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Hongkong & Shanghai Hotels (45.HK) &

The CapEx Will Provide Good Return on Investment

Hong Kong | Hotel | Company report

Investment Summary

- Renovation of The Peninsula Beijing will provide substantial growth in RevPAR
and is expected to more than offset the effect on revenue caused by the decrease
in number of rooms

- New hotel construction projects are on good track

Business Overview

1H2017 result was better than our expectation: Hongkong & Shanghai Hotels
had a tiny drop in revenue of about 0.4% to HK$2,596Mn in 1H2017. However,
EBITDA increased 7% to HK$561Mn, primarily because of the general recovery in
the hotel segment. Profit attributable to the shareholders increased 162% in
1H2017 to HK$519Mn. The reason for the rapid increase in profit attributable to the
shareholders is throughout 1H2017, the increase in fair value of investment
properties increased 565% to HK$359Mn, which contributes to a substantial
proportion of the increase in the profit. Out of the HK$359 revaluation gain, a large
majority of the increase in fair value was contributed by The Repulse Bay Complex.
Excluding the fair value changes of investment properties and other non-recurring
items attributable to shareholders, the underlying profit increased 19%,
representing a HK$0.12 underlying earnings per share.

The Peninsula Beijing renovation are being completed in phases: In FY2015,
the company started the renovation of The Peninsula Beijing. The first phase was
completed in September 2016 and the second phase is expected to be completed in
August 2017. Originally, there were 525 rooms in The Peninsula Beijing but after
the renovation, the rooms has been combined and the number of room has
decreased to 230. However, the size of the room has increased and is the largest in
Beijing, allowing the hotel to become the market leader in terms of room rates in
1H2017. The dining outlets have been renovated and the shopping arcade has
successfully retained most of the tenants. In particular, the company has
implemented a strategy to focus on diplomatic and group booking so that The
Peninsula Beijing could take advantage of the increasing number of conferences
taking place in Beijing.

The Peninsula Beijing Variance YoY
Revenue +93% (CNY81Mn)
Effective Rooms* 110

Occupancy +19pp

Average Room Rates | +135%

RevPAR | +297%

Source: Hongkong & Shanghai Hotels

* Only 110 rooms were in operation since seconalspiof rooms were not available until August 2017

Benefitting from the renovation of The Peninsula Beijing and the expansion of the
rooms, The Peninsula Beijing had a sizable growth in 1H2017, with RevPAR
increasing by almost 300%. Therefore, when all the rooms become available, the
company is expected to experience even higher room rate growth because the room
rates in 1H2017 was temporarily suppressed by the partial closure and disruption
in the hotel due to the renovation of the second phases of rooms.
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New hotel construction projects are on track: The Peninsula London
project is currently on track and the last office tenant moved out in April
2017. The hotel will have 189 rooms and 24-28 luxury residential apartments,
which we expect the profit from the luxury apartments to cover the majority
of the construction cost of the project, currently budgeting at around
GBP600Mn. Demolition of the current site has begun and the expected
completion date of The Peninsula London is FY2021.

For The Peninsula Istanbul, the company has started the demolition for the
site. The Peninsula Istanbul will be a 180-room hotel by the waterfront and is
part of the larger Galataport project consisting of museums, galleries,
restaurants and parks. Moreover, the recent improvement in relationship
between Russia and Turkey will attract more Russian tourists to travel to
Istanbul, thus allowing The Peninsula Istanbul to expand its target customer
group not only to Gulf nations but also to Russia. The expected completion
date for the hotel is FY2019.

Investment property business continues to be stable: The Repulse Bay
Complex remained to be the largest revenue contributor of the investment
property business in 1H2017, contributing HK$310Mn or 66.5% of the total
revenue of the investment property segment. The Peak Tower was the second
largest revenue contributor and was fully leased throughout the reporting
period. Additional revenue was received from Sky Terrace 428, which at the
same time had a combination ticket arrangement with The Peak Tram. The
company was granted a further 10-year operating rights for The Peak Tram
subject to improvement project being satisfactory to the government. We
view this as an encouraging opportunity as The Peak Tower, along with The
Peak Tram and Sky Terrace 428, will provide synergy, thus generating stable
recurring revenue to the company.

1-5 Grosvenor Place, the site for The Peninsula London, has been vacated in
the reporting period. The revenue contributed by this investment property
was HK$14Mn throughout the reporting period. Since demolition has started,
the property will no longer be classified as investment property and will not
provide any rental revenue. Therefore, we expect the revenue from the
investment property segment to remain at current level.

Investment Thesis, Valuation and Risk

Our valuation model suggests a target price of HK$12.50: Hongkong &
Shanghai Hotels has several new hotel construction projects and they are on
track. Further to that, The Peninsula Istanbul will be completed in FY2019
and will definitely be benefit from the recovery in the relationship between
Russia and Turkey, thereby allowing the hotel to expand its customer group
to Russian visitors apart from the Arabian visitors. Moreover, The Peninsula
Beijing has almost completed its renovation and the RevPAR has been better
than our original expectation. Therefore, we have altered our expectation on
the financial performance and raised the target price to HK$12.50,
corresponding to a P/E and P/B of 19.52x and 0.55%, with a "Neutral® rating
assigned. (Closing price as at 10 Aug 2017)

Downside Risks | (1): Brexit may lead to inconvenience to enter UK by the
Schengenian nation citizens
(2): Unstable political and safety conditions in Middle
East
\ (3): Depreciation of GBP
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Financials

FYE FY2014 | FY2015 | FY2016 | FY2017F| FY2018F

Valuation Ratios

Price Earnings (P/E) 11.36 13.22 15.02 19.52 22.00
Price to Book (P/B) 0.4¢ 0.43 0.35 0.55 0.52
Per Share Data (HKD)

EPS 0.7600 0.6500 0.4300 0.6659 0.5688
Book Value Per Share 23.665%8 23.6079 23.2029 23.6688 24.0376
Dividend Per Share 0.2300  0.2000 0.1900 0.2000 0.2000
Growth & Margins (%)

Growth

Revenue 6.0 (1.7) (1.9) 2.8 4.3
Operating Income (29.9 (17.2) (33.4) 56.6 33.7
Net Profit (33.9) (11.1) (33.6) 56.4 (14.6)
Margins

Operating Profit Margin 18.9 17.7 14.6 14.7 14.3
Net Profit Margin 19.4 17.5 11.8 18.0 15.2
Key Ratios

ROE (%) 3.2 2.8 1.9 2.8 2.4
ROA (%) 2.6 2.2 1.5 2.3 1.9
Income Statement (HKD

Mn)

Revenue 5,838 5,741 5,631 5,787 5,872
- Operating Expenses (4,733) (4,727) (4,807) (4,935) (5,031)
Operating Income 1,105 1,014 824 852 840
- Net Non-Operating Gain 257 115 (72) 326 166
Pretax Income 1,362 1,129 752 1,178 1,006
- Income Tax Expenses (231) (124) (85) (134) (115)
Net Profit 1,131 1,005 667 1,043 891

Source: Company, Phillip Securities (HK) Research Estimates

(Financial figures as at 10 Aug 2017)
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS

Total Return Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate +5% to +20%upside from the current pice

2

-5% to +5% Neutral 3 Trade within _ + 5% from the current price

-5% to -20% Reduce 4 -5% to -20% downside from the current pige
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely on the above quantitative return bands. We consider qualitative factors like (but not limited to) a
stock’s risk reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts, and speculative
undertones surrounding the stock, before making our final recommendation

GENERAL DISCLAIMER

This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree to be bound by the terms and
limitations set out below.

This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities shall not be liable for any direct or
consequential loss arising from any use of material contained in this publication.

The information contained in this publication has been obtained from public sources which Phillip Securities has no reason to believe are unreliable and any analysis,
forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are based on such information and are expressions of belief
only. Phillip Securities has not verified this information and no representation or warranty, express or implied, is made that such information or Research is accurate,
complete or verified or should be relied upon as such. Any such information or Research contained in this publication is subject to change, and Phillip Securities shall not
have any responsibility to maintain the information or Research made available or to supply any corrections, updates or releases in connection therewith. In no event will
Phillip Securities be liable for any special, indirect, incidental or consequential damages which may be incurred from the use of the information or Research made
available, even if it has been advised of the possibility of such damages.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to change at any time
without prior notice.

This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any
particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or reading this material should seek advice from a
financial adviser regarding the suitability of such products, taking into account the specific investment objectives, financial situation or particular needs of that person,
before making a commitment to invest in any of such products.

This publication should not be relied upon as authoritative without further being subject to the recipient’s own independent verification and exercise of judgment. The
fact that this publication has been made available constitutes neither a recommendation to enter into a particular transaction nor a representation that any product
described in this material is suitable or appropriate for the recipient. Recipients should be aware that many of the products which may be described in this publication
involve significant risks and may not be suitable for all investors, and that any decision to enter into transactions involving such products should not be made unless all
such risks are understood and an independent determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein
with respect to any product should not be considered to be a disclosure of all risks or a complete discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in this research
should take into account existing public information, including any registered prospectus in respect of such security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as an officer of the listed corporation covered in
this report.

Firm's Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor any financial interest of 1%
or more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities serves as an officer of the listed corporation.

Availability

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where
such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities to any registration or
licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.

Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear responsibility for any
loss occasioned by reliance placed upon the contents hereof. PSHK (or its affiliates or employees) may have positions in relevant investment products. For details of
different product’s risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.
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