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Paradise (034230

Paradise City cost burden worsens

@ We believe Paradise saw its operating loss increase y-y to KRW16.2b in 4Q18 on
disappointing sales growth of 14% y-y to KRW215.5b.

@ The firm’s parent-based earnings likely improved during the quarter, shaking off
China-related risk begun in 2017, but consolidated subsidiary Paradise City has yet
to see non-casino normalization with its fixed-cost burden remaining substantial.

e Our latest estimates have Paradise City’s operating loss widening further this year,
so we cut our 12-month target price on the parent by 5% to KRW20,000 (based 2.5x
2019 P/B, near the post-2012 average), which offers limited upside, so we keep the
stock at HOLD.

WHAT’S THE STORY?

4Q18 preview: Our forecasts have the 4Q18 sales of Paradise up 14% y-y to KRW215.5b
as its operating loss widened y-y to KRW16.2b, with its parent-based casino sales likely up
11% y-y along with a per-visitor drop hike of 5% y-y, despite an overall decline in visitors,
indicating that it has fully recovered from China-related risk begun in 2017. There were
few parent-related one-off costs during the quarter, but the firm’s consolidated operating
performance was hit as subsidiary Paradise City saw its losses grow considerably y-y—
even though its casino sales rose a projected in-line 17% y-y, as visitor numbers jumped
58% y-y and per-visitor drop fell 5% y-y, led by demand from China, Japan, and other
Asia. The subsidiary’s entertainment operation (which started in Sep 2018 and incurred
high fixed costs from 4Q18) nevertheless failed to normalize, which led the parent’s
operating loss to increase y-y.

Paradise City expectations need tempering, cutting 2019 estimates: Our
2019 sales forecast for Paradise is unchanged, but we slash our operating profit estimate
from KRW38b to KRW3.5b to reflect Paradise City’s cost burden. The firm’s parent-based
casino sales should rise 8% to KRW440b for the year—despite Chinese demand
stabilizing downward for the first time in five years—on solid VIP demand from Japan, etc.
We also expect the parent to enjoy operating margin improvements this year, with our
estimate unchanged for Paradise City’s casino sales rising 390% to KRW350b, but the
latter’s entertainment operation (eg, retail, F&B, and clubs) continues to incur costs.
Management had expected the unit to create sales of KRW60b in 2018 along with costs of
KRW105b (with 80% being fixed type), but since its retail store and restaurant openings
were delayed by 3-6 months, the subsidiary will probably see its 2019 fixed costs exceed
our estimate.

SUMMARY FINANCIAL DATA

2017 2018E 2019E 2020E
Revenue (KRWb) 668 787 949 1,064
Operating profit (KRWb) (30) 1) 4 61
Net profit (adj) (KRWb) (40) (17) (6) 38
EPS (adj) (KRW) (212) (65) 197 579
EPS (adj) growth (% y-y) nm nm nm 1941
EBITDA margin (%) 4.5 1.5 12.7 16.2
ROE (%) (1.9) (0.6) 1.9 55
P/E (adj) (x) n/a n/a 91.7 31.5
P/B (x) 22 23 24 23
EV/EBITDA (x) 74.3 26.9 19.8 13.3
Dividend yield (%) 0.5 0.5 0.5 1.6

Source: Company data, Samsung Securities estimates
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Cutting target, still a HOLD: Our revised-down 2019 operating profit forecast on Paradise
compels us to cut our 12-month target price by 5% to KRW20,000, which equates to 2.5x 2019 P/B
(its post-2012 average) and 21x EV/EBITDA. Surging fixed costs associated with Paradise City make
an earnings-based fair value calculation on the parent inappropriate, which is why use its post-2012
average P/B—this is since market conditions should be neutral as concerns anent Chinese VIPs are
being offset by expectations for other inbound gamblers (eg, Japanese and Southeast Asians). We
keep the stock at HOLD given its lack of upside, and even though integrated resort Paradise City was
an appropriate long-term investment, the parent’s lofty valuation prices in the subsidiary
normalizing from 2020.

Quarterly and full-year forecasts

(KRWb) 4Q18E % y-y % q-q 4Q18E Diff 2018E 2019E Chg. 2019E Diff
Consensus (%) (%y-y) Consensus (%)

Sales 2155 13.6 24 219.2 (1.7) 786.6 948.9 20.6 979.4 (3.1)

Operating profit (16.2) Toremainneg To turn neg (7.1) n/a (0.6) 35 To turn pos 60.2 (94.2)

Pre-tax profit (24.2) Toremain neg To turn neg (10.7) n/a (22.1) (7.8) Toremain neg 39.8 (119.6)

Net profit (18.3) Toremain neg To turn neg (10.8) n/a (16.6) (5.8) Toremain neg 318 (118.4)

Operating margin (%) (7.5) (3.2) 0.1) 0.4 6.1

Pre-tax margin (%) (11.3) (4.9) (2.8) (0.8) 41

Net margin (%) (8.5) 4.9) (2.1) (0.6) 3.2

Source: Company data, WiseFn, Samsung Securities estimates
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Quarterly results and estimates

1Q18 2Q18 3Q18 4Q18E 1Q19E 2Q19E 3Q19E  4Q19E 2017 2018E  2019E 2020E

(KRWm)

Table drop 1,360,445 1,386,412 1,451,087 1,606,100 1,732,623 1,729,990 1,793,071 1,953,896 | 5,074,710 5,804,044 7,209,579 8,077,322
Growth (%) 135 234 28 19.7 79 0.2) 36 9.0 5.0 144 242 12.0

Hold ratio (%) 101 9.9 10.6 104 10.0 9.7 10.5 10.2 102% 103%  10.1% 10.1%

(KRWm)

Sales 179,513 181,066 210481 215505 219,507 218,186 253,793 257,396 668,042 786,565 948,881 1,064,299
Casino 148,255 146,924 164,737 178416 183,782 178,729 198,949 210,326 551,308 638,333 771,785 859,550
Hotel, etc. 26,827 30,259 39,349 32,857 30,851 34,798 45252 37,785 98,696 129,292 148,686 163,554

Gross profit 20,291 19,415 30,230 8,199 8,245 6,924 38,219 33,199 70,322 78,134 86,587 146,446
Casino 31,278 29,332 39,232 97,864
Hotel, etc. (12,167)  (10,496) (5,233) (30,379)

Operating profit 4,810 (67) 10,805 (16,188) (10,860) (13,843) 16,622 11,602 (29,952) (641) 3,520 60,666

Pre-tax profit 8) (4,630) 6,798  (24,245) (13,690) (16,673) 13,792 8,772 (33,508) (22,084) (7,798) 50,702

Net profit 1,125 (4,603) 5167 (18,253) (10,267) (12,504) 10,344 6,579 (39,853) (16,563) (5,849) 38,027

EBITDA 22,311 17,622 29,771 20,804 5,328 2,345 32,810 80,187 30,197 90,509 120,669 172479

Margin (%)

Gross profit 13 10.7 14.4 38 38 3.2 15.1 129 105 9.9 9.1 13.8
Casino 211 20.0 23.8 17.8
Hotel, etc. (45.4) (34.7) (13.3) (30.8)

Operating profit 27 (0.0) 5.1 (7.5) (4.9) (6.3) 6.5 45 (4.5) 0.1) 04 5.7

Pre-tax profit (0.0) (2.6) 3.2 (11.3) (6.2) (7.6) 54 34 (5.0) (28) (0.8) 48

Net profit 0.6 (25) 25 (85) 4.7) (5.7) 4.1 26 (6.0) (2.1) (0.6) 36

EBITDA 124 9.7 14.1 9.7 24 1.1 129 31.2 45 115 127 16.2

Growth (%y-y)

Sales 26.0 294 7.3 13.6 19 (0.6) 16.3 14 (39) 177 20.6 122
Casino 19.0 279 59 14.2 3.0 (27) 13 5.7 (8.6) 15.8 20.9 14
Hotel, etc. 101.5 434 13.8 10.6 (6.1) 12.8 300 (16.5) 297 31.0 15.0 10.0

Gross profit 129 159.1 (7.8) (32.0) 0.6 (16.0) 4520  (13.1) (49.2) 111 10.8 69.1
Casino 46.7 123.2 10.0 (28.7)

Hotel, etc. n/a n/a n/a n/a

Operating profit n/a n/a 35 n/a n/a n/a n/a (30.2) n/a n/a nla 1,623.6

Pre-tax profit n/a n/a 137.6 n/a n/a n/a n/a (36.4) n/a n/a n/a n/a

Net profit (11.3) n/a 2655 n/a n/a n/a n/a (36.4) n/a n/a n/a n/a

EBITDA 1,449.6 nfa 8.2 61.2 (74.4) (56.0)  1,299.2 1444 (69.3) 199.7 333 429

Source: Company data, Samsung Securities

SAMSUNG SECURITIES | 3



2019 1

Paradise: VIP drop by nation vs mass
(KRWb)
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Paradise City: VIP drop by nation vs mass
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Paradise: VIP visit duration, by nation of origin
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Paradise City: VIP visit duration, by nation of origin
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Paradise: VIP drop per visit, by nation of origin
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Paradise City: VIP drop per visit, by nation of origin
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Annual and monthly key metrics

Total drop Revenue VIP visits Per-person drop
CNVIPJPVIP OtherVIP Mass Total Table Slot  Total CNVIP JPVIP OtherVIP Total CNVIP JPVIP OtherVIP Total
2014 248 (1.3) (223) 268 137 34 6.6 36 1.9 (11.9) 6.1 14 15 121 (26.7) 121
2015 (35.8) (12.5) 92 (59) (25.00 (16.2) 44 (15.0) (329) (16.1) 198 (18.0) (4.3) 42 (88) (86)
2016 (91) 208 19.3 1.3 31 73 (7.3) 6.3 (125) 1141 164 31 39 8.8 25 (00)
2017 (19.2) 24.0 281 352 50 (92) 14 (86) (25.7) 30 141 (34) 87 204 123 88
2018 (15.0) 325 440 176 144 156 169 157 (84) 16.6 276 138 (72) 137 129 05
2017
Jan (10.0) 12.2 (6.0) 60.2 27 (24.3) 36 (22.8) (65) 120 12 26 (3.8) 0.2 (71) 04
Feb (21.5) 341 14 369 (750 133 (13) 123 (194) 24 65) (8.7) (2.6) 0.6 84 13
Mar (226) 87 47 509 (34) (126) 52 (11.5) (31.1)  (2.8) (26) (11.7) 12.2 1.8 75 94
Apr (47.8) 26.7 79 254 (151) (323) (11.0) (31.0) (47.8) 1.3 80 (13.5) 01) 251 01) (1.9)
May (214) 77 74 311 (34) (31.1) (20.3) (30.5) (41.7) (19.5) 1.8 (19.1) 347 339 (39) 195
Jun (36.1) 50.3 388 224 01 (335) (57) (31.9) 43.0) 1.9 151 (8.0) 122 344 206 88
Jul (59) 374 529 310 186 29  (1.7) 25 (19.8) 214 14.2 54 173 132 339 125
Aug 18 493 324 378 244 (125) 655 (9.2) (142) 172 191 84 187 274 111 148
Sep (55) 293 560 336 185 323 (133) 289 (17.3) 55 26.6 47 143 226 232 132
Oct- 45) 18 689 312 108 (6.9) 35 (6.3) (13.3) (15.4) 148  (6.9) 102 204 471 190
Nov (11.1) 337 337 373 140 13 368 3.0 (10.1) 56 389 106 (11) 266 37) 341
Dec (39.5) 3541 409 331 29 197 (21.3) 166 422) 26 284  (29) 46 316 97 59
2018
Jan (43.8) 29.8 918 257 27 231 271 234 464) 27 472  (16) 48 265 303 44
Feb (42.5) 63.9 913 183 102 11 352 32 (323) 170 485 9.1 (15.1) 400 287 10
Mar (30.1) 85.0 825 169 283 332 189 321 (174) 95 396 127 (154)  69.0 308 138
Apr 28 369 755 267 310 (06) (80) (1.2 214 390 256 303 (15.3) (1.5) 397 06
May (32.6) 55.9 80.1 190 195 217 746 249 (17.3) 382 319 222 (185) 1238 366 (22)
Jun (40) 234 60.7 199 205 707 20 650 (39) 174 228 143 0.1) 52 309 54
Jul (27.8) 3.8 257 9.1 (34) 244 176 239 (175) 00 26.0 35 (12.5) 3.7 02) (6.7)
Aug (21.2) 20.9 297 16 60 (25) (133) (3.3) (84) 14.0 16.5 95 (14.0) 6.0 113 (32)
Sep (9.3) 16.0 109 133 60 (1.0) 374 09 6.1 9.2 18.7 17 (14.5) 6.3 (65) (5.2)
Oct- 103 280 95 141 151 425 (140) 386 91 178 380 213 12 86  (206) (5.1)
Nov (1.0) 257 423 326 204 (74 219 (55) (76) 282 168 157 71 (1.9) 218 441
Dec 531 26.2 5.0 82 245 60 322 7.3 529 1563 142 215 0.1 94 81 25

Source: Company data, Samsung Securities
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Full-year forecast revisions

(KRWb) 2017 New Old Diff (%)
2018E 2019E 2018E 2019E 2018E 2019E
Sales 668 786.6 948.9 793.6 948.1 (0.9) 0.1
Operating profit (30) (0.6) 35 10.6 38.0 n/a (90.7)
Pre-tax profit (34) (22.1) (7.8) (10.7) 271 n/a n/a
Net profit (40) (16.6) (5.8) (8.0) 204 n/a n/a
EBITDA 30 90.5 120.7 101.8 155.2 (11.1) (22.2)
EPS (KRW) (212) (65) 197 (88) 224 n/a (12.0)
Source: Company data, Samsung Securities estimates
Forward P/B band
(KRW)
60,000 -
15.0x
50,000 ~
12.5x
40,000 - 10.0x
7.5x
30,000 ~
5.0x
20,000 A
10,000 T T T T T T T T T
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
Source: WiseFn, Samsung Securities
Valuation summary
As end of Sales Operating profit Pre-tax profit  Net profit EPS EPS growth PIE P/B ROE EVIEBITDA  Netdebt
Dec 31 (KRWb) (KRWb) (KRWb) (KRWb) (KRW)* (%) (x) (x) (%) () (KRWb)
2015 615 58 79 72 686 (30.4) 256 21 64 16.9 (217)
2016 695 66 75 58 596 (13.1) 30.3 21 5.3 19.6 257
2017 668 (30) (34) (40) (212) n/a nm 22 (1.9) 743 573
2018E 787 (1) (22) (17) (65) n/a nm 23 (0.6) 26.9 768
2019E 949 4 (8) (6) 197 n/a 91.7 24 19 19.8 726
2020E 1,064 61 51 38 579 194.1 315 23 55 13.3 633

Note: * Fully diluted, excluding one-off items
Source: Company data, Samsung Securities
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Income statement

Balance sheet

Year-end Dec 31(KRWb) 2016 2017  2018E  2019E  2020E Year-end Dec 31(KRWb) 2016 2017 2018E 2019E 2020E
Sales 695 668 787 949 1,064 Current assets 492 345 348 354 356
Cost of goods sold 556 598 708 862 918 Cash & equivalents 182 172 172 172 172
Gross profit 138 70 78 87 146 Accounts receivable 23 19 22 27 30
Gross margin (%) 19.9 10.5 99 9.1 13.8 Inventories 2 5 6 8 9
SG&A expenses 73 100 79 83 86 Other current assets 285 149 148 148 146
Operating profit 66 (30) (1) 4 61 Fixed assets 1,816 2,091 2,258 2,200 2137
Operating margin (%) 95 4.5) 0.1) 04 57 Investment assets 183 168 168 168 168
Non-operating gains (losses) 10 4) (21) (11) (10) Tangible assets 1,337 1,624 1,792 1,733 1,670
Financial profit 10 6 4 4 4 Intangible assets 285 290 290 290 290
Financial costs 4 25 31 21 20 Other long-term assets 1 9 9 9 9
Equity-method gains (losses) 4 15 6 6 6 Total assets 2,308 2,435 2,607 2,554 2,493
Other ) ) ) ) ) Current liabilities 290 253 448 406 414
Pre-tax profit 75 (34) (22) (8) 51 Accounts payable 2 3 3 4 4
Taxes 18 6 ©) ) 13 Short-term debt 60 44 247 105 112
Effective tax rate (%) 236 (18.9) 25.0 25.0 25.0 Other current liabilities 229 206 198 298 298
Profit from continuing operations 58 (40) (17) 6) 38 Long-term liabilities 708 889 892 895 797
Profit from discontinued operations 0 0 0 0 0 Bonds & long-term debt 636 822 822 822 722
Net profit 58 (40) (17) (6) 38 Other long-term liabilities 72 68 70 73 76
Net margin (%) 83 6.0) 2.1) 0.6) 36 Total liabilities 998 1,142 1,340 1,301 1,211
Net profit (controlling interests) 55 (19) 6) 18 53 Owners of parent equity 1,044 994 968 953 983
Net profit (non-controlling interests) 2 21) (1) (24) (15) Capital stock 47 47 45 45 45
EBITDA 98 30 91 121 172 Capital surplus 295 295 295 295 295
EBITDA margin (%) 141 45 1.5 127 16.2 Retained eamings 7271 680 655 641 670
EPS (parent-based) (KRW) 606 (208) 62) 200 582 Other (25) (28) (28) (28) (28)
EPS (consolidated) (KRW) 634 (438) (182) (64) 418 Non-controlling interests’ equity 266 299 299 299 299
Adjusted EPS (KRW)* 596 (212) (65) 197 579 Total equity 1,310 1,293 1,267 1,252 1,282
Net debt 257 573 768 726 633
Cash flow statement Financial ratios
Year-end Dec 31(KRWb) 2016 2017  2018E  2019E  2020E Year-end Dec 31 2016 2017 2018E 2019E 2020E
Cash flow from operations 12 4 85 121 162 Growth (%)
Net profit 58 (40) (17) 6) 38 Sales 129 (3.9) 17.7 206 12.2
Non-cash profit and expenses 49 42 105 132 127 Operating profit 128 nm nm nm 1623.6
Depreciation 26 51 82 108 103 Net proﬂt (19_8) nm nm nm nm
Amortization 7 9 9 9 9 Adjusted EPS** (16.9) nm nm nm 194.1
Other 17 (18) 14 15 15 Per-share data (KRW)
Changes in A/L from operating activities 5 2 @) (5) @) EPS (parent-based) 606 (208) (62) 200 582
Cash flow from investments (499) (207) (270) (70) (60) EPS (consolidated) 634 (438) (182) (64) 418
Change in tangible assets (491) (340) (250) (50) (40) Adjusted EPS* 596 (212) (65) 197 579
Change in financial assets 19 6 0 0 0  BVPS 10978 10749 10456 10298 10,623
Other (27) 126 (20) (20) (20) DPS (common) 300 100 100 100 300
Cash flow from financing 230 194 185 (51) (102) Valuations (x)
Change in debt 266 167 195 (42) (93) PIE* 303 nm nm 917 315
Change in equity 0 0 @) 0 0 pB™ 2.1 22 23 24 23
Dividends (32) (26) 9) 9) 9) EV/EBITDA 19.6 743 26.9 19.8 13.3
Other ®3) 52 0 0 0 Ratios (%)
Change in cash (157) (10) 0 0 0 ROE 53 (19) (06) 19 55
Cash at beginning of year 339 182 172 172 172 ROA 27 (1.7) 0.7) 0.2) 15
Cash at end of year 182 172 172 172 172 ROIC 6.6 (1.4) 02 03 26
Gross cash flow 107 2 89 126 165 Payout ratio 443 (21.4) (51.4) (145.7) 67.2
Free cash flow (400) (313) (159) 69 118 Dividend yield (common) 25 05 05 05 16
Note: * Excluding one off items, ** Fully diluted, excluding one-off items Net debt to equity 196 443 60.7 58.0 494
*** From companies subject to equity-method valuation Interest coverage (X 187 (12) 00) 02 31

Source: Company data, Samsung Securities estimates
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Compliance notice

- As of Jan 18, 2019, the covering analyst(s) did not own any shares, or debt instruments convertible into shares, of any company covered in this report.

- As of Jan 18, 2019, Samsung Securities' holdings of shares and debt instruments convertible into shares of each company covered in this report would not, if such debt instruments
were converted, exceed 1% of each company's outstanding shares.

- This report has been prepared without any undue external influence or interference, and accurately reflects the views of the analyst(s) covering the company or companies herein.

- All material presented in this report, unless specifically indicated otherwise, is under copyright to Samsung Securities.

- Neither the material nor its content (including copies) may be altered in any form, or by any means transmitted, copied, or distributed to another party, without prior express written
permission from Samsung Securities.

- This memorandum is based upon information available to the public. While we have taken all reasonable care to ensure its reliability, we do not guarantee its accuracy or completeness.
This memorandum is not intended to be an offer, or a solicitation of any offer, to buy or sell the securities mentioned herein. Samsung Securities shall not be liable whatsoever for any
loss, direct or consequential, arising from the use of this memorandum or its contents. Statements made regarding affiliates of Samsung Securities are also based upon publicly
available information and do not necessarily represent the views of management at such affiliates.

- This material has not been distributed to institutional investors or other third parties prior to its publication.

Target price changes in past two years

(KRW)
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0 T
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Rating changes over past two years (adjusted share prices)

Date 2016/11/21  2017/2/10 3/5 5/16 7110 8/8 20181111  2019/1/18
Recommendation BUY BUY BUY BUY BUY BUY HOLD HOLD
Target price (KRW) 20,000 18,000 17,500 19,000 16,500 17,500 21,000 20,000
Gap* (average) (35.05)  (1853)  (19.77)  (1892)  (18.67) 8.29 (6.51)

(maxormin)*  (29.00)  (13.89) ©.71) (8.68) (16.06) 55.71 143

Note: * [(average, maximum, or minimum share price over duration of target price minus target price) / target price] x 100%
** Maximum/minimum share price if new target is higher/lower than market close on the business day prior to target price change

Samsung Securities uses the following investment ratings.

Company Industry
BUY Expected to increase in value by 10% or more within 12 months and OVERWEIGHT Expected to outperform market by 5% or more within 12 months
is highly attractive within sector NEUTRAL Expected to outperform/underperform market by less than
HOLD Expected to increase/decrease in value by less than 10% within 12 months 5% within 12 months
SELL Expected to decrease in value by 10% or more within 12 months UNDERWEIGHT  Expected to underperform market by 5% or more within 12 months

Percentage of ratings in 12 months prior to Dec 31, 2018
BUY (83.3%) | HOLD (16.7%) | SELL (0%)
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Global Disclosures & Disclaimers

General

This research report is for information purposes only. It is not and should not be construed as an offer or solicitation of an offer to purchase or sell any securities or other financial
instruments or to participate in any trading strategy. This report does not provide individually tailored investment advice. This report does not take into account individual client
circumstances, objectives, or needs and is not intended as recommendations of particular securities, financial instruments or strategies to any particular client. The securities and other
financial instruments discussed in this report may not be suitable for all investors. The recipient of this report must make its own independent decisions regarding any securities or
financial instruments mentioned herein and investors should seek the advice of a financial adviser.

This report may not be altered, reproduced, distributed, transmitted or published in whole or in part for any purpose. References to "Samsung Securities" are references to any company in
the Samsung Securities, Co., Ltd. group of companies.

Samsung Securities and/or other affiliated companies, its and their directors, officers, representatives, or employees may have long or short positions in any of the securities or other
financial instruments mentioned in this report or of issuers described herein and may purchase and/or sell, or offer to purchase and/or sell, at any time, such securities or other financial
instruments in the open market or otherwise, as either a principal or agent. Any pricing of securities or other financial instrument contained herein is as of the close of market for such day,
unless otherwise stated. Opinions and estimates contained herein constitute our judgment as of the date of this report and are subject to change without notice.

The information provided in this report is provided "AS IS". Although the information contained herein has been obtained from sources believed to be reliable, no representation or
warranty, either expressed or implied, is provided by Samsung Securities in relation to the accuracy, completeness or reliability of such information or that such information was provided
for any particular purpose and Samsung Securities expressly disclaims any warranties of merchantability or fitmess for a particular purpose. Furthermore, this report is not intended to be
a complete statement or summary of the securities, markets or developments referred to herein.

Samsung Securities does not undertake that investors will obtain any profits, nor will it share with investors any investment profits. Samsung Securities, its affiliates, or any of its and their
affiliates, directors, officers, employees or agents disclaim any and all responsibility or liability whatsoever for any loss (direct or consequential) or damage arising out of the use of all or any
part of this report or its contents or otherwise arising in connection therewith. Information and opinions contained herein are subject to change without notice. Past performance is not
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