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12-month target Rmb  53.40 strong movie-going demand can fully digest the excess theatre supply that
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12-month TSR %  +3.2 average revenue (PSA) to decline to RMB1.71m in 2019 from RMB1.88m in
Volatility Index Low 2017, the steepest decline among major cinema players, given its aggressive
GICS sector Media plan to add 100-150 theatres a year. While we still consider Wanda Film as
Market cap Rmbm 61,095 the ultimate consolidator in the market, we estimate its earnings CAGR in
gﬂoaf;k:; ;35 T Bgim 9'6033 2017-19E to decelerate to 15% from 31% in 2013-16, which looks lacklustre
- = in view of its 32x 18E PER, vs the average of 41x since IPO in Jan 2015.
Number shares on issue m 1,174
Investment fundamentals |mpaCt
;Zi;:ﬂj 31 Dee m 52,12?)/; 52’122; fg,lsfs f?:‘;i = Wanda Film PSA to decline sharper amid sector glut. Despite the solid
EBIT m 1,700 2177 2,610 3,057 movie-going demand, we expect China movie industry’s PSA to fall to an
ESLEE;%“S?Om % 1,13252 1?;;3 1’189953 2}273;}1 unhealthy level of RMB1.01m (USD156k), in 2019 after the rapid addition of
Adjusted profit m 1,366 1,683 1,899 2,234 screens. Within this, we expect the domestic PSA of Wanda Film to decline to
EPS rep Rmb 1.16 1.43 1.62 1.90 H H H N
remgon W fos B2 e N That imples an annual 5% PSA decrease, compared (0 the
EEE ?gégm‘”‘“ oo ggé ig:g o projected 0.4% decrease for the sector, largely due to Wanda Film’s more
PER adj X 447 363 322 274 aggressive expansion. We thus expect the gross margin of its theatre
%’;g: 35§ie| g R"gz 0-52 0-02§ O-OZg 0-032 business to drop to 14.5% in 2019E from 17.4%/16.0% in 2016/2017E.
Eg’é Z‘j 13_‘3 12:2 ﬁ; ié;; = Looking into details of CNY box office data. Box office in the first five days
EV/EBITDA x 307 239 192 165 of 2018 CNY holidays reached RMB4.9bn, or 72% higher than 2017. While
L ey ooood BY 4 e this is buoyant, we see Wanda Film’s market share slightly declined to 13.0%
despite its more aggressive expansion, as this demand was primarily driven
?ggﬁ;gg itell Sl Y e, & by people who had returned home to third- or fourth-tier cities. Its nationwide
ragpp— VT ILHS] — RelCSUI0ORHS] o PriceTarget market share has decreased in the past five years, to 13.2% from 14.5%.
120.00 . _:'e 200,00 = Long-term consolidator but near-term issues linger. We remain positive
100.00f | IL.’. r‘ru'u'\ on Wanda Film’s long-term position amid market consolidation thanks to its
o} | HWJ u“"\ ) 150.00 unrivalled scale and group resources. Alibaba’s investment, announced
s0.00}.J : M\w;:;v“ S earlier this month, will further enhance its competitiveness. However, we
20.00 — 50.00 believe the excessive supply in the sector will drag Wanda Film'’s earnings
E] —IER CAGR to 15% in 2017-19E from 31% in 2013-16.
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Downgrade to Neutral with TP of RMB53.40

= We downgrade Wanda Film to Neutral from Outperform as we expect its PSA to experience the
sharpest drop among the leading cinemas in China. Despite strong demand from movie-goers, as
evidenced by the recent CNY holidays, Wanda Film’s rapid program of theatre expansion is
adding pressure to its PSA (per screen average revenue). The company’s plans to add 100-150
theatres a year will dilute its PSA by 5% a year on average to RMB1.71m in 2019E, per our

estimate.

= Before it was suspended from trading on 4 July 2017, the stock was trading at a lofty 32x 2018E
PER. Even though the share price could react positively to the deal with Alibaba (see here) and
strong CNY box office initially, we think it would retrace to reflect the longer-term fundamentals.
The China Media Index further dropped by 19% after the trading suspension of Wanda Film.

= We revise down our 2018-19E earnings forecast by 1% and 2%, respectively, with TP falling to

RMB53.40. We think it is fairly valued at 32x 18E PER, with 15% 17-19E earnings CAGR

(compared to its local downstream peers’ average of 28x 18E PER and 14% 17-19E earnings
CAGR). Our TP is based on 33x 2018 PER (from RMB58.0 based on 23x EV/EBITDA prior). We
change our valuation methodology for Wanda Film to PER from EV/EBITDA to align with our

media coverage.

» While we agree with Wanda Film’s premium valuation vs its peers given its leading position and
long-term competitiveness, we think the stock is fairly valued. Its overseas peers, excluding AMC
(which just turned around in 2018) on average trade at 22x 2018E PER. Compared to its historical
range, Wanda Film was trading at 41x on average since its IPO on 12 May, 2015 with range of

23x-89x; the earnings CAGR was 31% in 2013-16.

= QOur 2018-19E earnings are 7-10% lower than Wind consensus, which we believe still
underestimate the decline in PSA.

Fig 1 Earnings revisions

New estimates 4Q17E 2017E 2018E 2019E
Revenue 3,137 13,200 15,528 17,894
COGS (2,109) (8,863) (10,446) (12,002)
Gross profit 1,027 4,337 5,082 5,892
GPM 32.8% 32.9% 32.7% 32.9%
EBIT 457 2,177 2,610 3,057
EBIT margin 14.6% 16.5% 16.8% 17.1%
Operating profit 424 2,033 2,440 2,891
OPM margin 13.5% 15.4% 15.7% 16.2%
Net income to parent 337 1,683 1,899 2,234
Net margin 10.7% 12.8% 12.2% 12.5%
EPS (RMB) 0.29 1.43 1.62 1.90
Old estimates 4Q17E 2017E 2018E 2019E
Revenue 2,993 13,056 14,732 16,802
COGS (2,038) (8,820) (9,843) (11,156)
Gross profit 955 4,236 4,890 5,645
GPM 31.9% 32.4% 33.2% 33.6%
EBIT 262 1,873 2,310 2,740
EBIT margin 8.7% 14.3% 15.7% 16.3%
Operating profit 229 1,729 2,140 2,574
OPM margin 7.6% 13.2% 14.5% 15.3%
Net income to parents 218 1,538 1,911 2,279
Net margin 7.3% 11.8% 13.0% 13.6%
EPS (RMB) 0.19 131 1.63 1.94
Estimate revision 4Q17E 2017E 2018E 2019E
Revenue 5% 1% 5% 6%
COGS 4% 0% 6% 8%
Gross profit 8% 2% 4% 4%
GPM 83 bps 41 bps (46 bps) (67 bps)
EBIT 75% 16% 13% 12%
EBIT margin 583 bps 214 bps 113 bps 78 bps
Operating profit 85% 18% 14% 12%
OPM margin 588 bps 216 bps 119 bps 84 bps
Net income to parents 54% 9% -1% -2%
Net margin 344 bps 97 bps (75 bps) (108 bps)

EPS (RMB)

Source: Macquarie Research, February 2018
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Sector glut the risk at the top of our mind

*= The number of movie screens in China has more than doubled over the past four years to 50,776,

with almost five thousand theatres being added during the same period, which diluted the ‘per
screen average revenue (PSA) to RMB1.02m (USD157k) in 2017 from RMB1.39m (USD215k) in
2015. We don’t expect to see a meaningful recovery in PSA until 2020, as we do not believe that
the leading cinema chains, i.e. Wanda Film, SMI, Shanghai Film, to slow their expansion plans, as
each company is aiming to be the consolidator during the down-cycle.

We expect another 16,000 screens to be added to the China market by 2019, or 15% 17-19E
CAGR, which will weigh on PSA to RMB1.01m (USD156k) given the forecast box office CAGR of
14% during the same period. That will then continue to add pressure on the profitability of theatres
in China, and force cinemas to cut ticket prices to attract movie-goers. The average movie ticket
price in the PRC dropped to RMB30.9 in 2017, from RMB33.3 in 2016, having declined from
RMB36.6 in 2012.

Fig 2 Chinascreens continue to be ramped fast, and Fig 3 Wanda Film continues fast theatre expansion,

weighs on PSA of the sector which will weigh on its PSA
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Fig4 Movie ticket price in China
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Wanda Film PSA to drop more sharply than those of its peers

= Wanda Film plans to add 100-150 theatres a year in 2018-2020, representing an 18% CAGR in
2017-20E. We assume Wanda Film’s domestic PSA to decline by 6%/4% to
RMB1.78m/RMB1.71m in 2018/19E, respectively, from RMB 2.35m/RMB1.88m in 2016/2017.

= The PSA decline of Wanda Film of 5% a year in 2018/2019 is compared to the stable pattern of
China Film, and 0.4% decrease of the sector. We thus expect the gross margin of its theatre
business to drop to 14.5% in 2019E from 17.4%/16.0% in 2016/2017E.

Fig5 Peer comps: number of theatres* Fig6 Peer comps: PSA, 2013-19E
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*majority-owned only; Source: Company data, SAPPRFT, Macquarie *Wanda and national average are actual data; Source: Company data,
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Not bowled over by Wanda Film’s CNY performance

= Box office in the first five days of 2018 CNY holidays reached RMB4.9bn, or 72% up on the same
period of CNY holiday in 2017, according to EntGroup data. We forecast box office to each
Rmb5.6bn in 2018 CNY holidays or a 51% increase.

= Despite the buoyant sentiment, Wanda Film’s market share slightly decreased to 13.0% during
CNY holidays as of 20 Feb. Even though Wanda Film features its more aggressive expansion, the
demand this time came primarily from workers returning home to third- and fourth-tier cities. In
fact, its market share has decreased in the past five years, to 13.2% from 14.5%.

Fig 7 China box office spiked in 2018 CNY holidays Fig 8 ...while Wanda Film not gaining market share

Rmb m . "
CNY holiday box office
6,000 - 15% -
15% | oeemsel
5,000 - T T
14% | .
4,000 - RS
14% - Tl
3,000 - e T
13% -
2,000 -
12% ‘ ‘ ‘ ‘ : : ‘
2011 2012 2013 2014 2015 2016 2017 YT-2018
1,000 -
2016 2017 2018 Wanda Film + Shimao
*majority-owned only; Source: Company data, SAPPRFT, Macquarie *Wanda and national average are actual data; Source: Company data,
Research, February 2018 SAPPRFT, Macquarie Research, February 2018

21 February 2018 4


http://www.hibor.com.cn/

Macquarie Research

Wanda Film (A-Share)

Long-term consolidator but near-term pressure remains

= We remain positive regarding Wanda Film’s long-term leading position amid market consolidation

thanks to its unrivalled group resources.

On 5 Feb 2018, Alibaba Group agreed to buy a 7.66% stake in Wanda Film. Beijing Cultural
Investment Holdings, controlled by the Beijing Government, will invest in a further 5.11% stake.
Wanda Film will cooperate with Alibaba and Cultural Investment on areas including film
distribution, marketing, financing as well as pre-screening advertising and online ticketing,
according to the filing. These follow investments by Tencent, Suning and JD.com in Wanda
Commercial announced on 29 January, to integrate both online and offline services. We believe
the deal will further enhance the long-term competitiveness of the Wanda group.

Wanda Film will continue to benefit from other assets owned by the Wanda group, i.e. traffic
brought by Wanda Plaza, and upstream resources from Wanda Pictures, the affiliate that is
engaged in film production and investment.

2017 full results to be released on 26 April

= Wanda Film reported its 2017 operating data after market on 9 Jan, 2018. Full-year revenue grew

18% YoY to RMB13.2bn, which is 1% higher than our estimate but 5% below WIND consensus.
Wanda Film achieved box office of RMB8.9bn, or 15.7% YoY on the back of 16% growth in
admission. That compares to our estimate of RMB8.4bn (11% YoY growth) and China market box
office growth of 13% in 2017.

We expect Wanda Film’s gross margin to be maintained at 33% in 2017 from 2016, despite a
higher sales contribution from higher-margin non-theatre business due to margin pressure from
theatre business. We estimate the average revenue per screen of Wanda Film will decrease to
RMB2.05mn in 2017 from RMB2.46mn in 2016 as the screen numbers grow in excess of box
office takings. As of 2017, Wanda Film’s number of screens reached 4,571, up 1,007 from 2016.
We estimate Wanda Film’s net income to grow by 23% YoY to RMB1.68bn in 2017, roughly in line
with WIND Consensus.

Wanda Film applied to extend trading suspension on 4 Jan, 2018, due to the company’s ongoing
asset restructuring. Management said the proposed asset reorganization will include movies,
drama production and distribution, and online gaming business. The primary underlining asset
under this deal is Wanda Media, which is engaged in the production/investment/distribution of
movie and TV dramas and also the distribution and operation of online gaming business. The
asset reorganization won'’t include either Legendary Pictures or Leshi, according to management.

Fig 9 Wanda Film results preview table

2016 2017E* YoY MQ estimates Diff Consensus Diff
11,209 13,200 17.8% 13,056 1.1% 13,892 -5.0%
3,671 4,337 18.1% 4,236 2.4%
33% 33% 0.10 32% 0.01
(1,971) (2,160) 9.6% (2,362) -8.6%
1,700 2,177 28.0% 1,873 16.2%
15% 16% 1.32 14% 0.15
1,805 2,147 19.0% 1,844 16.5%
Net income to parents 1,366 1,683 23.2% 1,538 9.4% 1,669 0.8%
1.16 1.43 23.2% 1.31 9.4% 1.42 0.9%
*Revenue reported based on Wanda Film operating data; audited numbers for the year have not been announced yet. Source: WIND, Macquarie
Research, January 2018
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Wanda Film (A-Share) (002739 CH, Neutral, Target Price: Rmb53.40)

Quarterly Results 3Q/17A 4Q/17E 1Q/18E 2Q/18E Profit & Loss 2016A 2017E 2018E 2019E
Revenue m 3,449 3,137 3,998 3,786 Revenue m 11,209 13,200 15,528 17,894
Gross Profit m 1,130 1,027 1,360 1,249 Gross Profit m 3,671 4,337 5,082 5,892
Cost of Goods Sold m 2,319 2,109 2,638 2,537 Cost of Goods Sold m 7,538 8,863 10,446 12,002
EBITDA m 736 570 1,102 591 EBITDA m 2,046 2,629 3,271 3,812
Depreciation m 113 113 165 165 Depreciation m 346 452 661 755
Amortisation of Goodwill m 0 0 0 0 Amortisation of Goodwill m 0 0 0 0
Other Amortisation m 0 0 0 0 Other Amortisation m 0 0 0 0
EBIT m 623 457 937 426 EBIT m 1,700 2,177 2,610 3,057
Net Interest Income m -39 -39 -48 -48 Net Interest Income m -191 -164 -190 -187
Associates m 0 0 0 0 Associates m 0 0 0 0
Exceptionals m 0 0 0 0 Exceptionals m 0 0 0 0
Forex Gains / Losses m 0 0 0 0 Forex Gains / Losses m 0 0 0 0
Other Pre-Tax Income m 35 35 34 34 Other Pre-Tax Income m 296 135 135 135
Pre-Tax Profit m 619 453 923 412 Pre-Tax Profit m 1,805 2,147 2,554 3,005
Tax Expense m -159 -116 -237 -106 Tax Expense m -437 -463 -655 -771
Net Profit m 460 337 686 306 Net Profit m 1,368 1,684 1,899 2,235
Minority Interests m -1 -0 -0 0 Minority Interests m -1 -1 -1 -1
Reported Earnings m 459 337 686 307 Reported Earnings m 1,366 1,683 1,899 2,234
Adjusted Earnings m 459 337 686 307 Adjusted Earnings m 1,366 1,683 1,899 2,234
EPS (rep) 0.39 0.29 0.58 0.26 EPS (rep) 1.16 1.43 1.62 1.90
EPS (adj) 0.39 0.29 0.58 0.26 EPS (ad)) 1.16 1.43 1.62 1.90
EPS Growth yoy (adj) % 345 52.9 34 36.9 EPS Growth (adj) % 51.7 23.2 12.8 17.7
PE (rep) X 44.7 36.3 32.2 274
PE (adj) X 44.7 36.3 32.2 27.4
EBITDA Margin % 21.3 18.2 27.6 15.6 Total DPS 0.20 0.25 0.28 0.33
EBIT Margin % 18.1 14.6 23.4 11.3 Total Div Yield % 0.4 0.5 0.5 0.6
Earnings Split % 27.3 20.0 36.1 16.2 Basic Shares Outstanding m 1,174 1,174 1,174 1,174
Revenue Growth % 27.0 13.2 20.0 15.3 Diluted Shares Outstanding m 1,174 1,174 1,174 1,174
EBIT Growth % 64.9 1111 25.4 21.9
Profit and Loss Ratios 2016A 2017E 2018E 2019E Cashflow Analysis 2016A 2017E 2018E 2019E
Revenue Growth % 40.1 17.8 17.6 15.2 EBITDA m 2,046 2,629 3,271 3,812
EBITDA Growth % 16.1 28.5 24.4 16.5 Tax Paid m 0 0 0 0
EBIT Growth % 12.3 28.0 19.9 17.1 Chgs in Working Cap m 1,784 52 584 569
Gross Profit Margin % 32.8 32.9 32.7 32.9 Net Interest Paid m 0 0 0 0
EBITDA Margin % 18.3 19.9 21.1 21.3 Other m -1,903 -1,425 -1,306 -1,426
EBIT Margin % 15.2 16.5 16.8 17.1 Operating Cashflow m 1,928 1,256 2,549 2,956
Net Profit Margin % 12.2 12.8 12.2 125 Acquisitions m 0 0 0 0
Payout Ratio % 17.2 17.2 17.2 17.2 Capex m -1,496 -1,514 -1,340 -1,123
EV/EBITDA X 30.7 23.9 19.2 16.5 Asset Sales m 0 0 0 0
EV/EBIT X 36.9 28.8 24.0 20.5 Other m -2,199 -388 0 0
Investing Cashflow m -3,696 -1,902 -1,340 -1,123
Balance Sheet Ratios Dividend (Ordinary) m -235 -235 -289 -326
ROE % 14.3 15.5 15.3 15.8 Equity Raised m 0 0 0 0
ROA % 9.8 10.5 11.1 11.7 Debt Movements m -213 1,425 -95 -95
ROIC % 15.7 15.1 14.2 15.9 Other m -151 132 0 0
Net Debt/Equity % 9.0 13.9 5.4 -5.0 Financing Cashflow m -599 1,322 -384 -421
Interest Cover X 8.9 13.3 13.7 16.4
Price/Book X 6.0 5.3 4.6 4.0 Net Chg in Cash/Debt m -2,338 677 824 1,412
Book Value per Share 8.6 9.9 11.2 12.9
Free Cashflow m 431 -257 1,209 1,833
Balance Sheet 2016A 2017E 2018E 2019E
Cash m 2,474 3,152 3,976 5,388
Receivables m 921 1,050 1,235 1,423
Inventories m 159 219 267 325
Investments m 387 201 201 201
Fixed Assets m 2,287 3,387 4,037 4,378
Intangibles m 9,087 9,617 9,645 9,673
Other Assets m 3,775 4,718 5,347 5,985
Total Assets m 19,092 22,342 24,709 27,373
Payables m 3,967 4,088 4,796 5,509
Short Term Debt m 592 1,495 1,495 1,495
Long Term Debt m 2,813 3,315 3,220 3,125
Provisions m 879 996 1,140 1,278
Other Liabilities m 449 476 476 476
Total Liabilities m 8,700 10,370 11,127 11,883
Shareholders' Funds m 10,120 11,569 13,178 15,086
Minority Interests m 267 399 399 399
Other m 5 5 5 5
Total S/H Equity m 10,392 11,973 13,582 15,490
Total Liab & S/H Funds m 19,092 22,342 24,709 27,373

All figures in Rmb unless noted.
Source: Company data, Macquarie Research, February 2018
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