-Zhuhai Macau bridge, we believe there 
are increasing opportunities that the casinos can explore.

■ Better player analytics that allow a more targeted marketing campaign: Various 
technologies like RFID chips and better player tracking systems would gradually help 
casinos build a more accurate and complete customer spending database. As casinos 
start to observe these underserved players more closely to understand their 
preferences, and gambling and spending habits, the casinos would be more confident 
to spend their marketing dollars and offer complimentary items to their guests.

Currently, only 50% of the hotel rooms in Macau are being comped to the players. We 
believe there is room for that number to gradually go up over time. The reason why 
rooms may not be effectively used to comp players is that the casinos do not want to 
offer rooms to the players who they are sure would pay for the rooms anyway. The 
mentality would change as they have better information on their clients, as they would 
know which customers they would really want in their hotel rooms. 

Currently, the average daily room rate in Macau is around HK1,500 but the operating 
cost is only HK$300 at a roughly 80% EBITDA margin for hotel rooms. However, given 
that mass gross margin is 50%, any customers who can generate additional play up to 
and more than HK$600 should generate sufficient revenue to cover the cost of the 
room. Comping is an economical and sensible approach to attract more players, given 
that the average spend per trip for mass players comes in at HK$5-10k. 

In short, we believe operators could be comping a lot more aggressively than they are 
doing now over time when they are armed with better quality data.

Mathematically, there are 22k 5-star hotel rooms in Macau, with around 50% of them 
being complimentary rooms to the junket VIP and premium mass players. If this ratio is 
lifted to 55%, and each player incurs an average additional HK$5,000 loss at gaming 
tables, this would translate into a daily mass GGR of HK$2 bn, or another 2% 
increment to mass GGR.

Putting all these together…
On a standalone basis, the net impact from these initiatives may look low, but given that 
we are at a very early stage of the process, with a very low starting point to begin with and 
more importantly no additional capex investment requirement, we believe this will give us 
additional comfort on the multi-year growth story for the mass segment. This growth, 
coming from player optimisation, would support the already well understood organic 
growth drivers from penetration improvement and infrastructure upgrades, etc. We believe 
this material and long-term upside has been underappreciated by the market.

Why now? Supportive policy and infrastructural 
upgrade are dual catalysts
Lifting the quantity: Completion of HK-Zhuhai-Macau Bridge facilitates traffic
The HK-Zhuhai- Macau bridge (HZMB) is scheduled to complete by the end of 2017. This 
new addition will complete a regional transportation network by providing an overland 
vehicular link. The bridge will substantially shorten the travel time between the eastern and 
western Pearl River Delta (PDR) region, and it will also increase interflow of passengers 
and cargoes. 
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We believe its benefits to Macau come in two-folds, it: (1) shortens traveling time and 
can potentially boost visitation: Upon completion of the HZMB, the Eastern PRD will be 
within 3-hour-commuting radius from Macau. It will substantially reduce both the 
transportation cost and time between HK/Macau and east Guangdong, and this should 
naturally encourage more visitation, in our view; (2) connects Macau to two 
international airports (Hong Kong and Zhuhai)—both can be reached within 30 
minutes. Better connection to international airports will help Macau develop and grow its 
convention business. This is an important business initiative to fill up weekday demands. 
In fact, the financial secretary highlighted that it is a priority for Macau to actively develop 
its convention business.

Figure 20: Connecting Macau to Hong Kong and the Pearl River Delta

Source: Hong Kong Government, Credit Suisse
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Figure 21: Summary of infrastructure projects around Macau
Project Completion date Improvement

Guangzhou-Zhuhai Intercity Railway
Guangzhou South and Zhuhai North: 7-Jan-2011
Zhuhai North to Gongbei border gate: Jan-2013"

Shortening travel time between Guangzhou and Zhuhai from two 
hours to approximately 45 minutes (for non-stop service).

The Gongbei Border Gate Expansion 28-Jun-13
Increasing the capacity of the border from 255,000-300,000 
people per day to 350,000 people per day.

Taipa Pac On Ferry Terminal 18-May-17
To have 16 piers for boats with a capacity of up to 400,000 
passengers and three piers for ships of 1,200 passenger berths, 
heliport at roof of terminal

Hong Kong-Zhuhai-Macau (HKZM) bridge est. 1H18
Reducing drive time between Hong Kong and Zhuhai/Macau 
from 4 hours to 45 mins

Guangzhou-Zhuhai Intercity Railway Extension Line
Phase I: est. 1H18
Phase II: est. 2022

Connecting Zhuhai Station (Gongbei Gate), Hengqin Island 
(Lotus Gate), Chimelong Ocean Park and Zhuhai Airport. This 
can be further linked to Macau’s Light Rail Transit (LRT) system 
via the Lotus Port in Cotai.

Guangdong-Macao New Route/Qingmao Border est. 2019
A new border gate dedicated to facilitate customs clearance of 
travelers

Macau Light Rail System
Taipa section: est. 2019
Peninsula section: est. 2022

High-frequency public transportation system connecting Macau 
Peninsula, Taipa and Cotai via 21 different stations

Shenzhen-Zhongshan Bridge est. 2024
The bridge will be located ~27 km downriver from the Humen 
Bridge, the only existing bridge crossing the delta area, and ~32 
km north of the new Hong Kong–Zhuhai–Macau Bridge.

Macau International Airport Expansion est. 2040
The capacity of the airport is expected to reach 7 mn passengers 
between 2017 to 2019, 11 mn passengers between 2025 and 
2037, and 15 mn passengers between 2033 to 2040.

Source: Macau government, Company data, Credit Suisse research

Raising the quality: Supportive policies from China on the new Greater 
Bay Area initiatives
On 5 March 2017, the Premier of the State Council, Li Keqiang, officially presented the 
development plan of the Greater Bay Area covering Hong Kong, Macau and nine other 
major cities in Guangdong during the 12th National People’s Congress. The idea is to 
encourage and integrate the coastal part of the Pearl River Delta region. 

The finalised draft is expected to be submitted to the Central Government by the end of 
2017. Key proposals under the draft include: (1) extending the length of stays for Mainland 
Chinese tourists to Hong Kong and Macau, (2) making on-arrival visas available for the 
Greater bay Area residents, (3) scraping outbound border inspections, (4) issuing visas by 
lower level government and (5) relaxing regulations for the financial sector. We believe 
these plans would help provide a solid backdrop for Macau to grow its visitation from 
China, especially given the continual infrastructural upgrades as discussed above.

Looking ahead, we believe new policies may include the  issuance of more business visas 
in order to support the development of the convention business. We also expect to see 
simplified approval procedures and the relaxation of the individual visitor scheme, which 
was tightened back in 2008. In our view, the restrictions since 2008 offer a good road map 
for potential policy relaxation. After the relaxation of the transit visa back in 2015, the next 
relaxation could be reverting the frequency of Guangdong residents visiting Macau (40% 
of Mainland Chinese visitation) from once every three months to once a month, or 
eventually once every two weeks. Guangdong province has among the highest per capita 
income in China, and this should help improve visitors' quality to Macau and this is a very 
important catalyst that helps provide a favourable operating backdrop for the active drivers 
for mass revenue.
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Figure 22: Visa policy changes since 2008
Period Visa policy changes for Mainland Chinese tourists
Jun-08 IVS for Guangdong province (GD) residents tightened from one visit every two weeks to one visit per month
Jul-08 IVS further tightened to one visit every two months for GD
Aug-08 Transit visa shortened the length of visit from 14 days to 7 days
Sep-08 Mainland Chinese are required separate IVS entry visa to visit HK/ Macau
Oct-08 IVS further tightened to one visit every three months for GD
Jul-14 Transit visa tightened the length of visit from 7 days to 5 days for first visit and 1 day upon their next visit. Prohibited to re-enter Macau for 

next 60 days if visitors violate the rule.
Jul-15 Transit visa relaxed to extend the length of visit from 5 days back to 7 days for first visit and from 1 day to 2 days for next visit. Violating the 

rule prohibits visitors to re-enter for 30 days (shortened from 60 days).
Source: Credit Suisse

On top of the new policies, the Chinese government can also use administrative 
measures—such as the faster visa approval process, more relaxed document check at the 
border gate or the increase of quota for tourist travelling to Macau—to help boost visitation 
to Macau.
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VIP offers upside option not in the price
VIP recovery built up momentum
The capacity increase from the new casinos (Wynn Palace and Parisian that opened in 
3Q16) improved demand from better China liquidity and asset prices (property and basic 
material), as well as the re-entry of new junkets (mainly since 2Q17) have collectively 
driven the VIP segment recovery this year. After bottoming in 2Q16, the pace of VIP 
recovery has shown meaningful acceleration into 2H17, whereby growth rate rose to 
~35% YoY. That said, by absolute dollar amount, VIP revenue is now still 50% below its 
peak in 1Q14.

Looking ahead, we expect VIP recovery to sustain into 2018 at a +20-30% pace. More 
importantly, we believe we are only in the middle of the whole recovery cycle. On the 
demand side, we believe a stable macro backdrop, wealth creation through strong asset 
prices and low penetration of the VIP market would continue to drive VIP demand. On the 
supply side, abundant credit and surfacing of new junkets/agents will help fuel the next leg 
of the upcycle. Given VIP demand is firmly on track to further recovery and VIP tables 
have become a scarcity, we believe casino active optimisation would help drive VIP table 
productivity up.

Figure 23: Quarterly VIP revenue and growth trend
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Low penetration and healthy player numbers set the 
stage for further growth
Given the big ups and downs that Macau's VIP market has experienced in the past few 
years, we believe it is worthy to revisit and understand the potential market size and the 
rate of penetration for VIP players in China.

Sizing exercise: A big increase in high net worth individuals over the 
past few years
Credit Suisse Research Institution produces the Global Wealth Report that tracks the 
global household wealth development by segment and region. The total number of 
Chinese high net worth individuals (categorised by individuals who own a total net asset of 
more than US$1 mn) has increased by 22% in 2017 to 1.95 mn individuals, and is already 
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65% higher than in 2014 (the last peak cycle of Macau). By the number of individuals, 
China now has more residents with wealth above US$50 mn than any other country in the 
world, except for the United States. Contrary to the much lower VIP revenue now, the 
number of qualified players has actually increased substantially over the past few years.

Figure 24: High net worth individuals in China by wealth range (in mn)
Wealth range 2013 2014 2015 2016 2017
>US$1 bn 104 161 218 244 504
US$500mn - 1bn 160 232 305 345 651
US$100mn - 500mn 2,032 2,731 3,461 3,966 6,762
US$50mn - 100mn 3,536 4,507 5,571 6,434 10,221
US$10mn - 50mn 44,963 53,072 63,255 73,938 106,166
US$5mn - 10mn 78,231 87,705 102,014 120,298 160,576
US$1mn - 5mn 994,903 1,032,857 1,158,156 1,384,721 1,668,115
Total high net worth individuals 1,123,929 1,181,265 1,332,980 1,589,946 1,952,995
Source: Credit Suisse Global Wealth Report

Penetration: A more diversified patron base now
An estimation of the number of unique VIP players
Estimating the number of VIP players is never easy and is subject to a high margin of error 
due the limited information available and the fact that the players/agents prefer to keep 
their identity as anonymous as possible. In forming our estimates, we try to reconcile our 
top-down analysis to the bottom-up one through discussions with industry participants. 
Overall, we conclude that currently in Macau, there are around 37k unique VIP players 
with an average loss of HK$440k per trip. 

Our logic is as follows: We started with the monthly visitation of 35k for Suncity (Macau's 
largest junket with 40% market share) as a proxy. As its visitation figures would capture 
the patrons' daily check-in at the table, we need to first adjust for the factor of multiple-
days stays by some players. On average, given that VIP players stay three nights per trip, 
there should be around 11.6k (35k/3) unique VIP players coming each month who would 
visit a Suncity VIP room. 

Considering that Suncity has roughly 40% of the market and that the same player could 
visit multiple junkets’ rooms during their stay, monthly VIP visitation for Macau should 
come down to roughly 25k. Lastly, according to "Macau Visitor Study Profile Report", high-
end players come to Macau on average 8x a year. So, the total annual VIP visitation would 
therefore be around 37k (25k x 12 months / 8 times), in our view. 

Penetration is still low
Macau's annual VIP GGR is roughly HK$130 bn for the year 2017; the players' annual and 
per trip loss would be HK$3.5 mn and HK$440k, respectively. Even if we were to assume 
that 90% of the VIP players are Mainland Chinese, the VIP players make up only roughly 
1.7% of the total high net worth individuals in China who have asset over US$1 mn or they 
are roughly 13% of individuals with net worth of more than US$5 mn.

VIP base is also more diverse
From our discussion with industry participants, they also note several changes in the 
players’ behaviour over the past few years, including: 

■ Fewer big whales and more average patrons: The total junket volume is now being 
contributed by a more diversified players’ base. For example, Suncity saw its play 
count doubled over the past two years, despite yielding a similar level of volume vs. 
two years ago. A more diversified player base would help lower VIP win rate volatility. 
This is a good sign, which sets the foundation for more sustainable growth for the 
segment. 
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■ Longer length of stay: Their average stay per trip has increased from around 2 nights 
to now 3 nights. This could be in part due to the sharp increase in hotel room supply. 

■ Property market remains a key driver behind VIP demand, but junkets have started 
to see players (who are involved in other "new" industries) frequent Macau such as 
P2P lending or shadow banking.

The key question is … where are we in the cycle?
The spread between VIP and mass growth offers a clue
Broadly speaking, the difference between mass and VIP revenue lies in credit extension. 
Mass is a purely cash play, while VIP players can play with their own cash or use credit. 
As such, mass revenue growth is driven by pure player demand, while VIP has the credit 
component on top of just players’ demand. 

The chart below shows the YoY growth trend between the mass and VIP revenue over the 
past few years. During each up and down cycle in the past, the initial recovery stage starts 
when VIP and mass mimic each other on an upwards trend as demand begins to pick up. 
This is followed by an acceleration of the VIP revenue that often overshoots both on the up 
and down side because the second leg of growth was driven mainly by credit. Each credit-
fueled VIP demand can sustain 1.5-2 years based on our observation until it is disrupted 
by external events like junket default (2014), policy changes (2012, 2014) or macro 
slowdown (2008) in the past.

Figure 25: Quarterly YoY growth for VIP segment and mass market
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The "gap" and "duration" tell us that we are still at an early stage in the 
cycle
As such, the key way to identify where we are in the VIP credit cycle is to look at how much 
and for how long the growth of VIP has outpaced that of the mass revenue. This is because 
the gap between the two plays a large part in indicating how much credit has been extended. 
Looking back at this downward then recovery phase, VIP and mass GGR has been tracking 
very closely both on the downtrend in 2Q14-2Q16 and initial recovery in 3Q16-1Q17. The 
divergence only started in 2Q17 when VIP started to outpace mass. Judging from the gap 
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between the two segments (15-20% now vs. 30-40% in the past) and the duration (6-9 
months now vs. the past 1-2 years), we believe the credit component of the VIP revenue has 
just started to kick in and we are still at an early stage in the recovery cycle.

In fact, this is consistent with what we observed on the ground. Based on our discussions 
with different junket operators, we estimate that credit play as a proportion of the total VIP 
revenue is only around 50% now. This compares with 80% at the peak in 1Q14. This is 
because after the down cycle over the past two years, junkets have become more 
cautious in extending credit to players. New VIP players would need to bring in their own 
cash to play now. Even for the existing VIP players, rather than allowing players to play on 
100% credit, junkets now require players to put in some cash up front.

And what will drive the upside? Credit
Junket liquidity for big junkets is only less than 50% deployed
The junkets generally source their funding from three key pools: (1) shareholders' money 
(10-20%); (2) casino credit (20%); and (3) players' and junket agents' deposits (60-70%). 
The bigger and more reputable the junket is, the more deposit they can attract.

The China capital outflow over the past few quarters has benefited the junket industry. Big 
junkets generally attract more deposit placed by investors and agents seeking returns. 
More and more players also prefer to leave their proceeds in Macau after they win at the 
casinos, instead of converting it back to RMB and channelling it back to China. This is 
because players can enjoy a monthly 1-2% return and upside from currency appreciation 
(HKD appreciation against RMB). Big junkets see working capital increased by 70-100% 
over the past year.

And four forces that will drive a better capital deployment
They include: (1) Increased competition from smaller junkets that recently re-entered 
the industry: They are generally more aggressive in credit extension as they need to pick 
up market share. This could indirectly push the existing junkets to be more competitive in 
their credit terms. (2) Margin pressure from interest expense from the deposit: As 
junkets need to pay interest to their depositors, their margin will get hurt if they don’t 
deploy the capital properly by lending the capital out. (3) Optimism towards the 
business: After all, if the business momentum continues to turn more positive and players’ 
repayment stays on-time and sustainable, we believe the positive business sentiment will 
eventually lead to more relaxation of junket credit extension. (4) Time to build up credit 
track record: A number of junket agents just recently re-joined the industry in the past 12 
months when the VIP revenue started to recover. The junket normally needs 6 months to 1 
year for these new agents to rebuild their credit track record. As such, the new credit to the 
agents will gradually increase into 2018 as time goes by and when they have established 
a longer credit history.

VIP upside can go as high as 60% higher!
Different junkets would have different-looking balance sheets and capital structures. But 
we can quite confidently say that the top five junkets (85% VIP market share) should have 
a much stronger capital base and lower capital utilisation, given their ability to raise capital 
and attract deposits, while the smaller ones should see more capital constraints in general.

There is no scientific way to estimate capital utilisation within the junket system, but we 
can use market leader Suncity as a reference. We usually use rolling volume/working 
capital as a measure for the capital deployment—the higher the ratio, the more business is 
generated per unit of capital. Currently, Suncity has VIP rolling volume/working capital 
ratio of around 4x, compared with its peak of 8-10x. In other words, its capital is only 50% 
deployed.
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Over time, we believe the normalisation of credit would be a key driver for next two to 
three years. For Suncity, if we were to assume that the rolling volume/working capital ratio 
can go back to 6.5x (mid-point between the 4x now and the peak cycle of 9x), that would 
translate into 60% higher VIP revenue over the next few years on the conservative 
assumption that the total capital will not grow further from here.

And don’t forget the new junkets coming in… 
Smaller junkets are re-entering
The gradual recovery of the VIP market has led to the return of some new junkets. They 
normally start in the form of casual junkets sharing the VIP rooms with a few junkets 
without a high capital commitment. When their business grows, they will gradually look to 
operate their own VIP rooms. The benefit of owing a VIP club instead of staying 
standalone agent is that on top of junket commission, they can also enjoy the profit share 
by the junket business. As their size grows bigger, they can also raise capital from new 
shareholders and attract new agents. Similar to what we saw in the past upcycles, there 
has been re-entering of new junkets and the proliferation of new VIP rooms. These new 
junkets, which bring along new capital and agents, could fuel the recovery momentum.

They are only just starting to ramp up
The junket industry has undergone rapid consolidation over the past few years, partly 
driven by demand shrinkage and partly due to the higher regulatory requirement that has 
increased operating costs. We surveyed the volume for the top junkets in Macau over the 
past few years and noticed that the aggregate market share controlled by the Top 5 
increased steadily from 61% in end-2013 to 73% in end-2015 and up to 85% in 2016 and 
3Q17, based on our estimate. 

Judging from the market share trend above, we believe smaller junkets have not yet 
ramped up their business meaningfully. Looking at history, the recovery normally starts 
with small junkets re-entering, the bigger ones then start losing shares as they are not as 
aggressive in credit extension as the smaller ones, and their downfall is triggered typically 
by a credit default or a macro shock as smaller junkets become too aggressive in their 
credit extension. We argue that we are still in the early stages of recovery as the smaller 
junkets have yet to pick-up meaningful market share.
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Figure 26: Macau Top 5 junkets aggregate market share (junket rolling chips 
volume)
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Lastly, casinos also play a role in VIP table yields 
VIP tables are not being efficiently utilised so far
Gaming tables, especially VIP tables, are a scarcity. It is because when the Macau 
government grants new tables for casinos, those tables can only be used for the mass 
segment. From our discussion with industry participants, we learnt that it is also very hard to 
get regulatory approval to convert existing gaming tables from mass to VIP. As such, the 
number of licensed VIP tables has now somehow been capped over the past few years.

During the down cycle in 2014-16, casino operators kept the less productive tables, even 
though some of them managed to just break-even or worse still, were loss making. This is 
because it is politically sensitive to lay off local dealers, so the incremental VIP revenue 
helped to cover only a part of these costs. In fact, back in 2Q16, Steve Wynn also 
mentioned in the earnings call that two-thirds of their VIP tables were not profitable. To 
better deploy the VIP tables, some operators even turned these VIP tables into premium 
mass so that smoking would be allowed.

While VIP revenue has recovered more than 40% from the bottom, it is still around 60% 
below the peak. Even on a per table basis, its productivity is still way below its peak. 
Instead of win/table/day, which would be impacted by the VIP luck factor, the casino 
operators instead measure the VIP table productivity by rolling chips volume/table/month. 
The chart below shows that the industry per table VIP volume over the past few years, as 
well as the trend by operators.
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Figure 27: Industry monthly VIP rolling per table
Figure 28: Monthly VIP rolling per table by operator 
(3Q17)
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Overall, we noted that VIP-focused properties like Wynn and Galaxy have higher volumes 
per table with table productivity 30% higher than the industry average. Among the six 
operators, due to its higher exposure to the direct VIP business whereby per table patrons 
are generally lower than the junket, Sands' per table volume is lower than peers. 

As a reference, big junkets like Suncity, Neptune and Tak Chun would deliver higher VIP 
volume per table, i.e., 60-80% higher than the industry average. If we were to adjust for the 
strong productivity of these bigger junkets and make the assumption that roughly 10-15% of 
the VIP tables are not put into use, we believe the industry's actual rolling volume/table would 
be only HK$100-150 mn. A rule of thumb is that casinos generally need around HK$150 
mn/month in order to break-even. In other words, except for the big junkets, a number of the 
smaller junkets are only operating at the breakeven level for the casinos.

And yield enhancement offer the opportunity
As VIP revenue gradually recovers and new junkets return to the scene, we believe the 
operators are likely to take this opportunity to enhance productivity and profitability by: (1) 
setting a higher rolling chips volume commitment target for the under-performing junkets 
for 2018; this is because junkets would normally renew their contracts with casinos by the 
end of the year/before Chinese New Year as they get the goal for the coming year; (2) 
setting a higher threshold for bonus commission; junket commission is generally divided 
into base commission and a bonus portion, which is determined by how much the junket 
can deliver above the committed amount—a higher threshold would encourage junkets to 
deliver more volume or indirectly lower the effective commission; (3) replacing the existing 
underperforming junkets with new ones. We learn that the per minimum rolling chips 
requirement for signing up new VIP rooms has now been lifted to HK$250-300 mn. We 
believe these efforts would collectively serve as on-going drivers to support VIP revenue 
growth, especially given the constraints in the VIP table supply. 
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The icing on the cake – operating leverage 
upside
2017 review: 20% GGR and 30% EBITDA growth
Looking back, in 2017, against a 20% YoY top-line growth, operators recorded a stronger 
30% adjusted EBITDA progression. The operating leverage benefit (top-line growth 
against a mild 3-4% wage inflation) largely offset the weaker mix (30% VIP vs. 12% mass 
growth in 2017). Looking into 2018 and 2019, we expect this trend to persist. 

Figure 29: Summary of Macau’s 2017E performance (ex-Macau operation)
(YoY% growth) Mass market Property EBITDA Adj property EBITDA
Galaxy 17% 32% 32%
Wynn Macau 50% 61% 60%
Sands China 18% 16% 20%
MGM Macau 6% 1% 2%
SJM 0% -11% -4%
Total 16% 23% 26%
Source: Company data, Credit Suisse estimates

Favourable cost drivers ahead
Limited fixed cost inflation 
The chart below shows the industry's aggregate cost change for five operators over the 
past few years. On the whole, total fixed cost has been steady at around HK$38-39 bn 
from 2014 to 2016. The increase in 2017 to around HK$42 bn was due to the combination 
of (1) wage hike after the freeze in 2016, (2) full year contribution of two new casinos 
namely Wynn Palace and Parisian, and (3) increase in marketing and other expenses as 
industry revenue recovers.

Figure 30: Aggregate cost structure of the casino operators
Aggregate (HKD’mn) As % of revenue

2014 2015 2016 1H17
Annualized

2017
2014 2015 2016 1H17

Annualized
2017

Gross revenue 311,906 207,350 200,351 112,092 224,184 100% 100% 100% 100% 100%
VIP 176,681 95,934 85,104 48,077 96,155 57% 46% 42% 43% 43%
Mass and slot 115,817 93,479 95,828 53,370 106,740 37% 45% 48% 48% 48%
non-gaming 19,408 17,938 19,418 10,644 21,289 6% 9% 10% 9% 9%

Variable costs 209,602 128,620 119,194 66,793 133,586 67% 62% 59% 60% 60%
Gaming tax 114,604 74,560 71,378 39,871 79,742 37% 36% 36% 36% 36%
Commission and allowance 94,998 54,060 47,816 26,922 53,845 30% 26% 24% 24% 24%

Fixed costs 38,961 38,309 39,027 20,975 41,951 12% 18% 19% 19% 19%
Staff costs 24,682 26,883 27,411 14,431 28,862 8% 13% 14% 13% 13%
Others 14,279 11,426 11,616 6,544 13,089 5% 6% 6% 6% 6%

Total operating expenses 248,563 166,929 158,221 87,768 175,537 80% 81% 79% 78% 78%

Property EBITDA 63,343 40,421 42,130 24,324 48,647 20% 19% 21% 22% 22%
Source: Company data, Credit Suisse estimates
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The biggest component for the cost inflation has historically been staff cost. Looking 
ahead, the driver for wage inflation would be (1) Increase in existing new staff:  In 
Macau's 2018 policy address, they announced for an approximately 2.5% wage increase 
for civil servants. We believe this will be the benchmark for casino's annual payroll 
increase. (2) New hires: other than MGM that would need to hire new staff in preparation 
for its new opening, we believe the industry is still having excess staff capacity. The chart 
below shows that number of dealers in Macau is still 7% lower than its peak despite 
revenue being 30% lower. During a recovery cycle, the operators will normally start with 
increasing the table-opening hours by offering the staff to work overtime. If demand 
continues to stay strong, they will start to hire new staff. From our on-the-ground check, so 
far, only some casinos need to offer staff to work overtime in select periods. As such, we 
believe that the need for new hires would be rather limited in 2018. On a blended basis, 
we expect a 5% wage hike (new hire, wage hike and staff promotion) against a 20% 
expected GGR increase.

Figure 31: Number of dealers in Macau (as of period 
end)

Figure 32: Number of dealers per gaming table (as 
of period end)
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Variable costs could see marginal decline on junket mix
Other than government tax, the biggest variable cost is junket commission. Over the past 
few years, the junket commission rate as a percentage of VIP revenue has been trending 
up. This is because junket commission is normally formulated on a progressive scale 
(higher the volume, higher the commission). As junket consolidates and folds into more 
structured groups, the big players will gradually gain bargaining power. The mix shift of 
junkets towards the bigger and more productive ones therefore lead to a slight increase in 
effective commission. Looking ahead, given the re-entry of the smaller junkets (which 
normally command a commission rate 1-2%/VIP GGR lower than the big ones), we may 
see room for the effective commission rate to trend down. Having said that, this will likely 
be a slow and gradual process.
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Figure 33: Historical junket commission rate as % of VIP revenue
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With a high degree of operating leverage
The degree of operating leverage measures how a company income changes with respect 
to the percentage change in revenue. The higher the fixed cost relative to the total cost, 
the higher the degree of operating leverage. Normally, during the initial stage of revenue 
recovery, the degree of operating leverage benefit would be higher. This partly also 
explains the strong earnings recovery since 2H16 when revenue started to show 
sequential improvement. 

The chart below shows the fixed cost as a percentage of total cost. Despite edging down 
slightly from 2016, the fixed cost as a percentage of total cost for 2017 is still 11% higher 
than that of 2013. We believe that this could be due to a combination of (1) higher VIP in 
2013, hence higher variable cost from junket commission and more importantly, (2) the 
over-capacity in the industry both for dealers and the new casinos opened. Looking ahead, 
we continue to see a strong earnings recovery as the degree of operating leverage is still 
high at the current level.
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Figure 34: Fixed cost as a % of total cost over the past few years
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More than offset less favourable mix
While it is true that VIP bears lower margin…
Due to junket commission in the cost structure of the VIP segment, the gap in EBITDA 
margin for the VIP and mass segments can be as big as three to four times. For example, 
the VIP segment generally yields a 10% margin (7% for junkets and 20% for direct VIP) 
while mass segment can come in much higher at 35%. This is relative to the aggregate 
industry EBITDA margin (on gross revenue) of 21%. As such, the revenue mix generally 
determines the margin for different operators. For example, Sands has the highest margin 
among its peers due to its high exposure to high margin mass and non-gaming segments. 

… the net impact may not be dilutive after all …
But to think about change in margin upon the incremental revenue growth, we should look 
at the mix shift of gross margin, instead of net margin. After taking out the junket 
commission and tax, gross margin for the VIP segment is around 15%. The same logic 
applies for mass; gross profit margin is around 45%, excluding tax and marketing 
expense.

Given that industry EBITDA excluding SJM (of which its margin is dragged by franchise 
casinos) is 23.5%, in theory, if only VIP revenue is growing, the growth will be margin 
dilutive and vice versa for mass growth. 

… as long as the growth rate for VIP vs. mass stays below 3x1
However, the intricacy kicks in when there are more than one moving parts. For example, 
if VIP and mass revenue are growing at the same rate, the growth is in fact margin 
accretive because the average margin is 30% = 15% + 45% / 2 versus industry average of 
23.5%. This is evident in 1Q17 earnings whereby VIP and mass revenue both grow at only 
around 5% QoQ.

When VIP grows at 2x the rate, growth remains margin accretive because the blended 
average would still come in at 25% = ((15% x 2) + 45%)/3. The margin benefit will only be net 
neutral when VIP starts to grow at 3x the rate of mass because ((15% x 3) + 45%)/4 = 22.5%.
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Conclusion: +10% GGR will lead to a +14% EBITDA 
and +23% earnings
Below, we have provided sensitivity for the potential margin improvement for the sector by 
applying different growth rate assumption by assuming (1) gaming tax at 39% of GGR, (2) 
commission and allowance fixed at 10% of mass revenue and 45% of VIP, and (3) fixed 
operating cost remains unchanged. 

Figure 35: Sector EBITDA change sensitivity
Mass revenue growth
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While investors tend to focus on EBITDA to assess the operator's earnings performance, 
the operating leverage for the operators is actually the biggest at the net profit level. This 
is because on top of the deleverage impact caused by the fixed operating expenses, the 
earnings are also hurt by the increase in fixed asset depreciation, especially after the 
opening of the new casinos over the past few years. 

As revenue recovers, we believe that for every 1% of GGR, it would roughly translate into 
around 1.4% of EBITDA growth. But more importantly, it will ultimately translate into 2.3% of 
earnings growth. As such, the operating leverage impact at the bottom line is actually more 
than two times. In other words, a 10% growth in GGR would lead to a 23% of earnings.

Figure 36: Sector earnings change sensitivity
Mass revenue growth
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How to position and key catalysts ahead
Raise our top line and earnings assumptions
GGR may grow at +20%/+22%/+20% in 2017/2018/2019
Below, we lift our GGR forecast mainly on strong VIP revenue and better premium mass 
performance. 

By segment: VIP: we assume 28% growth for 2018 followed by 20% in 2019. This 
compares with the current VIP GGR growth momentum of 33% in 4Q. On top of the 
drivers mentioned above (credit reflation, stable macro and new junkets ramp up), we also 
conservatively factor in a 3-4% impact of smoking ban likely to be implemented in 2019. 
For mass:  for 1H18, we expect mass to benefit from the VIP spill over to premium mass. 
Then in 2H18, the benefit of policy relaxation from Greater Bay Area initiatives (if any) and 
HK Zhuhai Macau Bridge opening would be gradually filter into growth. The player yield 
enhancement effort would be a multi-year driver in our view, but this process would be 
accelerated by supportive policy and infrastructure. Into 2019, smoking premium mass 
(roughly 15-20%) of mass GGR would also be affected by the full implementation of 
smoking ban in casinos; we currently factor in 1-2% impact.

Figure 37: Summary of changes in GGR forecasts
Actual New Estimates Previous Estimates

MOP mn 2016 2017E 2018E 2019E 2017E 2018E 2019E
VIP 102,141 130,084 166,529 199,458 127,366 148,262 165,911
YoY chg -12% 27% 28% 20% 25% 16% 12%
Mass 108,431 122,462 142,669 171,202 120,901 135,409 154,366
YoY chg 5% 13% 17% 20% 12% 12% 14%
Slot 12,638 15,039 17,596 20,235 14,281 15,709 16,966
YoY chg 8% 19% 17% 15% 13% 10% 8%
Total 223,210 267,585 326,794 390,895 262,548 299,379 337,242
YoY chg -3% 20% 22% 20% 18% 14% 13%
Source: DICJ, Company data, Credit Suisse estimates

Quarterly GGR: Relatively easy base into 1H18 still
We believe the overall headline GGR will reach MOP74.5 bn or up 23% YoY in 4Q17. In 
our quarterly assumption, we expect 1Q to be increased by 4% QoQ as the improving VIP 
momentum and the potential opening of MGM Cotai (29 January, 2018) would offset the 
slightly slower seasonality in 1Q. YoY comparison for 1H remains to be easy and we 
expect the growth momentum to sustain at ~22%. After the surprisingly strong GGR 
growth in 4Q17 (22% despite tougher comp), and if the momentum continues to sustain 
into 1Q18, we expect more street upgrades to follow into late 1Q18.

Figure 38: Macau quarterly GGR trend by segment
MOP mn 2016 1Q17 2Q17 3Q17 4Q17E 2017E 1Q18E 2Q18E 3Q18E 4Q18E 2018E 2019E
VIP 102,141 29,479 30,040 33,120 37,446 130,084 38,769 38,922 40,984 47,854 166,529 199,458
YoY chg -12% 11% 31% 36% 32% 27% 32% 30% 24% 28% 28% 20%
Mass 108,431 30,117 29,077 30,308 32,960 122,462 34,634 33,439 35,461 39,135 142,669 171,202
YoY chg 5% 15% 14% 9% 14% 13% 15% 15% 17% 19% 17% 20%
Slot 12,638 3,883 3,781 3,574 3,801 15,039 4,466 4,386 4,182 4,562 17,596 20,235
YoY chg 8% 11% 21% 26% 20% 19% 15% 16% 17% 20% 17% 15%
Total 223,210 63,479 62,898 67,002 74,206 267,585 77,869 76,747 80,626 91,551 326,794 390,895
YoY chg -3% 13% 22% 22% 23% 20% 23% 22% 20% 23% 22% 20%
Source: DICJ, Company data, Credit Suisse estimates
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Earnings: CS's EBIDTA is 7-19% higher than consensus
Following our new top-line forecasts, we also factor in (1) new market share assumptions 
post 3Q17, (2) operating leverage as top line resumes growth, (3) a relatively muted 4-5% 
fixed cost increase and (4) delayed opening of SJM Cotai casino in 2019. Overall, we 
adjust our 2017-19 EBITDA estimates for casino operators by +2-18%. Down to the net 
profit, we revise slightly more across the sector by +4-27%, mainly on operating leverage 
from EBITDA to net profit level.

Figure 39: Summary of earnings, target price and rating changes
TP Pot. EBITDA EPS

Current Rating (l.c.) Up/(dn) 2017E 2018E 2019E % chg % chg
Company Ticker Price New Prev New Prev (%) Curr. New Prev. New Prev. New Prev. 2017E 2018E 2019E 2017E 2018E 2019E
Galaxy 0027.HK 57.5 O O 79.0 63.0 37 HK$ mn 14,124 13,642 17,403 15,188 20,357 16,897 4 15 20 2 15 22
Wynn Macau 1128.HK 23.0 O N 29.0 19.0 26 HK$ mn 8,156 7,882 10,097 8,461 12,075 9,349 3 19 29 8 39 53
Sands China 1928.HK 38.5 O N 48.0 40.0 25 US$ mn 2,448 2,426 2,860 2,540 3,345 2,762 1 13 21 1 20 33
MGM China 2282.HK 22.0 O N 27.0 18.8 23 HK$ mn 4,101 3,961 5,982 5,905 8,572 7,605 4 1 13 7 (12) 11
SJM 0880.HK 6.2 N N 7.0 7.0 13 HK$ mn 3,061 3,084 3,392 3,878 4,946 5,813 (1) (13) (15) 28 20 (10)
Overall HK$ mn 48,442 47,393 59,069 53,139 71,906 61,099 2 11 18 4 17 27
Source: Thomson Reuters Datastream, Credit Suisse estimates (O=OUTPERFORM; N=NEUTRAL; U=UNDERPERFORM)

Our EBITDA estimates for 2018E/19E are around 7-19% higher than consensus mainly on 
our higher-than-peers mass market growth assumption and margin. Our numbers for 
Galaxy is highest compared with the street as we believe that the street has 
underappreciated its operational strength and market share gain both for VIP and mass. 
The recovery of the VIP segment should also benefit Galaxy the most given that it has the 
highest exposure. The key difference between our assumption for MGM and SJM with the 
street is mainly on the timing of new project opening and its pace of initial ramp up.

Figure 40: CS EBITDA forecast vs. consensus
CS Consensus CS vs Consensus

Company Ticker Curr. 2017E 2018E 2019E 2017E 2018E 2019E 2017E 2018E 2019E
Galaxy 0027.HK HK$ mn 14,124 17,403 20,357 13,459 15,062 15,954 5% 16% 28%
Wynn Macau 1128.HK HK$ mn 8,156 10,097 12,075 8,290 9,604 10,249 -2% 5% 18%
Sands China 1928.HK US$ mn 2,448 2,860 3,345 2,483 2,738 2,891 -1% 4% 16%
MGM China 2282.HK HK$ mn 4,101 5,982 8,572 4,235 5,905 7,129 -3% 1% 20%
SJM 0880.HK HK$ mn 3,061 3,392 4,946 3,035 3,409 4,857 1% -1% 2%

Total HK$'mn 48,442 59,069 71,906 48,289 55,228 60,625 0% 7% 19%
Source: the BLOOMBERG PROFESSIONAL™ service, Credit Suisse estimates

The difference in the net profit is more significant mainly due to the different assumption in 
opening timing that leads to timing difference of depreciation expenses recognition which 
is normally the highest as new projects open.

Figure 41: CS net profit forecast vs. consensus
CS Consensus CS vs Consensus

Company Ticker Curr. 2017E 2018E 2019E 2017E 2018E 2019E 2017E 2018E 2019E
Galaxy 0027.HK HK$ mn 10,035 13,221 16,051 9,495 10,891 11,552 6% 21% 39%
Wynn Macau 1128.HK HK$ mn 3,760 5,842 7,866 3,656 5,176 5,857 3% 13% 34%
Sands China 1928.HK US$ mn 1,567 1,933 2,360 1,548 1,838 2,021 1% 5% 17%
MGM China 2282.HK HK$ mn 2,101 3,101 5,604 2,480 2,720 3,910 -15% 14% 43%
SJM 0880.HK HK$ mn 1,718 1,307 1,710 1,797 1,420 1,859 -4% -8% -8%
Total HK$ mn 29,772 38,468 49,548 29,436 34,469 38,859 1% 12% 28%
Source: the BLOOMBERG PROFESSIONAL™ service, Credit Suisse estimates
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Four factors for valuation multiples to expand
Trading at a 14.5x EBITDA (vs. historical average of 12x), the gaming sector's valuation is 
not cheap, we have to admit. That said, the license renewal risk aside, we believe that 
there are several factors below that could make the sector to trade above the historical 
average.

■ Earnings upgrade cycle
In an earnings upcycle, earnings multiples may rerate much faster than earnings 
upgrades. We observed that in the last earnings upcycle in 2012. As in 2012, the sector 
started to rerate when GGR growth bottomed in July 2012 with more earnings upgrades 
coming in 4Q12. With expectation still low, especially for 2018, we believe that if 4Q GGR 
sustains its momentum, there could be another round of earnings upgrade.

Figure 42: Consensus EBITDA forecast Figure 43: Consensus net profit forecast
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■ FCF generation and dividend
Ultimately, a stock valuation depends on its future discounted FCF and dividend. As capex 
is completed and FCF improves, we expect EBITD multiple to expand as a higher portion 
of EBITDA is now translated into FCF or dividend.  
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Figure 44: FCF-EBITDA ratio has been improving across operators
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■ Higher earnings visibility now 

Since 2H15, there were four casinos that opened in Macau. As the competitive landscape 
stabilises and investors have more visibility on the earnings outlook and performance of 
new/existing assets given new openings are largely done, this could also lead to a higher 
earnings multiple, in our view. What's more, we have some visible major catalysts ahead 
including the Great Bay Area initiatives and HK-Zhuhai Macau Bridge completion which 
are likely to serve as multi-year earnings drivers for the sector.

■ Better earnings quality  - more mass
Investors are generally willing to assign a higher valuation multiple to revenue coming from 
the mass segment due to its higher margin, and less volatility with lower political risk. Even 
though the recent revenue recovery has been led by the VIP segment, the contribution 
from mass and slot revenue has increased to 51% in 2017 compared with only 36% in 
1Q14 (the last peak valuation).
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Figure 45: Plenty of near-term catalysts to watch out for
Period Catalyst Detail

December 2018/January 2019
More detail on Greater Bay 
Area initiatives

To foster a closer traffic flow across the regions, we believe there could be potentially some form of visa 
relaxation. If true, could lift sentiment and valuation multiple.

1 January 2019
Strong GGR growth for 
December

Based on the current revenue trend, we expect December gaming revenue to further accelerate to 23-
25% YoY growth. This should not only bode well for upcoming 4Q earnings but also set a positive tone for 
the start into 2018.

16/17 January 2019
Mass vs. VIP breakdown 
released by DICJ

After the disappointment in the mass segment in 3Q17 that decelerated to only 9% growth from 15% in 
1H17, the street is generally having a low expectation on the mass revenue growth for 4Q. Based on our 
on the ground check, mass traffic showed a meaningful pick up into 4Q as the impact from typhoon fades. 
The regulator would announce the quarterly mass breakdown in middle of January for 4Q. A strong mass 
GGR (CS expect 14-15% in 4Q17 despite tougher comp) would not only drive earnings upgrade (higher 
margin business) but also lift valuation multiple due to its higher earnings visibility.

Late January 2019- February 
2019

The kick start of 4Q17 
results

Across operators, we expect them to show a 13-15% QoQ EBITDA growth against a 11% top-line 
progression. This would be the strongest sequential growth over the past few years.

29 January 2019 Opening of MGM Cotai
Not only that the MGM Cotai opening will generate demand, but also the other operators will also do more 
events and promotion to defend share.

February 2019
Seasonally stronger Chinese 
New Year

Chinese New Year would be on Feb 16-18 in 2018. Gaming names normally trade strongly into the strong 
data points.

February/March 2019
Potential earnings upgrade if 
GGR momentum sustains

After the surprisingly strong GGR growth in 4Q17 (22% despite tougher comp), if the momentum 
continues to sustain into 1Q18, we expect more streets upgrade to follow into late 1Q18.

Source: DICJ, Company data, Credit Suisse estimates

Sector recommendation and positioning for 2018
When it comes to stock picking, we suggest stocks with (1) room for earnings upgrade – 
selecting operator with market share gained in 4Q, which could potentially lead to upward 
earnings revision when the operators start to report their 4Q results in Jan/Feb. (2) Strong 
execution in VIP – this is because if there is any key short-term upside surprise, it is likely 
to come from the VIP segment. (3) Having the capacity for mass player development 
would serve as the multi-year driver for mass. The improvement in infrastructure would 
further accelerate the process. (4) Have company specific drivers – which include the 
opening of MGM Cotai on 29 January, announcement of opening of Galaxy Macau Phase 
3&4, and business recovery post the completion of Sands Venetian renovation.

Accordingly, our order of preference is as follows:

TOP PICK Galaxy (0027.HK, OUTPERFORM, TP: HK$79): From strength to strength
We continue to like Galaxy for its robust earnings momentum despite new competition 
(FY17E EBITDA +38%% YoY), its solid net cash balance sheet (~HK$30 bn by end-2017), 
and strong execution (market share gain from effective player yielding) with room for 
earnings upgrade (our 2018 EBITDA is 20% higher than consensus). From a price driver 
perspective, the strong industry high-end demand would continue to benefit its earnings in 
1H, while in 2H, investors would start to price in the value of Galaxy Macau Phase 3, which 
in our view is not in the price. Internationally, the company is actively pursuing growth 
opportunities including the Philippines, Japan and strategic investment in a Monaco casino.

Wynn Macau (1128.HK, Upgrade to OP from N, TP: HK$29): More upside into 2018
Despite the strong share price performance in 2017 (~+50% YTD), Wynn is likely to see 
outperformance into 2018 on (1) continued strength in the VIP segment in Macau which 
Wynn has high earnings exposure to, (2) continued improvement in Wynn Palace mass 
market share as MGM Cotai opens that would clear up the construction sites outside and 
more new F&B facilities added in 2018, (3) the benefits from building up customer loyalty 
post the new player reward program, and (4) earnings multiple re-rating as dividend 
continues to increase. We expect Wynn's dividend yield to rise to 4% in 2018 assuming a 
100% payout.
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Sands China (1928.HK, Upgrade to OP from N, TP: HK$48): Time to revisit
After its underperformance in 2017 (share price flattish in 2017 vs. ~50% of peers), we 
believe it is time to revisit Sands China in 2018. We believe a combination of street's low 
expectation, and completion of its flagship Venetian hotel's renovation that will not only  
end the business disruption but drive better mass revenue and accelerating mass revenue 
into 2018 will be the drivers for Sands. The completion of HK-Zhuhai Macau bridge and 
also the Great Bay Area initiatives will benefit Sands the most given its inventory of hotel 
rooms and a significant base of non-gaming assets.

MGM China (2282.HK, Upgrade to OP from, TP: HK$27): Strong growth outlook but 
patience needed
We continue to like the MGM management team who continue to demonstrate consistency 
and discipline to deliver profitable growth despite a challenging market and entry of new 
competitors. Longer term, its Cotai project (scheduled on 29 Jan, 2018) that would double 
its current capacity should give MGM the strongest earnings growth potential among 
peers.

SJM (880.HK, N, TP: HK$7): Lack of near term catalyst
Following our new GGR growth assumption for the industry, we maintain SJM's target 
price at HK$7.0. While we continue to like the undemanding valuation of SJM (at a 10x 
FY17 EBITDA) and its solid net cash balance sheet, SJM in the near term will continue to 
lose market share to its Cotai peers and new casinos that open. We retain our NEUTRAL 
rating and suggest investors to position the stock closer to its new project opening or when 
SJM's market share stabilises.

Figure 46: Macau gaming sector valuation comparison
Market Pot. P/E EV/EBITDA FCF yield Dividend yield

Cap Price CS TP up/down (x) (x) (%) (%)
Company Ticker (US$ mn) (l.c.) Rating (l.c.) (%) 2017E 2018E 2019E 2017E 2018E 2019E 2017E 2018E 2019E 2017E 2018E 2019E
Galaxy 0027.HK 31,711 57.5 O 79.0 37 24.9 19.1 15.9 15.8 12.4 10.0 5.0 4.0 6.8 1.2 1.6 1.9 
Wynn Macau 1128.HK 15,305 23.0 O 29.0 26 31.7 20.4 15.2 17.9 13.9 11.2 5.3 7.3 9.1 2.6 4.0 5.3 
Sands China 1928.HK 39,755 38.5 O 48.0 25 25.4 20.6 16.8 17.6 15.0 12.9 4.4 5.5 5.9 5.1 6.1 6.8 
MGM China 2282.HK 10,689 22.0 O 27.0 23 39.7 26.9 14.9 24.5 16.1 10.6 (6.5) 6.0 9.6 1.0 2.8 5.0 
SJM 0880.HK 4,514 6.2 N 7.0 12 20.5 27.0 20.6 9.8 13.1 9.1 (17.7) (38.5) 0.6 2.8 2.1 2.8 
Sector average 102,020 27.5 21.0 16.2 17.5 14.1 11.3 2.6 3.4 6.8 3.0 3.8 4.7 
Source: DataStream, Credit Suisse estimates [O=OUTPERFORM; N=NEUTRAL] (share price as of 8 December 2017)
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Macau Gaming in HOLT® – Narrowing 
Valuation Premium
Credit Suisse HOLT® is not part of Equity Research

The HOLT methodology uses a proprietary performance measure known as Cash Flow 
Return on Investment (CFROI®). This is an approximation of the economic return, or an 
estimate of the average real internal rate of return, earned by a firm on the portfolio of 
projects that constitute its operating assets. A firm's CFROI can be directly compared 
against its real cost of capital (the investors' real discount rate) to see if the firm is creating 
economic wealth. By removing accounting and inflations distortions the CFROI allows for 
global comparability across sectors, regions and time, and is also a more comprehensive 
metric than the traditional ROIC and ROE.

Since the first positive CFROI® revisions in November 2016, the Macau Gaming sector 
has seen further consistent earnings upgrades over the subsequent 13 months (figure 47), 
driven largely by strong gross gaming revenue (GGR) growth. Considering the sector 
should benefit from the Great Bay Area initiative, and the positive revisions generally 
persist for 18 months based on the previous two upgrade cycles, suggest more legs for 
the current earnings upgrade cycle.

Figure 47: Macau Gaming’s CFROI Revisions versus Gross Gaming Revenue Growth

Source: Credit Suisse HOLT

Notably, while IBES consensus driven forecast CFROI increased to 10% (from 6%) over 
the same period, market implied CFROI sustained at around 14%, indicating that investors 
are still cautious on the outlook (figure 48). This despite forecast economic returns is still 
below the peaks seen in the previous two upcycles.

Figure 48: Historical expectation chart shows valuation premium has been 
narrowing

Source: Credit Suisse HOLT
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Asia Pacific/Hong Kong
Casinos & Gaming 

Galaxy Entertainment Group (0027.HK / 27 HK)
Rating OUTPERFORM
Price (08-Dec-17, HK$) 57.50
Target price (HK$) (from 63.00) 79.00
Upside/downside (%) 37.4
Mkt cap (HK$/US$ mn) 247,616 / 31,711
Enterprise value (HK$ mn) 224,224
Number of shares (mn) 4,306
Free float (%) 52.9
52-wk price range (HK$) 58.60-32.64
ADTO-6M (US$ mn) 79.2
Target price is for 12 months.

Research Analysts

Kenneth Fong
852 2101 6395

kenneth.kc.fong@credit-suisse.com

Lok Kan Chan
852 2101 6390

lokkan.chan@credit-suisse.com

From strength to strength
■ Sector Top Pick, with a new TP of HK$79. We continue to like Galaxy for 

its robust earnings momentum despite new competition (FY17E EBITDA 
+38%% YoY), solid net cash balance sheet (~HK$30 bn by end-2017), and 
strong execution (market share gain from effective player yielding) with room 
for earnings upgrade (our 2018 EBITDA is 20% higher than consensus). 
From a price driver perspective, the strong high-end demand would continue 
to benefit its earnings in 1H, while in 2H investors would start to price in the 
value of Galaxy Macau Phase 3, which in our view is not priced in. 
Internationally, the company is actively pursuing growth opportunities 
including the Philippines, Japan and strategic investment in a Monaco casino.

■ Sustainable competitive advantages underappreciated by the market. 
They include: (1) a stable team of senior management with one of the longest 
tenures; (2) strong junket relationship especially with Suncity, Macau's biggest 
junket; (3) thoughtful non-gaming offerings with top two global hotel brands 
ranked by high net worth Chinese and ~100 F&B offerings, unmatched by other 
flagship casinos; (4) quick to adapt to market changes; (5) a robust pipeline of 
new openings (Galaxy Macau Phase 3 and 4). All these will continue to offer 
Galaxy a sustainable competitive advantage, which will benefit from Macau 
gaming sector's growth over the next few years, in our view.

■ 4Q17E update. We believe Galaxy gained share both in the VIP (ramp up of 
new junkets) and mass segments (player development effort) in 4Q. Against 
the industry's 11% expected QoQ GGR growth in 4Q, we expect Galaxy to 
deliver a stronger ~15% EBITDA growth in excess of HK$4 bn, a record 
earnings that could surpass its last peak in 1Q14. While EBITDA is already 
tracking  higher than its 1Q14's peak, Galaxy's share price is still 30% below 
its peak, offering significant upside opportunity from here.

■ Valuation. We raise our EBITDA assumption for 2017-2019 by 4-20% under 
our new industry gaming revenue growth assumption and roll forward our 
target price to end-2018 (from mid-2018) at HK$79. (from HK$61).

Share price performance
Pr ice  (LH S) Reb ased  Re l  (RH S)
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The price relative chart measures performance against the 
HANG SENG INDEX which closed at 28,639.85 on 
08/12/17. On 08/12/17 the spot exchange rate was 
HK$7.81/US$1

Performance 1M 3M 12M
Absolute (%) 2.5 13.0 54.6
Relative (%) 3.4 9.5 29.4

Financial and valuation metrics
Year 12/16A 12/17E 12/18E 12/19E
Revenue (HK$ mn) 52,884.4 63,026.8 77,080.5 89,469.3
EBITDA (HK$ mn) 10,244.5 14,124.3 17,402.6 20,357.3
EBIT (HK$ mn) 6,671.9 10,426.3 13,596.3 16,456.1
Net profit (HK$ mn) 6,283.4 10,035.4 13,221.1 16,051.4
EPS (CS adj.) (HK$) 1.46 2.31 3.02 3.63
Change from previous EPS (%) n.a. 1.7 14.6 22.0
Consensus EPS (HK$) n.a. 2.16 2.43 2.56
EPS growth (%) 50.8 58.1 30.4 20.2
P/E (x) 39.3 24.9 19.1 15.9
Dividend yield (%) 0.8 1.2 1.6 1.9
EV/EBITDA (x) 22.8 15.8 12.4 10.0
P/B (x) 5.30 4.61 3.94 3.36
ROE (%) 14.4 20.0 22.5 23.1
Net debt/equity (%) (29.3) (44.2) (48.3) (58.2)
 

Source: Company data, Thomson Reuters, Credit Suisse estimates
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Galaxy Entertainment Group  (0027.HK / 27 HK)
Price (08 Dec 2017): HK$57.50; Rating: OUTPERFORM; Target Price: (from HK$63.00) HK$79.00; Analyst: Kenneth Fong
Income Statement (HK$ mn) 12/16A 12/17E 12/18E 12/19E
Sales revenue 52,884 63,027 77,081 89,469
Cost of goods sold 18,688 22,150 27,539 32,159
EBITDA 10,244 14,124 17,403 20,357
EBIT 6,672 10,426 13,596 16,456
Net interest expense/(inc.) (107) (133) (182) (182)
Recurring PBT 6,850 10,639 13,858 16,718
Profit after tax 6,271 10,016 13,196 16,021
Reported net profit 6,283 10,035 13,221 16,051
Net profit (Credit Suisse) 6,283 10,035 13,221 16,051
Balance Sheet (HK$ mn) 12/16A 12/17E 12/18E 12/19E
Cash & cash equivalents 19,956 30,175 37,089 50,243
Current receivables 1,583 1,887 2,307 2,678
Inventories 158 158 158 158
Other current assets 334 334 334 334
Current assets 22,032 32,555 39,890 53,414
Property, plant & equip. 33,502 34,513 40,433 41,710
Investments 1,253 1,333 1,413 1,493
Intangibles 1,138 899 693 533
Other non-current assets 8,335 8,246 8,156 8,067
Total assets 66,261 77,546 90,585 105,217
Current liabilities 18,322 22,119 25,411 28,373
Total liabilities 19,398 23,196 26,488 29,450
Shareholders' equity 46,345 53,851 63,624 75,325
Minority interests 518 499 473 443
Total liabilities & equity 66,261 77,546 90,585 105,218
Cash Flow (HK$ mn) 12/16A 12/17E 12/18E 12/19E
EBIT 6,672 10,426 13,596 16,456
Net interest 0 0 0 0
Tax paid (88) (123) (162) (197)
Working capital 1,370 2,994 2,371 2,092
Other cash & non-cash items 4,823 3,698 3,806 3,901
Operating cash flow 12,777 16,996 19,611 22,252
Capex (1,064) (4,380) (9,430) (4,930)
Free cash flow to the firm 11,668 12,524 10,089 17,230
Investing cash flow (4,627) (4,155) (9,156) (4,656)
Equity raised 109 0 0 0
Dividends paid (1,447) (2,529) (3,449) (4,350)
Financing cash flow 3,385 (2,621) (3,541) (4,442)
Total cash flow 11,535 10,219 6,914 13,153
Adjustments (20) 0 0 0
Net change in cash 11,515 10,219 6,914 13,153
Per share 12/16A 12/17E 12/18E 12/19E
Shares (wtd avg.) (mn) 4,298 4,341 4,384 4,428
EPS (Credit Suisse) (HK$) 1.46 2.31 3.02 3.63
DPS (HK$) 0.44 0.69 0.91 1.09
Operating CFPS (HK$) 2.97 3.92 4.47 5.03
Earnings 12/16A 12/17E 12/18E 12/19E
Growth (%)
Sales revenue 4.1 19.2 22.3 16.1
EBIT 19.7 56.3 30.4 21.0
EPS 50.8 58.1 30.4 20.2
Margins (%)
EBITDA 19.4 22.4 22.6 22.8
EBIT 12.6 16.5 17.6 18.4
Valuation (x) 12/16A 12/17E 12/18E 12/19E
P/E 39.3 24.9 19.1 15.9
P/B 5.30 4.61 3.94 3.36
Dividend yield (%) 0.8 1.2 1.6 1.9
EV/sales 4.4 3.5 2.8 2.3
EV/EBITDA 22.8 15.8 12.4 10.0
EV/EBIT 35.1 21.4 15.9 12.4
ROE analysis (%) 12/16A 12/17E 12/18E 12/19E
ROE 14.4 20.0 22.5 23.1
ROIC 19.4 32.5 42.4 50.2
Credit ratios 12/16A 12/17E 12/18E 12/19E
Net debt/equity (%) (29.3) (44.2) (48.3) (58.2)
Net debt/EBITDA (x) (1.34) (1.70) (1.78) (2.17)

Company Background
Galaxy operates casino and hotel business in Macau. The company 
also manufactures and distributes construction materials in Hong 
Kong and China.

Blue/Grey Sky Scenario

Our Blue Sky Scenario (HK$) (from 67.36) 85.73
Our blue sky scenario is based on a higher growth assumption on 
mass-market and VIP segment of +25%/+45%.

Our Grey Sky Scenario (HK$) (from 55.42) 69.22
Our grey sky scenario is based on a higher growth assumption on 
mass-market and VIP segment of +5%/+15%.

Share price performance
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The price relative chart measures performance against the HANG SENG 
INDEX which closed at 28,639.85 on 08-Dec-2017
On 08-Dec-2017 the spot exchange rate was HK$7.81/US$1

Source: Company data, Thomson Reuters, Credit Suisse estimates
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Asia Pacific/Hong Kong
Casinos & Gaming 

Wynn Macau (1128.HK / 1128 HK)
Rating (from NEUTRAL) OUTPERFORM
Price (08-Dec-17, HK$) 23.00
Target price (HK$) (from 19.00) 29.00
Upside/downside (%) 26.1
Mkt cap (HK$/US$ mn) 119,508 / 15,305
Enterprise value (HK$ mn) 146,069
Number of shares (mn) 5,196
Free float (%) 27.8
52-wk price range (HK$) 23.45-12.04
ADTO-6M (US$ mn) 21.5
Target price is for 12 months.
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Kenneth Fong
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kenneth.kc.fong@credit-suisse.com

Lok Kan Chan
852 2101 6390

lokkan.chan@credit-suisse.com

More upside into 2018
■ Upgrade to OUTPERFORM (from Neutral). Despite its strong share price 

performance in 2017 (~+50% YTD), Wynn is likely to see outperformance 
into 2018 on (1) strength in the VIP segment in Macau in which Wynn has 
high earnings exposure; (2) continued improvement in Wynn Palace's mass 
market segment as MGM Cotai opens, which should clear up the 
construction sites outside and more new F&B facilities added in 2018; (3) the 
benefits from building up customer loyalty post the new player reward 
program, and (4) earnings multiple re-rating as dividend continues to 
increase. We expect Wynn dividend yield to rise to 4% in 2018 assuming a 
100% payout.

■ High earnings leverage on upcycle. This is driven by (1) financial leverage: 
At 3x net debt/EBITDA ratio, the growth in EBITDA will see a stronger flow 
through to equity. What's more, with depreciation now largely fixed post 
Palace opening, we estimate that any 10% EBITDA increase will drive a 20% 
earnings or dividend increment (assuming a 100% payout). (2) Operating 
leverage: Wynn Palace's earnings potential is still not fully utilised with VIP 
rolling/table 20% and mass per table win 10% lower than Wynn Macau. With 
only 50% of the hotel rooms complete, Wynn Palace still sees strong 
potential in the player development front in the longer term.

■ 4Q17E update. We believe Wynn gained share both for VIP (benefited from 
industry strength) and mass in 4Q (the ramping up of Wynn Palace). Against 
the industry's 11% expected QoQ GGR growth in 4Q, we expect Wynn to 
deliver a stronger ~12% growth to ~US$355 of combined property EBITDA.

■ Valuation. We raise our EBITDA for 2017E-19E by 3-29% under our new 
industry gaming revenue growth assumption and roll forward our target price 
to end-2018 (from mid-2018) at HK$29 (from HK$19). We also lift Wynn's 
target valuation from 15x to 17x  as earnings visibility would improve after its 
new casino Wynn Palace operates for more than one year, and dividend 
rises.

Share price performance
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The price relative chart measures performance against the 
HANG SENG INDEX which closed at 28,639.85 on 
08/12/17. On 08/12/17 the spot exchange rate was 
HK$7.81/US$1

Performance 1M 3M 12M
Absolute (%) 5.3 17.1 63.1
Relative (%) 6.2 13.6 37.8

Financial and valuation metrics
Year 12/16A 12/17E 12/18E 12/19E
Revenue (HK$ mn) 22,097.1 35,848.5 42,983.5 49,812.1
EBITDA (HK$ mn) 5,002.2 8,156.2 10,097.4 12,074.7
EBIT (HK$ mn) 3,410.8 5,313.4 7,206.2 9,136.9
Net profit (HK$ mn) 1,435.5 3,759.8 5,841.8 7,866.4
EPS (CS adj.) (HK$) 0.28 0.72 1.13 1.52
Change from previous EPS (%) n.a. 7.9 38.9 53.0
Consensus EPS (HK$) n.a. 0.72 0.99 1.13
EPS growth (%) (40.4) 161.9 55.4 34.7
P/E (x) 83.1 31.7 20.4 15.2
Dividend yield (%) 1.8 2.6 4.0 5.3
EV/EBITDA (x) 29.8 17.9 13.9 11.2
P/B (x) 48.64 40.57 22.51 15.66
ROE (%) 43.8 139.4 141.8 121.8
Net debt/equity (%) 1205.3 896.2 397.7 206.3
 

Source: Company data, Thomson Reuters, Credit Suisse estimates
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Wynn Macau  (1128.HK / 1128 HK)
Price (08 Dec 2017): HK$23.00; Rating: (from NEUTRAL) OUTPERFORM; Target Price: (from HK$19.00) HK$29.00; Analyst: 
Kenneth Fong
Income Statement (HK$ mn) 12/16A 12/17E 12/18E 12/19E
Sales revenue 22,097 35,848 42,983 49,812
Cost of goods sold 10,013 16,386 20,238 23,933
EBITDA 5,002 8,156 10,097 12,075
EBIT 3,411 5,313 7,206 9,137
Net interest expense/(inc.) 814 1,204 1,014 920
Recurring PBT 2,597 4,110 6,192 8,216
Profit after tax 1,436 3,760 5,842 7,866
Reported net profit 1,436 3,760 5,842 7,866
Net profit (Credit Suisse) 1,436 3,760 5,842 7,866
Balance Sheet (HK$ mn) 12/16A 12/17E 12/18E 12/19E
Cash & cash equivalents 2,604 5,733 9,942 11,006
Current receivables 733 1,100 1,319 1,583
Inventories 338 341 345 348
Other current assets 293 296 299 302
Current assets 3,968 7,471 11,905 13,239
Property, plant & equip. 35,876 33,861 31,816 29,725
Investments 0 0 0 0
Intangibles 398 398 398 398
Other non-current assets 2,703 2,588 2,474 2,360
Total assets 42,945 44,318 46,594 45,723
Current liabilities 7,829 8,769 9,733 10,808
Total liabilities 40,492 41,378 41,294 38,103
Shareholders' equity 2,453 2,941 5,300 7,620
Minority interests 0 0 0 0
Total liabilities & equity 42,945 44,319 46,595 45,723
Cash Flow (HK$ mn) 12/16A 12/17E 12/18E 12/19E
EBIT 3,411 5,313 7,206 9,137
Net interest 0 0 0 0
Tax paid (12) (30) (30) (30)
Working capital 1,836 550 782 850
Other cash & non-cash items 609 2,523 2,571 2,618
Operating cash flow 5,843 8,356 10,529 12,574
Capex (6,790) (750) (750) (750)
Free cash flow to the firm (1,632) 6,322 8,675 10,814
Investing cash flow (6,745) (670) (660) (660)
Equity raised 0 0 0 0
Dividends paid (3,109) (3,272) (3,483) (5,546)
Financing cash flow (3,229) (4,555) (5,661) (10,851)
Total cash flow (4,131) 3,131 4,209 1,064
Adjustments 0 0 0 0
Net change in cash (4,131) 3,131 4,209 1,064
Per share 12/16A 12/17E 12/18E 12/19E
Shares (wtd avg.) (mn) 5,188 5,188 5,188 5,188
EPS (Credit Suisse) (HK$) 0.28 0.72 1.13 1.52
DPS (HK$) 0.42 0.59 0.91 1.22
Operating CFPS (HK$) 1.13 1.61 2.03 2.42
Earnings 12/16A 12/17E 12/18E 12/19E
Growth (%)
Sales revenue 16.0 62.2 19.9 15.9
EBIT (5.2) 55.8 35.6 26.8
EPS (40.4) 161.9 55.4 34.7
Margins (%)
EBITDA 22.6 22.8 23.5 24.2
EBIT 15.4 14.8 16.8 18.3
Valuation (x) 12/16A 12/17E 12/18E 12/19E
P/E 83.1 31.7 20.4 15.2
P/B 48.64 40.57 22.51 15.66
Dividend yield (%) 1.8 2.6 4.0 5.3
EV/sales 6.7 4.1 3.3 2.7
EV/EBITDA 29.8 17.9 13.9 11.2
EV/EBIT 43.7 27.5 19.5 14.8
ROE analysis (%) 12/16A 12/17E 12/18E 12/19E
ROE 43.8 139.4 141.8 121.8
ROIC 11.2 17.2 25.8 36.6
Credit ratios 12/16A 12/17E 12/18E 12/19E
Net debt/equity (%) 1205.3 896.2 397.7 206.3
Net debt/EBITDA (x) 5.91 3.23 2.09 1.30

Company Background
The group is a leading developer, owner and operator of destination 
casino gaming and entertainment resort facilities in Macau. It owns 
and operates the destination casino resort “Wynn Macau” in Macau.

Blue/Grey Sky Scenario

Our Blue Sky Scenario (HK$) (from 21.61) 32.12
Our blue sky scenario is based on a higher growth assumption on 
mass-market and VIP segment of +25%/+45%.

Our Grey Sky Scenario (HK$) (from 16.62) 24.53
Our grey sky scenario is based on a higher growth assumption on 
mass-market and VIP segment of +5%/+15%.

Share price performance
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INDEX which closed at 28,639.85 on 08-Dec-2017
On 08-Dec-2017 the spot exchange rate was HK$7.81/US$1

Source: Company data, Thomson Reuters, Credit Suisse estimates
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Sands China (1928.HK / 1928 HK)
Rating (from NEUTRAL) OUTPERFORM
Price (08-Dec-17, HK$) 38.45
Target price (HK$) (from 40.00) 48.00
Upside/downside (%) 24.8
Mkt cap (HK$/US$ mn) 310,428 / 39,755
Enterprise value (US$ mn) 43,152
Number of shares (mn) 8,074
Free float (%) 29.8
52-wk price range (HK$) 40.70-31.55
ADTO-6M (US$ mn) 64.1
Target price is for 12 months.

Research Analysts

Kenneth Fong
852 2101 6395

kenneth.kc.fong@credit-suisse.com

Lok Kan Chan
852 2101 6390

lokkan.chan@credit-suisse.com

Time to revisit
■ Upgrade to OUTPEFORM. After its underperformance in 2017 (share price 

flattish in 2017 vs. ~50% of peers), we believe it is time to revisit Sands China 
into 2018. We believe a combination of street's low expectation, and the 
completion of its flagship Venetian hotel's renovation, which will not only end 
business disruption but drive better mass traffic and accelerate industry's 
mass revenue into 2018, will be drivers for Sands. The completion of HK-
Zhuhai Macau bridge and also the Great Bay Area initiatives will benefit 
Sands the most given its inventory of hotel rooms and significant base for 
non-gaming assets.

■ Longer term, significant player development opportunity. We believe 
player development will be the multi-year driver for the mass segment. Areas 
including player conversion, membership sign-up and effective marketing 
events/campaign to enhance player yields are opportunities undeveloped in 
Macau. All of these require a combination of hotel rooms (for developing new 
players), differentiated events (to encourage visit) and other non-gaming 
activities (to better track player spending behaviour). We believe Sands 
should stand out from its peers given its large and complete offerings for both 
gaming and non-gaming products.

■ 4Q17E expectation. We believe Sands will gain share in mass (mass luck 
normalized) but lose share in VIP (high VIP luck in 3Q17). Against the 
industry's 11% expected QoQ GGR growth in 4Q, we expect Sands to deliver 
a solid ~10% growth to ~US$710 mn property EBITDA (ex-ferry) on mass 
growth and benefit from collection of turnover rent in 4Q, offset partly by luck 
factor normalisation.

■ Valuation. We raise our 2017E-19E EBITDA by 1%-21% under our new 
industry gaming revenue growth assumption and roll forward our target price 
to end-2018 (from mid-2018) at HK$48 (from HK$40). 

Share price performance
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The price relative chart measures performance against the 
HANG SENG INDEX which closed at 28,639.85 on 
08/12/17. On 08/12/17 the spot exchange rate was 
HK$7.81/US$1

Performance 1M 3M 12M
Absolute (%) 0.9 2.4 2.5
Relative (%) 1.8 -1.1 -22.7

Financial and valuation metrics
Year 12/16A 12/17E 12/18E 12/19E
Revenue (US$ mn) 6,693.8 7,731.3 9,005.4 10,277.3
EBITDA (US$ mn) 2,115.7 2,448.4 2,860.2 3,344.9
EBIT (US$ mn) 1,504.7 1,717.5 2,083.4 2,504.5
Net profit (US$ mn) 1,223.7 1,566.7 1,932.7 2,360.4
EPS (CS adj.) (US$) 0.15 0.19 0.24 0.29
Change from previous EPS (%) n.a. 1.5 19.9 32.8
Consensus EPS (US$) n.a. 0.19 0.22 0.25
EPS growth (%) (16.1) 28.0 23.4 22.1
P/E (x) 32.5 25.4 20.6 16.8
Dividend yield (%) 5.2 5.1 6.1 6.8
EV/EBITDA (x) 20.3 17.6 15.0 12.9
P/B (x) 7.94 8.83 9.03 9.15
ROE (%) 22.6 32.9 43.4 54.0
Net debt/equity (%) 61.8 75.9 74.0 77.0
 

Source: Company data, Thomson Reuters, Credit Suisse estimates
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Sands China  (1928.HK / 1928 HK)
Price (08 Dec 2017): HK$38.45; Rating: (from NEUTRAL) OUTPERFORM; Target Price: (from HK$40.00) HK$48.00; Analyst: 
Kenneth Fong
Income Statement (US$ mn) 12/16A 12/17E 12/18E 12/19E
Sales revenue 6,694 7,731 9,005 10,277
Cost of goods sold 2,527 2,875 3,488 3,969
EBITDA 2,116 2,448 2,860 3,345
EBIT 1,505 1,717 2,083 2,505
Net interest expense/(inc.) 83 110 111 104
Recurring PBT 1,422 1,607 1,973 2,400
Profit after tax 1,224 1,567 1,933 2,360
Reported net profit 1,224 1,567 1,933 2,360
Net profit (Credit Suisse) 1,224 1,567 1,933 2,360
Balance Sheet (US$ mn) 12/16A 12/17E 12/18E 12/19E
Cash & cash equivalents 1,294 1,049 1,262 591
Current receivables 352 370 388 407
Inventories 14 14 14 14
Other current assets 0 (0) 0 0
Current assets 1,660 1,433 1,664 1,013
Property, plant & equip. 8,111 8,080 8,068 8,288
Investments 0 0 0 0
Intangibles 35 35 35 35
Other non-current assets 1,377 1,378 1,378 1,379
Total assets 11,183 10,926 11,146 10,714
Current liabilities 1,654 1,836 2,740 2,749
Total liabilities 6,176 6,422 6,746 6,371
Shareholders' equity 5,007 4,503 4,399 4,344
Minority interests 0 0 0 0
Total liabilities & equity 11,183 10,926 11,146 10,714
Cash Flow (US$ mn) 12/16A 12/17E 12/18E 12/19E
EBIT 1,505 1,717 2,083 2,505
Net interest (91) (110) (111) (104)
Tax paid (44) (20) (20) (20)
Working capital 420 148 252 189
Other cash & non-cash items 466 711 757 820
Operating cash flow 2,255 2,446 2,961 3,390
Capex (1,133) (700) (765) (1,060)
Free cash flow to the firm 1,122 1,746 2,196 2,330
Investing cash flow (1,150) (700) (765) (1,060)
Equity raised 0 0 0 0
Dividends paid (2,070) (2,070) (2,037) (2,416)
Financing cash flow (1,101) (1,990) (1,984) (3,001)
Total cash flow 4 (244) 213 (671)
Adjustments (1) 0 0 0
Net change in cash 3 (244) 213 (671)
Per share 12/16A 12/17E 12/18E 12/19E
Shares (wtd avg.) (mn) 8,070 8,071 8,071 8,071
EPS (Credit Suisse) (US$) 0.15 0.19 0.24 0.29
DPS (US$) 0.26 0.25 0.30 0.34
Operating CFPS (US$) 0.28 0.30 0.37 0.42
Earnings 12/16A 12/17E 12/18E 12/19E
Growth (%)
Sales revenue (2.4) 15.5 16.5 14.1
EBIT (6.0) 14.1 21.3 20.2
EPS (16.1) 28.0 23.4 22.1
Margins (%)
EBITDA 31.6 31.7 31.8 32.5
EBIT 22.5 22.2 23.1 24.4
Valuation (x) 12/16A 12/17E 12/18E 12/19E
P/E 32.5 25.4 20.6 16.8
P/B 7.94 8.83 9.03 9.15
Dividend yield (%) 5.2 5.1 6.1 6.8
EV/sales 6.4 5.6 4.8 4.2
EV/EBITDA 20.3 17.6 15.0 12.9
EV/EBIT 28.5 25.1 20.6 17.2
ROE analysis (%) 12/16A 12/17E 12/18E 12/19E
ROE 22.6 32.9 43.4 54.0
ROIC 18.2 21.2 26.5 32.4
Credit ratios 12/16A 12/17E 12/18E 12/19E
Net debt/equity (%) 61.8 75.9 74.0 77.0
Net debt/EBITDA (x) 1.46 1.40 1.14 1.00

Company Background
Sands China Ltd. (Sands China) is a developer, owner and operator 
of integrated resorts and casinos in Macau. The Company is an 
operator of integrated resorts in Macau, which contain not only 
gaming areas but also meeting space, convention and exhibition.

Blue/Grey Sky Scenario

Our Blue Sky Scenario (HK$) (from 44.07) 51.22
Our blue sky scenario is based on a higher growth assumption on 
mass-market and VIP segment of +25%/+45%.

Our Grey Sky Scenario (HK$) (from 37.53) 43.47
Our grey sky scenario is based on a higher growth assumption on 
mass-market and VIP segment of +5%/+15%.

Share price performance
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The price relative chart measures performance against the HANG SENG 
INDEX which closed at 28,639.85 on 08-Dec-2017
On 08-Dec-2017 the spot exchange rate was HK$7.81/US$1

Source: Company data, Thomson Reuters, Credit Suisse estimates
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MGM China (2282.HK / 2282 HK)
Rating (from NEUTRAL) OUTPERFORM
Price (08-Dec-17, HK$) 21.95
Target price (HK$) (from 18.80) 27.00
Upside/downside (%) 23.0
Mkt cap (HK$/US$ mn) 83,465 / 10,689
Enterprise value (HK$ mn) 100,088
Number of shares (mn) 3,803
Free float (%) 21.6
52-wk price range (HK$) 21.95-13.60
ADTO-6M (US$ mn) 16.0
Target price is for 12 months.

Research Analysts

Kenneth Fong
852 2101 6395

kenneth.kc.fong@credit-suisse.com

Lok Kan Chan
852 2101 6390

lokkan.chan@credit-suisse.com

Strong growth outlook but patience needed
■ Upgrade to OUTPERFORM (from Neutral). We like MGM's management 

team which continues to demonstrate consistency and discipline to deliver 
profitable growth despite a challenging market and entry of new competitors. 
Longer term, its Cotai project (scheduled on 29 Jan, 2018) that would double 
its current capacity will give MGM the strongest earnings growth potential 
among peers. 

■ But patience needed. MGM's share price performance would be very much 
contingent on (1) the number of new tables granted by the government, 
which will be announced in one to two weeks ahead of the opening. Given 
that MGM has the least number of tables compared with peers, the  new 
table allocation by the Macau Government would be key for the success of its 
opening. (2) Time for the addition of the junket room - we currently model 
in late 2Q and (3) the pace of the ramp-up as operations will likely be 
gradual as it opens with only mass tables in the beginning. This has been 
evidenced by the slow ramp-up of other casinos' opening with mass tables 
only, as compared with Wynn Palace and the Parisian (which opened with 
both VIP and mass tables). As such, we suggest investors to gradually 
accumulate on dips into 1Q as we have more clarity on the above.

■ 4Q17E expectation. We believe MGM gained share both for VIP (new junket 
signed up) and mass (normalisation of mass hold rate) in 4Q. Against the 
industry's 11% expected QoQ GGR growth in 4Q, we expect MGM to deliver 
a stronger ~20% growth to ~US$150-160 mn, the strongest sequential 
growth among operators.

■ Valuation. We raise our 2017-19E EBITDA by 4-13% under our new industry 
gaming revenue growth assumption and roll forward our target price to end-
2018 (from mid-2018) at HK$27 (from HK$18.8). We also lift our target return 
(from 13% to 16%) and multiple (from 11.5x to 12.5x) for MGM Cotai as we 
are closer to its new casino opening with more visibility.

Share price performance
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The price relative chart measures performance against the 
HANG SENG INDEX which closed at 28,639.85 on 
08/12/17. On 08/12/17 the spot exchange rate was 
HK$7.81/US$1

Performance 1M 3M 12M
Absolute (%) 15.9 27.0 29.6
Relative (%) 16.8 23.5 4.3

Financial and valuation metrics
Year 12/16A 12/17E 12/18E 12/19E
Revenue (HK$ mn) 14,907.5 15,540.5 23,330.4 32,100.6
EBITDA (HK$ mn) 4,137.0 4,100.6 5,982.5 8,571.9
EBIT (HK$ mn) 3,365.3 3,294.6 4,146.5 6,250.9
Net profit (HK$ mn) 3,037.8 2,101.2 3,100.9 5,603.8
EPS (CS adj.) (HK$) 0.80 0.55 0.82 1.47
Change from previous EPS (%) n.a. 7.2 (12.3) 10.6
Consensus EPS (HK$) n.a. 0.62 0.72 1.06
EPS growth (%) (2.4) (30.8) 47.6 80.7
P/E (x) 27.5 39.7 26.9 14.9
Dividend yield (%) 1.3 1.0 2.8 5.0
EV/EBITDA (x) 22.7 24.5 16.1 10.6
P/B (x) 11.56 10.09 7.92 6.04
ROE (%) 50.1 27.1 33.0 46.1
Net debt/equity (%) 146.7 205.9 121.4 50.7
 

Source: Company data, Thomson Reuters, Credit Suisse estimates
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MGM China  (2282.HK / 2282 HK)
Price (08 Dec 2017): HK$21.95; Rating: (from NEUTRAL) OUTPERFORM; Target Price: (from HK$18.80) HK$27.00; Analyst: 
Kenneth Fong
Income Statement (HK$ mn) 12/16A 12/17E 12/18E 12/19E
Sales revenue 14,907 15,540 23,330 32,101
Cost of goods sold 6,999 7,186 10,246 14,351
EBITDA 4,137 4,101 5,982 8,572
EBIT 3,365 3,295 4,147 6,251
Net interest expense/(inc.) 47 333 557 403
Recurring PBT 3,318 2,962 3,590 5,848
Profit after tax 3,038 2,101 3,101 5,604
Reported net profit 3,038 2,101 3,101 5,604
Net profit (Credit Suisse) 3,038 2,101 3,101 5,604
Balance Sheet (HK$ mn) 12/16A 12/17E 12/18E 12/19E
Cash & cash equivalents 3,547 2,671 876 2,484
Current receivables 225 292 380 494
Inventories 92 93 94 95
Other current assets 178 180 182 183
Current assets 4,042 3,236 1,531 3,256
Property, plant & equip. 21,256 29,331 27,992 26,167
Investments 0 0 0 0
Intangibles 1,672 1,475 1,279 1,082
Other non-current assets 110 110 110 110
Total assets 27,080 34,152 30,911 30,615
Current liabilities 5,492 12,035 10,705 11,301
Total liabilities 19,864 25,930 20,430 16,856
Shareholders' equity 7,217 8,269 10,530 13,808
Minority interests 0 0 0 0
Total liabilities & equity 27,080 34,199 30,960 30,663
Cash Flow (HK$ mn) 12/16A 12/17E 12/18E 12/19E
EBIT 3,365 3,295 4,147 6,251
Net interest 6 6 8 9
Tax paid (15) (5) (29) (34)
Working capital (1,117) 427 454 479
Other cash & non-cash items 522 (49) 1,376 2,111
Operating cash flow 2,762 3,673 5,955 8,815
Capex (8,026) (8,754) (370) (370)
Free cash flow to the firm (5,718) (5,420) 5,021 8,034
Investing cash flow (6,273) (8,730) (300) (300)
Equity raised 0 0 0 0
Dividends paid (806) (1,049) (840) (2,326)
Financing cash flow 1,639 4,181 (7,450) (6,907)
Total cash flow (1,872) (876) (1,795) 1,608
Adjustments 0 0 0 0
Net change in cash (1,872) (876) (1,795) 1,608
Per share 12/16A 12/17E 12/18E 12/19E
Shares (wtd avg.) (mn) 3,800 3,800 3,800 3,800
EPS (Credit Suisse) (HK$) 0.80 0.55 0.82 1.47
DPS (HK$) 0.28 0.22 0.61 1.11
Operating CFPS (HK$) 0.73 0.97 1.57 2.32
Earnings 12/16A 12/17E 12/18E 12/19E
Growth (%)
Sales revenue (13.2) 4.2 50.1 37.6
EBIT (2.6) (2.1) 25.9 50.8
EPS (2.4) (30.8) 47.6 80.7
Margins (%)
EBITDA 27.8 26.4 25.6 26.7
EBIT 22.6 21.2 17.8 19.5
Valuation (x) 12/16A 12/17E 12/18E 12/19E
P/E 27.5 39.7 26.9 14.9
P/B 11.56 10.09 7.92 6.04
Dividend yield (%) 1.3 1.0 2.8 5.0
EV/sales 6.3 6.5 4.1 2.8
EV/EBITDA 22.7 24.5 16.1 10.6
EV/EBIT 27.9 30.5 23.2 14.5
ROE analysis (%) 12/16A 12/17E 12/18E 12/19E
ROE 50.1 27.1 33.0 46.1
ROIC 23.1 15.3 16.9 28.2
Credit ratios 12/16A 12/17E 12/18E 12/19E
Net debt/equity (%) 146.7 205.9 121.4 50.7
Net debt/EBITDA (x) 2.56 4.15 2.14 0.82

Company Background
MGM China Holdings Limited engages in developing, owning, and 
operating casino gaming resorts in greater China region. The 
company also holds one of the six gaming concessions or sub-
concessions to run casino or gaming area in Macau.

Blue/Grey Sky Scenario

Our Blue Sky Scenario (HK$) (from 20.44) 28.72
Our blue sky scenario is based on a higher growth assumption on 
mass-market and VIP segment of +25%/+45%.

Our Grey Sky Scenario (HK$) (from 17.12) 24.43
Our grey sky scenario is based on a higher growth assumption on 
mass-market and VIP segment of +5%/+15%.

Share price performance
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The price relative chart measures performance against the HANG SENG 
INDEX which closed at 28,639.85 on 08-Dec-2017
On 08-Dec-2017 the spot exchange rate was HK$7.81/US$1

Source: Company data, Thomson Reuters, Credit Suisse estimates
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SJM (0880.HK / 880 HK)
Rating NEUTRAL
Price (08-Dec-17, HK$) 6.23
Target price (HK$) 7.00
Upside/downside (%) 12.4
Mkt cap (HK$/US$ mn) 35,250 / 4,514
Enterprise value (HK$ mn) 29,439
Number of shares (mn) 5,658
Free float (%) 32.6
52-wk price range (HK$) 8.50-5.85
ADTO-6M (US$ mn) 9.7
Target price is for 12 months.

Research Analysts

Kenneth Fong
852 2101 6395

kenneth.kc.fong@credit-suisse.com

Lok Kan Chan
852 2101 6390

lokkan.chan@credit-suisse.com

Lack of near-term catalyst
■ Maintain NEUTRAL. Following our new GGR growth assumption for the 

sector but offset by a lower market share assumption, we maintain SJM's 
target price at HK$7. While we continue to like the undemanding valuation of 
SJM (at a mere 10x FY17 EBITDA) and its solid net cash balance sheet, 
SJM's near term will continue to face market share loss to its Cotai peers as 
new casinos open. We retain our NEUTRAL rating and suggest investors to 
position the stock closer to its new project opens or when SJM's market 
share stabilises.

■ Lacking immediate re-rating catalyst. SJM's new project Lisboa Palace 
with a capex of HK$30 bn is scheduled to complete its construction by end- 
2017 and open in 2019.

■ 4Q17 expectation. We expect SJM to see a slight market share decline for 
both the VIP and mass segments in 4Q. As such, we expect its EBITDA to 
largely grow in line with the industry top-line growth of 11% to around 
HK$810 mn factoring in some benefit of operating leverage.

■ Valuation. We change our 2017-19E EBITDA by -1% to 15% under our new 
industry gaming revenue growth assumption and roll forward our target price 
to end-2018 (from mid-2018) but leave our target price unchanged at HK$7. 
Our cut in earnings mainly reflects the delay in Lisboa Cotai opening from 
2018 to 2019 now.

Share price performance
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The price relative chart measures performance against the 
HANG SENG INDEX which closed at 28,639.85 on 
08/12/17. On 08/12/17 the spot exchange rate was 
HK$7.81/US$1

Performance 1M 3M 12M
Absolute (%) -5.0 -14.3 -5.9
Relative (%) -4.1 -17.8 -31.2

Financial and valuation metrics
Year 12/16A 12/17E 12/18E 12/19E
Revenue (HK$ mn) 41,967.0 42,688.7 46,945.4 65,084.8
EBITDA (HK$ mn) 3,419.6 3,061.1 3,391.8 4,946.0
EBIT (HK$ mn) 2,303.6 1,846.5 2,129.8 2,322.9
Net profit (HK$ mn) 2,326.5 1,717.9 1,306.6 1,709.7
EPS (CS adj.) (HK$) 0.41 0.30 0.23 0.30
Change from previous EPS (%) n.a. 28.1 20.5 (9.6)
Consensus EPS (HK$) n.a. 0.31 0.31 0.38
EPS growth (%) (5.6) (26.2) (23.9) 30.8
P/E (x) 15.1 20.5 27.0 20.6
Dividend yield (%) 3.9 2.8 2.1 2.8
EV/EBITDA (x) 6.5 9.8 13.1 9.1
P/B (x) 1.42 1.40 1.38 1.33
ROE (%) 9.7 6.9 5.1 6.6
Net debt/equity (%) (51.8) (21.1) 35.7 36.2
 

Source: Company data, Thomson Reuters, Credit Suisse estimates



11 December 2017

Macau Gaming Sector 45

SJM  (0880.HK / 880 HK)
Price (08 Dec 2017): HK$6.23; Rating: NEUTRAL; Target Price: HK$7.00; Analyst: Kenneth Fong
Income Statement (HK$ mn) 12/16A 12/17E 12/18E 12/19E
Sales revenue 41,967 42,689 46,945 65,085
Cost of goods sold 16,069 16,840 18,556 24,999
EBITDA 3,420 3,061 3,392 4,946
EBIT 2,304 1,847 2,130 2,323
Net interest expense/(inc.) (95) 23 363 503
Recurring PBT 2,454 1,883 1,822 1,875
Profit after tax 2,315 1,733 1,322 1,725
Reported net profit 2,327 1,718 1,307 1,710
Net profit (Credit Suisse) 2,327 1,718 1,307 1,710
Balance Sheet (HK$ mn) 12/16A 12/17E 12/18E 12/19E
Cash & cash equivalents 13,423 20,347 10,838 13,344
Current receivables 1,481 1,525 1,571 1,618
Inventories 0 1 2 2
Other current assets 147 160 174 190
Current assets 15,050 22,033 12,585 15,154
Property, plant & equip. 19,851 28,352 43,810 45,902
Investments 288 302 317 333
Intangibles 2 0 0 0
Other non-current assets 3,564 3,495 3,422 3,357
Total assets 38,755 54,182 60,134 64,746
Current liabilities 12,727 12,770 13,381 19,022
Total liabilities 13,914 28,897 34,451 38,039
Shareholders' equity 24,753 25,181 25,563 26,571
Minority interests 88 103 118 133
Total liabilities & equity 38,755 54,181 60,132 64,744
Cash Flow (HK$ mn) 12/16A 12/17E 12/18E 12/19E
EBIT 2,304 1,847 2,130 2,323
Net interest 95 (23) (363) (503)
Tax paid (34) (50) (50) (50)
Working capital 522 406 432 460
Other cash & non-cash items 1,087 1,174 867 2,578
Operating cash flow 3,974 3,353 3,016 4,808
Capex (6,340) (9,600) (16,600) (4,600)
Free cash flow to the firm (2,366) (6,247) (13,584) 208
Investing cash flow (6,098) (9,600) (16,600) (4,600)
Equity raised 1 0 0 0
Dividends paid (1,188) (1,290) (925) (701)
Financing cash flow (1,529) 13,171 4,075 2,299
Total cash flow (3,653) 6,924 (9,509) 2,506
Adjustments 0 0 0 0
Net change in cash (3,653) 6,924 (9,509) 2,506
Per share 12/16A 12/17E 12/18E 12/19E
Shares (wtd avg.) (mn) 5,657 5,657 5,657 5,657
EPS (Credit Suisse) (HK$) 0.41 0.30 0.23 0.30
DPS (HK$) 0.24 0.17 0.13 0.17
Operating CFPS (HK$) 0.70 0.59 0.53 0.85
Earnings 12/16A 12/17E 12/18E 12/19E
Growth (%)
Sales revenue (14.7) 1.7 10.0 38.6
EBIT (15.2) (19.8) 15.3 9.1
EPS (5.6) (26.2) (23.9) 30.8
Margins (%)
EBITDA 8.1 7.2 7.2 7.6
EBIT 5.5 4.3 4.5 3.6
Valuation (x) 12/16A 12/17E 12/18E 12/19E
P/E 15.1 20.5 27.0 20.6
P/B 1.42 1.40 1.38 1.33
Dividend yield (%) 3.9 2.8 2.1 2.8
EV/sales 0.5 0.7 0.9 0.7
EV/EBITDA 6.5 9.8 13.1 9.1
EV/EBIT 9.7 16.2 20.9 19.3
ROE analysis (%) 12/16A 12/17E 12/18E 12/19E
ROE 9.7 6.9 5.1 6.6
ROIC 23.6 11.3 7.6 6.3
Credit ratios 12/16A 12/17E 12/18E 12/19E
Net debt/equity (%) (51.8) (21.1) 35.7 36.2
Net debt/EBITDA (x) (3.76) (1.74) 2.70 1.95

Company Background
SJM Holdings Limited is an investment holding company. The 
Company’s operating subsidiary, Sociedade de Jogos de Macau, 
S.A. (SJM), conducts casino gaming operations and gaming-related 
activities in Macau.

Blue/Grey Sky Scenario

Our Blue Sky Scenario (HK$) (from 7.73) 7.16
Our blue sky scenario is based on a higher growth assumption on 
mass-market and VIP segment of +25%/+45%.

Our Grey Sky Scenario (HK$) (from 6.60) 5.53
Our grey sky scenario is based on a higher growth assumption on 
mass-market and VIP segment of +5%/+15%.

Share price performance
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The price relative chart measures performance against the HANG SENG 
INDEX which closed at 28,639.85 on 08-Dec-2017
On 08-Dec-2017 the spot exchange rate was HK$7.81/US$1

Source: Company data, Thomson Reuters, Credit Suisse estimates
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Companies Mentioned (Price as of 08-Dec-2017)
Aristocrat Leisure (ALL.AX, A$23.02)
Belle Corporation (BEL.PS, P3.66)
Bloomberry Resorts Corporation (BLOOM.PS, P10.5)
Boyd Gaming (BYD.N, $32.03)
Crown (CWN.AX, A$12.39)
Galaxy Entertainment Group (0027.HK, HK$57.5, OUTPERFORM, TP HK$79.0)
Genting Berhad (GENT.KL, RM8.79)
Genting Malaysia Bhd (GENM.KL, RM5.25)
Genting Singapore (GENS.SI, S$1.32)
Grand Korea Leisure (114090.KS, W30,200)
Isle of Capri Casinos (ISLE.OQ^E17)
Isle of Capri Casinos (ISLE.OQ^E17)
Isle of Capri Casinos (ISLE.OQ^E17)
Kangwon Land (035250.KS, W36,650)
Las Vegas Sands Corp. (LVS.N, $70.36)
MGM China (2282.HK, HK$21.95, OUTPERFORM, TP HK$27.0)
MGM Resorts International (MGM.N, $33.18)
NagaCorp Limited (3918.HK, HK$5.95)
Paradise (034230.KQ, W22,150)
Penn National Gaming (PENN.OQ, $28.53)
Pinnacl Ent (PNK.OQ, $30.87)
Premium Leisure Corp (PLC.PS, P1.29)
SJM (0880.HK, HK$6.23, NEUTRAL, TP HK$7.0)
Sands China (1928.HK, HK$38.45, OUTPERFORM, TP HK$48.0)
Star Entertainment Group (SGR.AX, A$5.88)
Tabcorp Holdings (TAH.AX, A$5.12)
Tatts Group (TTS.AX, A$4.52)
Travellers International Hotel Group, Inc. (RWM.PS, P4.1)
Wynn Macau (1128.HK, HK$23.0, OUTPERFORM, TP HK$29.0)
Wynn Resorts (WYNN.OQ, $159.54)

Disclosure Appendix
Analyst Certification 
Kenneth Fong and Lok Kan Chan each certify, with respect to the companies or securities that the individual analyzes, that (1) the views expressed 
in this report accurately reflect his or her personal views about all of the subject companies and securities 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 in this report.

3-Year Price and Rating History for Galaxy Entertainment Group (0027.HK)

0027.HK Closing Price Target Price   
Date (HK$) (HK$) Rating  
07-Jan-15 40.11 39.77 N  
24-Feb-15 39.39 37.65   
14-Apr-15 35.92 35.25   
16-Apr-15 36.55 35.51   
26-Jun-15 31.87 27.84 U  
07-Jul-15 31.72 36.48 N  
19-Aug-15 30.32 36.71   
12-Oct-15 24.21 36.71 O  
05-Jan-16 23.92 34.85   
25-Feb-16 24.85 36.32   
04-Jul-16 22.97 27.68   
25-Aug-16 25.87 28.08   
23-Sep-16 28.84 33.58   
26-Oct-16 31.65 36.05   
21-Nov-16 36.10 45.93   
16-Jan-17 34.91 46.91   
01-Mar-17 38.77 49.69   
05-May-17 40.25 48.70   
26-May-17 42.69 58.14   
10-Jul-17 46.12 60.63   
31-Aug-17 48.80 62.00   
11-Oct-17 53.20 61.50   
09-Nov-17 56.50 63.00   
* Asterisk signifies initiation or assumption of coverage.
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3-Year Price and Rating History for Grand Korea Leisure (114090.KS)

114090.KS Closing Price Target Price   
Date (W) (W) Rating  
03-Nov-15 32,350 33,000 N *  
14-Jan-16 21,350 25,000   
11-May-16 29,000 31,000   
13-Jun-16 26,200 36,000 O  
02-Nov-16 21,550 27,000   
06-Feb-17 19,450 25,000   
06-Mar-17 19,150 24,000   
10-May-17 22,150 24,000 N  
14-Jul-17 21,950 23,000   
20-Oct-17 25,950 25,000   
08-Nov-17 30,350 29,000   
* Asterisk signifies initiation or assumption of coverage.

Target Price Closing Price 114090.KS

01- Jan- 2016 01- Jul- 2016 01- Jan- 2017 01- Jul- 2017
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3-Year Price and Rating History for Kangwon Land (035250.KS)

035250.KS Closing Price Target Price   
Date (W) (W) Rating  
03-Nov-15 43,200 54,000 O *  
02-Nov-16 38,150 47,000   
06-Feb-17 35,100 44,000   
14-Jul-17 33,700 41,000   
09-Aug-17 37,300 46,000   
19-Oct-17 34,350 43,000   
08-Nov-17 34,650 42,000   
* Asterisk signifies initiation or assumption of coverage.

Target Price Closing Price 035250.KS

01- Jan- 2016 01- Jul- 2016 01- Jan- 2017 01- Jul- 2017
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3-Year Price and Rating History for MGM China (2282.HK)

2282.HK Closing Price Target Price   
Date (HK$) (HK$) Rating  
07-Jan-15 17.76 24.37 O  
24-Feb-15 18.22 21.40 N  
14-Apr-15 15.72 19.30   
26-Jun-15 13.42 15.80   
07-Jul-15 14.76 20.00 O  
05-Jan-16 9.43 16.90   
19-Apr-16 12.26 15.90   
04-Jul-16 10.54 12.50   
23-Sep-16 13.16 12.60 N  
08-Nov-16 14.16 14.00   
21-Nov-16 16.66 19.30 O  
16-Jan-17 15.78 19.10   
17-Feb-17 14.14 18.80   
26-May-17 16.98 22.00   
01-Jun-17 17.30 R  
02-Jun-17 17.30 22.00 O  
10-Jul-17 16.44 20.50   
28-Jul-17 15.46 20.00   
02-Oct-17 18.72 19.00 N  
11-Oct-17 17.54 18.80   
* Asterisk signifies initiation or assumption of coverage.

Target Price Closing Price 2282.HK

01- Jan- 2015 01- Jan- 2016 01- Jan- 2017
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3-Year Price and Rating History for Paradise (034230.KQ)

034230.KQ Closing Price Target Price   
Date (W) (W) Rating  
03-Nov-15 22,800 17,000 U *  
05-Jan-16 16,750 17,000 N  
05-Feb-16 15,650 16,000   
13-Jun-16 15,800 15,000   
02-Nov-16 13,050 14,000   
06-Feb-17 13,100 12,000   
06-Mar-17 13,250 10,000 U  
20-Oct-17 17,800 14,000   
07-Nov-17 21,950 15,000   
* Asterisk signifies initiation or assumption of coverage.

Target Price Closing Price 034230.KQ
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3-Year Price and Rating History for SJM (0880.HK)

0880.HK Closing Price Target Price   
Date (HK$) (HK$) Rating  
07-Jan-15 11.82 11.80 N  
24-Feb-15 11.72 11.30   
14-Apr-15 10.48 11.10   
05-May-15 10.08 10.90   
26-Jun-15 8.81 10.20   
07-Jul-15 8.50 9.50   
12-Oct-15 6.50 8.80 O  
04-Nov-15 6.55 8.60   
05-Jan-16 5.32 7.60   
24-Feb-16 5.05 5.80 N  
04-Jul-16 4.74 5.40   
23-Sep-16 5.63 5.90   
01-Nov-16 5.46 6.00   
21-Nov-16 6.03 6.20   
16-Jan-17 6.03 6.00   
01-Mar-17 6.24 5.80   
12-Apr-17 7.44 7.30   
05-May-17 7.08 7.60   
10-Jul-17 7.85 7.40   
02-Aug-17 7.33 7.10   
11-Oct-17 6.89 7.00   
* Asterisk signifies initiation or assumption of coverage.

Target Price Closing Price 0880.HK
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3-Year Price and Rating History for Sands China (1928.HK)

1928.HK Closing Price Target Price   
Date (HK$) (HK$) Rating  
07-Jan-15 37.05 40.00 N  
29-Jan-15 39.20 38.90   
24-Feb-15 37.90 35.80   
14-Apr-15 34.45 32.60   
23-Apr-15 31.80 30.00   
26-Jun-15 27.95 28.10   
07-Jul-15 29.05 38.00 O  
23-Jul-15 33.35 39.50   
05-Jan-16 25.90 35.10   
28-Jan-16 26.20 35.50   
01-Apr-16 30.10 35.50 N  
21-Apr-16 29.05 33.30   
04-Jul-16 26.45 27.50   
23-Sep-16 33.40 30.00   
04-Nov-16 34.05 34.50   
21-Nov-16 38.15 44.50 O  
16-Jan-17 34.60 44.20   
26-Jan-17 35.10 42.80   
27-Apr-17 35.55 42.00   
26-May-17 34.90 43.50   
11-Oct-17 37.95 40.00 N  
* Asterisk signifies initiation or assumption of coverage.

Target Price Closing Price 1928.HK
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3-Year Price and Rating History for Wynn Macau (1128.HK)

1128.HK Closing Price Target Price   
Date (HK$) (HK$) Rating  
07-Jan-15 18.66 16.07 U  
24-Feb-15 19.60 16.38   
14-Apr-15 17.39 16.00   
29-Apr-15 15.37 14.28   
25-Jun-15 13.04 12.85 N  
07-Jul-15 13.50 16.00 O  
05-Jan-16 8.34 12.19   
18-Mar-16 10.34 14.50   
04-Jul-16 11.56 13.50   
29-Jul-16 12.60 12.20 N  
23-Sep-16 13.12 10.80 U  
03-Nov-16 11.46 9.50   
21-Nov-16 12.96 12.60 N  
16-Jan-17 12.82 12.30   
26-Jan-17 13.90 12.80   
12-Apr-17 17.68 15.30   
26-Apr-17 17.52 16.00   
26-May-17 17.20 19.50   
10-Jul-17 17.56 19.80   
11-Oct-17 19.62 19.00   
* Asterisk signifies initiation or assumption of coverage.

Target Price Closing Price 1128.HK
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The analyst(s) responsible for preparing this research report received Compensation that is based upon various factors including Credit Suisse's 
total revenues, a portion of which are generated by Credit Suisse's investment banking activities
As of December 10, 2012 Analysts’ stock rating are defined as follows:
Outperform (O) : The stock’s total return is expected to outperform the relevant benchmark* over the next 12 months.
Neutral (N) : The stock’s total return is expected to be in line with the relevant benchmark* over the next 12 months.
Underperform (U) : The stock’s total return is expected to underperform the relevant benchmark* over the next 12 months.
 *Relevant benchmark by region: As of 10th December 2012, Japanese ratings are based on a stock’s total return relative to the analyst's coverage universe which 
consists of all companies covered by the analyst within the relevant sector, with Outperforms representing the most attractive, Neutrals the less attractive, and 
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Underperforms the least attractive investment opportunities. As of 2nd October 2012, U.S. and Canadian as well as European ratings are based on a stock’s total 
return relative to the analyst's coverage universe which consists of all companies covered by the analyst within the relevant sector, with Outperforms representing the 
most attractive, Neutrals the less attractive, and Underperforms the least attractive investment opportunities. For Latin American and Asia stocks (excluding Japan 
and Australia), ratings are based on a stock’s total return relative to the average total return of the relevant country or regional benchmark (India - S&P BSE Sensex 
Index); prior to 2nd October 2012 U.S. and Canadian ratings were based on (1) a stock’s absolute total return potential to its current share price and (2) the relative 
attractiveness of a stock’s total return potential within an analyst’s coverage universe. For Australian and New Zealand stocks, the expected total return (ETR) 
calculation includes 12-month rolling dividend yield. An Outperform rating is assigned where an ETR is greater than or equal to 7.5%; Underperform where an ETR 
less than or equal to 5%. A Neutral may be assigned where the ETR is between -5% and 15%. The overlapping rating range allows analysts to assign a rating that 
puts ETR in the context of associated risks. Prior to 18 May 2015, ETR ranges for Outperform and Underperform ratings did not overlap with Neutral thresholds 
between 15% and 7.5%, which was in operation from 7 July 2011.
Restricted (R) : In certain circumstances, Credit Suisse policy and/or applicable law and regulations preclude certain types of communications, 
including an investment recommendation, during the course of Credit Suisse's engagement in an investment banking transaction and in certain other 
circumstances.
Not Rated (NR) : Credit Suisse Equity Research does not have an investment rating or view on the stock or any other securities related to the 
company at this time.
Not Covered (NC) : Credit Suisse Equity Research does not provide ongoing coverage of the company or offer an investment rating or investment 
view on the equity security of the company or related products.
Volatility Indicator [V] : A stock is defined as volatile if the stock price has moved up or down by 20% or more in a month in at least 8 of the past 24 
months or the analyst expects significant volatility going forward.
Analysts’ sector weightings are distinct from analysts’ stock ratings and are based on the analyst’s expectations for the fundamentals and/or 
valuation of the sector* relative to the group’s historic fundamentals and/or valuation:
Overweight : The analyst’s expectation for the sector’s fundamentals and/or valuation is favorable over the next 12 months.
Market Weight : The analyst’s expectation for the sector’s fundamentals and/or valuation is neutral over the next 12 months.
Underweight : The analyst’s expectation for the sector’s fundamentals and/or valuation is cautious over the next 12 months.
 *An analyst’s coverage sector consists of all companies covered by the analyst within the relevant sector. An analyst may cover multiple sectors.

Credit Suisse's distribution of stock ratings (and banking clients) is:

Global Ratings Distribution
Rating Versus universe (%) Of which banking clients (%)
Outperform/Buy* 45% (64% banking clients)
Neutral/Hold* 40% (60% banking clients)
Underperform/Sell* 13% (54% banking clients)
Restricted 2%
*For purposes of the NYSE and FINRA ratings distribution disclosure requirements, our stock ratings of Outperform, Neutral, and Underperform most closely 
correspond to Buy, Hold, and Sell, respectively; however, the meanings are not the same, as our stock ratings are determined on a relative basis. (Please refer to 
definitions above.) An investor's decision to buy or sell a security should be based on investment objectives, current holdings, and other individual factors.

Important Global Disclosures 
Credit Suisse’s research reports are made available to clients through our proprietary research portal on CS PLUS. Credit Suisse research products 
may also be made available through third-party vendors or alternate electronic means as a convenience. Certain research products are only made 
available through CS PLUS. The services provided by Credit Suisse’s analysts to clients may depend on a specific client’s preferences regarding the 
frequency and manner of receiving communications, the client’s risk profile and investment, the size and scope of the overall client relationship with 
the Firm, as well as legal and regulatory constraints. To access all of Credit Suisse’s research that you are entitled to receive in the most timely 
manner, please contact your sales representative or go to https://plus.credit-suisse.com . 
Credit Suisse’s policy is to update research reports as it deems appropriate, based on developments with the subject company, the sector or the 
market that may have a material impact on the research views or opinions stated herein.
Credit Suisse's policy is only to publish investment research that is impartial, independent, clear, fair and not misleading. For more detail please refer 
to Credit Suisse's Policies for Managing Conflicts of Interest in connection with Investment Research: https://www.credit-
suisse.com/sites/disclaimers-ib/en/managing-conflicts.html . 
Credit Suisse does not provide any tax advice. Any statement herein regarding any US federal tax is not intended or written to be used, and cannot 
be used, by any taxpayer for the purposes of avoiding any penalties.
Credit Suisse has decided not to enter into business relationships with companies that Credit Suisse has determined to be involved in the 
development, manufacture, or acquisition of anti-personnel mines and cluster munitions. For Credit Suisse's position on the issue, please see 
https://www.credit-suisse.com/media/assets/corporate/docs/about-us/responsibility/banking/policy-summaries-en.pdf . 

Target Price and Rating
Valuation Methodology and Risks: (12 months) for Galaxy Entertainment Group (0027.HK)

Method: Our target price for Galaxy is HK$79.0 at end-18, which is determined by applying: (1) 17x 2018 EV/EBITDA for StarWorld; (2) higher 
valuation multiple of 18x for Galaxy Macau due to its larger scale and better earnings quality; (3) 6-13x on other operations and (4) 
estimated net cash as of 2018 year end. Near term, the recovery of VIP segment which Galaxy has the highest exposure offer near term 
earnings momentum while medium term its pipeline offers growth option as industry recovers. Accordingly, we rate Galaxy as 
OUTPERFORM.

Risk: Risks that could impede achievement of our target price of HK$79.0 and OUTPERFORM rating for Galaxy include slower-than-expected 
pace of VIP recovery on weak China macro and competition from other new casinos ramping up.

https://plus.credit-suisse.com
https://www.credit-suisse.com/sites/disclaimers-ib/en/managing-conflicts.html
https://www.credit-suisse.com/sites/disclaimers-ib/en/managing-conflicts.html
https://www.credit-suisse.com/media/assets/corporate/docs/about-us/responsibility/banking/policy-summaries-en.pdf
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Target Price and Rating
Valuation Methodology and Risks: (12 months) for MGM China (2282.HK)

Method: Our target price of HK$27.0 for MGM China at mid 18 is based on our 15x FY17E EV/EBITDA (enterprise value divided by earnings 
before interest, taxation, depreciation and amortisation charges) on existing property and applying an ROIC of 16%, 13x target 
EV/EBITDA multiple and 10% discount rate on new MGM Cotai which set to open in Jan 18. We like its solid management execution and 
long-term growth potential when MGM Cotai opens and rate the stock Outperform.

Risk: Risks to our target price of HK$27.0 and Outperform rating for MGM China include slower-than-expected gaming revenue growth, further 
delay of its new Cotai casino opening and weak China macro that leads to a slower Macau gaming revenue.

Target Price and Rating
Valuation Methodology and Risks: (12 months) for SJM (0880.HK)

Method: Our target price of HK$7.0 for SJM at mid-18 is based on 4-9x FY18E EV/EBITDA (enterprise value divided by earnings before interest, 
tax, depreciation and amortisation) on exisitng operations, and applying a ROIC (return on invested capital) of 10%, 9x target EV/EBITDA 
multiple and 10% discount rate on Lisboa Palace, scheduled to open in 2018. On undemanding valuation, we see increasing risk from 1) 
persistent market share loss as traffic shift to Cotai, 2) less competitive product offerings, 3) limited room for cost cutting, we rate the stock 
NEUTRAL.

Risk: Risks that could impede achievement of our HK$7.0 target price and NEUTRAL rating for SJM include further delay of its new casino 
opening and weak China macro resulting in slower gaming revenue. Upsides risks include a sharp rebound in gaming revenue to the 
industry.

Target Price and Rating
Valuation Methodology and Risks: (12 months) for Sands China (1928.HK)

Method: Our target price of HK$48.0 for Sands China is based on 17x FY18 EV/EBITDA for its Sands Macao and Four Seasons properties and 
18.5x FY18 EV/EBITDA for Sands Cotai Cental, Parisian and Venetian properties. Sands China stands out for its good earnings quality, 
high exposure to mass and solid yield support. The combination of low streets' expectation, completion of flagship hotel Venetian hotel 
renovation that will not only ends the business disruption but drive better mass traffic and accelerating industry mass revenue into 2018 
are drivers for Sands. Therefore, we rate the stock Outperform.

Risk: Downside risks that could impede achievement of our target price of HK$48.0 and Outperform rating for Sands China include slower-than-
expected ramp up of Parisian, weak China macro that leads to slow mass market growth an interest rate hike while lower-than-expected 
mainland visitation as risks for upside.

Target Price and Rating
Valuation Methodology and Risks: (12 months) for Wynn Macau (1128.HK)

Method: Our target price of HK$29.0 for Wynn Macau at mid-18 is based on 17x FY18E EV/EBITDA (enterprise value/ earnings before interest, 
tax, depreciation and amortisation expense) on existing properties. Wynn is likely to see outperformance into 2018 on 1) strength in the 
VIP segment in Macau, 2) continued improvement in Wynn Palace mass market share as accessibility improves and product upgrades in 
2018, 3) the benefits from building up customer loyalty post the new player reward program, 4) earnings multiple re-rating as dividend 
continues to increase. Hence, we rate the stock as Outperform.

Risk: Risks that could impede achievement of our target price of HK$29.0 and Outperform rating for Wynn Macau include broad market rally 
(liquidity drive), lower-than-expected ramp up of Wynn Palace and sharp decline in VIP/premium mass business.

Please refer to the firm's disclosure website at https://rave.credit-suisse.com/disclosures/view/selectArchive for the definitions of abbreviations 
typically used in the target price method and risk sections. 
See the Companies Mentioned section for full company names 
Credit Suisse currently has, or had within the past 12 months, the following as investment banking client(s): 0027.HK, 1928.HK, GENT.KL, 3918.HK, 
GENM.KL, CWN.AX, TAH.AX, SGR.AX, GENS.SI
Credit Suisse provided investment banking services to the subject company (0027.HK, 3918.HK) within the past 12 months.
Credit Suisse currently has, or had within the past 12 months, the following issuer(s) as client(s), and the services provided were non-investment-
banking, securities-related: 3918.HK, CWN.AX
Within the past 12 months, Credit Suisse has received compensation for investment banking services from the following issuer(s): 0027.HK, 
3918.HK
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