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Forecasts and Valuation

FY Dec (KRWbn) 2017A 2018  2019F  2020F

Revenue 40115 4,932.3 5,720.3 5,855.0
EBITDA 144.5 285.9 361.0 383.2
Operating profit 73.1 213.6 290.3 313.0
Pre-taxProfit 44.7 198.7 277.5 306.3
NetProfit 25.3 150.8 210.3 232.2
Net Pft (Pre Ex.) 25.3 150.8 210.3 232.2
Net Pft Attributable to

Controlling Interest 25.3 150.8 210.3 232.1
EPS (KRW) 644 3,843 5,358 5,914
EPS Pre Ex. (KRW) 644 3,836 5,352 5,908
EPS Gth (%) 9.1 496.5 39.4 10.4
EPS Gth Pre Ex(%) 9.1 495.4 39.5 10.4
Diluted EPS (KRW) 644 3,835 5351 5,907
NetDPS (KRW) 350 350 350 350
BV Per Share (KRW) 15,593 19,232 24,374 29,997
PE (X) 131.8 32.9 23.6 21.4
PE Pre Ex. (X) 131.8 33.0 23.6 21.4
P/Cash Flow (X) 21.8 54.4 141.5 16.5
EV/EBITDA (X) 26.0 18.3 14.0 12.7
NetDiv Yield (%) 0.4 0.3 0.3 0.3
P/Book Value (X) 5.4 6.6 5.2 4.2
NetDebt/Equity (X) 0.6 0.3 0.1 CASH
ROE (%) 3.8 20.5 23.3 20.9
Earnings Rev (%): 0.0 0.0 0.0
Consensus EPS (KRW): 3,334 4,495 5,914
O ther Broker Recs: B:22 S:1 H:5

| CB Industry: Retail - Discretionary

| CB Sector: Consumer Discretionary

Principal Business: Hotel Shilla Co.,Ltd operates and manages hotels
in Seouland Jeju.The company also operates duty free shops,
bakeries, restaurants, and catering and laundry services.

Source ofall data on this page: Bloomberg Finance L.P., Company,
DBS Bank

Riding on China’s duty-free

cosmetics boom
¢ Increasing sales from China’s Weishangs to drive
earnings growth

¢ Commissions to travel agencies to drop on
inbound Chinese tourists growth

¢ Initiating coverage with BUY, KRW160,000 TP

Growth potential, less earnings volatility. We initiate our coverage
on Hotel Shilla with a BUY call and KRW160,000 TP, applying a
NOPLAT target multiple of 33x to its duty-free (DF) business and
27x toits hotel business. We believe the company deserves a
valuation premium due to i) its competitor Dufry posting weaker
margins despite revenue growth via mergers & acquisitions (M&As)
and; i) global cosmetics players that are seeing slower eamings
growth amid new brand launches. Stronger earnings momentum
and lower volatility driven by China’s Weishangs’ (micro businesses
selling goods/services through WeChat) structural growth should
also justify its valuation premium.

Beneficiary from China’s growing cosmetics market. According to
the Industry Information Network of China, the country’s
cosmetics consumption is projected to grow at a CAGR of 8% in
2018-2022 on the back of increased shopping via social media,
new brand launches and stronger purchasing power. For
consumers like the Post-80s and Post-90s, Korean DF shops are
an important purchase channel. Korean DFs’' cosmetics sales are
higher than Dufry and DFS’, and can offer more competitive
prices than its Chinese peers due to economies-of-scale.
Weishangs that have driven Korean DF shop sales are growing.
Given that 65% of Weishangs' customers are from Tier 3 or
smaller cities and 74% are aged 18-30, potential sales
cannibalisation between Weishangs and inbound Chinese tourists
(arrivals expected to recover in 2H18) seems limited. Based on this,
we estimate Hotel Shilla’s FY18/19F revenue growth to be
23%/16%.

Reduced commissions, higher profits. Although Shinsegae and
Hyundai Department Stores are scheduled to open new DF shops
in 2H18, commissions to group-tour agencies are likely to
moderate, due to: i) the wider gap in bargaining power among
DF shops compared to 2016; i) higher sales contribution from
Weishangs; and iii) the proposed guidance by the Korea
Association of Travel Agents to restrict group tour agencies’
excessive reliance on commissions. As such, commission rate is
likely to remain at c.11%.

At A Glance
Issued Capital (m shrs) 39.25
Mkt. Cap (KRWbn/US$m) 4,965/4,619
Major Shareholders

Samsung Life Insurance and 4 others (%) 17.2
Free Float(%) 76.0
Avg. Daily Vol.(‘000) 315
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Hotel Shilla: Overview

Hotel Shilla was establishedin 1973 and went publicin 1991.
The company's core businesses include TR (Travel retail, duty-
free retailing) and hotel & leisure businesses.

The TR division operates duty-free (DF) shops in Korean cities
(Seoul, Jeju), Incheon and Jeju International Airports, Singapore
Changi International Airport (opened in2015), HongKong
International Airport (openedin 2017), Macau International
Airport, and overseas cities(Phuket, Tokyo). Ithas also been
operatingthe Shillal’PARK Duty Free Shop at Yongsan I'PARK
Mall since 2015 afterestablishing HDC Shilla, a jointventure
with the Hyundai Development Company.

In 2017, Hotel Shilla heldthe second largestshare (26.8%) in
the KoreanDFretail market. Its marketshare declined by 1ppty-
o-y, due to the entry of new players such as Shinsegae (+5ppts
y-0-y) and Hanwha. However, this was smaller thanthe 6.7ppts
drop (y-o-y) by Lotte Duty Free.

The hotel & leisure division operates Shilla Seoul Hotel (opened
in 1979) andShilla JejuHotels & Resorts (openedin 1990). It
outsourced the operationof 11 Shilla Stay hotels (premium
business hotels) as of end-2017.

Itis also engaged inLeports (including luxury fitness club,
VANTT), Corporate Fitness Centre (CFC) and Business Travel
Management (BTM).

As ofend-1Q18, Samsung Life Insurance was the largest
shareholder of Hotel Shilla with a 7.8% stake, with its affiliates
holdinga total 17.4% stake (Samsung Electronics 5.1%,
Samsung Securities 3.1%, etc.). With a market cap of
KRW4.96tr (as of 11 June 2018), Hotel Shillais under the retail
sector inthe KOSPI.

Hotel Shilla: Financials

The company’s TR revenue rose sharplyata CAGR of 18.5%
during 2008-2016, due to the openingofits DFshopin Incheon
International Airportand increasedinbound Chinese tourists.

In2017, inbound traffic from China plummeted on the Chinese
government's retaliation against the deploymentof the US Army's
anti-ballistic missile system Terminal High-Altitude Area Defence
(THAAD) in South Korea. Thisincident drove TR revenue down by
0.8%.

The company’s operating margin narrowed from 4.8% in 2014 to
2.2%in 2016, due to the overseas expansion of DF shops
(Singapore,Macau, etc.) since 2013. It further declinedto 1.8% in
2017, owingto: i) greatersales contribution from Daigongs
(individual merchants from China); i) entry of newplayers; andiii)
increased rental expenses of airport DFshops.

The companyreported an earnings turnaround in 4Q17, driven by
the operating leverage fromincreased Daigong-related sales amid
easingcompetitionamong Korean DFshops.

The company’s earnings should continue to improve until 2019,
backed bya likelyrecoveryin Chinese inbound traffic from2H18.
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Hotel Shilla: Business breakdown Hotel Shilla: Share price trend

In 2017, Hotel Shilla generated 88.2% of its revenue from its TR

business (54.9% ininner-cities, 33.4% in airports)and 11.8% Hotel Shilla’s share price hadbeenon a downtrend since 2015, due
from its hotel & leisure business. to sluggishearnings, increased investment costs, and China’s
THAAD retaliation. However, ithas recoveredrapidly with earnings

The TR division has highearnings volatility, with high sales turning aroundsince 2H17.

contribution from inbound Chinese tourists (“ Youke “) and shuttle

traders (“Daigongs”). Cosmetics account for over 50% of revenue The companyis currentlytradingata 12-month forward PE of 29x,
for this division. which is higherthan global peer Dufry's (13x) and similar to the
average PE of cosmetics companies (30x).
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Source:  Hotel Shilla, DBS Bank Source:  Hotel Shilla, DBS Bank

Earnings forecasts

Unit KRW bn, %
2015 2016 2017 2018F 2019F 2020F 2021F

Revenue 3252 3715 4011 4932 5720 5855 5993
op 77 9 73 214 290 313 325
EBTDA 151 153 145 286 361 383 3%
NP 18 28 25 151 210 232 243
Total assets 2,171 2,041 2250 2319 2,371 2361 2,606
Total equiy 744 062 668 805 1,001 1220 1,449
Net debt 532 404 39 231 52 (156) (359
Revenue growth 18 143 80 230 16.0 24 24
OP margin 24 21 18 43 51 53 54
Net margn 06 07 06 31 37 40 41
EPS growth (748) 506 97 4%.5 394 104 48
ROE 25 40 38 205 233 209 182

Note: Based on consolidated K-FRS
Source:  DBS Bank
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Share price recovery

Share price up 50.8% YTD on Chinese inbound traffic
recovery and earnings turnaround

Hotel Shilla’s share price has been solid since the beginning
of the year, increasing 50.8% YTD and outperforming the
KOSPI by 51.1%. We attribute this to: i) high expectations
for inter-Korea economic co-operation and easing of
THAAD retaliation; and ii) stronger-than-expected 1Q18
eamings. Despite lack of Chinese group tours, the
company’s revenue and operating profit grew 28.1% and
342.2% y-0-y respectively. Commission rate paid by its DF
shops to travel agencies (based on revised IFRS 15)

decreased to 11.9% (-4.4ppts y-o-y,-0.2ppt g-0-g) in 1Q18.

These commissions have been the main cause of sluggish
earnings.

2018/2019F eamings estimates (consensus) have been
revised upwards since the release of 1Q18 eamnings.

Hotel Shilla: Stock performance relative to KOSPI

However, sharper share price growth led to an increase in
valuation. Hotel Shilla is currently trading at a 12-month
forward P/E of 29x, higher than global peers. The valuation
may seem demanding, considering: i) slower-than-expected
recovery in inbound traffic from China; and ii) the opening
of new DF shops in Gangnam.

V aluation premium justified by high earnings growth and
decreased eamings volatility

We think that Hotel Shilla’s valuation premium is justified
with continuously robust eamnings (in 2Q18 and onwards),
due to several reasons: i) Korean DF shops’ market share is
expanding because of changing consumption trends in
China; i) TR revenue should increase at a CAGR of 10.8%
for 2018-2021, backed by increasing Chinese tourists; iii)
commissions paid to travel agencies are unlikely to increase
in 2H18, considering government regulations and demand
growth; and iv) eamings volatility should fall gradually with
business region/type diversifications.

Hotel Shilla: Quarterly OP
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China’s consumption trends to drive growth in TR revenue

DF shop sales growth likely to continue in 2H18 and
onwards, driven by Weishangs

According to the Korea Duty-Free Shops Association, the
combined revenue of Korean DF shops increased 71.4% y-
o-y to US$1.52bn in April 2018, showing strong growth
(+35.7% y-o-y)for 1Q18. High revenue per foreign
customers of US$746.9 (+26.3% y-o-y) contributed to
revenue growth in April. The ratio of foreign customers at
DF shops to total inbound tourists stood at 121.6% in April,

up from 92.8% in the same month of 2017. We attribute
this to repeated visits to DF shops, especially by Daigongs
(shuttle traders) or Weishangs (who promote and sell
products through mobile messengers).

As such, some raised concerns that revenue growth of DF
shops could be limited after an increase in individual/group
tourists from 2H18, due to sales cannibalisation.

However, we expect such sales cannibalisation to be limited,
considering Weishangs’ continuing influence and China’s
changing consumption trends.

Korean DF shops: Monthly revenue

Korean DF shops: Revenue per foreign customer
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China’s changing consumption trends

China’s recent consumption trends can be characterised by:
i) increasing mobile purchases; ii) greater consumption by
"jiu ling hou" (post-90s generation) and “ba ling hou”
(post-80s generation); and iii) the emergence of the
Wanghong (Chinese intemet marketing influencers)
economy.

i) Increased mobile shopping

China’s e-commerce has grown rapidly at more than 20%
since 2010. Mobile shopping’s share of e-commerce has
expanded in tandem since 2014 (32% in 2014 -> 78% in
2018F). This is attributable to high smartphone penetration.
As of June 2017, intemet penetration was 54.3%, with
96.3% of intemet users also smartphone users). The
development of mobile payment services, including
Alibaba’s Alipay (market share 50%) and WeChat Pay has
also been a major factor.

ii) Greater jiu ling hou (post-90s)/ba ling hou (post-80s)
influence

“Jiu ling hou” and “ba ling hou” refer to post-90s and post-
80s generations, respectively. They are emerging as new
drivers of consumption in China. Post-90s and post-80s
generations (representing 16.8% and 15.2% of total
population respectively) have higher propensities to
consume compared with other generations. They were bomn
under China’'s one-child family planning policy that was
introduced in 1979. They are often treated like princes and
princesses, enjoying affluent lifestyles, high education, as
well as strong incomes and purchasing power.

According to a survey by the South West University of
Finance and Economics, the consumption propensity of
households led by “jiu ling hou” is 88%, higher than "ba
ling hou” households (74%) or the national average (77%)
in 2014. If "jiu ling hou” households’ consumption
propensity remains strong, they would account for over
22% of total consumption in 2020, increasing China’s
consumption-to-GDP ratio by 0.3ppt.

iii) Emergence of Wanghong economy

Wanghongs (intemet + celebrities) refers to power bloggers
or broadcast jockeys (BJs)with great online influence. They
promote or sell cosmetics/clothing to millions of their social
media followers. On 2015 Singles Day, 11 out of 20 top-
seling women'’s clothing shops at online shopping site
Taobao were run by Wanghongs. The so-called Wanghongs
economy, which is estimated at RMB81.1bn as of end-2017,
should expand to RMB101.6bn in 2018.

Wanghongs have strong influence among consumers bom
in the 1980s and 1990s. These generations use
smartphones daily and prefer cost-efficient products with
good reviews over luxury brands. Beauty and cosmetics
companies such as AmorePacific and LG Household &
Health Care (LG H&H) are actively pursue Wanghongs and
utilise them for marketing, for example by inviting them to
beauty classes.

8DBS
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China’s e-commerce market

Percentage of online purchases in e-commerce
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1) Revenue from Korean DF shops growing in line with
China’s cosmetics consumption growth

China’s consumption trends to drive cosmetics growth
China's cosmetics market growth slowed to c.8% in 2011
from CAGR of over 12% in 2003-2010. However, it
rebounded in 2017, driven by increased online shopping,
similar to global trends. Cosmetic trends in China used to
lag behind Japan and Korea, but have improved with
greater use of smartphones.

Global cosmetics consumption trend

Despite China’s ban on group tours to Korea, Korean retail
cosmetics sales have recently surged (monthly average:
KRW1.84tr in 2015 -> KRW2.05tr in 2016 -> KRW2.14tr in
2017 -> KRW2.45tn in 2018F). We attribute this to the
simultaneous trading down and trading up of cosmetics
consumption.

Trading down with low-end/mid-range brands

In Korea, cosmetics consumer groups have diversified amid
increasing social media shopping. More new brands have
been launched at new cosmetics select shops (including
Shinsegae’s CHICOR) as well as existing cosmetics shops
(Olive Young, LOHB, etc.). The resulting increase in exposure
has led to greater cosmetics consumption.

Trading up with premium brands =

This trend is also seen in China with launch of new brands
(number of local cosmetics companies: 70 in 2013 -> 250 in
2017) and consumer base expansion. Premium cosmetics
consumption is also increasing, backed by a wider range of
consumer age groups, greater purchasing power and global
consumption trends. As such, we think China’s cosmetics
consumption growth will remain solid even with a higher
base.

Korea’s cosmetics retail sales and price index

Korean brand cosmetics companies’ sales vs. overall
cosmetics retail sales
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Cosmetics brand ranking on Taobao.com: Foundation

Shilla DF shop's best-selling products: Foundation
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Changes in China's consumption trends (by product)

China’s cosmetics market
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Source:  YUBO Business Intelligence, DBS Bank

China’s cosmetics consumption growth to benefit Korean
companies

Such benefits include direct export growth. Despite the
recent increase in China’s cosmetics companies, its local
products are lower in quality compared with Korean
products. Strong preference for Korean cosmetics can be
seen in growth of cosmetics exports to China.

China-bound cosmetics exports increasing

The ASP for China-bound cosmetics exports has decreased

Source: Industry Information Network of China, DBS Bank

y-0-y, due to increased exports of new brands
(AmorePacific, LG H&H). Chinese cosmetics imports from
Korea have expanded sharply since 2014, especially colour
cosmetics as well as mask packs.

Korean DF shops are main beneficiaries

We believe that greater cosmetics consumption in China will
benefit Korean DF shop operators more than Korean
cosmetics brands. Post-90s and post-80s generations are
increasingly purchasing Korean cosmetics from Korean DF
shops through Weishangs.

ASP for China-bound cosmetics exports (y-o-y)

Share of China’s cosmetics imports from Korea
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Lip make-up
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——Mask packs and other cosmetics

Source:  YUBO Business Intelligence, DBS Bank

Source: KITA, DBS Bank
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Korean DF shops sell global brands at reasonable prices

The emergence of Weishangs has made Korean DF shops a
more attractive retail channel. Many Chinese consumers
prefer Weishangs, due to reasonable prices and quality
assurance. Korean DF shops provide global cosmetics brands
at reasonable prices.

Hotel Shilla could lower purchasing prices with stronger
bargaining power. Various promotional events may also lead
to price cuts. In 2016, Hotel Shilla’s cosmetics sales were
estimated at KRW1.9tr (KRW2.5tr including HDC Shilla’s
sales), Hotel Lotte KRW3.3tr, and Dufry KRW2.9tr. Sales
including overseas DF shops of Shilla and Lotte would be
even higher.

Weishangs’ purchases at Korean DFs on an uptrend

With competitive prices, Weishangs’' purchases at Korean DF
shops should continue to increase going forward. Some are
concerned that revenue growth at DF shops could be limited
due to sales cannibalisation caused by increase in
individual/group tourists on easing of THAAD retaliation.
However, we think such cannibalisation will be limited,
considering Weishangs' main target customers (74% of
customers aged 18-30, 65% living in Tier 3 or smaller cities).
Weishangs' purchases at Korean DF shops are highly likely
to increase further, considering the rapid growth in
Weishangs and social media shopping channels.

Number of Weishangs in China

Number of China’s micro-business retailers on social media

(in 2013-2020)

No. of China's
25 - Weishangs (m people) Yoy _ 35%

+ 30%
+ 25%

15 + L 20%
10 - - 15%
+ 10%
5 =
+ 5%
0 . . - . + 0%

2013 2014 2015 2016 2017

20 -

30 (in million)
25 24.0

20 18.7

9.2

2013 2014 2015 2016 2018F  2020F

Source: Industry Information Network of China, DBS Bank

Source:  YUBO Business Intelligence, DBS Bank

Cosmetics sales at major DF shops

Consumers buying mask sheets from Weishangs
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Source: Respective companies, DBS Bank

Source: HENKUAI, DBS Bank
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Individual/group tourists’ arrivals to recover in 2H18

A gradual recovery in individual/group tourists’ arrivals from
2H18 onwards should also contribute to domestic DF sales
growth. Even before the THAAD retaliation, individual
tourist arrivals from China were increasing at a steady pace.
In 2016, overseas trips from China trips were 2.8% of total
trips, rising 2.5 times from 1.1% in 2002. The sharp growth
since 2011 is attributable to the increased purchasing power
of “ba ling hous”. Our demographic analysis of outbound
Chinese tourists showed that tourists aged 21-30 and 31-40
surged in 2016. With “jiu ling hous” higher consumption
propensity, China’'s overseas tourists should grow at a rapid
pace going forward.

Chinese arrivals to surge until 2019

In particular, we think Chinese outbound trips to Korea will
increase significantly until 2019, due to pent-up demand.
Among preferred tourist destinations in the region, Thailand
and Japan saw a 15.4% growth (y-o-y) of Chinese inbound
tourists in 2017 (Apr 2017 - Apr 2018: +18.9%). The figure
was solid, but not strong enough to indicate a clear benefit
at the expense of China’s retaliation against Korea's THAAD
deployment. Chinese inbound tourists into Korea should
grow 19% and 52% y-o-y in 2018 and 2019 respectively.

Break down of inbound Chinese tourists

Percentage of Chinese overseas travels
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Source:  KATA, Tourism Knowledge Information System, DBS Bank
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Source: National Bureau of Statistics of China, DBS Bank

Chinese tourists’ overseas travels (by age group)

Inbound Chinese tourists to Korea/Japan reduced sharply
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Source:  Tourism Knowledge Information System, National Bureau of
Statistics  of China, DBS Bank

Source: Tourism Knowledge Information System, National Bureau of
Statistics of China, DBS Bank
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2) Increased DF customers to ease commissions to travel
agencies

Commissions likely to fall with more DF shoppers

Hotel Shilla should also see other positive changes.
Increased DF customers should lead to lower commissions
paid by the company.

Hotel Shilla’s commissions paid to travel agencies increased
continuously from 2015 and affected its profit margins. As
competition intensified ahead of new DF shop openings,
commissions (as a percentage of sales) rose to 16.3% in
1Q17. However, competition among DF shops eased on
weakened earnings of small- to mid-sized DF shop operators
due to a drop in Chinese group tours. Even with higher sales
contributions from Daigongs/Weishangs, Hotel Shilla’s
commissions have stabilised at c.12% for four consecutive
quarters. We expect its commissions to decline further on a
structural increase in Daigongs/Weishangs and recovery in
individual/group tourists. Some brands have already placed
limits to promotional terms.

Competition unlikely to intensify

There are concems that competition could intensify again
with DF shop openings in Gangnam by Shinsegae (July)and
Hyundai Department Store (December). However, we

Hotel Shilla: Commission vs. DF sales
90

80
70
60
50
40
30

20

— = = — — v — — — — — — —

believe that DF shop operators are unlikely to see sharp
margin deterioration as in the past, considering: i) a wider
gap in bargaining power among DF shops (compared with
2016); i) higher sales contribution from
Daigongs/Weishangs; and iii) the proposed guidance by the
Korea Association of Travel Agents (KATA)to restrict group
tour agencies’ excessive reliance on commissions.

Hotel Shilla has expanded its cosmetics sales volume by
securing DF shop licences at overseas airports (Singapore,
Hong Kong). Even if competitor Shinsegae opens a new DF
shop, its revenue would be only 50-60% of Shilla’s, making
it difficult for them to compete with Shilla in terms of prices.
While prices could be lowered through commission
adjustments, group tour agencies cannot concentrate on
just Gangnam which has fewer tourist spots. They need to
diversify their revenue sources. The most preferred tourist
spots based on 2016 statistics were: Myeongdong (63.2%)
> Dongdaemun Market (48.6%) > Namsan/Seoul Tower
(33.6%) > Palaces (30.1%) > Shinchon/Hongdae (25.9%)
>> Gangnam (21.2%).

Commissions likely to remain at c.11%

We expect Hotel Shilla’s commission to remain at ¢.11%,
considering limited competition and increased sales share of
cosmetics.
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Source; Hotel Shilla, DBS Bank
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New duty-free shops slated to open in 2H18

Hyundai Department Store Shinsegae

Branch name

Hyundai Department Store Trade Centre Branch

Shinsegae DF Gangnam Branch

Location Tehran-ro, Gangnam District, Seoul Central City, Seocho District, Seoul
Opening December July
Investments up until April KRW40bn KRW19.9bn
Planned investments KRW200bn KRW350bn
Total floor area 14,005m* (Floors 8 - 10 at HDS Trade Centre) 13,570m’

Nearby facilities

T S
LI

COEX, SM Town, luxury hotel,
subway station (Line 2)

Luxury hotel, Famille Station (shopping mall), express bus
terminals, subway station (Lines 3, 7, 9), three airport

limousine bus routes

Source:  Media reports, DBS Bank

Korea Association of Travel Agents’ (KATA) proposed guidelines on group tours

At Related Penalty
Violation L
Provisions
1st 2nd 3rd 4th~
Article 6.2 i f i f
a. If failing to comply with a request to submit data or . . Suspension of Suspensmn 0 Suspensmn °
Article 9.4 Correction order ) business (1 business (2
attach a QR code business (10 days)
Article 9-2.3 month) months)
b. If.a designated travel agency.fai\s to repo.rt.any group |Article 9.2 . Suspension of Suspension of
tourist who leaves the group without permission or ) Suspension of ) .
. ) Correction order ) business (1 business (3
earnings related to group tours, or it enters false business (15 days)
) S ) ) month) months)
information in the electronic management system Article 9-2
c. If a travel agency attracts group tourists from China at
unreasonable prices or solely depends on shopping
commissions for its profit (exceeding scheduled . Suspension of )
S . R . Correction order . Cancellation of
shopping time/frequencies, receiving illicit gains, Article 9.5 (list disclosure) business (1 desianation
changing the itinerary specified in the contract or month) 9
demanding additional costs, share of ground expenses,
etc.)
Source: KATA, DBS Bank
Cosmetics sales at major DF shops
3,500 (KRW bn)
3,000
2,500
2,000
1,500
1,000
500
0
Dufry Lotte Shilla Shilla Shinsegae HDC Shilla Doota Hanwha
+
HDC Shilla
Source:  Respective companies, DBS Bank
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Recommendations on DF shop licences to improve operators, instead of the conventional five-year limit. This is
profitability to address complaints that the current licence period is too

short, causing job instability and limiting competitiveness.
Some proposed recommendations to improve the existing

duty-free shopping system are targeted, among others, at The five-year limit has made it tougher for operators to

improving margins. recover investment costs and make a profit. The designation
of a new operator also intensifies competition for market

According to these recommendations, duty-free shop share.

operators would be allowed to maintain their business

licences for up to 10 years (one renewal) for conglomerates The recommendations would help ease unnecessary

and 15 years (two renewals) for small-to mid-sized competition and improve profitability of DF shop operators.

Recommendations for duty-free shopping system improvement
Item Description Notes

New licences shall be issued flexibly,
depending on market conditions (including

) ) y-0-y occurrence of unexpected events in the
New Ilcengg issuance tourism industry)
conditions

If the number of inbound tourists in an
administrative district increases by 300,000 or more

If 3-year average sales of downtown duty-free shops
in an administrative district show a CAGR of 10% or

New licence issuance higher

New licence issuance shall be determined based on

Duty-free shopping recommendations by the committee

system operating
committee
(tentatively named)

A local government’s opinion based on its
If satisfying two issuance conditions, the committee |own conditions may be reflected in the
shall submit the proposal (whether to issue a new | discussion.

licence or not / the number of licences) to the

government.
Licence term Licence term shall remain unchanged at 5 years
This shall apply retroactively to resolve
One renewal One renewal shall be allowed for conglomerates PRy y

problems with the current limited term.

Licence renewal &
Two renewals for

term SMEs One (currently allowed) + one (additional renewal)
New renewal The Licence Deliberative Committee shall conduct | Self-evaluation on previous business plan, a
conditions the final review based on submitted data. new five-year business plan
. Current system | The decision on fees adjustment has been The operating committee shall discuss the
Licence fees o ) ;
maintained postponed. adjustment, if necessary

The government shall make the decision based on
the proposal by the committee (whether to adjust
the number of new licences or licence fees)

Duty-free shopping
system operating
committee (tentatively
named)

Proposal to newly |The operating committee shall be separately
establish a standing |operated from the existing Licence Deliberative
committee Committee.

The operating committee shall discuss additional
improvement measures and submit
recommendations to the government.

Source: Media reports, DBS Bank
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3) Increased earnings potential + decreased volatility =
valuation premium

V aluation premium justified with high earnings potential
and decreased earnings volatility

Hotel Shilla’s share price has risen 50.8% YTD, driven by
solid 1Q18 earnings and high expectations for Chinese
inbound traffic recovery. The company is currently trading at
a 12-month forward PE of 29x, which is higher than global
peer Dufry’s (13x) and similar to the average PE of
hotel/cosmetics companies (30x).

We think such valuation premium can be justified, in view of
higher earnings growth and lower earmings volatility,
compared with global peers (especially, Dufry).

Operating profit growth estimated at 192.2% for 2018 and
35.9% for 2019

i) High earnings potential. We estimate the company’s
revenue and operating profit to grow at 16% and 35.9%,
respectively, for 2018-2019. Consensus estimates are also
high at 14.2% and 28.4%, respectively. We attribute this
to: i) an increase in domestic DF business revenue on the
back of Chinese inbound traffic recovery and structural
growth in Weishangs; i) easing of commission competition;
and iii) cost structure improvement on increased cosmetics
sales.

The company should also post operating profit improvement
on the back of decreased losses from Singapore and Hong
Kong Airport DF shops that are showing significant sales
growth.

The company’s DF shop at Singapore Changi Airport
recorded net losses of KRW60.1bn in 2015, KRW37.7bn in
2016, and KRW20bn in 2017. However, its losses declined
to KRW2.8bn in 1Q18, with annual net losses likely to meet
its target (KRW10bn). The DF shop at Hong Kong Airport is
likely to show an eamings turnaround in the short term,
considering favourable contract terms such as rental fees. Its
revenue came in at KRW94.2bn in 1Q18, with annual

revenue likely to exceed the target of KRW340bn (operating
profit: KRW4bn).

Further revision to earnings estimates likely

If Hotel Shilla can win the tender to operate DF1 and DF5 at
Incheon Airport Terminal 1, its earnings estimates would be
raised further. We estimate that DF 1 (perfume/cosmetics,
5,091m’) and DF5 (leather/fashion, 1,814 m?) recorded
revenue of KRW550bn and KRW350bn, respectively, in
2017. Hotel Shilla and Shinsegae have been shortlisted for
the tender. DF 1/DF5 revenue is equivalent to 10% and 6%,
respectively, of Hotel Shilla’'s 2019F revenue. Considering a
lower tender price, Hotel Shilla is likely to see solid margins
if it wins the tender. Its barging power would also increase
from economies-of-scale.

Earnings volatility to decrease

i) Less volatility. Hotel Shilla's eamings volatility should
decrease gradually. Its eamings stability should strengthen
on DF shop region/type diversifications (domestic/overseas,
online/offline, downtown/airport).

Korean DF shops have shown higher earnings volatility,
compared with global DF shops, owing to high dependence
on Chinese group tourists. However, such volatility is likely
to ease on a structural increase in sales contribution from
Weishangs. With licences to operate DF shops at Hong
Kong/Singapore preferred by Chinese tourists, Hotel Shilla
should be in a favourable position for earnings stabilisation.

In comparison, global DF shop operators such as Dufry are
focusing more on airport DF shops, unlike Korean players.
They pursue sales growth and economies-of-scale through
acquisitions of DF shops in emerging countries with high
inbound/outbound traffic growth. However, concession
commissions have increased amid intensified competition
for licences. With licences for its high-margin DF shops
expiring soon, Dufry margin has deteriorated even with
continued sales growth since 2015. This is in sharp contrast
to Hotel Shilla, which should see sales growth and margin
improvement soon.

8DBS

Page 16



Company Focus
Hotel Shilla

Global peers’ valuations

Market  Stock Price Performance (%)  Revenue (bn) EBIT (bn) ROE
Company Stock code  Last Price e
(bninlocal 1M 6M  YID  2018F 2019F 2018F 2019F 2018F 2019F 2018F 2019F 2018F
currency)
HOTEL SHILLA | 008770 KS | 126,500 5,004
MARIOTT MAR US 139.14 4917| (049 806  251| 2273 2376| 268 3.13| 2528 21.74| 1856 27.11| 62.64 112.32
HILTON HLT US 83.99 2523| 058 9.08 517 31.05 26.46| 3021 49.99 | 57.21 178.98
Hotel | WORLDWIDE 949 1019 155 175
HYATT HUS 83.52 936| 235 1805 1357| 451 469| 034 039] 5643 43.03| 265 273| 1556 7.16
ACCOR AC FP 4375 1271 581 409  174| 254 291| o059 o0e8| 3250 2572| 207 212| 718 867
KHANGRI-LA ASIA 69 HK 2.16 6066 | 1402 217 (462 240 256| 030 0373318 2696| 114 1.12| 365 420
Luxury LVMH MC FP 301.15| 15232 | 257 2220 2272| 4600 49.12| 926 1002 | 2627 23.99| 469 421| 1858 18.26
goods HERMES RMS FP 564.00 5954 | (260) 2883 2746| 587 635| 198 2.15| 4560 4174 1083 926 2464 2368
Duty-free DUFRY DUFN SW 139.00 749| (451) 659 (157) 895 946| 055 064 1483 1279| 244 241| 1663 21.03
HANATOUR | 039130KS | 100,000 1162| (244) (196 (291 888 982 64 89 | 26.05 1857| 490 4.16| 2065 2537
MODETOUR | 080160KS | 32,500 614| (455 (255 656| 405 460 Y 49| 1932 1598 375 3419|2174 22.15
Travel PRICELINE PCLNUS | 2,12429| 102.34| 252 2324 2224| 1465 1659| 534 6.08| 2407 2104| 788 649 3735 36.82
CTRIP CTRP US 316.98 2697 | 1478 1414 1218 3158 3940 557 737| 3836 2878| 208 1.99| 443 637
EXPEDIA EXPE US 123.62 1856| 852 415  321| 1136 12.68| 092 111 2442 2070| 392 321 1316 1545

LG H&H 051900 KS | 1,430,000 22,334 891 2392 2027 6,712 7,220 1,069 1,192 | 3125 27.80| 6.51 559 22.40 21.08
AMOREPACIFIC | 090430 KS 327,500 19,145 (4.24) 5.14 7.55( 5,781 6,570 773 954 | 36.88 29.73 456 4041 1279 141

COSMAX 192820 KS 173,500 1,744 297 4280 4829( 1,199 1,423 61 85| 40.64 28.80 7.01 5741 1734 21.14

KOREA KOLMAR| 161890 KS 78,700 1,661 (1.75)  (3.08)  (4.02)[ 1,051 1,251 97 128 | 2823 2290 4.66 393 17.20 18.73
TONYMOLY 214420 KS 17,150 303 (8.78) (18.33) (3.11) 249 273 - - 32.57 2130 2.46 2.24 790 11.10

Cosmetics P&G PG US 77.53 194.96 567 (13.71) (1562)] 66.98 68.61| 1454 1511 | 1851 17.42 3.58 3.67 | 19.41 20.87
Estee Lauder ELUS 155.05 56.91 10.60 2409 21.86| 13.65 14.67 2.26 2,53 3477 30.81| 1238 11.18| 36.81 41.92

L'OREAL ORFP 41.76 137.96 2.55 10.76 1091 | 26.46 27.80 4.84 5.15] 30.04 28.16 434 404] 1482 1459

SHISEIDO 4911 )P 9,018 3,607 25.11 65.17  65.59| 1,084 1,176 114 137 | 50.06 40.32 7.61 6.64 | 16.22 17.81

KOSE 4922 )P 24,790 1,502 19.76 4463 4093 334 364 60 68| 40.76 3557 6.81 6.00( 17.88 17.67

UNILEVER ULVR LN 47 138.55 (0.33)  (3.23) 092| 51.83 52.64 9.37 9.98 | 2047 18.86 9.90 9.72 | 47.18 53.17

BEIERSDORF BEI GR 98.28 24.77 1.49 (2.28) 0.39 7.19 7.52 1.13 1.21] 2864 26.74| 3.93 359 1413 13.65

Source: Bloomberg Finance LP., DBS Bank
Note: Based on consensus numbers

Dufry: Revenue and GPM trend Dufry: Concession length (2016)
3,000 - r 44.0
40%
- 43.0
2,500 -+ 359 34%
- 42.0
2,000 -+ 30% 27%
- 41.0
1,500 - 25% 22%
- 40.0
1,000 - 20% 17%
F 39.0
15%
500 ~ L 380
10%
0] S e e e LA B e e s e e e e e e B B L 37.0
S8 2233333328858 388 5%
93989998989 gge9dg¢9s
" 0%
Dufry revenue ——GPM (RHS, %) ~2years 3~5Syears 6~9 years 10~years
(LHS, CHF m)
Source: Bloomberg Finance LP., DBS Bank Source: Dufy, DBS Bank
Hotel Shilla: Revenue breakdown Hotel Shilla: Ratio of materials expense to duty-free sales
7,000 - 700 75.0%
(KRW bn)
6,000 600 70.0%
5,000 °00
w AR
4000 1 . 300
60.0%
3,000 - | | 200
2,000 | 55.0%
. 100
1,000 - 0 50.0%
0 B T N LR L A Iy
2015 2016 2017 2018F 2019F 2020F 2021F 2022F NONTNTORNT N NTNT ONT N N N NN
m DF shops - Inner cities DF shops - Korean airports Materials cost (LHS, KRW bn)
u DF shops - Overseas airports Hotel/leisure —e—Materials cost as a percentage of DF revenue (RHS, %)
Source: Hotel Shilla, DBS Bank Source: Hotel Shilla, DBS Bank
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Initiate coverage of Hotel Shilla with BUY rating and target
price of KRW160,000

We derive our target price for Hotel Shilla by using sum-of-
the-parts valuation. We apply target multiples of 33x to its
TR business (10% premium to average PE of global
cosmetics peers) and 27x to hotel & leisure business (25%
discount to average PE of global hotel peers). Valuation
premium for TR business is justified given that: i) more than
50% of its TR revenue is generated from cosmetics; and ii)
solid eamnings growth is expected in line with cosmetics
consumption growth. This is in direct contrast with the
fortunes of other types of cosmetics companies with
different sales growth (per brand) affected by changes in
consumption trends.

We see a 26.5% upside potential from current share price
levels. Further upward revision is also likely to earnings
estimates and target price, depending on the results of
Incheon Terminal 1 DF shop tender.

On the other hand, potential risks include: i) delayed
recovery in Chinese inbound traffic due to slower-than-
expected easing of THAAD retaliation; and ii) restrictions on
Daigongs/Weishangs. Such risks, if realised, could weigh on
Hotel Shilla’s TR revenue in the short term. However, we
think any restrictions are unlikely to remain effective in the
medium term, considering its diversified shopping channels,
including overseas direct purchases and reverse direct
purchases.

Hotel Shilla: Sum-of-the-parts valuation

* Hotel Shilla (KRW bn)
A. Operating value Fw NOPLAT  Target multiple 60,792.8
TR business 1,596.3 33 52,678.0  10% premium to global cosmetics peers' avg. multiple
Hotel business 300.5 27 8,114.8  25% discount to global hotel peers' avg. multiple
B. Non-operating value Book value 2,038.7
Investments in affiliates al 526.9 395.2  25% discount to book value for Dec 2018
Investments in subsidiarie 2,191.4 1,643.5  25% discount to book value for Dec 2018
C. Net debt 2,307.2 Parent-based (as of end-Mar 2018)
Equity Value (A+B-C) 60,524 .4
No. of shares issued 39,248,121 Incl. treasury shares
No. of treasury shares 2,135,000 5.4%
Fair price (KRW) 160,000
Current price (KRW) 126,500  Closing price as of 11 June
Upside potential 26.5%

Source: DBS Bank
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Hotel Shilla: Earnings estimates in detail

(KRW bn) 2017 2018F 2019F ] 17.1Q 17.2Q 173Q 174Q | 181Q 18.2QF 18.3QF 18.4QF | 19.1QF 19.2QF 19.3QF 19.4QF
Revenue 3,737.5 49323 57203 8786 8997 10672 892.0 1,255 1,1443 12921 13705 1,338.5 14245 1,509.9 1,447.3
TR business 3,2980 44454 51918 | 7827 7900 9492  776.1 | 1,0137 1,0263 1,161.8 1,2436| 12167 1,296.8 1,368.7 1,309.7
Inner-city DF 2,051.4 2,627.2 3,169.8 4765 4819  617.8 4752 | 5814  597.9 6939 7540 7306 7974 8445 7973
Airport DF 1,466 1,8182 2,022.0 3062 3081 3314 3009 | 4323 4284  467.9  489.6 | 486.1 4993 5242 5124
Domestic 688.1 8409  988.1 1835 1763 1879  140.3| 189.9 1921 2205 2383 | 2297 2493 2626 2465
Overseas 5750 9774 1,033.9 1392 1318 1435  160.6| 2424 2363 2474  2513| 2564 2500 2617 2658
Singapore Changi  547.4  591.1  620.7 1347 1289 1424 1414 1482 1393 1524 1513 | 1556 1462 1600  158.8
Macau 5.2 0.0 0.0 25 16 1.1 ©0.0) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Hong Kong 224 3862 4133 1.9 1.2 ©00) 193 9.2 97.0 950 1000, 100.8 1038  101.7  107.0
Hotelleisure Business 4395 4869 5285 959 1097 1180 1159 111.8 1180 1303 1269 1218 127.8 1412 1377
Hotels 1338 1338 1338 335 335 335 335 335 335 335 335 335 335 335 335
Leisure 34.8 348 34.8 87 8.7 8.7 87 8.7 87 87 87 87 8.7 87 8.7
[YoY %]
Revenue 06% 32.0% 160% | (1.2%) (57%) 13.8% (46%)| 281% 272% 21.1% 53.6% 189% 245% 169%  56%
TR business (0.8%) 34.8% 168% | (25%) (7.9%) 14.5% (7.1%)| 295% 29.9% 224% 60.2% 20.0% 264% 17.8%  53%
Inner-city DF 0.8%) 281% 207% | (21%) (105%) 192% (95%)| 22.0% 24.1% 12.3% 58.7%| 257% 334% 21.7%  57%
Ajrport DF 0.9%) 459% 11.2% | (3.1%) (36%)  66% (32%) 41.2% 39.0% 41.2% 627%| 124% 166% 12.0%  46%
Hotelfleisure Business 12.8% 10.8%  85% | 11.8% 13.8%  89% 17.1%| 166%  7.6% 104%  9.5% 9.0% 83% 84% 8.5%
Hotels 00%  00%  00% 00%  00% 00% 00% 00% 00% 00% 00% 00% 00% 00% 00%
Leisure 00%  00%  00% 00%  00% 00% 00% 00% 00% 00% 00% 00% 00% 00% 00%
Operating expenses 3,661.5 4,717.2 5,430.1 8686 8812 10352 8765 1079.8 10965 12247 13162 1,885 13460 14137 1,382.0
of sales % 98.0% 95.6% 94.9% | 98.9% 97.9% 97.0% 98.3%| 95.9% 95.8% 94.8% 96.0%| 96.3% 94.5% 93.6% 95.5%
1) Materials expenses ~ 2,085.9 2,707.5 3,165.1 4489 5136 6205 502.9| 5941 6271 7109 7755, 7361 7902 8341 8047
Materials costDF revenue ~ 63.2%  60.9%  61.0% | 57.3%  65.0% 654% 64.8%| 58.6% 61.1% 61.2% 62.4%| 605% 60.9% 60.9% 61.4%
2) Labour cost 2028 2276 2322 558 379 586 504 690 474 598 515 704 483 610 525
3) Others 1,372.7 17820 20328 | 3639 3297 3560 3231 4167 4220 4541 4892 | 4820 5074 5186 5248
i) Commissions 2440 3086 36638 779 495 592 574 689 688 812 897| 85 917 971 9225
Y -
ic/iconfu‘s)”er YD 19%  117%  11.6% | 166% 10.5%  9.9% 124%| 9.9%  97%  10.0%  9.6%| 96%  96%  99%  9.6%
ii) Rental expenses 6579 8823 9193 156.9 1584 1642 1783 2125 2140 2209 2349 2217 2232 2301 2442
('e/‘;eonfuae‘;pm bF 52.8%  48.5%  455% | 51.3%  51.4%  49.6% 59.2%| 49.2%  50.0%  47.2%  48.0%| 45.6% 44.7%  43.9%  47.7%
iii) Others 4654 5912 7467 1290 121.8 1326 820 1353 1393 1520 1646 1747 1924 1914 1882
(% of sales) 125% 12.0%  13.1% | 147% 135% 12.4%  92%| 12.0% 13.5% 12.4% 12.7%| 12.0% 13.5% 12.4%  12.7%
Operating profit 760 2151 2903 10.0 185 320 155| 457 478  67.3 543 500 786 963 654
OPM% 20%  44%  51% 11%  21%  30% 17%| 41%  42%  52% 40%| 37% 55%  64%  4.5%
TR business 583 1811 2422 16.9 8.1 234 9.9 476 36.3 536 436 50.0 63.5 78.1 50.7
OPM% 18%  41%  4.7% 22%  1.0%  25%  13%| 47%  3.5%  46%  35%| 4.1%  49%  57%  3.9%
Hotel/leisure Business 146 325 480 6.9) 9.1 6.8 5.6 G4 14 13.8 10.7 0.1 15.1 18.2 14.6
OPM% 33%  67%  9.1% | -72%  83%  58%  48%| -3.1%  9.7% 10.6%  84%| 00% 11.8% 12.9%  10.6%
Source: DBS Bank
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BALANCE SHEET INCOME STATEMENT

(Unit:KRWbn) 2016 2017 2018F 2019F 2020F (Unit:KRWbn) 2016 2017 2018F 2019F 2020F

Current Assets 1,079.1 1,198.4 1,246.8 1,285.4 1,248.5 Revenue 3,715.3 4,011.5 4,932.3 5,720.3 5,855.0

_ Cash & Short-term 3472 477.9 4480 4766 4349  Growth (%) 143 8.0 23.0 16.0 24

investment
Accounts Receivable 184.2 160.3 206.9 2185 224.6  Operating Profit 79.0 73.1 213.6 290.3 313.0
Inventories 471.3 499.8 525.7 523.4 521.5 Growth (%) 2.4 (7.4) 192.2 35.9 7.8

Fixed assets 961.8 1,051.5 1,072.0 1,091.2 1,112.6  EBITDA 153.5 144.5 285.9 361.0 383.2

Non-operating
Investment Assets 206.7 314.6 329.9 334.2 338.7 Gains/Losses (26.5) (28.3) (14.9) (12.8) 6.7)
Tangible Assets 706.9 693.1 706.9 7311 755.0 Net Interest Income (17.4) (14.8) (8.4) (3.6) 2.5
Intangible Assets 48.2 43.8 35.2 25.8 19.0 Foreign Currency Gains 0.4 6.1 0.6 0.0 0.0

Total Assets 2,041.0 22499 2,3189 2,376.6  2,361.1 Equity Method Gains (11.1) (8.0) (3.4) (3.4) (3.4

Current Liabilities 739.9 910.1 982.7 1,092.9 858.0  Pre-tax Profit 52.4 44.7 198.7 277.5 306.3
Accounts Payable 256.0 322.0 390.5 396.5 407.4  Net Profit 27.8 253 150.8 210.3 232.2
Short-term Debts 1526 2216 180.1 280.1 30,1 Netprofit attributable to 27.8 253 150.8 210.3 232.1

controlling interest

Non-current Liabilities 639.5 671.7 531.0 282.3 283.6 Growth (%) 50.6 9.1 496.5 39.4 10.4
Long-term Debts 598.9 648.6 498.7 248.7 248.7  NOPLAT 11.9 113 162.2 220.0 237.3

Total Liabilities 1,379.4 1,581.8 1,513.7 1,375.2 1,141.6 (+)Dep 74.5 71.4 72.3 70.7 70.2

Capital Stock 200.0 200.0 200.0 200.0 200.0 () Wc (129.5) (112.7) (35.9) (0.1) (10.3)

Capital Surplus 196.6 196.6 196.6 196.6 196.6 () Capex 66.8 64.9 78.8 85.3 87.0

Earned Surplus 371.3 381.6 519.1 715.4 933.5 OpFCF 1791 160.5 191.6 205.6 230.8

Capital Adjustment (106.3) (110.6) (111.1) (111.1) (111.1) 3 Yr CAGR & Margins
Treasury Stock (104.5) (104.5) (104.5) (104.5) (104.5) Revenue growth(3Yr) 17.4 1.3 14.9 15.5 13.4

Total Equity 661.5 668.1 805.2 1,001.5 1,219.5 OP growth(3Yr) (3.0 (19.3) 40.4 54.3 62.4

Invested capital 1,030.3 1,026.8 1,001.8 1,018.1 1,026.4  EBITDA growth(3Yr) 3.7 (10.7) 23.7 33.0 38.4

Net debt / (cash) 404.4 392.2 230.7 52.1 (156.2) NP growth(3Yr) 371 (29.9) 101.3 96.2 109.4

ROA 1.3 1.2 6.6 9.0 9.8  OP margin (%) 2.1 1.8 4.3 5.1 53

ROE 4.0 3.8 20.5 233 20.9  EBITDA margin (%) 4.1 3.6 5.8 6.3 6.5

ROIC 3.7 4.0 16.0 21.8 23.2 NP margin (%) 0.7 0.6 3.1 3.7 4.0

CASH FLOW KEY INDICATOR

(Unit:KRWhbn) 2016 2017 2018F 2019F 2020F (Unit:KRW,x, %) 2016 2017 2018F 2019F 2020F

Operating cash flow 1144 199.6 111.3 35.9 317.4  Per share Data (w)

Net Profit 27.8 253 150.8 210.3 232.2 709 644 3,835 5,351 5,907
Depr. & Amort. 74.5 71.4 72.3 70.7 70.2 BPS 15,334 15,593 19,232 24,374 29,997
Chg in Working Capital (29.1) 58.8 16.7 0.1 10.3 DPS 350 350 350 350 350
Chgin Accounts (45.0) 40.2 366 (116 (6.0) Valuation (x,%)

Chg in inventories (1.6) (35.3) (56.3) 2.2 19 PER 67.9 131.8 33.0 23.6 21.4
Chg in Accounts Payable 3.3 70.3 100.2 6.0 10.9 PBR 3.1 5.4 6.6 5.2 4.2

Investing cash flow 145.8 (163.3) (93.4) (93.3) (95.1) EV/EBITDA 15.1 26.0 18.3 14.0 12.7

Incvzgr'r?eﬂf”*erm (1.9) 0.7) 2.7 ©.1) (0.1)  Dividend yield 0.7 0.4 0.3 0.3 0.3
Chg in Long-term

Investment Securities (0.3) 0.0 (3.5) 4.8) (4.8) PCR 11.6 21.8 54.4 1415 16.5
Capex (66.8) (64.9) (78.8) (85.3) (87.0) PSR 0.5 0.8 1.0 0.9 0.9
Disposal of Tangible & -

Intangible Assets 0.9 5.1 0.2) 0.2) (0.2) Stabilities (%)

Financing cash flow (236.3) 94.1 (45.7) 86.0 (264.0) Liabilities Ratio 208.5 236.7 188.0 137.3 93.6
Chg in debt (98.3) 129.0 (39.7) 100.0 (250.0) Net debt/Equity 61.1 58.7 28.7 5.2 CASH
Chg in Equity (13.8) (13.3) (13.3) (14.0) (14.0) Net debt/EBITDA 263.5 2714 80.7 14.4 CASH

Dividend Payout 13.8 133 13.3 14.0 14.0 Current ratio 145.8 131.7 126.9 117.6 145.5

Chg in Cash 20.8 127.8 (27.9) 28.5 (41.7) Interest coverage ratio 4.5 49 25.3 79.6 n/a

Gross cash flow 166.6 155.6 93.0 35.8 307.1 Interest/revenue 0.9 0.6 04 0.3 0.2

(-) Chg in WC (129.5) (112.7) (35.9) (0.1) (10.3)  Asset Structure

(-) Capex 66.8 64.9 78.8 853 87.0 IC 65.0 56.4 56.3 55.7 57.0

(+) Disposal of Assets 0.9 5.1 0.2) 0.2) (0.2) Cash + 1C(%) 35.0 43.6 43.7 443 43.0

Free Cash Flow 230.2 208.5 49.9 (49.7) 230.2  Capital Structure

(-) Other Investments 0.3 0.0 3.5 4.8 4.8 Debt/Asset 53.2 56.6 457 34.6 18.

Free Cash 229.9 208.5 46.4 (54.4) 2254 Equity/Asset 46.8 43.4 54.3 654 81

Source: DBS Bank

Note: Results are consolidated
*Asset=Equity + Debt, P/Eis derived by using diluted EPS.
This report has been prepared for informational purposes only, and does not constitute an offer or solicitation of a contract for trading. Opinions in this
report reflect professional judgment at this date based on information and data obtained from sources we consider reliable. However, DBS Bank does not
warrant or guarantee the accuracy or completeness of this document and has no liability for its content. The investment should be made based on each
client's own judgment, and we expressly disclaim all liability for any investment decisions and any results thereof. This reportis a copyrighted material of DBS
Bank and thus, it may not be reproduced, distributed or modified without the prior consent of DBS Bank.
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Stock Ratings

The stock investment opinion below is based onthe expectedreturnof the recommended stock
over the next 12 months relative to the closing price of the dayitis recommended.

STRONG BUY: Expected to produce a return of atleast 50% from the closing price of the daythe
stock is recommended

BUY: Expected to produce areturnbetween 15% and 50% from the closing price of the day the
stock is recommended

HOLD: Expected to produce a return between -5% and 15% from the closing price of the daythe
stock is recommended

REDUCE: Expectedto produce a return of less than -5% from the closing price of the day the stock
is recommended

RATING UNDER REVIEW: Temporary suspension of recommendation whenthere is material
uncertainty incorporate value. TP is notprovided.

The investmentopinion presented in this reportis based on the industry’s outperformance relative
to the market, and may differ fromthat of an individual stock.

Overweight: The industry’s return is expected to outperformthe average total return of the KOSPI
over the next 12 months.

Neutral: Theindustry’s returnis expectedto be in line with the average total return of KOSPI, over
the next 12 months.

Underweight: The industry’s return is expected to underperform the average total return of KOSPI,
over the next 12 months.

Notes) The industry’'s return is on a risk-adjusted basis
Recent 2yr. Rating and TP Change

Hote!Shila (008770 KS)
Dak 2018.06.05
Ratng BUY

P 160000
Dak
Ratng

P

Surce: DB Bk
Amlyst Name: Regond Reearch Team

Recent2yr.TP Change
HotelShila (008770 KS)

180000 (KRW) ——Stock price ——Target price
160000 |- -

140000 | Coverage initiated —»
120000
100000
80000
60000
40000
20000 r

O L L L L L L L 1
Jun-16 Sep-16 Dec-16 Mar-17 Jun-17 Sep-17 Dec-17 Mar-18 Jun-18

Srce: DS Bnk
Aralyst Name: Regond Reearch  Team
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DisseminationDate: 13 Jun2018 17:14:13 (HKT)

Sources for all charts andtables are DBS Bank unless otherwise specified

GENERAL DISCLOSURE/DISCLAIMER

Thisreport is prepared by DBS Bank. This reportis solely intended for the clients of DBS Bank Ltd, its respective connected and associated
corporations and affiliates onlyand no partof this document may be (i) copied, photocopied or duplicatedin any form or by any means or (ii)
redistributed without the priorwritten consentof DBS Bank.

The research setoutin this reportis based on information obtained from sources believed to be reliable, but we (which collectively refers to DBS
Bank Ltd, its respective connected and associated corporations, affiliates andtheir respective directors, officers, employees and agents (collectively,
the “DBS Group”) have not conducted due diligence on any of the companies, verifiedany information orsources or takeninto accountany other
factors whichwe may consider to be relevant or appropriate in preparing the research. Accordingly, we do not make any representation or
warranty as to the accuracy, completeness or correctness of the researchsetoutin this report. Opinions expressed are subje ct to change without
notice. This research is prepared for general circulation. Any recommendation contained inthis documentdoes nothave regard to the specific
investment objectives, financial situation and the particular needs of any specificaddressee. This documentis for the infor mation of addressees
only andisnotto be takenin substitution for the exercise of judgement by addressees, whoshould obtainseparate independentlegal or financial
advice.The DBS Group accepts no liability whatsoever for any direct, indirect and/or consequential loss (including any claims for loss of profit)
arising fromany use of and/orreliance upon this document and/or further communication given in relation to this document. This documentis not
to be construedasanoffer ora solicitation of an offer to buy orsellanysecurities. The DBS Group, along with its affili ates and/or persons
associated with any of them may fromtime to time have interests in the securities mentioned in this document. The DBS Group, may have
positionsin, and may effect transactions in securities mentioned hereinand may also performor seek to perform broking, investmentbanking and
other banking services for these companies.

Any valuations, opinions, estimates, forecasts, ratings or risk assessments herein constitutes a judgmentas of the date of this report, andthere can
be no assurance that future results orevents will be consiste nt with any suchvaluations, opinions, estimates, forecasts, ratings or risk assessments.
The informationin this documentis subject to change without notice, its accuracyis not guaranteed, it may be incomplete or condensed, it may
notcontain all material information concerningthe company (or companies) referred to in this reportandthe DBS Groupis underno obligationto
update the informationin this report.

This publication has not been reviewed or authorized by any regulatory authority in Singapore, Hong Kong or elsewhere. There is no planned
schedule or frequency for updating research publicationrelatingto any issuer.

The valuations, opinions, estimates, forecasts, ratings or risk assessments described inthis report were based upon a number of estimates and
assumptions and are inherently subject to significant uncertainties and contingencies. It canbe expected thatone or more of the estimates on
which the valuations, opinions, estimates, forecasts, ratings or risk assessments were based will not materialize or will vary significantly fromactual
results. Therefore, the inclusion of the valuations, opinions, estimates, forecasts, ratings or risk assessments described herein!SNOT TO BE RELIED
UPON as a representationand/or warranty by the DBS Group (and/orany persons associated with the aforesaid entities), that:

(a) such valuations, opinions, estimates, forecasts, ratings or risk assessments or their underlying assumptions will be achieved, and
(b) there isany assurance thatfuture results or events will be consistent with any such valuations, opinions, estimates, forecasts, ratings or risk
assessments stated therein.

Please contactthe primary analyst for valuation methodologies and assumptions associated with the covered companies or price targets.

Any assumptions made inthis reportthatrefers to commodities, are for the purposes of making forecasts for the company (or companies)
mentionedherein. Theyare notto be construedas recommendations to trade in the p hysical commodity or inthe futures contractrelating to the
commodity referredto in this report.

DBSVUSA, a US-registered broker-dealer, does nothave its own investment banking or research de partment, has not participated inany public
offering of securities as a manager or co-manager orin any otherinvestment banking transaction in the past twelve months and does notengage
in market-making.
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ANALYST CERTIFICATION

The research analyst(s) primarily responsible for the content of this research report, in partor in whole, certifies that the views about the
companies andtheir securities expressed inthis reportaccurately reflect his/her personal views. The analyst(s) also certifies that no part of his/her
compensation was, is, or will be, directly or indirectly, related to specific recommendations or views expressedin the report. The research analyst (s)
primarily responsible for the content of this researchreport, inpartor in whole, certifies thathe or his associate ' does notserve as an officer of the
issueror the newlistingapplicant (which includes in the case of a real estate investment trust, an officer of the management company of the real
estate investmenttrust; and inthe case of any other entity, an officer or its equivalent counterp arty of the entity whois responsible for the
management of the issuer orthe new listing applicant) and the research analyst(s) primarily responsible for the content of this research report or
his associate does nothave financial interests™ in relation to an issueror a new listing applicantthatthe analystreviews. DBS Group has
procedures in place to eliminate, avoidand manage any potential conflicts of interests thatmay arise in connection with the production of
research reports. The research analyst(s) responsible for this report operates as part of a separate and independent team to the investment
bankingfunction of the DBS Groupand procedures are in place to ensure that confidential information held by either the research or investment
bankingfunction is handled appropriately. Thereisno directlink of DBS Group's compensationto any specific investment banking fu nction of the
DBS Group.

COMPANY-SPECIFIC /REGULATORY DISCLOSURES

1. DBS Bank Ltd., DBS HK, DBS Vickers Securities (Singapore) Pte Ltd (“DBSVS"), DBSV HK or their subsidiaries and/or other affiliates do
nothave a proprietary positionin the securities recommendedin this reportas of 31 May 2018.

2. Neither DBS Bank Ltd, DBS HK nor DBSV HK market makes in equity securities of the issuer(s) or company(ies) mentioned in this
Research Report.

Compensation for investment banking services:

3. DBSVUSA does not have its own investment banking or research department, nor has it participated in any public offering of
securities as a manager or co-manager or in any other investment banking transaction in the past twelve months. Any US persons
wishing to obtain further information, including any clarification on disclosures in this disclaimer, or to effect a tansaction in any
security discussed in this document should contact DBSVUSA exclusively.

Disclosure of previous investment recommendation produced:

4. DBS Bank Ltd, DBS Vickers Securities (Singapore) Pte Ltd ("'DBSVS"), theirsubsidiaries and/or other affiliates may have pub lished other
investment recommendations in respect of the same securities / instruments recommended in this research report during the
preceding 12 months. Please contact the primary analyst listed in the first page of this report to view previous investment
recommendations published by DBS Bank Ltd, DBS Vickers Securities (Singapore) Pte Ltd ("'DBSVS"), their subsidiaries and/or other
affiliatesinthe preceding 12 months.

1 An assodiate is defined as (i) the spouse, or any minor child (natural or adopted) or minor step-child, of the analyst; (i) the trustee of a trust of
which the analyst, his spouse, minor child (natural or adopted) or minor step-child, is a beneficiary or discretionary object; or (i) another person
accustomedor obligedto actin accordance with the directions or instructions of the analyst.

2 Finandial interestis defined as interests thatare commonly known financial interest, such as investment in the securities i n respect of an issuer or
a new listing applicant, or financial accommodation arrangement between the issuer or the new listing applicant and the frm or analysis. This
term does notinclude commercial lending conducted atarm's length, or investments in any collective investmentscheme other than an issuer or
new listingapplicant notwithstanding the factthat the scheme has investments in securities inrespect of an issuer or a new listingapplicant.
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RESTRICTIONS ON DISTRIBUTION

General

This reportis notdirected to, or intended for distribution to or use by, any personor entity whois a citizen or resident of or
locatedin anylocality, state, country or other jurisdiction where such distribution, publication, availability or use would be
contraryto lawor regulation.

Australia

This reportis beingdistributedin Australia by DBS Bank Ltd. ("DBS")or DBS Vickers Securities (Singapore) Pte Ltd
("DBSVS ™). DBS holds Australian Financial ServicesLicence no. 475946.

DBSVS isexempted from the requirement to hold an Australian Financial Services Licence under the Corporation Act 2001
("CA")in respectoffinancial services provided to the recipients. DBSVS is regulated by the Monetary Authority of Singapore
under the laws of Singapore, which differ from Australian laws.

Distribution of this reportis intended only for “wholesale investors” withinthe meaningof the CA.

Hong Kong

This reporthas been prepared by an entity which is notlicensed by the HongKong Securities and Futures Commission to
carry onthe regulatedactivity of advising onsecurities in Hong Kong pursuant to the Securities and Futures Ordinance
(Chapter571 of the Laws of Hong Kong). Thisreportis being distributed inHong Kongand is attributable to a registered
institution registered with the HongKong Securities and Futures Commission to carry on the regulated activity of advising
on securities pursuantto the Securitiesand Futures Ordinance (Chapter 571 of the Laws of HongKong).

This reporthas been prepared by an entity which is notlicensed by the HongKong Securities and Futures Commission to
carry onthe regulated activity of advising on securities pursuant to the Securities and Futures Ordinance (Chapter 571 of the
Laws of Hong Kong). Thisreportis being distributedin Hong Kongandis attributable to a licensed corporation licensed by
the Hong Kong Securities and Futures Commission to carry on the regulated activity of advising on securities pursuant to the
Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong).

For any query regarding the materials herein, please contact Paul Yong (CE. No. ASE988)atequityresearch@dbs.com.

Indonesia

This reportis beingdistributedin Indonesia by PT DBS Vickers Sekuritas Indonesia.

Malaysia

This reportis distributed in Malaysia by AllianceDBS Research SdnBhd (" ADBSR"). Recipients of this report, received from
ADBSR are to contact the undersigned at603-2604 3333 in respect of any matters arising from or in connection with this
report. Inadditionto the General Disclosure/Disclaimer found atthe preceding page, recipients of this reportare advised
that ADBSR (the preparer of this report), its holding company Alliance Investment Bank Berhad, their respective connected
and associated corporations, affiliates, their directors, officers, employees, agents and parties related or associated with any
of them mayhave positions in, and may effect transactions inthe securities mentioned herein and may also perform or seek
to performbroking, investment banking/corporate advisory and otherservicesfor the subject companies. They mayalso
have received compensation and/or seek to obtain compensation for broking, investment banking/corporate advisoryand
other services fromthe subject companies.

Wong Ming Tek, Executive Director, ADBSR

Singapore

This reportisdistributed in Singapore by DBS Bank Ltd (CompanyRegn. No. 196800306E) or DBSVS (Company Regn No.
198600294G), both of which are ExemptFinancial Advisers as definedin the Financial Advisers Actand regulated by the
Monetary Authority of Singapore. DBS Bank Ltd and/or DBSVS, may distribute reports produced by its respective foreign
entities, affiliates or other foreign research houses pursuantto an arrangement under Regulation 32C of the Finandial
Advisers Regulations. Where the reportis distributed in Singapore to a personwho is notan Accredited Investor, Expert
Investoror anlInstitutional Investor, DBS Bank Ltd accepts legal responsibility for the contents of the reportto such persons
only to the extentrequired by law. Singapore recipients should contact DBS Bank Ltd at 6327 2288 for matters arising from,
or in connectionwith the report.

Thailand

This reportis beingdistributedin Thailand by DBS Vickers Securities (Thailand) Co Ltd.
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United This reportis produced by DBS Bank Ltd which is regulated by the Monetary Authority of Singapore.

Kingdom
This reportis disseminated inthe United Kingdom by DBS Vickers Securities (UK) Ltd, ("DBSVUK"). DBSVUK is authorised
and regulated by the Financial Conduct Authority inthe United Kingdom.
In respectof the United Kingdom, this reportis solely intended for the clients of DBSVUK, its respective connected and
associated corporations and affiliates only and no part of this document may be (i) copied, photocopied or duplicatedin any
form or by any means or (ii) redistributed without the prior written consent of DBSVUK. This communicationis directedat
persons having professional experience in matters relating to investments. Any investment activity following from this
communicationwill only be engagedin with such persons. Persons who do nothave professional experience in matters
relatingto investments shouldnotrely on this communication.

Dubai This research reportis beingdistributed by DBS Bank Ltd., (DIFC Branch) having its office at PO Box 506538, 3rd Floor,

International Building 3, East Wing, Gate Precinct, Dubai International Financial Centre (DIFC), Dubai, United Arab Emirates. DBS Bank

Financial Ltd., (DIFC Branch)is regulated by The Dubai Financial Services Authority. This researchreportisintended only for

Centre professional clients (as defined in the DFSA rulebook) and no other personmay actuponit.

United Arab This reportis provided by DBS Bank Ltd (Company Regn. No. 196800306E) which is an Exempt Financial Adviser as defined

Emirates in the Financial Advisers Actand regulated by the Monetary Authority of Singapore. This reportis for information purposes

only and should notbe relied upon oracted on by the recipientor considered as a solicitation or inducement to buy or sell
any financial product. It does not constitute a personal recommendation or take into account the particularinvestment
objectives, financial situation, or needs of individual clients. You should contactyour relationship manager orinvestment
adviserifyou need advice on the merits of buying, sellingor holdinga particular investment. You should note thatthe
information in this report may be outofdate and itis notrepresented or warranted to be accurate, timely or complete. This
reportor any portionthereof may notbe reprinted, sold or redistributed without our written consent.

United States

This report was prepared by DBS Bank Limited. DBSVUSA did not participate inits preparation. The research analyst(s)
namedon this reportare notregistered as research analysts with FINRAandare notassociated persons of DBSVUSA. The
research analyst(s) are notsubject to FINRA Rule 2241 restrictions on analyst compensation, communications with a subject
company, publicappearances and tradingsecurities held by a research analyst. This reportis being distributedin the United
States by DBSVUSA, which accepts responsibility for its contents. This report may only be distributed to Major U.S.
Institutional Investors (as definedin SEC Rule 15a-6) and to such other institutional investors and qualified persons as
DBSVUSA mayauthorize. Any U.S. person receiving this report who wishes to effecttransactionsin any securitiesreferred
to hereinshould contact DBSVUSAdirectly and notits affiliate.

Other
jurisdictions

In any otherjurisdictions, exceptif otherwise restricted by laws or regulations, this reportis intended only for qualified,
professional, institutional or sophisticated investors as definedin the laws andregulations of suchj urisdictions.

DBS Bank Ltd.
12 Marina Boulevard, Marina Bay Financial Centre Tower 3
Singapore 018982
Tel. 65-68788888
e-mail: equityresearch@dbs.com

CompanyRegn.No. 196800306E
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