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Perhaps a greater focus than 4Q results was 1Q guidance given the difficult comparison to
the convention calendar last year in Las Vegas. While expectations were already tempered
for 1Q, management' s guidance (net revenue down 3%-5%; RevPAR down 4%-6%), eased
potential concerns of an even greater impact. We believe the 1Q guide was the last nearterm hurdle for the stock, making way for investors waiting on the sidelines to get on board.
We are reiterating our Buy rating and raising our price target to $45 (from $40).
With some of the near-term focus on quarterly trends fading, we expect shares of MGM
to begin working much better, particularly in 2H18 as the market starts to appreciate the
earnings potential of MGM Cotai and the FCF opportunity. We believe there are several key
components to the MGM thesis that are still greatly underappreciated by the market today:
MGM Cotai is transformational. MGM grew net revenue in Macau about 3% in 2017,
including 10% in 4Q17, despite the influx of new competition in the market. We can't
wait to see what MGM can do with its new hardware on Cotai. We believe the market
is underestimating the MGM Cotai opportunity. We are forecasting $1,006m of Adjusted
Property EBITDA from MGM in Macau in 2019, which is noticeably ahead of the current
Consensus forecast of $876m. While we expect a ramping period throughout 2018, we think
2019 is poised to be a big year for MGM in Macau.
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FCF Acceleration - cash tax holiday extended. MGM was already a compelling FCF story
as its development cycle nears completion and MGM Cotai begins ramping. However, we
believe the market is still reluctant to price in the upside. In 2017, the company paid about
$180m of cash tax, which was likely going to upwards of $200m in 2018 and 2019. With
the tax reform act, MGM is unlikely to pay any meaningful cash tax over the next two years,
and the long-term rate is considerably lower than previously modeled. The near-term $200m
annually in cash tax savings is worth an estimated $5/share based on a target 7% FCF yield.
We expect this incremental cash flow will lead to further deleveraging and ultimately greater
shareholder distributions (dividends and buybacks).
Continued domestic growth opportunity. We can appreciate MGM (in Las Vegas
specifically) is now several years into a growth cycle and larger gains are harder won.
However, we see some continued opportunity for topline growth ahead. We look to the revival
of the international baccarat business, higher parking fees, increased resort fees, continued
pricing power on ADR, and the potential for an uptick in domestic gaming spend as consumers
benefit from tax reform. In short, while growth might be more moderate from here, there is
still opportunity ahead domestically.
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Adjusted EBITDA

EV/EBITDA

Net Debt/EBITDA

2018E

12,006

3,364.7

3,029

11.8x

3.3x

Prior

11,918

3,328.9

3,024

11.5x

3.4x

2019E

13,089

3,760.0

3,416

10.4x

2.6x
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Estimates
1Q18: In Las Vegas, we are modeling a 4.3% y/y decline in Net Revenue to $1,374m,
which is mostly in line with management’s guidance for a 3%-5% revenue decrease.
Our Adjusted EBITDA estimate for Las Vegas of $425m represents an 11% y/y
decline and includes a 230 bps margin decline to 31%. This is relatively consistent
with management’s guidance for a 250 bps margin decline, driven mostly by the tough
convention comp. We do believe there could be some upside to our 1Q18 forecast,
which would likely come on the margin front.
FY2018: We are raising our FY18 Adjusted EBITDA estimate slightly to $3,029m (up
from $3,024m previously). We are conservatively modeling less than 1% net revenue
growth in Las Vegas in 2018 and flat margins y/y. We believe this is relatively
conservative compared with management’s guidance for low-single-digit net revenue
growth and a ~50 bps improvement in margin. We do believe there is upside to our
forecast and would look to higher parking fees, higher resort fees, continued ADR
pricing power, and potentially some improved demand on the gaming floor as sources
of incremental revenue growth in our model.
FY2019: We are instating our 2019 Adjusted EBITDA estimate of $3,416m. Our model
includes $1,006m of Adjusted Property EBITDA from Macau, which is notably above
the FactSet Consensus estimate of $876m. Our model also includes 6% net revenue
growth in Las Vegas and 70 bps of y/y margin improvement, driven primarily by the
ramp of The Park MGM & NoMad (Monte Carlo rebranding).

Valuation: Raising Price Target to $45
We are raising our price target to $45 (from $40) which is based on our sum-of-theparts analysis on the following page. Our valuation ascribes a blended ~10.2x
multiple to 2019 EBITDA generated by the Wholly-owned domestic business, including
an 8.5x forward multiple on the leased properties, a 13x multiple on the Bellagio, 11x
on MGM Grand, and 10x on Circus Circus. Our SOTP analysis also values MGM
Growth Properties at 16x 2019 EBITDA and MGM China at 14.0x 2019 EBITDA. We
include $3 of equity value per share from CityCenter based on a 12x multiple of 2019
EBITDA.

Investment Case: Maintain Buy
We are reiterating our Buy rating on the shares of MGM today and raising our price
target to $45 from $40. We believe the near-term concern regarding softer leisure
demand post-October 1 in Las Vegas and the difficult 1Q convention comp are largely
baked into expectations. With the big sticking points for the bears now out of the way,
we expect the shares will begin to work much better going forward and look for real
upside in 2H18 as MGM Cotai ramps. Our 2019 Adjusted Property EBITDA estimate
for MGM in Macau of $1,006m is noticeably ahead of the FactSet Consensus estimate
of $876m.
We also contend MGM’s accelerating FCF generation is still greatly underappreciated.
The company guided to very little cash tax liability over the next two years (compared
with >$200m in our prior model). Assuming a 7% FCF yield, this cash savings is
worth an estimated $2.8bn of value (or $5/share). We don’t believe the shares
currently reflect the new free cash flow profile of MGM today.
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Figure 1. MGM Resorts Sum-of-the-Parts Valuation

Source: Company documents, Union Gaming Securities.
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Figure 2. MGM Resorts Summary Financial Model

Source: Company documents, Union Gaming Securities.
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Important Disclosure
Analyst Certification

The analyst, John DeCree, primarily responsible for the preparation of this research report attests to the following: (1) that the views and
opinions rendered in this research report reflect his or her personal views about the subject companies or issuers; and (2) that no part of
the research analyst’s compensation was, is, or will be directly related to the specific recommendations or views in this research report.

Company Specific Disclosures

Union Gaming or an affiliate has a client relationship with or received compensation from this subject company MGM Resorts International
for non-securities services in the last 12 months.

Ratings Definitions

Current Ratings Definition
Union Gaming Securities LLC and Union Gaming Securities Asia Limited use a traditional ratings construct (Buy, Hold, and Sell) that is
underscored by percentage upside/downside from current trading levels along with dividend yields for total return. We exclude special
dividends and contemplate regular dividends only in our total return forecasts. These are absolute ratings, not relative or forced ratings.
We define a Buy rating as a company whose shares exhibit total return (appreciation and dividends) potential of at least 15% within the
next 12 months, and conversely a Sell rating as a company whose shares exhibit downside potential of at least 15% within the next 12
months. A Hold rating is reserved for companies whose shares exhibit total return potential between those parameters.
Buy – the total forecasted return is expected to be greater than 15% within the next 12 months
Hold – the total forecasted return is expected to be greater than or equal to 0% and less than or equal to 15%
Sell – whose shares exhibit downside potential of at least 15% within the next 12 months
Suspended – the company rating, target price and earnings estimates have been temporarily suspended.

Valuation and Risks

Valuation
Valuation Methodology for Price Target: Enterprise Value-to-EBITDA, Sum-of-the-Parts Analysis, Price-to-Earnings Ratio, Discounted
Cash Flow Analysis, Price-to-AFFO, Net Asset Value.
Risks
Investment Risks: Union Gaming Securities’ equity research team covers the casino, gambling, gaming, lottery and related sectors. The
companies operating within these sectors generally have a global presence or significant exposure to China and Las Vegas, among other
markets. In addition, the markets that companies in these sectors operate are highly regulated by local and federal governments. Risks
across or specific to one or more of these sectors include regulatory or legislative impacts related to licensing, tourism or the competitive
landscape. Licenses to operate gaming facilities or supply gaming equipment or lottery services are often governed by regulatory authorities.
Additional Risks for investing in these sectors include volatility in consumer discretionary spending and consumer confidence, currency,
interest rates, unemployment rates, access to capital, the cost of capital, commodity costs, geopolitical uncertainty, and unfavorable
government regulations. Companies operating within our covered sectors rely in part on tourism, and business trends could be impacted
by changes or influences to tourism in a given market or markets , including visa policy, transit policies and security, transportation
infrastructure, weather and natural disasters.
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General Disclosures
Additional information is available upon request.
This report was prepared by Union Gaming Securities LLC. Union Gaming Securities LLC is a FINRA member firm and wholly owned
subsidiary of Union Gaming Group LLC. Union Gaming Group LLC also owns Union Gaming Securities Asia Ltd., a licensed corporation
with the Securities and Futures Commission (SFC) in Hong Kong and Union Gaming Analytics, LLC. All questions or comments concerning
this research report should be addressed to Union Gaming Securities LLC at (702) 866-0743.
Neither Union Gaming Securities LLC("UGS") nor its affiliates, analysts or employees own any securities of companies analyzed in the
research reports it distributes. Neither Union Gaming Securities LLC nor its affiliates or analysts serve as an officer, director or advisory
board member of any Subject Company. UGS, its affiliates, analysts and employees may have received investment banking, non-investment
banking securities and non-securities service, related compensation from the subject company in the past 12 months. It further intends
to seek compensation for investment banking, non-investment banking securities and non-securities service, related activities in the next
three months. Accordingly, investors should be aware that the firm and its affiliates may have a conflict of interest that could affect the
objectivity of the reports it distributes. UGS is not now nor has ever been a market maker.
All prices are those current at the end of the previous trading session unless otherwise indicated. Prices are sourced from local exchanges
via Bloomberg and Factset. Data is sourced from Union Gaming Securities LLC, Union Gaming Securities Asia Limited, and subject
companies. Union Gaming Securities LLC and Union Gaming Securities Asia Limited are not responsible for errors in prices provided by
independent sources. Data, analyses, and reports necessarily contain time-sensitive information, and no subscriber or client should rely
on dated reports or conclusions.
Investor clients and financial advisers should consider any report from Union Gaming as only a single factor in making any investment
decision.
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