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CALL TO ACTION 
Street estimates are being lowered but there is no evidence that “the bottom is in”. Relief rally 

following earnings notwithstanding, significant risks remain and further downside to estimates is 

likely. As a Macau pure play and with the cheapest valuation, MPEL looks like the best long 

trade into earnings to benefit from another relief rally. Our Q4 EBITDA estimate exceeds the 

Street. On the other hand, WYNN may post the biggest miss in Q4 and looks to be the most at 

risk in 2015 as well. 

 

THE FUNDAMENTALS 
As expected, analysts are cutting numbers here in January ahead of the Q4 earnings season.  

The Street is still not low enough for Q4 nor 2015 but we suspect the buy side is closer to our 

estimates. With a few more cuts in the next few weeks, the setup could be for a relief rally 

immediately following earnings. 

 

However, we must take issue with analysts who have recently called a bottom in the stocks.  

They may end up being right – the stocks do seem to have found a near-term base. 

Fundamentally though, we see no indications of a bottom. New hurdles seem to appear weekly 

with Union Pay scrutiny and enhanced enforcement of transit visa regulations the latest. 

 

One can attempt to make a 2nd derivative (April per our model) or a 1st derivative call 

(September/October) on the turn but the numbers have gotten worse consistently over the past 

year and the most recent data from January suggests more of the same. Moreover, the checks 

on the ground are providing no relief.   

 

The reality is that the Chinese government cares more about controlling the perception of 

corruption than it does about Macau gaming revenues. Moreover, with revenue diversification a 

clear goal, the Macau and Chinese government officials are unlikely to provide any catalysts for 

gaming revenue growth. 

 

We’re not saying there won’t be a turn off the bottom. We just don’t see any evidence of a 

bottom. In fact, there is evidence that trends could worsen, and potentially significantly, from 

here and make even our estimates look aggressive. 

 

 

 



 
  

 
HEDGEYE.COM  |  JANUARY 12, 2015  3 

THE ESTIMATES 
Here are our EBITDA estimates for the companies with meaningful Macau exposure for Q4 and 

2015.  As you can see, with the exception of MPEL in Q4, all of our estimates are below the 

Street: 
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WYNN: THE LARGEST NEGATIVE DELTA 
We are particularly bearish on Wynn in Q4 and 2015 and believe a 13% YoY decline in property 

EBITDA is possible this year.  The Street seems to be projecting a range of flat EBITDA to a 5% 

decline.  With 2 new large properties opening in Macau this year, the discontinuance of phone 

proxy betting and 3 difficult quarterly comparisons, the Street appears way too aggressive. 

 

 

 

 

In Q4, WYNN’s property EBITDA should dip below $400m, the 1st time under the $400m 

threshold since 4Q 2012. Given multiple headwinds in the VIP and mass segments, we believe 

4Q 2014 is more indicative of where the run rate should be for 2015 rather than the first 3 

quarters of 2014.  

 

The elimination of proxy betting via phone has likely negatively influenced VIP volumes and 

resulted in Wynn Macau’s lowest VIP volume share ever in December 2014. That lost business 

most likely has been transferred to the Asian operators or an Asian jurisdiction other than 

Macau.  
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There is an argument to be made that the Peninsula properties may be more insulated from the 

new Cotai supply entering the market in Q2 and Q3 this year. Galaxy Phase 2 and Macau Studio 

City will have some impact, however, given that soft demand environment should persist, 

particularly at the premium mass and VIP segments of the market – two areas where Wynn 

Macau is strongest. 

 

MPEL: Q4 A CATALYST? 
MPEL is the only Macau operator where we exceed the Street for Q4 EBITDA. We suspect that 

the sell side may be underestimating Q4 mass revenue growth (and overestimating VIP) given 

the reclass of all of City of Dream’s premium mass tables. The reclass was driven by the 

smoking ban exclusion for VIP. Other than a slightly higher per table fee, those reclassed tables 

should still generate the same level of EBITDA, i.e. mass type margins.    

 

Altira is making important strides in the VIP business with the recent opening of several new VIP 

rooms. Altira’s volume share recently hit a 16-month high in December.  

 

MPEL looks like the stock to benefit most from the Q4 earnings season and as a Macau pure 

play from any post earnings relief rally.  However, like the other Macau operators, our 2015 

estimates remain well below the Street. 

 

CONCLUSION 

The stocks may be a buy right into earnings but beyond a relief rally, meaningful downside risk 

remains, especially WYNN.   
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DISCLAIMER 
 
Hedgeye Risk Management is a registered investment advisor, registered with the State of Connecticut.  Hedgeye 
Risk Management is not a broker dealer and does not provide investment advice for individuals. This research 
does not constitute an offer to sell, or a solicitation of an offer to buy any security. This research is presented 
without regard to individual investment preferences or risk parameters; it is general information and does not 
constitute specific investment advice.  This presentation is based on information from sources believed to be 
reliable. Hedgeye Risk Management is not responsible for errors, inaccuracies or omissions of information.  The 
opinions and conclusions contained in this report are those of Hedgeye Risk Management, and are intended solely 
for the use of Hedgeye Risk Management’s clients and subscribers.  In reaching these opinions and conclusions, 
Hedgeye Risk Management and its employees have relied upon research conducted by Hedgeye Risk 
Management’s employees, which is based upon sources considered credible and reliable within the 
industry.  Hedgeye Risk Management is not responsible for the validity or authenticity of the information upon 
which it has relied.   
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This report is intended solely for the use of its recipient.  Re-distribution or republication of this report and its 
contents are prohibited.  For more detail please refer to the appropriate sections of the Hedgeye Services 
Agreement and the Terms of Use at www.hedgeye.com. 
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