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Results Comment

Betting on the upside

BUY maintained; 6M TP cut 4% to W22,000

- The new target price is derived using the residual income model, reflecting the

company’s strong long-term growth potential driven by its integrated resort P-City and
a 39% NP CAGR over the next five years. We lower our 2019E OP for the company to
W211.5bn (up 379% yoy) as growth in fixed costs stemming from capex investments is
projected to weigh down earnings over the short haul.

1Q19 revenue W201.7bn (up 12% yoy), OP —-W6.3bn (TTR)

- The casino operator swung to an operating loss of W6.4bn in 1Q19, missing our
estimate (OP of W9.0bn), as weaker-than-expected March performance weighed on
the consolidated quarterly results. That, however, came in line with the recently
lowered consensus. Revenue breakdown by business: casino W86.7bn (down 6%
yoy), hotels W19.6bn (up 12% yoy), integrated resort W90.7bn (down 39% yoy),
others W4.7bn (up 7% yoy).

Drop (the amount of money exchanged for chips) grew 19% yoy to W1.62tn, the
highest it's been since the THAAD issue. Drop growth by site: Grand Walkerhill Hotel
up 4% yoy, P-City up 35% yoy, Busan up 22% yoy, Jeju up 76% yoy. But a slight
0.8%p yoy dip in hold rate moderately pushed down revenue.

On a non-consolidated basis, Paradise saw revenue contract 6% yoy to \W91.2bn and
an operating loss of W1.6bn compared to a profit a year earlier. Casino revenue came
in weak, affected by the low hold rate at Grand Walkerhill Hotel and negative operating
leverage due to heavy fixed costs. The introduction of IFRS 16, which resulted in a
decrease in rents (by 98% yoy to W4.4bn) and higher depreciation costs (by W3.1bn)
and financial expenses (by W1.1bn), also had an impact.

Paradise Segasammy, the operator of P-City, reported an operating loss of W7.1bn
(TTR) on revenue of W90.7bn (up 39% yoy), achieving record quarterly drop amount
(up 35% yoy to W648.9bn) and casino revenue (up 34% yoy to W74.8bn) in 1Q19. On
a negative note, growth in fixed costs from recent renovations is expected to weigh on
earnings in the near term. Revenue from its hotels rose 38% yoy to W13.2bn in that
quarter as an increase in casino visitors and higher domestic demand drove up the
occupancy (by 15%p yoy to 59%) and average daily room rate (by 5% yoy to
W277,000).

April earnings results and forecasts

- Drop increased 35% yoy to W622.3bn in April, its highest-ever monthly figure. Drop
was up 37% yoy at Grand Walkerhill Hotel and up 42% yoy at P-City. Hold rate
climbed 0.9%p yoy, pushing up casino revenue by 50% yoy to W57.1bn.

- Paradise saw yoy growth across all segments: Chinese VIPs (81%), Japanese VIPs
(25%), other VIPs (7%), and mass market (24%). Considering Japan’s Golden Week
in May and an easy yoy comparison for Chinese VIPs, we expect the casino to see
growth in inbound customers from all regions in 2Q19.

- The stock is undervalued, trading near the lower end of its historical P/B band, when
considering its revenue and earnings which are projected to grow led by junket
marketing (P-City) and increased mass market traffic. Having hit a trough in 1Q19,
quarterly earnings will improve quarter after quarter. Consolidated OP will swing into
positive territory in 3Q19.

- For the whole of 2019, revenue and OP are forecast to grow 20% to W942.0bn and
379% yoy to W11.5bn, respectively.
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Paradise (034230 KQ)

Operating results and major financial data (Whn, W, x, %)
2017A 2018A 2019F 2020F 2021F
Revenue 668 788 942 1,058 1137
OoP -30 12 54 87
Pretax profit -34 -43 -5 38 70
NP 40 44 4 29 54
NP (controlling int.) -19 21 -3 23 44
EPS -208 231 33 257 478
PER NA NA NA 65.7 353
BPS 10,932 13,989 13,863 14,027 14412
PBR 20 13 10 09 09
ROE -19 -19 02 18 34
Note: EPS, BPS, and ROE are based only on the controlling interest.
Source: Paradise, Daishin Securiies Research Center
Yearly earnings forecast revisions (Wbn, W, %, %p)
Previous Revised Chg
2019F 2020F 2019F 2020F 2019F 2020F
Revenue 958 1,055 942 1,058 17 03
SG&A expense 97 99 78 80 -198 -193
OoP 20 58 12 54 432 6.2
OP margin 21 55 12 51 09 04
Non-operating profit -17 -14 -17 -16 CL CL
Pretax profit 3 44 5 38  Reducedloss -120
NP (controlling int.) 2 28 3 23 Reduced loss -120
NP margin 02 33 05 28 Reduced loss 05
EPS (controliing int.) 17 303 33 257  Reduced loss -120
Source: Paradise, Daishin Securities Research Center
Fig 1.Consolidated quarterly revenue and OP
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Fig 3.Revenue breakdown by business (1Q19)

Fig 2. Yearly revenue and OP
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Fig 4.Quarterly drop
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Fig 6.Quarterly casino drop and net revenue
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Fig 7.12MF P/B band Fig 8.12MF EV/EBITDA band
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Income statement (Wbn) Balance sheet (Whn)
2017A  2018A  2019F  2020F  2021F 2017A  2018A 2019  2020F  2021F

Revenue 668 788 42 1058 1137 Current assets 345 328 457 621 808
Cost of goods sold 598 709 853 924 970 Cash & cash equiv. 172 207 338 492 670
Gross profit 70 I 89 134 168 Trade & other receive. 19 27 32 35 37
SG&A expenses 100 76 78 80 81 Inventories 5 7 8 9 10
OoP 30 2 12 54 87 Other current assets 149 86 79 85 91
OP margin 45 03 12 51 76 Long-term assets 2001 2823 279% 2,766 2739
EBITDA 30 5 79 120 150 Tangible assets 1624 2263 2247 2224 2201
Non-OP 4 -45 17 -16 -16 Investmentsin affiiates 0 0 0 0 0
Income from affiliates 0 -1 -1 -1 -1 Other long-term assets 467 561 548 542 538
Financial revenue 6 4 3 4 4 Total assets 2435 3151 3252 3387 3547
FX related gains 6 9 9 9 9 Current liabilties 253 422 419 417 415
Financial expense 25 33 31 31 31 Payables & other liab. 191 300 300 301 301
FX related losses 0 0 0 0 0 Borrowings a4 88 83 79 Ie)
Others 15 -15 12 12 12 Current portion of LT debts 8 21 2 23 24
Income before taxes A 43 5 38 70 Other current liabiliies 9 13 14 14 14
Income tax expense 6 -1 1 8 -16 Long-term liabilties 839 1103 1221 1339 1457
Income from cont. op. -40 44 4 29 %) Borrowings 82 897 1014 1130 1246
Income from discort. op. 0 0 0 0 0 Convertible securities 0 0 0 0 0
NP -40 -44 4 29 54 Other long-term liab. 68 206 208 210 212
NP margin 60 56 05 28 48 Total liabiities 1142 1525 1640 1,756 1872
NP for non-contr. interest 21 23 -1 6 11 Controlling interest 9 1272 1261 1276 1311
NP for contr. interest -19 21 3 23 4 Capital stock 47 47 47 47 47
Valuation of AFS fin. assets 0 0 0 0 0 Capital surplus 295 295 295 295 295
Other compreh. income 5 Al 5 5 5 Retained eamings 680 643 632 647 682
Comprehensive income -45 2% 1 A 59 Other capital changes 28 287 287 287 287
Comp. income for non-contr. Int. 20 10 0 7 12 Non-controliing interest 299 354 351 355 365
Comp.income for contr.int. 24 287 1 27 48 Total shareholder's equity 1293 1626 1611 1630 1675
Net borowings 573 747 726 680 609

Valuation metrics (W, %, %) Cash flow statement (Wbn)
2017A  2018A  2019F 2020F 2021F 2017A  2018A  2019F  2020F  2021F

EPS 208 231 ee] 257 478 Operating cash flows 4 106 4 166 191
PER NA NA NA 657 353 NP -40 -44 4 29 54
BPS 10932 13989 13863 14027 14412 Non-cashitems 103 148 139 145 151
PBR 20 13 10 09 09 Depreciation 60 72 68 66 64
EBITDAPS 332 819 874 1315 1651 FX gains 0 1 0 0 0
EV/EBITDA 9%.1 378 329 215 167 Equity method gain 0 1 1 1 1
SPS 7346 8661 10358 11634 12508 Others 43 76 70 9 86
PSR 30 22 16 15 14 Chginassets & liab. 27 28 26 27 28
CFPS 696 1142 1479 1920 2256 Other cash flows 32 25 27 36 43
DPS 100 100 100 100 100 Investing cash flow 207 224 59 59 60
Investment assets 3 1 5 -1 1

Financial ratios (W, x,%) Tangible assets -340 270 44 35 35
2017A  2018A  2019F 2020F  2021F Others 135 48 20 23 24

Growth potential Financing cash flows 194 151 104 105 105
Revenue growth 39 179 196 123 75 Short-term borrowings 0 0 4 4 4
OP growth TIR 1B 3794 3666 606 Bonds payable 100 0 1 1 1
NP growth TR CL CL TTB 859 Long-term borrowings 66 115 115 115 115
Profitability Rights offering 54 45 0 0 0
ROIC 20 01 03 16 27 Cash dividends 26 9 9 9 9
ROA 13 01 04 16 25 Others 0 0 1 1 1
ROE -19 -19 02 18 34 Netchgin cash -10 35 131 154 178
Stability Beginning cash balance 182 172 207 338 492
Debt ratio 883 938 1018 1077 118 Ending cash balance 172 207 338 492 670
Net borrowings ratio 43 460 451 417 364  NOPLAT 36 2 9 2 67
Interest coverage ratio 12 01 04 17 28  FCF 333 1% R 71 95

Source: Paradise, Daishin Securities Research Center



Appendix

[Daishin House View: Industry 4.0 safety rating]

« Daishin Securities assigns safety ratings to individual sectors and companies based on analyses and discussions by our analysts.

* Depending on whether Industry 4.0 will have a positive, neutral, or negative impact, each industry and company is assigned one of three safety ratings:

[Compliance Notice]

In accordance with Subparagraph 5 of Paragraph 1 of Article 4-20 of the supervisory regulations for the financial investment industry, we confirm
that no information or content has been shared prior to its release on Daishin’s website, and that the analyst has not received nor will receive direct
or indirect compensation in exchange for expressing specific opinions. Daishin is not affiliated with the company presented in this report. This report
has been presented without any undue external influence or interference, and accurately reflects the personal views of the analyst who is
responsible for its content.

This report is distributed for the purpose of helping investors make informed decisions. This report has been prepared from the data and information
believed to be correct and reliable, but Daishin Securities does not make any guarantee as to the accuracy thereof. Investors reading this report
should make final decisions based on their own judgment.

For U.S. persons only: For U.S. persons only: This independent third party research report is a product of Daishin Securities, which is the employer
of the research analyst(s) who has prepared the research report. The research analyst(s) preparing the research report is/are resident outside the
United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to
supervision by a U.S. broker-dealer, and is/are not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise
comply with U.S. rules or regulations regarding, among other things, communications with a subject company, public appearances and trading
securities held by a research analyst account.

This independent third-party research report is distributed in the United States (“US”) to Major US Institutional Investors (as defined in Rule 15a-6
under the Securities and Exchange Act of 1934, as amended) by Maybank Kim Eng Securities USA Inc. (“Maybank KESUSA") and Auerbach
Grayson and Company LLC, broker-dealers registered in the US (registered under Section 15 of the Securities Exchange Act of 1934, as
amended). All responsibility for the distribution of this report by Maybank KESUSA in the US shall be borne by Maybank KESUSA. All responsibility
for the distribution of this report by Auerbach Grayson and Company LLC shall be borne by Auerbach Grayson and Company LLC.

If the recipient of this report is not a Major Institutional Investor as specified above, then it should not act upon this report and return the same to the
sender. Further, this report may not be copied, duplicated and/or transmitted onward to any U.S. person, which is not the Major Institutional Investor.
In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to
conduct certain business with Major Institutional Investors, Daishin Securities has entered into an agreement with two U.S. registered broker-
dealers, Maybank Kim Eng Securities USA Inc and Auerbach Grayson and Company LLC. All U.S. persons receiving and/or accessing this report
and wishing to effect transactions in any security mentioned within must do so with: Maybank Kim Eng Securities USA Inc. 777 Third Avenue 21st
Floor New York, New York 1- (212) 688-8886 or Auerbach Grayson and Company LLC 25 West 45th Street, New York, NY 10036 and not with the
issuer of this report.

Analyst Certification of Independence

The views expressed in this research report accurately reflect the analyst's personal views about any and all of the subject securities or issuers; and
no part of the research analyst's compensation was, is or will be, directly or indirectly, related to the specific recommendations or views expressed in
this report.
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[Investment rating & Target price history]

Paradise (034230 KQ) Investment rating breakdown and framework (May 12, 2019)
(W) Adj. Price Adj. Target Price BUY MARKETPERFORM UNDERPERFORM
35,000
30,000 Ratio 89.7% 10.3% 0.0%
25,000 L Sector ratings breakdown
fg’ggg - Overweight: industry indicators are expected to
10’000 outperform the market over the next six months.

5,000 - Neutral: industry indicators are expected to be in line with
0 ' ' ' ' ' ' the market over the next six months.
17.05 17.09 18.01 18.05 18.09  19.01  19.05 ) ) o
- Underweight: industry indicators are expected to

Date 190515 190424 190328 181113 180513 171217 underperform the market over the next six months.

Rating BUY BUY BUY 6Mpassed. 6Mpassed. BUY

Target pice 22,000 23,000 23,000 31,000 31,000 31,000

Dif. (avr. %) (2062) (2007) (3359 (3782 (27420  Company ratings breakdown

DIf. (max/min, %) (739 (1739 @29  &09) (219  _ gy the stock is expected to outperform the market by at

Date 171119 171113 171107 171011 170809 170711 )

Rating BUY BUY BUY BUY BUY BUY least 10%p over the next six months.

Target price 31,000 31,000 25000 19000 19000 19000 - Marketperform: the stock is expected to either outperform

Dift (ar. %) (2026) (1577 307) (2045) (2607 (2893)

DI, (mescmin, %) 1210 (1210) 020 737 (1921) 2368) or underperform the market by less than 10%p over the

Date 17.06.08 next six months.

Raling BUY = Underperform: the stock is expected to underperform the

Target price 21,000 .

DIf. (a. %) (2952) market by at least 10%p over the next six months.

Dift. (max/min., %) (BR)

Date

Rating

Target price
Dift (ar. %)
Diff. (max./min., %)




