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PPHE Hotel Group

Q3 2015 Trading Update: Continuing to deliver

PPHE, the asset-backed, London-focused hotel operator, has announced its Q3
trading update, which show a continuation of the strong trends at the interim
results. We revised up then, and are maintaining our full year forecasts. The
company looks indebted relative to income, but this reflects a major development
pipeline in progress, where the assets have yet to contribute income, while the
shares trade at a substantial discount to book value as adjusted for the real value
of the assets.

» Revenues growing: Total revenue increased by 9.7% to €79.8m in Q3 and by
3.8% on a constant currency basis. For the nine months, revenue increased by
11.4% to €220.8 million and by 3.8% on a constant currency basis — i.e the
growth rate remained constant on a higher base in the busier Q3.

» RevPAR strong: RevPAR for Q3 increased by 12.1% to €138.4, driven by a 13.1%
increase in average room rate to €155.5. Occupancy decreased by 80 bps to
89.0%, still an absolutely high level. For the nine months, RevPAR increased by
12.4% on a 10.5% increase in average room rate.

» Valuation: The valuation looks modest, especially in the context of the real value
of the assets which we believe are significantly above book value. On P/E and
EV/EBVITDA, the group continues to trade at a significant discount to sector
majors in spite of a better growth pipeline.

» Risks: Some investors consider the group’s drawbacks to be an apparent high
debt level relative to current income, limited liquidity, and a founder controlled
business. In fact, the founders have delivered strong growth and are reluctant
to issue equity at a discount, and the debt is readily manageable.

» Investment summary: PPHE has extremely strong asset backing and the
statement alluded to a crystallisation of value. Unlike a property company which
revalues each year, the real value of the hotel estate is somewhat hard to track,
and we believe that management intend to highlight this hidden value to the
market. Any such move could be helpful to the share price.

Financial summary and valuation

Year end Dec (€m) 2011 2012 2013 2014 2015E  2016E
Sales 202.4 242.1 244.8 270.4 296.8 309.8
EBITDA 65.1 85.6 82.6 94.8 106.3 110.2
Operating profit 44.1 55.1 56.2 67.5 76.3 79.2
Underlying PBT 13.6 18.4 27.3 41.6 373 39.2
EPS (€) 0.33 0.44 0.65 0.98 0.88 0.93
DPS (p) 6.0 12.0 14.0 19.0 20.9 23.0
Net (debt)/cash (€m) -387.1 -460.6 -483.0 -483.1 -575.4 -597.7
Net debt/EBITDA (x) 6.0 5.4 5.8 5.1 5.4 5.4
P/E (x) 28.7 211 14.4 9.5 10.6 9.6
EV/EBITDA (x) 14.9 11.3 11.7 10.2 9.1 8.3
Dividend Yield (%) 0.9 1.8 2.1 2.9 31 3.5

Source: Hardman & Co Research

Disclaimer: Attention of readers is drawn to important disclaimers printed at the end of this document
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EV:Sales Prospective
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EV:EBITDA Prospective
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P/E Prospective
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Dividend Yield Prospective
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Q3 Trading Update

Overview

PPHE Hotel Group has announced its trading update for the three/nine months to
30 September 2015. The results overall are in line with our expectations and we are
making no change to forecasts, which we revised up at the time of the interims.

Total revenue increased by 9.7% to €79.8m in Q3 and by 3.8% on a constant currency
basis. For the nine months, revenue increased by 11.4% to €220.8 million and by
3.8% on a constant currency basis — i.e the growth rate remained constant on a
higher base in the busier Q3.

Overview of 3M Results

3 Months to Sep (€m) 2015E 2014 % Chg
Total revenue 79.8 72.8 9.7%
Occupancy 89.0% 89.8% (80) bps
Average room rate 155.5 137.5 13.1%
RevPAR 138.4 123.5 12.1%

Source: Company, Hardman & Co Research

RevPAR increased by 12.1% to €138.4, driven by a 13.1% increase in average room
rate to €155.5. Occupancy decreased by 80 bps to 89.0%, still an absolutely high
level. For the nine months, RevPAR increased by 12.4% to €126.1, with a 10.5%
increase in average room rate and a 1.5% increase in occupancy.

Overview of 9M Results

9 Months to Sep (€m) 2015E 2014 % Chg
Total revenue 220.8 198.1 11.4%
Occupancy 85.0% 83.5% 150 bps
Average room rate 148.4 134.3 10.5%
RevPAR 126.1 112.2 12.4%

Source: Company, Hardman & Co Research

In the busy summer period, London remained strong, but from a very high base could
not continue its former growth rates, but the result was fine and from next year, the
group will have additional capacity.

On the Continent, Germany performed well but the highlight was the Netherlands
which did particularly well. This was driven by an extremely strong market in
Amsterdam, a view echoed by other operators, and where both tourist and
conference markets saw good demand.

A notable development in the quarter was that the group signed a long-term hotel
management agreement to operate a 160-room art'otel, as part of the Battersea
Power Station development, scheduled to open in 2019.

The art'otel London Battersea power station will be developed by Battersea Power
Station and managed by PPHE Hotel Group, under the art'otel brand. The hotel will
offer attractive guest amenities with a number of skyline floors boasting panoramic
views, a roof garden, an outdoor rooftop pool and bar overlooking the iconic
chimneys, a signature destination restaurant and double height bar with views
across the Power Station and London skyline.
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This is a notable win for the group. There was extensive competition for this contract,
as noted by the CEO of the developer:

Rob Tincknell, CEO of Battersea Power Station Development Company commented;

"We are incredibly excited to be announcing this important transaction and for it
to be with such an innovative hotel company. The selection process to find the
right brand and operator was a very competitive and thorough one, involving the
leading hotel brands from around the world. art'otel was a standout winner, a
brand unlike anything we have seen in London to date, and it is particularly fitting
for it to have art at the very heart of the brand and the hotel itself. | am confident
that together with art'otel we will deliver a beyond expectations hotel."

It’s highly likely that big chains such as Hilton and Sheraton would have bid for this
and for PPHE to win is a notable achievement. It raises the possibility of further wins
for this lesser-known brand in similar prestigious developments.

art'otel is a contemporary collection of hotels located in cosmopolitan centres across
Europe that fuse exceptional architectural style with art-inspired interiors. The brand
offers a combination of world-class art from some of the world's most exciting artists
and best-in-class service delivered by a talented team, and the company claims that:

“art'otel offers a hotel experience like no other. art'otel redefines the traditional
hotel experience by allowing guests to live within the creative process,
surrounded by captivating art. At the brand's heart lies the art itself.”

The signature art'otel artist is yet to be revealed but is likely to be an acclaimed local
or national artist. The art'otel brand is owned by the Group.

There is virtually nothing in the numbers or the valuation for this brand, but looking
5 years out, there is likely to be 3+ prestigious units with likely further developments
in the pipeline — this could be significant in the context of the group’s current
valuation.

The trading statement was met with a lukewarm reception, with hopes for another
beat and raise, but the valuation remains highly attractive.
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Disclaimer

Hardman & Co provides professional independent research services. Whilst every reasonable effort has been made to ensure that the information in the research
is correct, this cannot be guaranteed.

The research reflects the objective views of the analysts named on the front page. However, the companies or funds covered in this research may pay us a fee,
commission or other remuneration in order for this research to be made available. A full list of companies or funds that have paid us for coverage within the past
12 months can be viewed at http://www.hardmanandco.com,

Hardman & Co has a personal dealing policy which debars staff and consultants from dealing in shares, bonds or other related instruments of companies which
pay Hardman for any services, including research. They may be allowed to hold such securities if they were owned prior to joining Hardman or if they were held
before the company appointed Hardman. In such cases sales will only be allowed in limited circumstances, generally in the two weeks following publication of
figures.

Hardman & Co does not buy or sell shares, either for its own account or for other parties and neither does it undertake investment business. We may provide
investment banking services to corporate clients.

Hardman & Co does not make recommendations. Accordingly we do not publish records of our past recommendations. Where a Fair Value price is given in a
research note this is the theoretical result of a study of a range of possible outcomes, and not a forecast of a likely share price. Hardman & Co may publish further
notes on these securities/companies but has no scheduled commitment and may cease to follow these securities/companies without notice.

Nothing in this report should be construed as an offer, or the solicitation of an offer, to buy or sell securities by us.

This information is not tailored to your individual situation and the investment(s) covered may not be suitable for you. You should not make any investment
decision without consulting a fully qualified financial adviser.

This report may not be reproduced in whole or in part without prior permission from Hardman &Co.

Hardman Research Ltd, trading as Hardman & Co, is an appointed representative of Capital Markets Strategy Ltd and is authorised and regulated by the Financial
Conduct Authority (FCA) under registration number 600843. Hardman Research Ltd is registered at Companies House with number 8256259. However, the
information in this research report is not FCA regulated because it does not constitute investment advice (as defined in the Financial Services and Markets Act
2000) and is provided for general information only.

Hardman & Co Research Limited (trading as Hardman & Co)
11/12 Tokenhouse Yard

London

EC2R 7AS

T +44 (0) 207 929 3399

Follow us on Twitter @HardmanandCo
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