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° 2Q14 adjusted EBITDA increased by 12.0% YoY to RMB440 million, 2% Rating: Buy
below Bloomberg consensus but 9.8% higher than our forecast. Net Maintained
revenue increased by just 6.1% YoY to RMB1.594 billion. Total operating
expense ratio decreased by 1.0 ppt YoY due to larger contribution from T EAN ()
franchised-and-managed hotels, leading to a 1.4 ppt YoY increase in adjusted
EBITDA margin to 25.9%. Adjusted net income for the quarter was RMB168 6-18m TP Hirih: US$48.00
million, up 20.6% YoY. US$44.30
° Management expects total 3Q14 revenue to increase by between 7.8% Share price JK{h: US$33.460
and 9.2% YoY to between RMB1,875 mn and RMB1,895 mn. 2Q14 mature
hotel RevPAR declined by 1.3% YoY, but the Company aims to achieve flat
YoY RevPAR in 3Q14. While management sees some stabilization in the HSﬂt%i;Eerformance
market, so far there has not been a dramatic recovery. R PrEcR
30 T
®  Increase 2014-2016 core EBITDA forecasts by 11.7%, 7.6% and 7.0%, yoctenoe
respectively, on higher revenue and lower hotel operating expense ratio. 2
We forecast 2014-2016 core EBITDA of RMB1.440 billion, RMB1.551 hillion 10
and RMB1.712 billion, respectively, reflecting 9.4% CAGR. | m \ a
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o Valuation is attractive as the Company is currently trading at a 29.3%
0 -
discount to its historical average forward EV/EBITDA. Maintain fiBuyfl o
investment rating and increase target price from US$44.30 to US$48.00. 0 1
o 2014 4 2 BEWES EBITDA FILMK 12.0%FEARM 4.40 1275, KFZETHIEY @0 -
N \ - - . Aug-13 Oct-13 Dec-13 Feb-14 Apr-14 Jun-14 Aug-14
298 BT TRATHEH 9.8%. A ] LLms 1 6.1% % AT 15.94 1276, i - i 5 NASDAG COMP ndes HowE NS .
RE AN o SN LB ARG, B2 SRR BB I B B 1.0 A2k ai, 21 3
#)5 EBITDA R Z R LLEE T 1.4 AN H 43 s 4 25.9% . 2 Z=E I P4 e 1R i o ARG T 1.68 g
— =] % I
{78, K 20.6%. Change in Share Price 1M 3M 1Y -
. . Bt A2 5h 1MH 3/MMH 14 =
o  ZHIRT| 2014 4F 3 FERBAKHEK 7.8%F 9.2%F A\R T 18.75 {Z7TZE 18.95 278 T B
HIFEREZ Al 2014 4F 2 2R R R 1 AT AL 55 P s tH AR B R LE R R 1.3%, {HZ YR A E % “8) 6.2 ©8) §
o) HERREAE 3 ZRESEILRR I aT LG PG Ko . RSS2 a8 R T ?Ee%;/%’;“zg%“yex (10.0) (1.8) (28.2) @
€, AHEIFRAA IR RN . Avg. share price(USS$) ans 550 w5 E
TR () : : : g
[ ] HFBRE B - BALHTEE 7B S, 45 EiF 2014 4£F 2016 %40 EBITDA Source: Bloomberg, Guotai Junan International. E
M 11.7%.7.6%F1 7.0%, Tk A15- 7 FiY] 2014 4£ % 2016 4E4%.0» EBITDA iy AR 1T 14.40
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Yekp “FN” BB, i E R H BR A 44.30 EICE 48.00 KT,
Year End Turnover Net Profit Earnings / ADR Earnings/ADR  PER BV/ADR PBR DP ADR Yield ROE
b [ON RAER ARG ADR R R4 ADR {FIAES)  TiEE 0y ADR S TR 4 ADR JBLE BEE @Bl
12/31 (RMB m)  (RMB m) (RMB) (A%) ) (RMB) (x) (RMB) (%) (%)
2012A 5,770 27) (0.580) na.  na 87.163 2.4 0.000 0.0 0.7)
2013A 6,353 196 4.235 n.a. 47.8 95.632 2.1 0.000 0.0 4.7
2014F 6,779 412 8.631 103.8 234 103.867 1.9 0.000 0.0 8.8
2015F 7,305 390 8.205 (4.9) 24.7 113.907 1.8 0.000 0.0 7.5
2016F 7,833 464 9.653 176 210 124.077 1.6 0.000 0.0 8.2
Shares in issue (m) B4 (m) 47.9 Major shareholder KB4 Oppenheimer Funds 13.1% B
Market cap. (US$ m) 1lif (US$ m) 1,603.2 Free float (%) HHEILLE (%) 70.4 S
3 month average vol. 3 4~ H P4 S AZ 4 (‘000) 127.1 2014 Net gearing (%) 2014 {1 i/ 4R %t 4 (%) 17.3 &
52 Weeks high/low (US$) 52 J /% 44.170 / 26.550 2014 Est. NAV (US$) 2014 FF B A {E (2£70) 56.8 0;
Source: the Company, Guotai Junan International. é
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2Q14 RESULTS
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Home Inns (HMIN US)’s 2Q14 adjusted diluted earnings per ADS increased by 17.0% YoY to RMB3.38, and was 35.3% 3
. . . £
higher than our forecast and 2.2% higher than Bloomberg consensus. Revenue increased by 6.0% YoY to RMB1.70 g
billion, which was at the mid-point of management’s guidance range. Adjusted EBITDA increased 12.0% YoY to RMB440 )
N
million, beating our forecast by 9.8% but 2.0% below Bloomberg consensus.
Despite higher L&O hotel expense ratio, total 2Q14 operating expense ratio decreased by 1.0 ppt YoY due to growing
proportion of franchised-and-managed (fiF&Mfl) hotels which do not incur hotel operating expenses
Leased-and-operated (fiL&Ofl) hotel costs for the quarter were eaiivalent to 82.9% of L&O hotel revenue, up 0.2 ppt YoY,
which was mainly due to the decline in the Company’s RevPAR. Revenue contribution from Franchised-and-Managed (fiF&Mfl)
hotels made up 14.1% of total revenue in 2Q14, compared to just 11.8% in 2Q13, thereby increasing operating margin from
11.2% in 2Q13 to 12.4% in 2Q14. Operating income in 2Q14 was RMB211 million, up 17.3% YoY.
Table-1: Results Summary
2014 (% or ppt.)
(RMB million) 2Q13 3Q13 4013 1Q14 2Q14 YoY QoQ
L&O hotels revenue 1,413 1,535 1,402 1,279 1,459 3.3% 14.1%
F&M hotels revenue 189 204 208 193 239 26.3% 23.7%
Gross revenue 1,602 1,739 1,610 1,472 1,699 6.0% 15.4%
Net revenue 1,503 1,633 1,511 1,378 1,594 6.1% 15.7%
L&O hotel op. costs (Ex pre-open costs) (1,168) (1,224) (1,233) (1,206) (1,210) -3.6% -0.3%
% of L&O hotel gross revenue 82.7% 79.8% 87.9% 94.3% 82.9% 0.2 (11.4)
L&O hotels income (excluding pre-open costs) 157 217 83 -8 160 1.9% 1979.8%
Total operating expenses (1,324) (1,407) (1,406) (1,346) (1,387) -4.8% -3.0%
% of gross revenue 82.6% 80.9% 87.4% 91.4% 81.6% (1.0) (9.8)
Operating Income 180 227 106 42 211 17.3% 398.5%
Net Income 95 108 13 75 108 14.2% 44.5%
Less non-core items:
Total non-core items (22) (52) (59) 68 (37) -69.7% n.a. @
Core Net Income 117 160 72 7 146 24.6%  2101.8% z
S
Less share based compensation 22 21 20 25 23 1.8% -10.6% ==
Adjusted Net Income 140 181 92 32 168 20.6% 424.6% =
Earnings/ADR, diluted (RMB) 1.68 2.31 0.27 0.11 2.27 35.1%  1963.6% j
Core Earnings /ADR, diluted (RMB) 2.33 3.42 1.53 0.13 3.05 31.2%  2268.9% "
Adj. Earnings per ADR, diluted (RMB) 2.89 3.70 1.92 0.67 3.38 17.0% 404.5% =
Q
EBITDA 349 375 255 297 380 9.1% 28.2% E
Core EBITDA 371 427 314 229 418 12.7% 82.8% T
Adjusted EBITDA 394 448 334 254 441 12.0% 73.4%
L&O hotels hotel income margin 10.4% 13.8% 5.3% -1.2% 11.2% 0.8 12.4
Hotel income margin 21.0% 23.9% 17.5% 12.1% 23.7% 2.7 11.6
Operating margin 11.2% 13.0% 6.6% 2.9% 12.4% 1.2 9.6
EBITDA margin 21.8% 21.5% 15.8% 20.2% 22.4% 0.6 2.2
Core EBITDA margin 23.1% 24.5% 19.5% 15.5% 24.6% 15 9.1
Adjusted EBITDA margin 24.6% 25.7% 20.7% 17.3% 25.9% 1.4 8.7
Net income margin 5.9% 6.2% 0.8% 5.1% 6.4% 0.5 1.3
Core net income margin 7.3% 9.2% 4.5% 0.4% 8.6% 1.3 8.1
Adjusted net income margin 8.7% 10.4% 5.7% 2.2% 9.9% 1.2 7.7

Source: the Company, Guotai Junan International.
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Hotel Portfolio

Home Inns opened 133 net new hotels in 2Q14, surpassing our expectations. By end of 2Q14, the Company had total
2,374 hotels in operation across 303 cities in China under its four brands, including its new acquisition of Yunshan Siji brand
hotels, on May 1. The Company acquired 27 L&O hotels and 8 F&M hotels (approximately 3,500 rooms in total) principally
located in Yunnan Province. As Yunshan Siji is a well regarded regional brand, the Company will keep these hotels under the
Yunshan Siji brand and will even likely further expand the number of hotels under this brand in the southwest region in the
future. After the acquisition, the Company now operates four hotel brands: Home Inn, Motel 168, Yitel and Yunshang Siji.

At the end of 2Q14, 62.21% of all hotels in operation were F&M hotels, up from 57.3% in 2Q13. The Company has a

strong development pipeline, with 472 hotel projects under development as of June 30, 2014, including 213 hotels contracted
or under construction (182 of which were F&M hotels) and 259 hotels under due diligence (all of which were F&M hotels).

Table-2: Home Inns’ Hotel Portfolio, 2Q14

Hotels

Total Home Inn Motel 168 Yunshang Siji Yitel
Total Number of Hotels in Operation 2,374 1,938 383 31 22
Leased-and-Operated 897 695 164 24 14
Franchised-and-Managed 1,477 1,243 219 7 8
Hotels Contracted or Under Construction 213 171 22 5 15
Leased-and-Operated 31 17 7 2 5
Franchised-and-Managed 182 154 15 3 10
Hotels Under Due Diligence 259 217 34 0 8
Leased-and-Operated 0 0 0 0 0
Franchised-and-Managed 259 217 34 0 8

Source: the Company, Guotai Junan International.
Hotel Performance

2Q14 Mature hotel revenue-per-available-room (RevPAR) declined by 1.3% YoY. There were 1,732 hotels in operation for
at least 18 months in 2Q14. This group hotels’ ADR declined slightly by RMB2 YoY to RMB150 in 2Q13 to RMB148 in 2Q14
as occupancy rate was basically flat (89.0% in 2Q13 and 88.9% in 2Q14) while average-daily-rate declined by RMB2 to
RMB166 in 2Q14. Mature Motel 168 brand hotels did better, as their same hotel RevPAR increased by 3.0% YoY to RMB139.
However, this was not enough to offset the 2.7% decline in RevPAR for the Home Inn and Yitel brands combined.

Figure-1: Home Inns Mature Hotel YoY Change in Same Hotel RevPAR
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Source: the Company.

Note: The Company acquired Motel 168 in October 2011 and began operating Motel 168 hotels in the 4th quarter 2011; therefore, the above like-for-like same hotel
performance figures include Motel 168 hotels starting from 4Q12.
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As of June 30, 2014, almost 1.4 million users (up from 0.8 mn as at 1Q14 end) had downloaded the Company’s mobile
application, which was first introduced in October 2013. Approximately 57% (up from 45% in 1Q14) of the Company’s
bookings were from Home Inns members. Third party providers including OTA's brought in about 10% (down from 12% in
1Q14) of Home Inns’ total bookings. Walk-in declined to about 4% (down from 5% in 1Q14).

Home Inns is aggressively promoting its mobile application, which accounted for 21% of all hotel bookings in 2Q14.
The ADR decline in 2Q14 is partially due to the Company giving discounts for bookings done on its mobile app and We Chat.
In order to promote its mobile app and We Chat bookings, the Company offers RMB5 discount if the booking is done through
mobile app or We Chat. Mobile app booking for the last quarter represented 21% of total bookings. The Company plans to
continue such promotion, so some negative pricing is expected to continue going forward.

OUTLOOK

Home Inns management expects total 3Q14 revenue to be in the range of RMB1,875 million to RMB 1,895 million,
which is equivalent to YoY growth of 7.8% to 9.2%. The Company aims to achieve flat YoY RevPAR in 3Q14, most likely
with slight ADR decline offset by slight increase in occupancy. While Home Inns management sees some stabilization in the
marketplace, so far there had not been a dramatic recovery.

We increase our 2014-2016 core EBITDA forecasts by 11.7%, 7.6% and 7.0%, respectively, on higher revenue and
lower L&O hotel operating expense ratio. Increase revenue forecasts as more hotels were added earlier in the year than
we had expected. The Company’s hotel operating expense ratio was lower than we had expected, so we adjust down
forecasts for same, resulting in higher forecasted hotel income and operating profit.

We forecast 2014-2016 core EBITDA of RMB1.440 billion, RMB1.551 billion and RMB1.712 billion, respectively,
reflecting 9.4% CAGR. Our revised forecast calls for 2014-2016 fully diluted core earnings per ADR of RMB7.94, RMB8.21

and RMB9.65, respectively, equivalent to 11.2% CAGR.

Table-3: Model Updates

Old New Change (% or ppt)

(RMB million) 2014F 2015F 2016F 2014F 2015F 2016F 2014F 2015F 2016F
Total L&O hotels in operation 932 987 1,042 922 977 1,032 -1.1% -1.0% -1.0%
Total F&M hotels in operation 1,698 2,043 2,388 1,708 2,053 2,398 0.6% 0.5% 0.4%
Net revenue 6,236 6,723 7,216 6,358 6,856 7,350 1.9% 2.0% 1.9%
L&O hotel operating costs (excluding pre-open costs) (5,057) (5,382) (5,685) (5,022) (5,410) (5,703) -0.7% 0.5% 0.3%
% of L&O hotel gross revenue  88.2%  89.0%  89.2% 86.4% 88.2%  88.4% -1.8 -0.7 -0.8

L&O hotel income (excluding pre-open costs) 309 280 280 427 345 352 38.1% 23.1% 26.0%
% of L&O hotels gross revenue ~ 5.4%  4.6%  4.4% 7.4% 5.6% 5.5% 2.0 1.0 1.1

L&O hotels pre-opening costs (78) (73) (74) (65) (73) (74) -16.7% 0.0% 0.0%
Sales & marketing (113)  (122)  (131) (126) (143) (153) 11.5% 17.0% 16.9%
% of total gross revenue 17%  17% 17% 1.9% 2.0% 2.0% 0.2 0.3 0.3
General & administrative (326)  (353)  (379) (331) (360) (386) 1.4% 1.9% 1.8%
% of total gross revenue 52% 53% 53% 5.2% 5.2% 5.2% -0.0 -0.0 -0.0

Net Income 342 217 294 381 225 299 11.4% 3.5% 1.5%
(-) Non-Core items* 70 0 0 35 0 0 -49.9% n.a. n.a.
Core net Income 272 217 294 346 225 299 27.2% 3.5% 1.5%
(-) share based comp expense (110)  (130)  (151) (98) (114) (135) -109%  -12.3%  -10.6%
Adjusted net income 381 347 445 443 339 434 16.3% -2.4% -2.6%
Earnings per ADR, diluted (RMB) 5.58 4.49 6.04 6.42 4.64 6.13 15.2% 3.5% 1.5%
Core earnings per ADR (RMB), diluted 5.61 4.49 6.04 7.31 4.78 6.26 30.3% 6.5% 3.8%
Adjusted earnings per ADR (RMB), diluted 8.89 7.18 9.14 9.20 7.15 9.04 3.5% -0.5% -1.1%
EBITDA 1360 1442 1,601 1475 1551 1712 8.5% 7.6% 7.0%
Core EBITDA 1289 1442 1,601 1440 1551 1712 11.7% 7.6% 7.0%

Source: the Company, Guotai Junan International.
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Figure-2: Hotel Portfolio by Business Model Type

Figure-3: Hotel Income Contribution Breakdown
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Source: the Company, Guotai Junan International. Source: the Company, Guotai Junan International.
Figure-4: Core EBITDA & Growth Figure-5: Margins
Core EBITDA YoY Growth ==@==| &0 Hotels' Hotel Income Margin*
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Source: the Company, Guotai Junan International.

Source: the Company, Guotai Junan International.
Note*: *Excludes pre-opening expenses, which are mainly a function of L&O
hotels under development.
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Reiterate fiBuyfl on low valuation and increasetarget price from US$44.30 to US$48.00. Home Inns is currently trading
at 6.5x forward EV/EBITDA, which is a 29.3% discount to its historical average forward EV/EBITDA of 9.2x. Our US$48.00
Target Price is based on Home Inn’s historical average forward EV/EBITDA of 9.2x, and is equivalent to 9.8x 2014F
EV/EBITDA, which is lower than U.S. listed peers currently trading at 16.9x 2014F EV/EBITDA. We also use DCF analysis to
cross-check our target price, which is a 15.5% discount to our DCF derived NAV of US$56.80. Our Target Price represents

43.5% upside potential.

Table-4: Peers Comparison

Mkt Cap EE EV/EBITDA ROE(%) PB
Company Stock Code  Cur. Last Price
HKDmn Fwd 14F 15F 16F Fwd 14F 15F 16F 14F 14F
USA - Listed
Home Inns & -Adr HMIN US CNY 33.46 12,330 171 247 244 207 6.5 6.7 53 47 11.0 18
China Lodgin-Ads HTHT US CNY 26.01 12,525 254 313 262 240 81 93 7.6 6.0 12.8 2.7
Ctrip.Com-Adr CTRP US usb 64.17 64,365 489 921 524 399 36.4 579 289 161 14.0 5.3
Intercontin-Adr IHG US usbD 38.31 70,107 221 na na na 140 143 132 119 54.4 n.a.
Marriott Intl-A MAR US usb 69.40 156,289 25.6 27.7 235 205 149 158 141 126 (62.1) (12.1)
Hilton Worldwide HLT US usb 25.32 193,219 349 367 308 251 138 144 127 110 143 4.0
Extended Stay Am STAY US usb 23.86 37,854 221 260 201 173 133 132 117 104 15.8 2.8
Starwood Hotels HOT US usb 84.54 124833 286 298 259 232 133 141 129 116 20.7 5.0
Host Hotels & Re HST US usb 22.82 133,806 224 199 182 183 145 149 136 119 74 2.3
Wyndham Worldwid ~ WYN US usb 80.94 78516 174 183 163 143 99 102 92 8.4 319 5.1
Hyatt Hotels-A HUS usD 61.09 72,750 50.3 553 434 338 125 132 117 102 4.3 19
Sunstone Hotel SHO US usb 14.57 23,198 162 176 152 304 137 146 130 na 4.4 14
Simple Average 276 345 269 243 142 166 128 105 10.7 1.8
Weighted Average 294 319 254 217 149 169 137 112 5.3 0.9
HK - Listed
Hongkong Shangha 45 HK HKD 11.46 17,338 275 275 277 252 na. na na na n.a. n.a.
Shangri-La Asia 69 HK usb 12.00 37590 344 342 269 233 161 161 144 134 2.6 0.7
Shanghai Jin J-H 2006 HK CNY 2.59 14,416 133 132 206 259 na. na na na. 5.9 13
Dorsett Hospital 2266 HK HKD 157 3294 126 126 126 9.8 118 106 118 102 6.0 0.7
Magnif Estates 201 HK HKD 0.38 3400 na na na na na. na na na n.a. na.
Asia Standard 292 HK HKD 114 1,767 6.7 7.1 6.7 na na. na na na 8.4 n.a.
Simple Average 189 189 189 211 140 133 131 118 5.7 0.9
Weighted Average 259 270 248 237 85 157 142 131 38 0.7
Source: Bloomberg, Guotai Junan International.
Figure-6: Home Inns P/E (Next 4 Quarters) Figure-7: Home Inns EV/ EBITDA (Next 4 Quarters)
—— BEst P/E (Next 4 Quarters) —— BEst EV/BEst EBITDA (Next 4 Quarters)
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Table-5: Valuation and Target Price Based Multiples

FY13A FY14F Next 4 Quarters FY15F FY16F S
o
Target Price Based EV / EBITDA N
Target Price (US$/ADR) 48.00 é
ADR Outstanding, End Period, Fully Diluted (mn) 46.7 48.5 48.3 48.5 48.6 =
Market Capitalization (US$ mn) 2,242 2,327 2,317 2,327 2,332 h
+ Yr End minority interest (US$ mn) 3 2 2 2 2 o
+ Yr End Borrowings, not including CB's (US$ mn) 118 128 129 132 136
- Yr End cash & equivalents (US$ mn) 191 178 190 227 281
Year End Enterprise Value (US$ mn) 2,171 2,280 2,258 2,234 2,188
Core EBITDA (US$ mn) 215.8 233.0 245.1 258.0 293.7
TP Based EV/Core EBITDA 10.1 9.8 9.2 8.7 7.5
Target Price Based PER & PEG
Target Price (US$/ADR) 48.00
Target Price (RMB/ADR) 295.68
Core Earnings per ADR (RMB), Diluted 7.02 7.94 8.21 8.21 9.65
Target Price Based PER 42.1 37.2 36.0 36.0 30.6
Source: the Company, Guotai Junan International.
Table-6: DCF Based Valuation
DCF Assumptions Calculation
Perpetual growth rate 3.0% PV FCFF (RMB mn) 9,125
PV Terminal Value (RMB mn) 6,379
Risk free rate 1.95% EV (RMB mn) 15,504
Adjusted Beta 1.30 - Debt, not including CB's (RMB mn) 114
Market risk premium 12.22% - Minority Interest (RMB mn) 16
Cost of Equity 17.84% + Cash & Equivalents (RMB mn) 1,157
Total NAV (RMB mn) 16,530
Borrowing interest rate 4.0%
Effective tax rate 36.3% ADR Outstanding (fully diluted, as at 2014 year end, mn) 46.7
Cost of Debt 2.5% NAV per share (RMB) 353.89 &
US$:RMB 6.23 ;
Historical Average E/ (D+E) 72% NAV per ADR (US$) 56.80 S
Historical Average D/ (D+E) 28% =
WACC 13.58% =
Source: Bloomberg, Guotai Junan International. :
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Financial Statements and Ratios

Income Statement

Year end Dec. (RMB m) 2012A 2013A 2014F 2015F 2016F
Leased-and-operated hotels 5,165 5,587 5,810 6,133 6,453
Franchised-and-managed hotels 605 765 969 1,173 1,380
Total Gross Revenue 5,770 6,353 6,779 7,305 7,833
Business tax (353) (392) (421) (450) (482)
Net revenue 5,416 5,961 6,358 6,856 7,350
L&O hotel operating costs (4,642) (4,867) (5,087) (5,483) (5,778)
F&M hotel personnel costs (125) (157) (211) (251) (296)
Hotel income 649 937 1,060 1,121 1,277
Sales & marketing (77) (110) (126) (143) (153)
G&A (315) (313) (331) (360) (386)
Other income 17 11 23 17 17
Operating Income 274 525 626 635 754
Interest expense (108) (48) (44) (44) (44)
Non-operating income & gains (53) (74) 75 53 53
Income before tax 114 403 656 644 764
Income tax (136) (207) (238) (247) (293)
Minority interests (4) 0 (6) (7) (7)
Net Income attributable to shareholders (27) 196 412 390 464
Gain (loss) on change in fair value of convertible (87) (133) 50 0 0
Early extinguishment of Term Loan 0 (42) 0 0 0
FX gain/(loss), net 0 50 (15) 0 0
MOTEL 168 acquisition & integration expenses (97) (15) 0 0 0
Core Net Income 157 337 377 390 464
EBITDA 851 1,166 1,475 1,551 1,712
Core EBITDA 1,035 1,306 1,440 1,551 1,712
Earnings per ADR

-Basic (RMB) (0.580) 4.235 8.631 8.205 9.653
-Diluted (RMB) (0.580) 4.201 7.061 8.073 9.518
Core earnings per ADR

-Basic (RMB) 3.535 7.227 8.047 8.343 9.790
-Diluted (RMB) 3.348 7.016 7.943 8.209 9.653
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Balance Sheet

As at 31 December (RMB m) 2012A 2013A 2014F 2015F 2016F
Cash and equivalent 663 1,157 1,098 1,363 1,641
Restricted Cash 206 173 174 174 174
Inventories 42 41 41 44 47
Receivables 278 287 327 352 378
Deferred tax assets 80 79 91 94 112
Current assets 1,268 1,737 1,731 2,028 2,351
Affiliate investments 7 6 6 6 6
P&E 3,847 4,049 4,403 4,707 4,969
Goodwill & intangibles 3,404 3,367 3,473 3,473 3,473
Other 117 86 95 102 110
Deferred tax assets 311 408 680 705 836
Non-current assets 7,686 7,916 8,656 8,993 9,393
Total assets 8,954 9,653 10,387 11,020 11,744
Payables & Accruals 1,498 1,577 1,692 1,783 1,900
Borrowings 13 0 73 73 73
Deferred tax liability 29 52 64 67 71
Deferred revenue 203 203 237 256 274
Current liabilities 1,743 1,832 2,066 2,179 2,318
Borrowings 735 713 720 720 720
Convertible notes 1,067 1,157 1,117 1,117 1,117
Deferred revenue 45 54 58 62 67
Deferred tax liability 288 284 291 291 291
Deposits 91 115 151 181 211
Deferred rental 632 691 714 754 793
Other 383 358 322 289 256
Non-current Liabilities 3,241 3,373 3,372 3,414 3,455
Total liabilities 4,984 5,205 5,438 5,592 5,773
Total equity 3,970 4,448 4,949 5,428 5,971
Minority interest 12 16 14 11 9
Shareholders' equity 3,957 4,431 4,935 5,416 5,962
BV per ADR (RMB) 87.163 95.632 103.867 113.907 124.077
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Cash Flow Statement

Year end Dec. (RMB m) 2012A 2013A 2014F 2015F 2016F
Income after tax (23) 196 418 397 471
Depreciation. and amortization 677 714 781 869 911
Other non cash, net 58 70 (214) 86 (13)
Increase (decrease) in WC 36 197 161 147 174
Cash from operations 748 1,177 1,145 1,499 1,543
PP&E, net (929) (889) (989) (1,089) (1,089)
Acquisitions (69) (69) (69) (69) (69)
Other 4 “4) 4 4 4
Cash from investing (1,002) (962) (1,062) (1,162) (1,162)
New shares proceeds 27 129 106 91 81
Convertible bond (112) 0 0 0 0
Net borrowings (761) (35) 80 0 0
Other (18) 184 (327) (163) (184)
Cash from financing (864) 279 (141) (72) (102)
Effect of X-rate (5) 0 0 0 0
Net increase in cash (1,123) 494 (58) 265 278
Cash at 1 Jan. 1,786 663 1,157 1,098 1,363
Cash at 31 Dec. 663 1,157 1,098 1,363 1,641
Ratios

2012A 2013A 2014F 2015F 2016F
Margins:
L&O hotels hotel income (excluding pre-open expense) 6.0% 8.1% 7.4% 5.6% 5.5%
L&O hotels hotel income (including pre-open expense) 4.0% 6.7% 6.2% 4.4% 4.3%
Hotel income (excluding pre-open expense) 13.1% 16.0% 16.6% 16.3% 17.3%
Hotel income (including pre-open expense) 12.0% 15.7% 16.7% 16.4% 17.4%
Operating 4.7% 8.3% 9.2% 8.7% 9.6%
Net income -0.5% 3.1% 6.1% 5.3% 5.9%
Core net income 2.7% 5.3% 5.6% 5.3% 5.9%
EBITDA 14.7% 18.3% 21.8% 21.2% 21.9%
Core EBITDA 17.9% 20.6% 21.2% 21.2% 21.9%
Return:
ROE -0.7% 4.7% 8.8% 7.5% 8.2%
ROA -0.3% 2.1% 4.1% 3.6% 4.1%
Leverage & liquidity:
Net gearing (%) 29.3% 17.0% 17.3% 10.6% 4.7%
Debt/equity (%) 45.7% 42.1% 38.6% 35.2% 32.0%
Current ratio (x) 0.7 0.9 0.8 0.9 1.0

Source: the Company, Guotai Junan International.
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Appendix

Appendix Table 1: Key Parameters & Forecasts (Quarterly)

RMB million 1Q14 2Q14 3Q14 4Q14 1Q15 2Q15 3Q15 4Q15
L&O hotels revenue 1,279 1,459 1,610 1,461 1,358 1,539 1,696 1,541
F&M hotels revenue 193 239 280 256 244 297 326 306
Gross Revenue 1,472 1,699 1,890 1,717 1,602 1,835 2,021 1,847
Business tax & surcharges (94) (105) (116) (106) (99) (113) (124) (114)
Net revenue 1,378 1,594 1,774 1,611 1,503 1,722 1,897 1,733
Total L&O hotel operating costs (1,212) (1,217) (1,339) (1,319) (1,283) (1,360) (1,445) (1,395)
Total operating expenses (1,346) (1,387) (1,529) (1,492) (1,446) (1,550) (1,654) (1,587)
% of total revenue 91.4% 81.6% 80.9% 86.9% 90.3% 84.5% 81.8% 85.9%
Other income 1 4 4 4 4 4 4 4
Operating Income 42 211 249 123 61 176 247 150
Interest expense (12) (11) (11) (11) (11) (12) (12) (1)
Other 69 (23) 12 12 12 12 12 12
Tax (25) (68) (96) (48) (24) (69) (96) (58)
Net Income 75 108 153 76 38 108 152 92
YoY -486.2% 14.2% 41.7% 489.1% -49.8% 0.2% -0.6% 21.7%
Core Net Income 7 146 155 77 39 110 154 94
YoY -154.4% 24.6% -3.2% 7.2% 493.1% -24.4% -0.6% 21.3%
Earnings/ADR, Basic (RMB) 1.58 2.27 3.19 1.59 0.79 2.28 3.20 1.93
Earnings/ADR, Diluted (RMB) 0.11 227 3.13 1.56 0.78 2.25 314 1.90
EBITDA 297 380 458 340 286 404 478 383
YoY 58.4% 9.1% 22.2% 33.3% -3.7% 6.2% 4.3% 12.8%
Core EBITDA 229 418 460 342 287 406 479 385
YoY 17.5% 12.7% 7.7% 8.7% 25.8% -3.0% 4.3% 12.7%
Income Margins

Operating margin 2.9% 12.4% 13.2% 7.2% 3.8% 9.6% 12.2% 8.1%
Net Income margin 5.1% 6.4% 8.1% 4.4% 2.3% 5.9% 7.5% 5.0%
Core Net Income margin 0.4% 8.6% 8.2% 4.5% 2.4% 6.0% 7.6% 5.1%
EBITDA margin 20.2% 22.4% 24.2% 19.8% 17.8% 22.0% 23.6% 20.7%
Core EBITDA margin 15.5% 24.6% 24.3% 19.9% 17.9% 22.1% 23.7% 20.8%

Source: the Company, Guotai Junan International.
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Company Rating Definition
The Benchmark: NASDAQ Composite Index
Time Horizon: 6 to 18 months

Rating Definition
Buy Relative Performance >15%;

or the fundamental outlook of the company or sector is favorable.
Accumulate Relative Performance is 5% to 15%;

or the fundamental outlook of the company or sector is favorable.

Neutral Relative Performance is -5% to 5%;
or the fundamental outlook of the company or sector is neutral.

Reduce Relative Performance is -5% to -15%;
or the fundamental outlook of the company or sector is unfavorable.

Sell Relative Performance <-15%;
or the fundamental outlook of the company or sector is unfavorable.

Sector Rating Definition
The Benchmark: NASDAQ Composite Index
Time Horizon: 6 to 18 months

Rating Definition

Outperform Relative Performance >5%;
or the fundamental outlook of the sector is favorable.

Neutral Relative Performance is -5% to 5%;
or the fundamental outlook of the sector is neutral.

Underperform Relative Performance <-5%;
or the fundamental outlook of the sector is unfavorable.

DISCLOSURE OF INTERESTS

(1) The Analysts and their associates do not serve as an officer of the issuer mentioned in this Research Report.

(2) The Analysts and their associates do not have any financial interests in relation to the issuer mentioned in this Research Report.

(3) Except for Shandong Chenming Paper Holdings Limited-H shares (01812), China All Access (Holdings) Limited (00633) and China
U-Ton Holdings Limited (06168), Guotai Junan and its group companies do not hold equal to or more than 1% of the market
capitalization of the issuer mentioned in this Research Report.

(4) Guotai Junan and its group companies have not had investment banking relationships with the issuer mentioned in this Research Report
within the preceding 12 months.

DISCLAIMER

This Research Report does not constitute an invitation or offer to acquire, purchase or subscribe for securities by Guotai Junan Securities
(Hong Kong) Limited ("Guotai Junan®). Guotai Junan and its group companies may do business that relates to companies covered in
research reports, including investment banking, investment services and etc. (for example, the placing agent, lead manager, sponsor,
underwriter or invest proprietarily).

Any opinions expressed in this report may differ or be contrary to opinions or investment strategies expressed orally or in written form by sales
persons, dealers and other professional executives of Guotai Junan group of companies. Any opinions expressed in this report may differ or
be contrary to opinions or investment decisions made by the asset management and investment banking groups of Guotai Junan.

Though best effort has been made to ensure the accuracy of the information and data contained in this Research Report, Guotai Junan does
not guarantee the accuracy and completeness of the information and data herein. This Research Report may contain some forward-looking
estimates and forecasts derived from the assumptions of the future political and economic conditions with inherently unpredictable and
mutable situation, so uncertainty may contain. Investors should understand and comprehend the investment objectives and its related risks,
and where necessary consult their own financial advisers prior to any investment decision.

This Research Report is not directed at, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located
in any jurisdiction where such distribution, publication, availability or use would be contrary to applicable law or regulation or which would
subject Guotai Junan and its group companies to any registration or licensing requirement within such jurisdiction.

© 2014 Guotai Junan Securities (Hong Kong) Limited. All Rights Reserved.

27/F., Low Block, Grand Millennium Plaza, 181 Queen’s Road Central, Hong Kong.
Tel.: (852) 2509-9118 Fax: (852) 2509-7793

Website: www.gtja.com.hk
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