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Hotel Shilla

(008770 KS)

Another new era

Historical turning points: 2007, 2013, and now 2018

We believe 2018 will mark another turning point in the history of Hotel Shilla. In 2007,
the company won its first Incheon International Airport (IIA) duty-free concession,
setting the stage for the rapid expansion of its duty-free business. In 2013, the
company overhauled its hotel business and advanced into the overseas duty-free
market, securing new sources of growth.

In 2018, we believe Hotel Shilla’s long-running efforts and strategies will finally bear
fruit. As the dominant cosmetics/perfume retailer in Asia’'s major airport duty-free
markets (Korea, Hong Kong, and Singapore), we think the company will begin to see a
meaningful upgrade in its bargaining power over the medium and long term.

Because of the unusually large domestic duty-free market, the portfolios of major
Korean duty-free operators tend to be much less regionally diversified than those of
global competitors relative to their revenue size. This, in turn, has led to chronic cost
inefficiencies at domestic companies. Hotel Shilla, however, has successfully ventured
overseas since 2013, making new history within Asia's travel retail industry. Looking
ahead, we expect Hotel Shilla to solidify its position as a major global retailer in terms
of revenue as well as quality.

Domestic profit structure to begin normalizing in 2H18

Amid the recent news flows pointing to improving relations between Korea and China,
expectations are rising for a potential resumption in inbound travel growth. However,
considering recent monthly Chinese tourist arrivals (which have remained at the 2013
off-season level of around 300,000 through January) and the lead times for package
tour products (a key component of Korea-China travel demand), we think demand will
meaningfully pick up only after 1H18.

Once inbound travel demand returns to normal, we believe the biggest positive will be
profit structure normalization. In the absence of normal travel demand, Chinese
resellers, which generate higher spend per person, have picked up some of the slack.
However, this has had a negative impact on margins due to the domestic business
structure, under which higher purchases lead to higher discounts. Despite being Asia’s
second-largest operator, Hotel Shilla’s domestic duty-free OP margin was just 3.0% in
2017, even lower than the 4.1% recorded in 2016, when the market sharply
deteriorated due to policy-related factors. We expect underlying profits to improve in
2H18 as traffic returns to normal.

Airport duty-free business should reflect traffic; Raise TP to W140,000

In 2018, we forecast airports to account for 43% of Hotel Shilla’s consolidated duty-free
revenue. Notably, we believe 2018 will mark the first time overseas airport operations
overtake domestic airport operations in terms of revenue. Airport duty-free shops play
a critical role in capturing tourist traffic and enhancing bargaining power over brands.
To reflect the value of this traffic, we have changed our valuation of the airport duty-
free business to a P/S metric. We raise our SOTP-derived target price on Hotel Shilla by
27.3% to W140,000 (from W110,000). We continue to recommend the stock as our top
pick in duty-free/cosmetics.

FY (Dec.) 12/15 12/16 12/17 12/18F 12/19F 12/20F
Revenue (Wbn) 3,252 3,715 4,011 5,025 5,468 6,002
OP (Wbn) 77 79 73 161 223 238
OP margin (%) 24 21 18 32 4.1 4.0
NP (Wbn) 18 28 25 87 139 180
EPS (W) 462 696 632 2,176 3,463 4,504
ROE (%) 25 40 38 124 172 19.0
P/E (x) 167.3 69.2 1343 41.3 26.0 20.0
P/B (x) 4.1 25 44 43 37 32
Dividend yield (%) 0.5 0.7 04 04 04 04

Note: All figures are based on consolidated K-IFRS; NP refers to net profit attributable to controlling interests

Source: Company data, Mirae Asset Daewoo Research estimates

Analysts who prepared this report are registered as research analysts in Korea but not in any other jurisdiction, induding the U.S.
PLEASE SEE ANALYST CERTIFICATIONS AND IMPORTANT DISCLOSURES & DISCLAIMERS IN APPENDIX 1 AT THE END OF REPORT.
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I. Investment points: Robust competitiveness

Historical turning points: 2007, 2013, and now 2018

We believe 2018 will mark another turning point in the history of Hotel Shilla. In 2007, the
company won its first IIA duty-free shop concession, setting the stage for the rapid
expansion of its duty-free business. (Market share increased from 11% in 2007 to 28% in
2011.) In 2013, the company overhauled its hotel business and advanced into the overseas
duty-free market, securing new sources of growth. In 2018, we believe Hotel Shilla’s long-
running efforts and strategies will finally bear fruit. As the dominant cosmetics/perfume
retailer in Asia’s major airport duty-free markets (Korea, Hong Kong, and Singapore), we
think the company will begin to see a meaningful upgrade in bargaining power over the
medium and long term.

Because of the unusually large domestic duty-free market, the portfolios of major Korean
duty-free operators tend to be much less geographically diversified than those of global
competitors relative to their revenue size. This, in turn, has led to chronic cost inefficiencies
at domestic companies. Hotel Shilla, however, has successfully ventured overseas since
2013, and we believe the company will further solidify its position as a major global retailer
in terms of revenue as well as quality.

Figure 1. Korea's duty-free revenue and growth: Portfolio diversification after winning IIA
duty-free concession in 2007
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Source: Company data, Mirae Asset Daewoo Research

Figure 2. Domestic duty-free M/S breakdown in 2007 Figure 3. Domestic duty-free M/S breakdown in 2011
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Easing external risks supportive of profit structure normalization

1) Chinese resellers making up for the absence of normal inbound demand

Despite heightened geopolitical headwinds since March 2017 and the resulting dissipation

of Chinese inbound travel demand, the domestic duty-free market has managed to grow
thanks to Chinese resellers (daigou). We believe this is because the domestic duty-free

market has built a good reputation among Chinese shoppers for its differentiated

merchandising and price competitiveness during the post-2013 rapid growth phase for

Chinese travel.

Contrary to popular belief, Chinese resellers are a relatively new customer group that only
began to emerge in late 2016.

In October 2016, the Chinese government began tightening regulations on cheap package
tours. Among China’s top three travel destinations (outside of Greater China), this took a
direct toll on Korea and Thailand, while Japan was less affected due to its higher share of
free independent travelers. (Chinese inbound tourist growth in October 2016 was +4.7% YoY
for Korea, -16.2% YoY for Thailand, and +13.6% YoY for Japan.) In other words, Chinese

inbound travel to Korea started softening even before the Chinese government introduced
travel restrictions in the wake of the THAAD dispute in March 2017.

We believe Chinese tourists' experience with Korean duty-free shops during the initial rapid

growth of inbound travel helped them recognize the appeal of the domestic duty-free

channel relative to other regional retail channels. Demand for the Korean duty-free channel

has been left unmet since late 2016 due to market regulations, increasing the need for
resellers. This, in turn, has led to a sharp increase in purchases by Chinese resellers, as

evidenced in the wide gap between foreign customer traffic (-26.8% YoY) and average spend
per foreign customer (+69.0% YoY) of the domestic duty-free market in 2017.

Figure 4. Gap between foreign customer traffic and revenue
has widened since 2017

Figure 5. Average spend per foreign customer continues to
grow
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2) Current profit structure remains severely impaired

Because of its reliance on traveler traffic, the domestic duty-free industry is constantly
exposed to volatility in its consumer base. In the longer run, sustaining and expanding
tourist traffic will be more critical to the business than securing short-term margins. Thus,
when customer traffic drops sharply, many duty-free operators respond by ramping up
discounts and promotions to minimize potential customer losses.

In addition, sales to Chinese resellers, which have made up for revenue losses resulting
from the decline in travel demand since March 2017, are far less profitable than sales to
regular tourists due to their higher spend per person. Indeed, domestic duty-free operators
generally offer higher discounts in line with shoppers’ ticket sizes (unlike traditional
retailers).

Thus, once inbound travel demand returns to normal, we believe the biggest positive for
Hotel Shilla will be the normalization of its profit structure. Under the current margin
structure, the company is making very thin profits and only by saving travel agent
commissions (which became unduly high after 2015). In 2017, Hotel Shilla’s domestic duty-
free OP margin was just 3.0%, even lower than the 4.1% recorded in 2016, when the market
sharply deteriorated due to policy-related factors. Such levels are inexplicably low for a
company that is Asia’s second-largest (and the world’s fifth-largest) duty-free operator. As
traffic returns to normal in 2H18, we expect underlying profits to improve.

Figure 6. Hotel Shilla's domestic duty-free revenue and OP margin
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Source: Company data, Mirae Asset Daewoo Research

Figure 7. Hotel Shilla’s downtown duty-free commissions and % of downtown duty-free
revenue
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Presences in Asia’s three major airports - Access to 200mn travelers

We believe Hotel Shilla is making new history within Asia’s travel retail industry. While Korea
and several other Asian countries have unusually well-established downtown duty-free shop
models (compared to the lack of inbound travel infrastructure), airport operations are what
form the foundation of the global duty-free industry.

Duty-free operators in Europe and the US enjoy a structural advantage because of the
abundance of brands in those regions. Indeed, the global duty-free market has been
dominated by developed market companies with superior geographical reach and brand
sourcing capabilities. And in a largely stagnant market, duty-free operators moving into new
regions have to take share from existing players.

Because the growth of Korean duty-free companies was primarily driven by domestic
demand up until 2012, their geographical/customer portfolios remained under-diversified
relative to their revenue size. And venturing into overseas markets was considered a
challenging task for many domestic duty-free operators. However, as Chinese travelers
became more prominent in the global market, Korean duty-free operators began to gain
attention for their unique omni-channel approach and merchandising capabilities (which
were better suited to Asian consumers). And since 2013, the active participation of the top
two domestic operators in overseas bids has shed light on their potential in the global
market.

Hotel Shilla started to make meaningful progress overseas after winning the bid for
cosmetics/perfume concessions at Singapore’'s Changi Airport (which began operations in
April 2013). In the four years since then, it has gone on to establish a solid track record and
reputation overseas, which we believe played a critical part in the company winning duty-
free concessions in Hong Kong International Airport (cosmetics/perfume) and IIA Terminal 2
bids last year.

All'in all, Hotel Shilla has made significant advances in the global market, gaining access to
200mn travelers in the region through its presence in Asia's three major international
airports.

While the profit contribution of international airports is minimal due to their high rental
costs, we believe continued revenue growth potential should take precedence over short-
term profits, given the importance of sourcing and merchandising capabilities in the duty-
free business. We think purchasing volume expansion and geographic diversification will
ultimately enhance the company's bargaining power over brands, leading to fundamental
cost efficiencies. In the long run, we believe the benefits of cost improvements will far
outweigh the increase in SG&A expenses.

Figure 8. Passenger traffic of IIA, Changi Airport, and Hong Kong International Airport
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Figure 9. IIA passenger traffic and growth

(mn persons) (%)
B IIA passenger traffic (L) ~ ====YoY (R) 12
60

1 14
45

17
30

10
15 F
0 L L 1 1 1 1 1 1 1 7

08 09 10 11 12 13 14 15 16 17

Source: IIAC, Mirae Asset Daewoo Research

Figure 10. Hotel Shilla’s traffic in cosmetics/perfume category (IIA, Changi Airport, and Hong
Kong International Airport)
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Table 1. Inbound/outbound traffic

Hotel Shilla

('000 persons, %)

10 1 12 13 14 15 16 17 18F 19F
Outbound traffic 12488 12,694 13737 14846 16,108 19310 22,383 2649 29900 32,308
(%, YoY) 315 16 82 8.1 85 199 159 184 12.8 8.1
Inbound traffic 8798 9795 11,140 12176 14202 13232 17242 13336 16,585 19,009
(%, YoY) 125 1.3 137 9.3 16.6 6.8 30.3 227 244 146
Japan 3023 3289 3519 2748 2280 1,838 2298 2311 2473 2597
(%, YoY) -1.0 838 7.0 219 -17.0 -194 25.0 0.6 7.0 50
China 1875 2220 2837 4327 6,127 5984 8068 4168 6673 8337
(%, YoY) 39.7 184 27.8 525 41.6 23 34.8 -483 60.1 249
Americas 814 827 876 856 974 974 1,083 1,117 1173 1,232
(%, YoY) 83 17 59 23 138 0.0 1.2 31 50 50
Europe 646 681 717 768 849 806 943 936 983 1,032
(%, YoY) 8.0 5.5 53 71 105 5.0 16.9 0.7 50 50
Other 2440 2777 3191 3477 3972 3629 4850 4803 5283 5811
(%, YoY) 177 138 149 9.0 142 -86 33.6 -1.0 10.0 10.0
[% by country]
Japan 344 33.6 31.6 226 16.1 139 133 173 149 137
China 213 22.7 255 35.5 431 45.2 46.8 313 40.2 439
Americas 9.3 84 79 7.0 6.9 74 6.3 84 71 6.5
Europe 73 7.0 6.4 6.3 6.0 6.1 5.5 7.0 59 54
Other 27.7 284 28.6 28.6 28.0 274 281 36.0 31.9 30.6
Source: KTO, Mirae Asset Daewoo Research
Figure 11. Chinese outbound travelers and % visiting Korea
(mn persons) (%)
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I1. Global duty-free market analysis

Market consolidation toward top-tiers accelerating

In duty-free retailing (direct sourcing), top-tiers have solidified their leadership as the
market has matured. In the global market, where growth is limited due to stagnant demand
in developed countries, the industry is evolving into an oligopoly at a rapid pace amid an
M&A wave.

Dufry (DUFN SW/CP: CHF129.9), which had ranked the third in the global duty-free retailing
market in 2011, took the top spot by acquiring Nuance (seventh place) in 2014, and World
Duty Free (fifth) in 2015. The previous top player, LVMH-controlled DFS Group fell to third in
2016 due to a slowdown in organic growth. Meanwhile, the world’s top 10 duty free
retailers’ contribution to the combined revenue of the top 25 players rose to 75.2% in 2016,
from 68.5% in 2011, suggesting that industry consolidation is accelerating toward leading
players.

Figure 12. Top 10 players’ contribution to combined revenue of top 25 players

(EURbn) (%)
50 Revenue of top 25 (L) 778
mmm Revenue of top 10 (L)
—0
10 L % of top 10 (R) 175
30 - 172
20 r 1 69
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Source: The Moodie Davitt Report, Mirae Asset Daewoo Research

Asian travel retailers performing well in the global market

We note other changes in the top 10 rankings. While Dufry claimed the top spot aided by
M&A-led growth, Lotte Duty Free and Hotel Shilla moved up to second and fifth,
respectively, backed by organic growth.

The strong performances of other Asian travel retailers also stand out. For example, King
Power International, Thailand's leading travel retail firm climbed from 12" in 2011 to
seventh in 2016. During the same period, Ever Rich (Taiwan) rose from 10" to ninth, while
Sunrise (China) jumped from 15" to 10™. We attribute the rises of Asian players despite the
global market slump to the full-fledged increase in outbound travel demand in China since
2012. Generally speaking, around 80% of outbound travel demand is concentrated around
nearby/neighboring countries. Notably, in China, the proportion of outbound travelers in
the total population remains below 10% (estimated at 9.2% in 2017), hinting at ample
growth potential in Asia over the longer term.

Mirae Asset Daewoo Research 8
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Table 2. Global top 10 in 2016 vs. 2011

Global top 10in 2011

Global top 10in 2016

Hotel Shilla

(EURMN, %)
Five-year
cumulative growth

© 0 N O U1 A W N =

10

DFS

LS Travel Retail
Dufry

Lotte Duty Free
Autogrill Travel Retail
Nuance

Dubai Duty Free
Shilla Duty Free
Gebr Heinemann
Ever Rich

2,850
2,300
2,168
1,930
1,821
1,535
1127
1,080
1,000

891

© 00 N OBl A W N =

10

Dufry

Lotte Duty Free

DFS Group
Lagardere Travel Retail
Shilla Duty Free

Gebr Heinemann

King Power International

Dubai Duty Free

Ever Rich
Sunrise

7,298
4,783
4,000
3,662
2910
2,900
2,003
1,758
1,643
1,520

237
148

40
101
169
190
142

56

84
195

Notes: Autogrill merged with World Duty Free in 2011; Lagardere Travel Retail acquired LS Travel Retail and Gerzon in 2013, and
The Paradies Shops in 2015
Source: The Moodie Davitt Report, Mirae Asset Daewoo Research

Figure 13. Top 10 duty-free operators’ revenue in 2016
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Source: The Moodie Davitt Report, Mirae Asset Daewoo Research

Figure 14. Chinese population and % of outbound travelers in total population
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Korean duty-free operators continue to fare well

Major Korean duty-free operators emerged as global players, thanks to their outstanding
competiveness, even before the Korean inbound travel market started to expand full swing.
Since 2013, companies with proven track records have delivered rapid growth, fueled by the
growth of Chinese inbound travel demand.

In particular, Korea's leading players, Hotel Lotte and Hotel Shilla, have continued to post
top-line growth despite the impact of the MERS outbreak in 2015, proving their superior
ability to defend against external shocks. Korean duty-free operators have attracted keen
attention, due to: 1) their long track records of buffering against external risks; and 2)
excellent product sourcing and marketing capabilities optimized for core customers.

In 2016, Shinsegae (004170 KS/Buy/TP: W370,000/CP: W329,000) entered the global top 25
duty-free operator list, thanks to the acquisition of a downtown (Seoul) duty-free license,
ranking 15™. The top three domestic players’ contribution to the top 25 operators’ combined
revenue climbed from 12.3% in 2011 to 19.6% in 2016. Given Korean players’ strengthened
competitiveness, their growth momentum will likely pick up in the event of a resumption in
Chinese inbound travel growth.

Figure 15. Top three Korean players’ contribution to combined revenue of top 25 players

(EURbN) (%)
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Source: The Moodie Davitt Report, Mirae Asset Daewoo Research
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I1. Valuation

Raise TP to W140,000 following revaluation of airport duty-free business

We believe the duty-free business can be compared to online retailing. In both areas, the
customer base is highly volatile, and merchandising plays a key role in determining a
company's competitive strength. That said, Korea's downtown duty-free shops are an
exception, as they are based on a unique business model that relies on attracting customer
traffic artificially.

For airport concessions (a purer form of the duty-free business model), it is difficult to
become profitable during the initial stages of operation. Once sufficient traffic is secured,
however, profit margins can gradually improve over the medium and long term, supported
by increasing scale effects and cost efficiency outpacing SG&A expenses. When valuing
Hotel Shilla’s airport duty-free business using a P/S valuation, which is commonly used to
value online retailers making losses during initial operation, we arrived at a corporate value
of roughly W2tr based on a minimum P/S ratio of 1x.

We think the long-term contribution of the airport duty-free business is a critical component
that must be reflected in the company’s valuation. Based on this new perspective, we have
valued Hotel Shilla’'s downtown business and airport business separately, applying 23x P/E
(unchanged) to our 2018F net profit for the former and 1x P/S for the latter.

Reflecting this change, we raise our target price on Hotel Shilla by 27% to W140,000 (from
W110,000). We maintain our Buy rating and continue to recommend the stock as our top
pick in duty-free/cosmetics.

Table 3. SOTP valuation (Wbn, %)
Valuation Fair multiple  Fair value Notes
1. Duty-free
Downtown P/E 230 3,137 20% discount to peak multiple
Airport P/S 1.0 1,955 Based on 2018F sales of three largest airport operations
2. Hotel/leisure P/E 216 396 20% discount to global peer multiple
Total value 5,488
Total shares outstanding 39,248
Value per share 140,000
Current share price (3/15/17) 89,900
Upside (%) 56

Source: Mirae Asset Daewoo Research estimates

Mirae Asset Daewoo Research 11
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Global peer valuation

Hotel Shilla

Table 4. Global peer valuation comparison (Wbn, %, X)
Revenue Operating profit Net profit
17 18F 19F 17 18F 19F 17 18F 19F
Hotel Shilla 4,011 4,999 5,612 73 167 238 25 104 158
Dufry 9,378 9,872 10,376 508 587 688 96 235 334
Amazon 201,107 248,367 301,769 4,643 6,653 11,666 3,429 4,378 8,120
Best Buy 47,218 44235 45591 2,065 2,013 2117 1,120 1,519 1,558
Rakuten 9,523 10,679 11,932 1,506 1,296 1,449 1,115 767 884
JD.com 60678 79076 99274 -140 444 1,360 -25 559 1,277
Vipshop 12,210 15,336 19,167 451 690 912 326 449 650
Zalando 5,731 7,225 8,769 239 331 439 132 193 256
MercadoLibre 1,581 2,205 3142 64 124 242 16 114 199
P/E P/S ROE
17 18F 19F 17 18F 19F 17 18F 19F
Hotel Shilla 1273 339 222 0.8 0.7 0.6 37 14.2 185
Dufry 17.7 15.7 13.8 09 09 0.8 139 6.5 84
Amazon 256.6 94.8 63.4 32 33 27 129 132 174
Best Buy 16.1 14.5 135 0.5 0.5 0.5 24.0 40.1 51.9
Rakuten 129 164 14.2 15 1.2 1.1 16.2 104 10.9
JD.com 0.0 56.7 373 1.1 09 0.7 04 6.2 119
Vipshop 238 21.0 15.9 0.6 0.8 0.6 19.5 203 219
Zalando 105.0 76.7 58.8 24 2.1 1.7 7.0 93 114
MercadoLibre 197.1 179.0 105.6 9.9 87 6.1 37 19.5 288
Source: Bloomberg consensus
Figure 16. Annual earnings and P/S multiple for Amazon (AMZN US/CP: US$1,591)
(Wir) (x)
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Source: Bloomberg, Mirae Asset Daewoo Research
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Hotel Shilla (008770 KS/Buy/TP: W140,000)

Comprehensive Income Statement (Summarized)

Hotel Shilla

Statement of Financial Condition (Summarized)

(Wbn) 12/17 12/18F 12/19F  12/20F (Wbn) 12/17  12/18F  12/19F  12/20F
Revenue 4,011 5025 5468 6,002 Current Assets 1,198 1,385 1,615 1,856
Cost of Sales 2363 2706 2875 3,172 Cash and Cash Equivalents 474 489 523 621
Gross Profit 1648 2319 2593 2830 AR & Other Receivables 160 207 256 283
SG&A Expenses 1576 2159 2371 2,592 Inventories 500 584 M 817
Operating Profit (Adj) 73 161 223 238 Other Current Assets 64 105 125 135
Operating Profit 73 161 223 238 Non-Current Assets 1,051 1,142 1,222 1,273
Non-Operating Profit -28 24 -12 25 Investments in Associates 33 40 46 49
Net Financial Income -15 17 17 -19 Property, Plant and Equipment 693 716 740 756
Net Gain from Invin Associates 0 21 35 36 Intangible Assets 44 51 56 60
Pretax Profit 45 137 211 263 Total Assets 2,250 2,527 2,838 3,130
Income Tax 19 50 72 83 Current Liabilities 910 1,059 1,190 1,263
Profit from Continuing Operations 25 87 139 180 AP & Other Payables 322 383 439 472
Profit from Discontinued Operations 0 0 0 0 Short-Term Financial Liabilities 222 232 242 242
Net Profit 25 87 139 180 Other Current Liabilities 366 444 509 549
Controlling Interests 25 87 139 180 Non-Current Liabilities 672 727 781 833
Non-Controlling Interests 0 0 0 0 Long-Term Financial Liabilities 649 699 749 799
Total Comprehensive Profit 19 87 139 180 Other Non-Current Liabilities 23 28 32 34
Controlling Interests 19 87 139 181 Total Liabilities 1,582 1,785 1,970 2,096
Non-Controlling Interests 0 0 -1 -1 Controlling Interests 667 M 866 1,033
EBITDA 145 231 298 318 Capital Stock 200 200 200 200
FCF (Free Cash Flow) 142 78 78 133 Capital Surplus 197 197 197 197
EBITDA Margin (%) 36 46 54 53 Retained Earnings 382 455 581 747
Operating Profit Margin (%) 1.8 32 41 40 Non-Controlling Interests 1 1 1 1
Net Profit Margin (%) 0.6 17 25 30 Stockholders' Equity 668 742 867 1,034
Cash Flows (Summarized) Forecasts/Valuations (Summarized)
(Wbn) 12/17  12/18F  12/19F  12/20F 12/17  12/18F  12/19F  12/20F
Cash Flows from Op Activities 207 158 173 223 P/E (x) 1343 413 26.0 20.0
Net Profit 25 87 139 180 P/CF (x) 218 16.0 11.8 9.9
Non-Cash Income and Expense 130 138 166 182 P/B (x) 44 43 37 32
Depreciation 58 57 61 64 EV/EBITDA (x) 26.0 17.3 13.5 125
Amortization 13 13 15 16 EPS (W) 632 2,176 3,463 4,504
Others 59 68 90 102 CFPS (W) 3,889 5,626 7,602 9,059
Chg in Working Capital 66 -28 -70 -67 BPS (W) 19,299 21,142 24274 28446
Chg in AR & Other Receivables 40 -26 33 -18 DPS (W) 350 350 350 350
Chg in Inventories -35 -84 127 -106 Payout ratio (%) 51.4 14.9 9.4 72
Chgin AP & Other Payables 70 57 48 29 Dividend Yield (%) 04 04 04 04
Income Tax Paid -21 -50 -72 -83 Revenue Growth (%) 8.0 253 8.8 9.8
Cash Flows from Inv Activities -162 -155 -151 -128 EBITDA Growth (%) -5.2 59.3 29.0 6.7
Chg in PP&E -60 -80 -85 -80 Operating Profit Growth (%) 76 120.5 385 6.7
Chg in Intangible Assets 1 -20 -20 -20 EPS Growth (%) 92 2443 59.1 30.1
Chg in Financial Assets -88 -55 -46 -28 Accounts Receivable Turnover (x) 1.1 55.9 459 416
Others -15 0 0 0 Inventory Turnover (x) 83 9.3 84 79
Cash Flows from Fin Activities 85 19 18 6 Accounts Payable Turnover (x) 9.9 9.0 8.1 8.1
Chg in Financial Liabilities 119 60 60 50 ROA (%) 1.2 36 52 6.0
Chg in Equity 0 0 0 0 ROE (%) 3.8 124 17.2 19.0
Dividends Paid -13 -13 -13 -13 ROIC (%) 49 124 16.0 16.1
Others 21 -28 29 31 Liability to Equity Ratio (%) 236.7 240.7 227.2 202.7
Increase (Decrease) in Cash 128 15 34 98 Current Ratio (%) 131.7 1309 135.8 147.0
Beginning Balance 347 474 489 523 Net Debt to Equity Ratio (%) 58.7 58.8 53.2 40.0
Ending Balance 474 489 523 621 Interest Coverage Ratio (x) 33 5.9 7.8 79

Source: Company data, Mirae Asset Daewoo Research estimates
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APPENDIX 1

Important Disclosures & Disclaimers

2-Year Rating and Target Price History

Company (Code) Date Rating Target Price
Hotel Shilla (008770) 03152018  Buy 140000 | o Hotel Shilla
12/04/2017 Buy 110,000 Y
10/29/2017 Buy 98,000 150,000
07/25/2017 Buy 85,000
05/01/2017 Buy 75,000 100,000
01/19/2017 Buy 62,000
50,000
10/17/2016 Buy 96,000
07/13/2016 Buy 110,000 0 .
04/17/2016 Buy 140,000 Mar 16 Mar 17 Mar 18
11/30/2015 Buy 174,000
Stock Ratings Industry Ratings
Buy : Relative performance of 20% or greater Overweight  :Fundamentals are favorable or improving
Trading Buy : Relative performance of 10% or greater, but with volatility Neutral : Fundamentals are steady without any material changes
Hold : Relative performance of -10% and 10% Underweight : Fundamentals are unfavorable or worsening
Sell : Relative performance of -10%

Ratings and Target Price History (Share price (—), Target price (=), Not covered (m), Buy (4 ), Trading Buy (m), Hold (), Sell (¢))

* Our investment rating is a guide to the relative return of the stock versus the market over the next 12 months.

* Although it is not part of the official ratings at Mirae Asset Daewoo Co., Ltd., we may call a trading opportunity in case there is a technical or short-term material
development.

* The target price was determined by the research analyst through valuation methods discussed in this report, in part based on the analyst's estimate of future
earnings.

* The achievement of the target price may be impeded by risks related to the subject securities and companies, as well as general market and economic
conditions.

Equity Ratings Distribution & Investment Banking Services

Buy Trading Buy Hold Sell
Equity Ratings Distribution 75.50% 16.00% 8.50% 0.00%
Investment Banking Services 62.50% 33.33% 4.17% 0.00%

* Based on recommendations in the last 12-months (as of December 31, 2017)

Disclosures
As of the publication date, Mirae Asset Daewoo Co., Ltd. has acted as a liquidity provider for equity-linked warrants backed by shares of Hotel Shilla as an underlying
asset, and other than this, Mirae Asset Daewoo has no other special interests in the covered companies.

Analyst Certification

The research analysts who prepared this report (the “Analysts”) are registered with the Korea Financial Investment Association and are subject to Korean
securities regulations. They are neither registered as research analysts in any other jurisdiction nor subject to the laws or regulations thereof. Each Analyst
responsible for the preparation of this report certifies that (i) all views expressed in this report accurately reflect the personal views of the Analyst about
any and all of the issuers and securities named in this report and (ii) no part of the compensation of the Analyst was, is, or will be directly or indirectly
related to the specific recommendations or views contained in this report. Mirae Asset Daewoo Co., Ltd. (“Mirae Asset Daewoo") policy prohibits its Analysts
and members of their households from owning securities of any company in the Analyst's area of coverage, and the Analysts do not serve as an officer,
director or advisory board member of the subject companies. Except as otherwise specified herein, the Analysts have not received any compensation or
any other benefits from the subject companies in the past 12 months and have not been promised the same in connection with this report. Like all
employees of Mirae Asset Daewoo, the Analysts receive compensation that is determined by overall firm profitability, which includes revenues from,
among other business units, the institutional equities, investment banking, proprietary trading and private client division. At the time of publication of this
report, the Analysts do not know or have reason to know of any actual, material conflict of interest of the Analyst or Mirae Asset Daewoo except as
otherwise stated herein.

Disclaimers

This report was prepared by Mirae Asset Daewoo, a broker-dealer registered in the Republic of Korea and a member of the Korea Exchange. Information
and opinions contained herein have been compiled in good faith and from sources believed to be reliable, but such information has not been
independently verified and Mirae Asset Daewoo makes no guarantee, representation or warranty, express or implied, as to the fairness, accuracy,
completeness or correctness of the information and opinions contained herein or of any translation into English from the Korean language. In case of an
English translation of a report prepared in the Korean language, the original Korean language report may have been made available to investors in
advance of this report.

The intended recipients of this report are sophisticated institutional investors who have substantial knowledge of the local business environment, its
common practices, laws and accounting principles and no person whose receipt or use of this report would violate any laws or regulations or subject Mirae
Asset Daewoo or any of its affiliates to registration or licensing requirements in any jurisdiction shall receive or make any use hereof.

This report is for general information purposes only and it is not and shall not be construed as an offer or a solicitation of an offer to effect transactions in
any securities or other financial instruments. The report does not constitute investment advice to any person and such person shall not be treated as a
client of Mirae Asset Daewoo by virtue of receiving this report. This report does not take into account the particular investment objectives, financial
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situations, or needs of individual clients. The report is not to be relied upon in substitution for the exercise of independent judgment. Information and
opinions contained herein are as of the date hereof and are subject to change without notice. The price and value of the investments referred to in this
report and the income from them may depreciate or appreciate, and investors may incur losses on investments. Past performance is not a guide to future
performance. Future returns are not guaranteed, and a loss of original capital may occur. Mirae Asset Daewoo, its affiliates and their directors, officers,
employees and agents do not accept any liability for any loss arising out of the use hereof.

Mirae Asset Daewoo may have issued other reports that are inconsistent with, and reach different conclusions from, the opinions presented in this report.
The reports may reflect different assumptions, views and analytical methods of the analysts who prepared them. Mirae Asset Daewoo may make
investment decisions that are inconsistent with the opinions and views expressed in this research report. Mirae Asset Daewoo, its affiliates and their
directors, officers, employees and agents may have long or short positions in any of the subject securities at any time and may make a purchase or sale, or
offer to make a purchase or sale, of any such securities or other financial instruments from time to time in the open market or otherwise, in each case
either as principals or agents. Mirae Asset Daewoo and its affiliates may have had, or may be expecting to enter into, business relationships with the
subject companies to provide investment banking, market-making or other financial services as are permitted under applicable laws and regulations.

No part of this document may be copied or reproduced in any manner or form or redistributed or published, in whole or in part, without the prior written
consent of Mirae Asset Daewoo.

Distribution

United Kingdom: This report is being distributed by Mirae Asset Securities (UK) Ltd. in the United Kingdom only to (i) investment professionals falling within
Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the “Order”), and (ii) high net worth companies and other
persons to whom it may lawfully be communicated, falling within Article 49(2)(A) to (E) of the Order (all such persons together being referred to as
“Relevant Persons”). This report is directed only at Relevant Persons. Any person who is not a Relevant Person should not act or rely on this report or any of
its contents.

United States: Mirae Asset Daewoo is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the
preparation of research reports and the independence of research analysts. This report is distributed in the U.S. by Mirae Asset Securities (USA) Inc., a
member of FINRA/SIPC, to “major U.S. institutional investors” in reliance on the exemption from registration provided by Rule 15a-6(b)(4) under the U.S.
Securities Exchange Act of 1934, as amended. All U.S. persons that receive this document by their acceptance hereof represent and warrant that they are a
major U.S. institutional investor and have not received this report under any express or implied understanding that they will direct commission income to
Mirae Asset Daewoo or its affiliates. Any U.S. recipient of this document wishing to effect a transaction in any securities discussed herein should contact
and place orders with Mirae Asset Securities (USA) Inc. Mirae Asset Securities (USA) Inc. accepts responsibility for the contents of this report in the U.S.,
subject to the terms hereof, to the extent that it is delivered to a U.S. person other than a major U.S. institutional investor. Under no circumstances should
any recipient of this research report effect any transaction to buy or sell securities or related financial instruments through Mirae Asset Daewoo. The
securities described in this report may not have been registered under the U.S. Securities Act of 1933, as amended, and, in such case, may not be offered
or sold in the U.S. or to U.S. persons absent registration or an applicable exemption from the registration requirements.

Hong Kong: This document has been approved for distribution in Hong Kong by Mirae Asset Securities (HK) Ltd., which is regulated by the Hong Kong
Securities and Futures Commission. The contents of this report have not been reviewed by any regulatory authority in Hong Kong. This report is for
distribution only to professional investors within the meaning of Part I of Schedule 1 to the Securities and Futures Ordinance of Hong Kong (Cap. 571, Laws
of Hong Kong) and any rules made thereunder and may not be redistributed in whole or in part in Hong Kong to any person.

All Other Jurisdictions: Customers in all other countries who wish to effect a transaction in any securities referenced in this report should contact Mirae
Asset Daewoo or its affiliates only if distribution to or use by such customer of this report would not violate applicable laws and regulations and not subject
Mirae Asset Daewoo and its affiliates to any registration or licensing requirement within such jurisdiction.
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Mirae Asset Daewoo International Network

Hotel Shilla

Mirae Asset Daewoo Co., Ltd. (Seoul)
Global Equity Sales Team

Mirae Asset Center 1 Building

26 Eulji-ro 5-gil, Jung-gu, Seoul 04539
Korea

Tel: 82-2-3774-2124

Mirae Asset Securities (HK) Ltd.
Suites 1109-1114, 11th Floor
Two International Finance Centre
8 Finance Street, Central

Hong Kong

China

Tel: 852-2845-6332

Mirae Asset Securities (UK) Ltd.
41st Floor, Tower 42

25 Old Broad Street,

London EC2N 1HQ

United Kingdom

Tel: 44-20-7982-8000

Mirae Asset Securities (USA) Inc.
810 Seventh Avenue, 37th Floor
New York, NY 10019

USA

Tel: 1-212-407-1000

Mirae Asset Wealth Management (USA) Inc.
555 S. Flower Street, Suite 4410,

Los Angeles, California 90071

USA

Tel: 1-213-262-3807

Mirae Asset Wealth Management (Brazil) CCTVM
Rua Funchal, 418, 18th Floor, E-Tower Building Vila
Olimpia

Sao Paulo - SP

04551-060

Brasil

Tel: 55-11-2789-2100

PT. Mirae Asset Sekuritas Indonesia

Equity Tower Building Lt. 50

Sudirman Central Business District

JIl. Jend. Sudirman, Kav. 52-53 Jakarta Selatan
12190

Indonesia

Tel: 62-21-515-3281

Mirae Asset Securities (Singapore) Pte. Ltd.
6 Battery Road, #11-01

Singapore 049909

Republic of Singapore

Tel: 65-6671-9845

Mirae Asset Securities (Vietnam) LLC

7F, Saigon Royal Building

91 Pasteur St.

District 1, Ben Nghe Ward, Ho Chi Minh City
Vietnam

Tel: 84-8-3911-0633 (ext.110)

Mirae Asset Securities Mongolia UTsK LLC

#406, Blue Sky Tower, Peace Avenue 17
1 Khoroo, Sukhbaatar District
Ulaanbaatar 14240

Mongolia

Tel: 976-7011-0806

Mirae Asset Investment Advisory (Beijing) Co., Ltd

2401B, 24th Floor, East Tower, Twin Towers

B12 Jianguomenwai Avenue, Chaoyang District
Beijing 100022

China

Tel: 86-10-6567-9699

Beijing Representative Office

2401A, 24th Floor, East Tower, Twin Towers

B12 Jianguomenwai Avenue, Chaoyang District
Beijing 100022

China

Tel: 86-10-6567-9699 (ext. 3300)

Shanghai Representative Office

38T31, 38F, Shanghai World Financial Center

100 Century Avenue, Pudong New Area Shanghai
200120

China

Tel: 86-21-5013-6392

Ho Chi Minh Representative Office

7F, Saigon Royal Building

91 Pasteur St.

District 1, Ben Nghe Ward, Ho Chi Minh City
Vietnam

Tel: 84-8-3910-7715
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