A Work Project, presented as part of the requirements for the Award of a Master Degree in Finance from the
NOVA — School of Business and Economics.

HYATT HOTELS CORPORATION EQUITY
RESEARCH - IMPLICATIONS OF THE NEW
INDUSTRY OUTLOOK

MAFALDA VARELA MONTEIRO GOMES
48422

A Project carried out on the Master in Finance Program, under the supervision of:

Francisco Martins & Jodo Filipe

09/01/2023



Abstract

The present report contains an in-depth analysis of the
implications of the new lodging industry outlook at Hyatt
Hotels Corporation as the market continues moving toward
recovery after being profoundly affected by a global health
crisis. The analysis fundaments on reviewing potential
factors and new trends in the industry that can derive the
future strategy of Hyatt. The present report is part of a
broader Equity Research on Hyatt that aims to establish a
target price for the company. A HOLD recommendation is
given for investors, estimating a 9,3% return for a target
share price of $104,07 for December 2023.
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Introduction

The present report is part of a broader Equity Research on Hyatt Hotels Corporation with the

aim to establish a target price for FY 2023 and provide a recommendation for investors.

While Covid-19 affected all industries, the lodging industry stands among the hardest hit. After
being deeply affected by the global health crisis, Hyatt is steadily on the road to a recovery
driven by the RevPAR growth, net room growth with a 114,000 rooms pipeline, and, combined
with best practices, margins increased. Currently, on an ongoing shift to an asset-light strategy,
the company’s expansion strategy focus on the management and franchising portfolio primarily
in the Asia Pacific and Europe regions, where there are more growth opportunities, allowing the
company to gain market share.

The leading Equity Research contains an in-depth analysis of the company, the sector in which
operators and its main competitors, followed by the expected performance that was conducted
to its valuation and final target price for FY 2023. Additionally, the Equity Research contains a

risk analysis and final recommendation for investors.

The present report condenses an analysis of the lodging industry and trends, along with the
forecasted financial statements and risk analysis. My colleague, Maxime Gauthier, focuses his

complementary report on company analysis and equity valuation.

Based on the assumptions presented and given the authors' profound analysis of the company
and the lodging industry, Hyatt's FY 2023 share price is expected to be $104,07. The authors
recommend investors to HOLD, given the 9,3% estimated return.
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Figure 1: Lodging industry global
revenues (in billions of USD) projections
for 2022-2024. Source: Statista.
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Figure 2: Inbound tourism by purpose of
travel. Source: UNWTO, Authors’

Figure 3: YTD travelers’ sentiment
(December 2022). Source: UNWTO.

Lodging Industry Overview

Market Overview

Travel behaviour shifted since the start of the millennium and will force hotel chains to further
evaluate their offering. Leisure travel in the US has increased nearly 20% since 2000, decreasing
the business travel to only 12.3% in 2021. Additionally, revenue derived from leisure travel is set
to grow 14% in 2022 compared to pre pandemic levels while business travel revenues are
forecasted to stagnate (AHLA, 2022). This shift will force hotels to revisit their client mix and
service offering to gain competitive advantage. The lodging industry is a subsegment of the
hospitality industry, along with food and beverage, travel and tourism, and recreation. The
industry is highly competitive, with customers having the possibility to choose between
international hotel chains, stand-alone boutique hotels and short-stay home rentals. The lodging
industry's revenue reached $215,2 billion in 2021 (fig. 1), nearly growing 50% year-on-year. Since
the industry's performance is directly related to tourism, it is interesting to see the latter's
evolution. International arrivals have constantly increased in the last decade, except for 2020,
with the closure of international travel. While Covid-19 affected all industries, the lodging industry
stands among the hardest hit. 2021 saw an increase of 9,46% in international arrivals, driven
mainly by arrivals in Europe and the US. The lodging industry is expected to have a full recovery
in 2023/2024 (CBRE, 2022), providing no macroeconomic events such as larger-scale

international war, recessions, or a more acute COVID variant occur.

Travel behaviour has shifted since the start of the millennium and will force hotel chains to
evaluate their offering further. Leisure travel in the US has increased by nearly 20% since 2000,
decreasing business travel to only 12,3% in 2021. Additionally, revenue derived from leisure travel
is set to grow 14% in 2022 compared to pre-pandemic levels, while business travel revenues are
forecasted to stagnate (AHLA, 2022). This shift will force hotels to revisit their client mix and

service offering to gain a competitive advantage.
Demand Analysis

The lodging industry demand includes leisure and business travellers. In 2019, nearly 88,71% of
inbound tourism had the purpose of leisure, 3,14% more than in2010 (fig. 2). As for the current
and future demand, leisure travel will keep prevailing, while corporate travel policies remain
uncertain. As countries open borders and ease COVID-19 restrictions, people are more eager to
travel again and to discover new experiences while willing to spend more money on a vacation
than they would have in the past. This increase in expenditure, explained by increased savings
during the lockdown, is defined as "Revenge Travel" (Lilit, 2022). When deciding on travel
accommodations, instead of focusing primarily on price and quality, new travellers prioritise a
safe and sanitary environment, flexible booking policies, trust, and reputation (AHLA, 2022). The
current traveller sentiment favours destinations Italy, Thailand, France, and Spain (fig. 3), which
is one of the many reasons hotel chains are focusing their expansion plans on Europe and the
Asia Pacific. Also, with the rise of remote working and the flexible working environments provided
by companies, a new traveller segment emerged where people combine their business trips with

leisure: bleisure travel.



Figure 4: Bleisure tourism market
estimated size in $ billions for 2032.

Source: Future Market Insights.

Figure 5: Main players in the OTAs
industry. Source: Hotrec Hospitality

Europe.

Industry Trends

=  Bleisure

Consumer demand has widely changed in the past and is set to continue evolving in the near
future. With the decrease in the traditional business travel segment, a new market emerged
combining both leisure and business: bleisure travel. With the rise of remote working, which
already doubled in 2021, bleisure is set to take over traditional business travel in the upcoming
years, with more than 89% of travellers willing to extend their stay for leisure reasons. Companies
are also considered enablers, as 57% of businesses already include a business trip extension
policy. The lodging industry can already capitalise on this trend, with the average length of
business trips increasing from two/three days to more than six days, where more than 80% of
guests stay in the same hotel. Hotel brands will have to react now to gain a competitive advantage
by offering a hybrid environment dedicated to this market. Diverse properties such as the Park
Hyatt St. Kitts offer a bleisure package with various discounts, access to exclusive amenities and
a daily food & beverage credit. The bleisure industry is forecasted to reach a value of $2,97 trillion
by 2032, representing a 10-year 19,5% CAGR (fig. 4).

= Asset-Light Strategy

The asset-light business model treats of balance sheet optimisation, as a company diminishes
ownership of its physical assets to reduce the risk it bears. The hospitality industry is no stranger
to this trend. Marriott International was the precursor in the mid-1990s, yet most players
nowadays waited until the second half of the 2010s to get on this trend. Although the phenomenon
is widely followed and applied, only brands already cultivating a solid customer base reap the full
benefits from this model: increasing the number of properties at a lower cost while mitigating risk
in situations of downturns. However, this strategy does bring a downside. Brands give up a certain
control over the asset, which can hinder brand image and reputation in specific cases (Blal, 2019).
While research on the topic remains scarce, at the moment, there is no immediate effect on the
financial performance of hotels other than a short-term increase in net results derived from the

sale of properties, a decrease in invested capital along a quicker brand expansion.
= Online Travel Agencies (OTAs)

An OTA is an online travel agency where consumers can research and book travel without
assistance from a conventional agent. OTAs are an enormous driver of hotel room sales and
online bookings in the lodging industry. The industry is highly concentrated in three players:
Booking Holding, Expedia, and HRS (fig. 5). The stock searching separately, price-sensitive
customers are now offered an online service comparing hotels, transportation, and experiences.
Consequently, there is a risk that consumers will start to develop a dependency on reservation
systems rather than loyalty to hotel brands. Additionally, the OTA market is becoming more
concentrated, giving them more pricing power and, consequently, higher commissions. The
industry remains exposed to this risk, despite most bookings being derived from direct channels,
prompting a possible decrease in hotel chains' profitability through increased commissions and
transaction fees. In recent years, hefty investments aimed to reduce the dependency of hotel
chains on OTAs. Brands such as Hyatt, Marriott and Hilton revamped their brand website to
support complete mobile reservation and dynamic revenue management systems that offer
guests tailored experiences. Hyatt recently threatened to terminate its contract with OTA giant

Expedia to drive more reservations through direct channels and therefore cut costs on sales and
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Figure 6: Peers’ comparison between total
rooms and total loyalty programme
members. Source: Company’s annual

reports.

marketing expenses. To effectively distance themselves from OTAs, brands need to increase the
value of direct channel reservations in the eyes of price-sensitive customers, and loyalty

programmes are a key factor in reaching this objective.
= Loyalty Programmes

Research shows loyal customers book more frequently, are less price-sensitive and have
increased expenditure per stay (Catala Consulting, 2022). The Direct Marketing Association
defined brand loyalty into four subcategories: Active Loyals who show devoted loyalty to a brand,
Habitual Loyals who might look at other alternatives for special services, Situational Loyals and
Active Disloyals. The hospitality sector is not unfamiliar with the concept, but only select ultra-
luxury brands can genuinely benefit from the first category. Consequently, large hotel chains
developed point and tier-based loyalty programmes to attract but mostly retain customers. It is
not uncommon for customers to switch brand loyalty for increased value. To mitigate this risk,
hotel brands created incentives such as member-only discounts on top of usual advantages,
increasing the direct channel versus OTA ratio to 3-1 for Marriott and Hilton. Certain hotel chains
also include a tier-based loyalty programme. Gamification techniques play on customers' sense
of accomplishment and engage customers into reaching the next tier. Tier-based programmes
have been shown to increase engagement by 47% and loyalty by 22% (Snipp, 2017). To help
customers reach higher tiers, companies also invest in credit card programmes which allow
customers to earn points through their purchases. Companies such as Marriott or Hyatt benefit
from a fee for each transaction while customers increase their point balance to redeem later.
Hence, loyalty programmes are critical to companies' future strategy in a market where the

difference between loyal and disloyal customers heavily impacts brand value.
= Personalisation Through Technology

The industry saw a shift in its marketing strategy, from the customisation trend to a more subtle
yet powerful personalisation. While both terms are often incorrectly described as the same,
personalisation is the approach to serve customers based on their preference, while
customisation lets customers choose their offer based on their liking. With the advancement of
technology, the lodging industry has been able to meet clients' expectations. Leveraging clients'
data allows hotel chains to tailor their service offerings and promotions, increasing client retention.
An insight by Accenture shows that 91% of clients are more inclined to purchase from a company
that remembers them and makes them feel connected. Customer Relationship Management
(CRM) is a crucial aspect of retention. The technology has been widely deployed in the industry.
Using bid data, Artificial Intelligence and automation, the tool helps companies better serve their
clients. There is, however, a risk that could impact this technology's future. As data has become
extremely valuable, clients are being more cautious with the data they intentionally share. 2019
McKinsey research shows no industry has a trust rating above 50% regarding data sharing and
collection, the highest industries being Healthcare and Financial Services. Regulations are also
a potential factor discouraging companies from exploiting data fully. Implemented in 2018, GDPR
strengthened the guidelines for companies to collect, exploit, store and delete data. Failure to
comply with these regulations might lead to fines amounting up to 4% of a business' total
revenues. Data exploitation will continue to be a source of value in the future, providing no
deterioration of consumer sentiment on data sharing and proper ethical data collection from

companies.
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Figure 8: Per brand segment distribution
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= Environmental, Social and Governance (ESG)

Regardless of the business, a company that wants to thrive in the future must have a rigorous
dedication to environmental, social, and governance (ESG) topics. Bringing ESG to the epicentre
of a company strategy can be a decisive competitive advantage for hotel chains, particularly for

those who can tell a captivating narrative about their ESG journey.

Many players in the industry take ESG aims seriously, as they understand its importance to reach
competitive advantage but also steer clear of negative publicity. Decarbonisation targets are one
of the priorities of many hotels’ goals, and as an example, Hilton and IHG aim to, at least, halve

their carbon footprint over the next decade.

Diversity, equity and inclusion, and company ethics are the other two main topics among hotels’
EGS initiatives. Assets that comply with ESG can generate higher cash flows for investors and
create higher exit value. Since 53% of international travellers are willing to spend more on an
environmentally responsible product, hotel groups that commit to ESG goals can attract clients
and apply a price premium. Additionally, ESG-compliant fixed assets usually have greater

construction efficiency, lower operational costs, and, thus, higher long-term values.
Competitive Landscape

As of October 2022, the global lodging industry accounted for a total of $327,67B in market
capitalisation (fig. 7), with Hyatt accounting for 3,09%.

Operating in a highly concentrated market in the US but somewhat fragmented in Europe, Hyatt
has multiple sources of competition, and the strongest ones are the following. Large hotel groups
such as Marriott International, Hilton Worldwide, and Intercontinental Hotel Group compete on
the same spectrum of offerings as Hyatt (fig. 8). They propose an alternative to more than 95%
of Hyatt’s franchised and managed properties. For the purpose of benchmarking, these groups
will therefore constitute Hyatt's competitive set, as we believe they represent the closest proxy to
Hyatt. These companies regroup 65 brands across the four primary service offerings: luxury,
upper upscale, midscale and extended stay. Competition is particularly intense in Upper Upscale

and Upscale / Midscale segments (fig. 9).

The sharing economy heavily disturbed traditional industries in the past decade. The hospitality
and lodging industry is not exempt. With its approach to using empty guest rooms in people’s
houses, Airbnb allowed homeowners to have an extra source of income and propose a home
environment to guests at unbeatable prices. Although the platform was soaring in the past, the
40% increase in ADR in the second quarter of 2021 compared to two years prior, combined with
a potential decrease in future demand, could be detrimental to the tech giant and sway customers
back towards hotels. Airbnb customer satisfaction has recently declined following a drastic
increase in Airbnb additional fees, almost doubling the original price per stay. Aside from the
recent chip in the company’s brand image, countries” increased rules and regulations could
become problematic for Airbnb. Various cities tighten the procedures, such as enforcing
homeowners to file the registration number on the listing. Banning listings could heavily
discourage new and current hosts from renting their properties and consequently slow down or

reduce supply.



Forecast

Future Strategy

Looking ahead, Hyatt developed three significant strategic initiatives which will serve as a

roadmap for future performance.

The company first focused its strategy on RevPAR growth. Through an expansion in the high-
performing leisure and resort sectors, along with hotel openings in geographical markets
underdeveloped by Hyatt compared to its competitors, Hyatt will be able to capture more demand
while providing alternatives to its existing customer base. Investment in the brand’s website and
the industry trend to distance the company from third parties such as OTAs will affect customer
retention and increase direct revenues. Coupled with industry-leading revenue management for
its O&L properties, but also provided as a service to franchised properties, Hyatt will be able to
drive RevPAR growth and hence, both O&L and M&F revenues.

Secondly, the company plans to increase its system-wide presence through its pipeline. As of
December 2022, Hyatt committed to an expansion of 114 000 rooms in areas preferred by
travellers, such as Europe and Asia Pacific. According to a former hotel asset manager, hotels
on average take 5 to 6 years from the contract negotiation to the opening. The expansion
represents therefore a 38% growth in the managed and franchised rooms by 2027, generating
an increased return per invested capital. An important assumption we took to forecast future
performance regards the evolution of the O&L segment: the room count is assumed to remain
constant as there is no disclosed information regarding which properties will be sold, when they

would be sold, and the gains generated from the sale.

Lastly, derived from the net room growth and best practices, margins are expected to increase
benefiting from continuous operational improvement and higher pricing negotiation power. In the
O&L segment, between 2013 and 2018 the total number of hours worked per occupied room
decreased by 2.35%, while the food and beverage margin increased by 5.4%. These
improvements denote the company’s efficiency in managing labour and costs. Improvements like
these also play another important role, as relationships with owners are vital to the negotiations
of Management and Incentive fees, better operational management is key to Hyatt's future

performance.
Revenues

The company’s revenues were projected using the four primary sources, including:
* Owned & Leased revenues encompassing all primary and ancillary revenues.

+ Management & Franchising fee revenues, mainly derived from management and
franchise contract negotiations such as a percentage of gross room revenues and F&B

revenues along with an incentive fee based on the franchisee’s performance.

» Distribution and Destination Management resulting from the company’s new business

model after the acquisition of ALG.

*  While revenues for the reimbursement of costs incurred on behalf of M&F properties
account for a large proportion of the revenues, the company will not profit from this
caption and is thus forecasted to evolve in line with the costs.
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Figure 10: Adjusted cost debt computation.

Source: Authors” computation.
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Figure 11: Forecasted system-wide ADR

(USD). Source: Authors” computation.

Figure 12: Occupancy rate forecast for
management and franchising Americas
and EAME/SW segments. Source: authors’

/

computation.

Figure 13: Occupancy rate forecast for
management and franchising ASPAC.

Source: authors’ computation.
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Figure 14: Marriott occupancy rate by
region after 2008 financial crisis. Source:

Marriott’s annual reports.

= Key Value Drivers
Average Daily Rate

Hyatt's pricing strategy is established on a value-based basis, meaning the company sets hotel
room prices according to customers' perceived value. Given the nature of the business, hotel

managers can easily adjust the daily rate given the state of the business.

Therefore, in order to decide the most suitable approach to forecast future prices, we studied the
historical ADR changes against US inflation, local GDP growth and advanced economies GDP
growth. We found that the increase in ADR mostly correlates better with the local economy growth
rather than with US inflation or advanced economies GDP growth (fig. 10). In fact, as Hyatt mainly
operates in the upper upscale and luxury segment, its target market is less price sensitive. A 2022
CBRE research confirms our findings, reasserting the predicted 2032 system-wide ADR value of
$242.6 (fig. 11).

Since roughly 50% of EMEA hotels are in the Eurozone, consequent currency exchange issues
have marked the past decade. Therefore, the US inflation was taken a proxy to forecast future
EMEA full-service rates, in order to absorb any future currency devaluation. Lastly, the O&L and
ASPAC select-service segments are statistically insignificant primarily due to the small population

of O&L hotels and the lack of data regarding the ASPAC select-service.
Occupancy

Forecasting occupancy is one of the most challenging aspects of future performance estimation
as multiple factors come into play, such as the socio-political conditions of a country, inbound

tourism, or even the global state of the economy.

According to different reports, the hospitality industry will recover from the pandemic in 2023,
although a full recovery of all segments might only happen in 2025.While the Americas and EAME
regions are expected to recover relatively quickly during the next couple years (fig. 12), ASPAC
is expected to take longer to recover. Since nearly 40% of the hotels in the ASPAC region are
located in China, both the low travel sentiment and China’s Zero Covid Policy affect the segment’s

recovery (fig. 13).

To forecast how the occupancy will evolve after such an unparalleled crisis, an analysis of the
occupancy rate evolution after the financial crisis of 2008 was performed. As Hyatt went public
during the recovery from the 2008 financial crisis, the authors analysed Marriott International as
a proxy. In the aftermath of the financial crisis, the United Kingdom and Europe saw their
occupancy rates return past their pre-crisis levels in 2010 and 2011, respectively, and the ASPAC

region achieved 95% of their original values in 2011 (fig. 14).

An additional parameter affecting occupancy is hotels currently in the pipeline. Following the
increase in the number of rooms, the occupancy rate stabilization in the management and
franchising segments will not be immediate as hotels tend to stabilize their occupancy rates 2/3
years after their opening (O’Neill, 2011). Thus, management and franchising occupancy rates will
fully stabilize in 2029. Since the O&L segment is assumed to have a constant number of rooms

in the future, the occupancy rate will stabilise in 2027.

The last parameter affecting the occupancy forecast is the projected market penetration resulting
from the expansion strategy. With the expansion of the brand in areas currently without or with

very little brand presence, Hyatt will be able to increase alternatives to its customer base and



Figure 16: Hyatt’s room count forecasted

evolution. Source: Authors” computation.
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Source: Authors’ computation.

7.10%
7,601
M‘ | I
: I I
7.10%
—GHA M Historical Margin (2011-2019

Figure 20: Hyatt's SG&A forecast. Source:

Authors’ computation.

target market, therefore increasing occupancy past historical average in markets such as EAME
and ASPAC.

= Owned and Leased

As the O&L segment will not increase in terms of room count, revenue growth will mainly be
driven by the growth in occupancy in the short run, sustaining long-term growth through the
changes in ADR. Food & Beverage revenues are also expected to grow with increased hotel
traffic. The segment is forecasted to gross $2,05 billion by 2032 (fig. 15).

= Management and Franchising

Revenues from the Managed & Franchised properties are derived from fees. Hence, they vary
regarding the number of properties and rooms under such contracts, the negotiated fees with
hotel owners, market demand and the pricing resulting from revenue management practices. The
forecasted fee growth will mainly result from the company’s expansion plan (fig. 16).

Additionally, licensing fees include revenues from the company’s co-branded credit card
programme in collaboration with Chase, which awards cardholders points through every
transaction that are redeemable to get free nights at Hyatt hotels. Since only US residents can
apply for this credit card, corporate and other revenues will grow in line with US GDP growth, as
credit card use is directly related to consumer purchasing power. Net revenues from Managed &
Franchised properties will amount to $1,77 billion, predominantly driven by the Americas segment
(fig. 17).

= Distribution and Destination Management

ALG's distribution and Destination Management services account for the segment's vast majority
of revenues. These services are derived from the sale of ALG Vacations' vacation packages,
comprising mainly air and ground transportation, accommodation provided by third-party
properties, and insurance. Due to the different services included in the package, forecasted
revenues are aligned with the US inflation. In the long term, Distribution and Destination
Management will account for nearly 24% of the group's total revenues excluding reimbursed
expenses on behalf of Managed & Franchised Properties, at $1,23 billion (fig. 18).

Cost Value Drivers

Hyatt's cost structure is expected to be more efficient in the immediate future. On the one hand,
with the shift in strategy significantly increasing the amounts of Hyatt properties, better
procurement management resulting from a higher negotiating power can be expected. On the
other hand, Hyatt will continue to implement best practices, especially in Food & Beverage
departments, leading to lower O&L properties cost margin. The company's O&L properties' cost
margin is forecasted to exceed pre-pandemic values, stabilising around 23% in the long term (fig.
19). The Distribution and Destination Management cost margin is expected to decrease slightly
based on the 2022 3Q value due to a strong pricing strategy, driving the gross margin to 21,70%.

Selling, general, and administrative expenses primarily consist of employees' compensation
expenses, professional fees, sales and marketing expenses and administrative expenses.
Following the company's investment in its website to decrease the reliance on OTAs, the SG&A

margin is forecasted to decrease slightly (fig. 20).

Lastly, other direct costs treat the condominium units operations along the Unlimited Vacation



Land $ 676

Buildings $ 3065
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Fumiture, equipment, and computers O&L $ 63
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$
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Figure 22: Net intangibles forecast (billions of

USD). Source: Authors’ computation.

Club membership linked to the AMR resorts. Due to the acquisition of ALG, the parent company
of AMR resorts, the cost structure is expected to become more efficient in the near future.
Following a conservative approach, we expect at least the segment to produce a positive income
in 2024.

Investment Capital Value Drives

= Property, Plant & Equipment (PP&E)

Property, Plant & Equipment is expected to increase slightly until 2028 following the shift to an
asset-light strategy. In order to have a projection as accurate as possible, a breakdown of PP&E
per room and per segment was performed. As Managed & Franchised PP&E mainly relates to
furniture and equipment, there is a significant difference between the two categories of PP&E per
room. Projecting the values in (fig. 21), along with the forecasted room count per segment, the

estimated business PP&E results in $3,3 million after accumulated depreciation in 2032.
= Contract Liabilities

Contract liabilities relate primarily to deferred revenues from the loyalty programme and
distribution and destination management, representing the obligation towards both companies'
respective customers in dollar value. Due to the difference in the two entities' business models,
each business's contract liabilities were estimated based on their respective revenues. Since the
evolution of loyalty and membership programmes are accounted for in the segments' revenues,
the book value of contract liabilities is estimated to reach $3,96 billion by the end of 2032.

= Intangibles

To forecast as accurately as possible, intangibles need to be broken down into the additions to
intangibles and the respective accumulated amortisation. Firstly, additions to intangibles are
forecasted to remain at 3% of net sales. Accumulated amortisation, on the other hand, is taken
until 2026 as reported in the company's quarterly report following their estimations, and thereon
growing according to the percentage of additions to intangibles. Forecasted net intangibles will
reach a value of $3,04 billion by 2032 (fig. 22).

Valuation

Risk Analysis
= Sensitivity Analysis

As the valuation mentioned above relies on assumptions, further sensitivity analyses should be

conducted to see the effect of change on both discount and growth rates.

A first analysis was executed to compute the WACC's sensitivity based on both debt and equity
costs. Regarding the cost of debt, values from the risk-free rate to the computed cost of equity of
8,39% constitute the first parameter. As for the range of equity costs, three different re-levered
betas were computed using the peers' unlevered betas. Thereon, these betas were averaged
with the historical equity beta, resulting in a cost of equity range from 8,34% to 8,44%. Fig. 23
depicts the sensitivity of the WACC given the ranges for debt and equity costs. The minimum and

maximum values computed serve as the WACC range in the second analysis.
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Figure 23: Sensitivity analysis on WACC. Source: Authors” computation.
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The second analysis computes the share price sensitivity given changes in WACC and growth
rate (fig. 24). Taking the result from the previous sensitivity, the potential change in discount rate
falls between 7,26% and 8,14%. To determine the change in growth rate, two scenarios were
approached. The first one, where Hyatt would not be able to create value based on its newly
invested capital, uses the RONIC at WACC multiplied by the reinvestment rate of 8%. The second
one focuses on a scenario where the company sustains a similar growth to the economy. The
sensitivity will thus lie in the range of 0,60% to the long-term nominal GDP growth of 3.94%.

Growth Rate
105,44 0,61% 1,12% 1,64% 2,16% 2,68% 2,99% 3,31% 3,62% 3,94%
7,26% 90,91 95,09 100,05 106,02 113,35 118,65 124,81 132,02 140,60
7,33% 89,66 93,72 98,52 104,28 111,33 116,43 122,32 129,22 137,39
7,39% 88,44 92,38 97,02 102,59 109,38 114,28 119,93 126,52 134,31
7,46% 87,25 91,07 95,56 100,94 107,48 112,19 117,61 123,91 131,34
7,53% 86,08 89,78 94,14 99,33 105,64 110,16 115,36 121,40 128,49
7,69% 83,56 87,02 91,08 95,90 101,71 105,87 110,62 116,10 122,51
7,84% 81,14 84,39 88,17 92,65 98,02 101,84 106,19 111,19 117,00
7,99% 78,83 81,87 85,41 89,57 94,54 98,06 102,06 106,62 111,90
8,14% 76,62 79,47 82,77 86,65 91,26 94,51 98,18 102,36 107,17

WACC

Figure 24: Sensitivity analysis on share price. Source: Authors’ computation.

= Scenario Analysis

Rather than giving investors a recommendation solely on this computed share price, we found it
necessary to perform a scenario analysis. Given current world events, we have identified two

main risks that could certainly alter Hyatt's valuation.
New COVID-19 Variant

Given the failure to totally eradicate the virus, a risk of a dangerous new variant remains. In this
scenario, we considered that the new variant would emerge during 2023, limiting the contact

between people until the development of a new vaccine.

In this case, the lodging industry would be particularly impacted by the decrease in the occupancy
rate. Considering that the industry would start recovery at the end of 2023 and a full recovery
would only happen in 2025, the occupancy rate would stabilize in 2030, given that the pipeline
would be extended for one year as construction would probably hold. Since the prices mainly
follow local economies, the ADR would also be slightly affected. Contrary to 2020, the impact
would not be as severe, and the lodging industry would recover faster as the world is more

prepared and aware of which precautions to take in the case of a pandemic.

According to experts in the field, the probability of a new pandemic in any given year is estimated
to be 3.3%. Therefore, this would be the probability of this scenario, obtaining an $87.1 price per

share.



Ukraine-Russia War

In the second scenario, we forecasted a rather pessimistic outlook where Russia continues to
prevail over Ukraine, deteriorating the current situation to a point where the travel appetite
towards Europe falls. Similar to what happened in Europe during the 2016 season, marked by
various terrorist attacks in France, Belgium, and Turkey, Tourism in the market will be affected,
impacting the performance of hotels. Without forecasting the collapse of the European Union, as
some analysts foresee, we would expect a growing ‘fear factor’ leading to a decrease in hotel
occupancy. Simultaneously, energy prices would continue to increase since Russia remains the
main supplier of imported energy. Until Europe comes up with a way to weaken the dependence

on Russia’s energy, O&L cost margins would increase, and EMEA incentive fees would decrease.

As this scenario remains not very likely, we considered a 10% probability since the evolution of
the conflict remains blurry and unpredictable. This scenario would result in a $97.83 price per

share.
Final Recommendations

In 2020, the COVID-19 pandemic, unprecedented in contemporary history, significantly impacted
most industries. While the economy began to improve in 2021, normality is predicted to return in
2024. Hyatt Hotels Corporation is poised to strengthen its position in the market through a strategy
composed of three pillars. These drivers are the adoption of an asset-light strategy, which will
increase its return on invested capital, net room growth, and best practices, which will drive its
margin expansion, and market penetration combined with successful revenue management.
However, it is crucial to remember that a future pandemic or geopolitically motivated concerns
could significantly impact Hyatt's operations and growth. Following the assumptions derived from
the firm's strategy and communications, the above analysis concluded an intrinsic share price of
$104,07, resulting in a return of 9,3%, including capital and dividend gains, over the 6" of January

2023 undervalued stock price of $95,2. Consequently, the authors recommend a HOLD position.
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Hyatt Hotels Corporation Equity Research Recommendation: HOLD
Strengthening its position following a substantial )
recovery Price Target FY23: $104,07
. Since the announcement in 2017, Hyatt has shown a

Price (as of 06-Jan-23) $95,22

strong commitment to an asset-light strategy, reducing its Owned

& Leased rooms by 25%. Meanwhile, the company has been Source: Bloomberg

reenforcing its Management & Franchising pipeline, mainly in 52-week range ($) 108.10 — 70.12
ASPAC and EAME/SW regions where growth opportunities are Market Cap ($m) 10,821
Outstanding Shares (m) 1071

plentiful, which will allow the company to gain market share. The Source: Bloomberg

company'’s portfolio is expected to grow 36% by 2027.

Hyatt Hotels Corp. vs S&P 500 Returns

. The lodging industry reached $215.2 billion In revenues in y
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corporate travel policies remain uncertain. As countries open

borders and ease COVID-19 restrictions, customers are more

Source: Yahoo Finance
eager to travel an increased expenditure. When deciding on travel

accommodations, instead of focusing primarily on price and (Values in € millions) 2021 20228 2023F
. . s ) Revenues 3028 5846 6611
quality, new travellers place higher priority on a safe and sanitary EBIT 207 711 1157
environment, flexible booking policies, trust, and reputation. Net Profit (222) 437 491
Comprehensive Income (275) 282 379
. Hyatt is set to strengthen its position in the market. the Core ROIC (5:25%)  5,18% 8,46%
. . .. . . . Core Operational
analysis concluded an intrinsic share price of $104.07, resulting in Marginp (7,74%)  549% 7,61%
a return of 9,3% including both capital and dividend gains. \CEI) (EE LD I
ROE (0,53%) 16,60%  15,68%
Free Cashflow (1878) 782 544

Source: Company Reports, Authors’ Computations

Company description

Hyatt Hotels Corporation is world renowned company operating in
the lodging industry. Founded in 1957, the company manages,
franchises, licenses, owns, and leases a portfolio of properties
which mainly includes full-service hotels, select service hotels and
resorts in 72 countries. The brand currently has a portfolio of 294
888 rooms and regroups 26 brands.
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Company Overview

Hyatt Hotels Corporation (Hyatt) is a hospitality company that operates 1 211
hotels regrouping 294 888 rooms (September 2022). The company owns, leases,
and operates hotels under management or franchise agreements in 72 countries.
26 brands belong to the Hyatt portfolio: from Park Hyatt, tailored to a luxury
clientele, to Hyatt House with an elevated take on an extended stay (fig. 7). The
business proposes various offerings, namely full-service hotels, select-service
hotels, all-inclusive resorts, vacation ownership, and condominium units. As a
result, the company can better understand the market to meet and even exceed
clients’ expectations. With 65 years of expertise in the lodging industry, Hyatt is
currently the second hospitality brand in terms of brand value and had a gross
revenue of $4,3 billion in the third quarter of 2023.
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Figure 1: Hyatt brand’s portfolio. Source: Hyatt’s website.
Company History

Hyatt began as a standalone hotel neighbouring the Los Angeles International
Airport when purchased in 1957 by Jay Pritzker. With the help of his family, Jay
Pritzker swiftly expanded the company to become a North American hotel owner-
operator and management company. After their internationalisation in 1969,
Hyatt Corporation and Hyatt International Corporation were created to ensure
different strategies to fit their respective markets. They subsequently went private
in 1979 and 1982 following the decision of the Pritzker family. Resulting of the
consolidation of the family’s assets in 2004, Hyatt Hotels Corporation was formed
and launched its Initial Public Offering five years later, on November 10™, 2009,
joining the New York Stock Exchange at $25/share. The stock price rose to
$99,62 on December 14", 2022, following a decade of changed in business

strategy.
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Ownership Structure

On September 30", 2022, Hyatt had 48 412 428 Class A and 59 071 749 Class
B shares outstanding. Class A common stock began publicly trading on the New
York Stock Exchange in 2009 and, on January 31%, 2022, was controlled by 25
shareholders of record, mainly banks, brokers, and other financial institutions.
This does not account for the substantial number of street name holders retaining
ownership rights. There is no established public trading market for Class B
common shares held by 78 shareholders. Class A common stock is only eligible
for one vote per share, whereas Class B common stock is qualified for 10 votes
per share. As of January 313, 2022, the Pritzker family business interests hold
roughly 96,2% of Class B common stock and 0,5% of class A common stock,
amounting to 52,4% of the outstanding shares of common stock and 88,8% of
the total voting power. The Pritzker family can exert a substantial degree of
influence and have a significant concentrated control that may be a risk for

investors as the family interests may not align with the company's interests.

Dividend Policy

13/02/2020 _ 30.20 In 2020, facing the difficulties of the pandemic, Hyatt had to suspend its quarterly
Total dividends in 2020 $0.20

13/02/2019 $0.19 dividend programme to maintain cash flow. In December 2021, the terms of the
17/05/2019 0.19 . . . .
31/07/2019 20_19 Revolver Credit Amendment prevented the company from paying dividends until
30/10/2019 $0.19 the first quarter of 2022. However, according to dividend history (fig. 2), Hyatt
Total dividends in 2019 $0.76 o ] ] -
14/02/2018 $0.15 only started to pay dividends in 2018. As stated by the company, its ability to pay
16/05/2018 $0.15 L . . . . . . e s s
31/07/2018 $0.15 dividends in the future is subject to its financial performance and if it is in the
30/10/2018 $0.15 shareholders' best interests. As a result, Hyatt will not pay dividends in the near
Total dividends in 2018 $0.60

future but will reinvest them to support company growth.
Figure 2: Hyatt’s dividend payment history. Source:

Hyatt’s Investors Relation.

Business Model

Hyatt currently operates with five reportable business segments. Firstly, the
company mainly distinguishes its hotels between Owned and Leased (O&L) and
Management and Franchising. The firm further segments its management and
franchising operations according to a geographical area — Americas, Asia Pacific
(ASPAC) and Europe Africa Middle East/Southwest Asia (EAME/SW).
Furthermore, following the Apple Leisure Group (ALG) acquisition in 2021, the
former target company constitutes the fourth reportable segment. According to
the company, there is a future possibility to realign the reportable segments after
the full integration of ALG. Hyatt includes Corporate and Other as the fifth
segment, mainly related to the company’s co-branded credit card programme

and unallocated corporate expenses. Lastly, Eliminations refer to management
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Figure 58: Hyatt’s net debt (book value) / equity

(market value) ratio evolution. Source: Hyatt’s annual
300 000

281713
| 269 786

2021 Q32022

Figure 59: Hyatt’s Core Free Cash Flow Forecast.

Source: Authors” computation.

Hyatt 89,89% 95,49%
Hilton 97,41% 98,37%
Marriott 98,55% 98,95%
IHG 99,70% 99,52%

Figure 5: Asset-light lodging industry comparison.

Sources: Company’s annual reports.
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Figure 6: O&L segment revenues and number of

rooms evolution. Source: Hyatt’s annual reports.
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Figure 7: O&L segment revenues recovery after

COVID-19 (Billions of USD). Source: Hyatt’s annual

reports.

&il'z%:rzt;o"o Properties Rooms
Full-service 18 9 506
Select-service 1 171
us 19 9 677
Full-service 3 1262
Select-service 2 293
Other Americas 5 1555
Full-service 5 1135
Select-service 1 330
All-inclusive 6 1279
EAME/SW 12 2744
Total 36 13 976

Figure 8: Hyatt’s O&L portfolio (September 2022).
Source: Hyatt's Q3 2022 Earnings Release.

fee results from the company’s O&L hotels and promotional award redemption

results from the co-branded credit card programme.

Although hotel ownership in an influential market magnifies the capacity to
control its brand image, in November 2017, Hyatt announced its commitment to
an asset-light strategy. Since the announcement, Hyatt decreased its O&L rooms
by 29,82%, while management and franchising rooms increased by 68,75% (fig.
3 & 4). As opposed to management and franchising businesses, O&L results are
usually more susceptible to economic downturns as the company fully absorbs
the impact. Consequently, the company can free up capital while mitigating its
business risk. Additionally, with the shift to an asset-light strategy, Hyatt has
benefited from gains on sale of real estate assets allowing them to pay
outstanding debt and invest in portfolio expansion. Compared to Hyatt's main
competitors, the company was lagging in the shift to the asset-light strategy.
While Hyatt is shifting to this strategy, the company is more asset-heavy than its

peers (fig. 5).
* Owned and Leased (O&L) segment

A natural consequence of implementing an asset-light strategy is the ongoing
shift in the company’s revenue structure. When analysing pre-pandemic data, the

O&L revenues decreased due to fewer operating properties (fig. 6).

O&L results naturally arise from hotel operations such as rooms, food and
beverage, and other ancillary results related to property-level management. In
Q3 2022, the O&L segment had $912 million in revenues, a more than 70%
growth since 2020 (fig. 7). The segment's impressive recovery was driven by the
reopening of hotels after the suspension in 2020, combined with countries
loosening their COVID-19 restrictions and borders reopening. Additionally,
people have a greater desire to travel and want to compensate for the lost time
during the pandemic. As of October 2022, the segment included 34 properties
(13 334 rooms) predominantly located in the US (fig. 8).

Despite the ongoing shift to an asset-light model, several distinctive properties
will remain in the company's portfolio, such as the Hyatt Regency in Orlando, a
series of uniquely positioned properties in European cities, and the Miraval
portfolio. Owning distinctive properties in influential markets enhances Hyatt's
capacity to control and improve brand identity and guest satisfaction. Besides a
contribution in total revenues of more than 20%, another reason to keep O&L
properties in the brand's portfolio concerns the overall improvement in the

segment's gross operating margin, excluding the years affected by the pandemic
(fig. 9).
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= Management and Franchising Segments

23 The Management and Franchising segment plays an essential role in the
business. It allows the company to amplify its brand presence worldwide and gain
market share while mitigating the business risk. The segment is fee-based,

2014 2016 2018 Q3 2022

deriving from hotel management and franchise agreements. Hotel management

Figure 9: O&L segment gross operating margin.

Source: Hyatt annual reports. agreements typically provide a two-tiered feed structure. There can be either

a base management fee, consisting of a percentage of gross revenues, or
Managed and

(F;"Zc:;?d Portfolio  Properties  Rooms an incentive management fee, consisting of a percentage of a hotel profitability
Ful-service 240 87'842 measure. On franchise agreements, the franchise fees consist of an initial
Select-service 471 66'310

All-inclusive 72 25'785 H 7 i i

Aerens s T application fee and an ongoing royalty fee estimated as a percentage of gross
Full-service 139 45242 H H e li

Soloct somice 29 8766 room revenues, depending on the brand under which the property is licensed and
ASPAC 188 54'008 : ;

Full-service 131 30'949 its Iocatlon.

Select-service 29 5'043

Allinclusive a4 776 As of October 2022, the management and franchising segments included 1 177
EAME/SW 204 47'768

Total 1175 281'713 properties (281 713 rooms), mainly from the Americas segment, followed by
Figure 10: Managed & Franchised Segment ASPAC and EAME/SW (fig. 10). The ASPAC and EAME/SW regions have been
properties and rooms by area. Source: Company’s

annual report a priority in the company's expansion strategy (fig. 11), following growth

opportunities allowing the company to gain market share. Total Management and

Q3 2022, the segment amounted to $2,35 billion in revenues, a more than 50%

1

recovery compared to 2020, driven by the ease of COVID-19 countries'

o I | ~ Franchising revenues have been following the segment portfolio expansion. In
l restrictions combined with the enormous segment portfolio. The recovery has

EAME/SW %

been more notorious in the Americas and EAME/EW regions that offset a slower

Figure 11: Management and Franchising number of recovery in the ASPAC region due to the Zero Covid policy implemented in

rooms growth by region. Source: Hyatt’s annual

reports. China, accounting for nearly 40% of ASPAC hotels (fig. 11).
= Apple Leisure Group (ALG)

In November 2021, Hyatt acquired the Apple Leisure Group, a North American
hospitality group specialising in resort brand management and leisure travel, for
$2,7 billion in cash. The AMR Collection, a brand that consolidates the
company’s resort brands under one umbrella, comprises more than 100
properties (33 000 rooms) operating in the Caribbean, Latin America, and
Europe. Additionally, the deal included a vacation packages distribution business
in North America (ALG Vacations) along a destination services management
(Amstar), a leisure travel technology platform (Trisept Solutions), and ALG’s paid
membership programme (Unlimited Vacation Club) with more than 11 000
subscribers. ALG closed the first nine months of 2022 with $1,01 billion in

revenues after grossing $166 million in the last three months of 2021. Hyatt bet
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on the high-performing resort and all-inclusive markets to increase its brand
presence following the constant shift towards leisure travel. The acquisition
propelled Hyatt to the second position in all-inclusive room count, right behind

Marriott. The deal, however, increased the debt position of the firm, temporarily

increasing Hyatt's gearing ratio to 0,47 and decreasing the current ratio to 0,92

(fig. 12). The company’s solvency position is expected to stabilise in the near
Figure 12: ALG acquisition impact on Hyatt’s key
financial ratios. Source: Hyatt’s annual reports. fUtUre.

Environmental, Social, and Governance Analysis

ESG has become increasingly important for investors' company selection and
investment decisions. According to a study by the US Trust, 78% of millennial
investors and 63% of Generation X investors reviewed their portfolio for impact in
2018, against only 28% for baby boomers (US Trust, 2018). Gen Z, Millennials,
and Women are set to receive the most significant wealth transfer recorded in
history. 95% of Millennials who are saving and investing include ESG in their
investment criteria, and 57% sold stocks from companies they thought did not

positively impact these areas (Case, 2021).

Hyatt launched in 2021 its ESG platform World of Care which combines its
commitments to care for the planet, people, and responsible business, providing
an opportunity to support future landmarks and initiatives. While the company
recognised the importance of ESG management and started to invest in the
matter, it remains behind its peers in most aspects. With a Sustainalytics score of
30,16 (High Risk), they are falling behind Hilton Worldwide (17,4 - Low Risk),
Intercontinental Hotel Group (19,4 - Low Risk), and Marriott International (22,0 -
Medium Risk). While Hyatt produced science-based targets, they are yet to come
up with specific net-zero targets. Hyatt pledged in 2021 a reduction of 27,5% in
Scope 1 and 2 GHG emissions (fully controlled by the company) by 2030. The
company is ahead of its commitment, with an actual 6% reduction between 2019
and 2021. However, with all current strategies put in place by the company, Hyatt

does not reach 2030 or 2050 net zero goals.

Hyatt's Environmental and Governance materiality scores are severely (Fig. 13).
Following Hyatt's core values of "caring for people so they can be their best", the
company committed to improving all social areas, from employees to suppliers
and community, mainly through Diversity, Equity & Inclusion. The company holds
a social materiality score of 7,35/10, leader among its peers, and has been

Figure 13: ESG score comparison between Hyatt, featured multiple times in the Fortune "Top 100 Best Companies to Work For"
Hilton, Marriott, and IHG (December 2022). Source:

Bloomberg.

and has been certified "Great Place to Work" since 2016.
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Hyatt (Q3 2022) RevPAR ($) Occupancy ADR ($)

System-wide 119,32 61,61% 193,67
Owned and 166,47 64,30% 258,9
Leased
Americas full- 155,93 63,70% 244,79
service
Americas select- - 10g 24 70,30% 151,12
service
ASPAC full- 77,84 46,70% 166,69
service
ASPAC select- 33,83 50,40% 67,12
service
EAME/SWfull- 454 o5 59,80% 202,76
service
EAME/SW select- ¢ 7, 68,30% 88,93
service

Figure 14: Hyatt RevPAR, Occupancy, and ADR per
segment (Q3 2022). Source: Hyatt's Q3 2022

Earnings Release.

mHyatt =Mariott mHilton =IHG

Figure 15: Occupancy peers’ comparison (Q3 2022).
Source: Company’s Q3 2022 Earnings Releases.

200
150

100

RevPAR ADR

=Hyatt = Mariott = Hilon =IHG

Figure 16: RevPAR and ADR peers ‘comparison (Q3
2022). Source: Company’s Q3 2022 Earnings

Release.

Hyatt Marriott Hilton IHG

Figure 17: RevPAR growth 2021-2022 Q3 industry

comparison. Source: Company’s annual reports.

Occupancy

Hyatt Marriott Hilton
O&L 64,3% - 57,7%
Americas 66,5% 67,5% 70,5%
ASPAC 47,3% 51,3% 52,3%
EAME/SW 60,9% 59.8% 65.,9%

Figure 18: Occupancy peers’ comparison by

segment. Source: Company’s annual reports.

Figure 19: Peers’ comparison between total rooms
and total loyalty programme members. Source:

Company’s annual reports.

The company needs to mitigate both environmental and governance risks in the

near to medium future to retain millennial and gen Z customers and investors.
Key Performance Indicators

»= Revenue per Available Room (RevPAR)

RevPAR is the most relevant performance indicator in the hospitality industry,
corresponding to the product of the average daily rate (ADR) and daily
occupancy percentage. Changes in the ADR typically have a more significant
impact on margins and profitability. In contrast, changes in occupancy rates have
a more relevant impact on room revenues as they are more prompt to change

variable results.

As of the 30" of September 2022, Hyatt's comparable system-wide hotel's
RevPAR was $119,32 (fig. 14), mainly driven by the performance of the Americas
segment. While Hyatt registered a lower occupancy percentage than its peers
(fig. 15), a substantially higher ADR allowed Hyatt to outperform its competition
regarding both year-to-date RevPAR and its year-on-year growth (fig. 16 & 17).

Occupancy

Compared to its peers (fig. 18), Hyatt recorded a lower occupancy rate in all
segments for the year-to-date 2022. Due to the substantially higher number of
rooms and loyalty programme members (fig. 19), Marriott and Hilton have the
advantage of increased alternatives for guests seeking change, which allows
them to retain and even attract more clients. There is however an opportunity to
increase occupancy in specific markets. Following Hyatt's strategy to expand its
portfolio mainly in EAME and ASPAC, the company will be able to provide
current and potential guests with alternatives to the competition already well-

implemented, gaining market penetration.
Average Dailly Rate (ADR)

The ADR is generally used as a performance indicator in the industry as it
assesses pricing levels. This measure is the only one which is almost entirely
endogenous from the industry perspective. Therefore, it should always be
compared to occupancy levels to have a justified comparison between
companies. Compared to its peers (fig. 20), Hyatt has a substantially higher
overall ADR in most segments while standing in the same range of occupancy
percentage. Hyatt was able to capitalise on better revenue management and
better pricing strategy following the health crisis, confirming the company’s
RevPAR superiority compared to its competitors. Both Hyatt's and Hilton’s O&L

segments show the highest ADRSs, reflecting those brands taking an asset-light
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Hyatt Marriott Hilton
o&L 258,90 - 202,64
Americas 204,59 176,6 157,5
ASPAC 150,53 122,94 102,22
EAME/SW 187,36 199,71 147,18

Figure 20: ADR peers’ comparison by segment.

Sources: Company’s annual reports.

wHyatt = Mamiott uHilto HG

Net Room

Figure 21: Revenues and net room CAGR 2011-2019

peers’ comparison. Sources: Company’s annual

mHyatt
Mamiott
0%
Hitior
IHG
20%
Market
-40
60%
2020 Q3 2022

2021

reports.

Figure 22: Peers’ revenues growth comparison with

the market. Sources: Company’s annual reports.

Figure 23: Hyatt’s gross margin, EBITDA margin,

and Net margin. Sources: Hyatt’s annual reports.

Figure 24: Hyatt’s gains (losses) on sales of real

estate comparison with adjusted EBITDA margin.
Sources: Hyatt’s annual reports.

15 000 15%

Figure 25: Depreciation and Amortization Expenses
to Revenues Ratio peers” comparison in 2021.

Source: Company’s annual reports.

approach still want to retain flagship properties in their portfolio. Hyatt's revenue
management is a crucial source of present and future competitive advantage,
offering the highest possible price accounting for time, place and, most

importantly, customers.
Financial Performance Analysis

= Revenues

Hyatt has recorded fitful growth over the last decade, mainly caused by the shift
in business model. Despite the drastic reduction of O&L properties in 2014, the
group displayed a 3,89% CAGR for the 2011 to 2019 period, fundamentally
driven by a 104% net managed & franchised room growth. When comparing the
revenues and net room growth to the benchmark (fig. 271), Hyatt's growth was
sharper than Hilton’s despite a nearly similar net room CAGR. Only Marriott and
IHG displayed higher growths, channelled mainly through the 2016 acquisition of
Starwood Hotels & Resorts for Marriott and RevPAR growth for IHG.

Global travel restrictions due to the pandemic crisis heavily disrupted the industry
in March 2020. Despite the shift to an asset-light strategy four years earlier, Hyatt
saw a drastic decline in revenues caused by a severe drop in demand. Year-end
2020 revenues amounted to 41,16% of the prior year's revenues. As Hyatt's
revenue decrease was stronger than the industry over the health crisis, the
company registered a more substantial growth than the market for 2021 and its
benchmark for two consecutive years (fig. 22). These growths are mainly
supported by better revenue management, responsible for RevPAR growth

discussed earlier, along the company’s net room growth.
» Profitability

Historically, Hyatt has shown a stable gross margin (fig. 23), suggesting proper
management practices and efficiency in its core business operations. However,
compared to its peers in 2021, the 14,04% company gross margin was
significantly behind the 26,51% peers' average due to the high fixed costs in O&L
properties. Following the company's decision to switch to an asset-light model, its
EBITDA margin, adjusted for non-core sources of revenues, has been improving
(fig. 24). Despite the company's efforts, Hyatt is still considered asset-heavy
compared to its peers. As a result, Hyatt has a cost structure heavily affected by
depreciation costs that are not proportional to revenues compared to its peers
(fig. 25), leading to a lower adjusted EBITDA margin in 2021 (fig. 26).

Although the company had a positive EBIT in 2021, the income tax was the

reason behind the negative net income. The tax's high value reflected a 2020
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EBIT marg I4
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Figure 26: Peers’ profitability ratios comparison

(2021) Sources: Company’s annual reports.

Figure 27: Hyatt’s current and cash ratios. Source:

Hyatt’s annual reports.
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Figure 28: Peers’ liquidity ratios comparison. Source:

Company’s annual reports.

Q3 2022

Figure 29: Hyatt’s solvency and financial autonomy

ratios. Source: Hyatt’s annual reports.

valuation allowance recorded on U.S. federal and state deferred tax assets. As a
result, Hyatt was the only company among its competitive set to show a negative
net margin of -7,32% in 2021.

As for Q3 2022, the company improved its profitability ratios mainly due to the
ongoing recovery following hotel reopening and ALG business incorporation.
Overall, Hyatt is expected to improve its profitability ratios through the ongoing

demand recovery and the completion of its shift to an asset-light position.
» Liquidity and Solvablity Ratios

Following the acquisition of ALG in cash, Hyatt's liquidity position decreased.
ALG operates with a different business model with memberships, distribution,
and destination management. The target shows different profiles than Hyatt in
terms of deferred revenues. ALG, offering a membership service, will recognise
the unearned revenue at the membership's end. In this instance, contract
liabilities linked to memberships will remain high with a planned increase in
memberships sold. Distribution and destination management services requiring
upfront payment, unearned revenues are forecasted to remain a substantial

portion of the company's contract liabilities.

Assuming the liabilities of the acquired company at the end of 2021, the group

increased its current contract liabilities and accounts payable while
simultaneously seeing its short-term investments drop to help finance the
acquisition. The liquidity ratios hence fall below one in Q3 2022 (fig. 27). In
theory, having a current ratio below one is problematic since it does not satisfy
the short-term financial equilibrium. However, Hyatt's case might not be as
alarming as one could think. On the one hand, the pandemic affected ALG's
current contract liabilities, increasing unearned revenue linked to the distribution
and destination management segment. Revenue recognition is expected in the
coming year, rebalancing the current ratio. On the other hand, the company's
liquidity position is on par with Hilton's, far above Marriott's but below IHG's (fig.
28), demonstrating a relatively volatile market in terms of financial position, where

loyalty programmes often increase current liabilities.

Looking at the long-term financing situation of the company, the solvability
position further decreased, mainly due to the ALG acquisition. Hyatt's solvency
ratio understandably dropped following the increase in debt announced in the
second quarter of 2020 and the assumed liabilities from the merger. Regarding
financial autonomy, the ratio decreased to 0,28, signalling a mild dependency
from creditors (fig. 29). Hyatt's financial autonomy position is not alarming but
should remain watched upon with current fluctuating interest rates. The lodging

industry relies heavily on creditors, especially in an environment where
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2015 2016 201 2018 2019

Figure 30: Hyatt core asset turnover evolution.

Source: Hyatt’s annual report.

400 |
2016 2017 2018 2019 2020 2021 3Q2022

Figure 31: Hyatt's operating result breakdown
between core and non-core result. Source: Hyatt’s

annual reports.

Hyatt Marriott Hilton
ROIC 3,08% 14,61% 4,50%

ROE 8,40% 119,17%

Figure 32: ROIC and ROIC peers’ comparison (Q3
2022). Source: Company’s Q3 Earnings Release.

Figure 33: Hyatt's ROIC, operating result and invested

capital evolution. Source: Hyatt’s annual reports.

2020 2021 3Q 2022

Core Operation| Margin 2,86% 21,38% 7,74% 4,34%
Core Asset Tumover 111,16% 44,54% 67,83% 69,49%

Core ROIC 3,18% 9.52% 5,25% 3,02%

Figure 34: Hyatt's Core ROIC breakdown in core
operational margin and core asset turnover. Source:

Hyatt’s annual reports.

companies expand to remain competitive. With a forecasted market recovery,

this ratio is expected to stabilise to pre-crisis levels.

The company's liquidity and solvability positions have worsened in the past two
years; it is a typical behaviour following mergers and acquisitions and an
understandable one considering the pandemic's impact.

=  Core Asset Turnover

Core asset turnover is used to establish how efficient a company is to generate
sales, in other words, how dependent on its invested capital the firm is to
generate revenue. The lodging industry is especially interested in this metric, as
different business models affect the asset intensity of the business. A heavy
component of traditional hotel chains’ invested capital is PP&E, driven company’s
origin where an entrepreneur bought a property and expanded this way to get the
most revenues. After disposing of several properties in 2016, the invested capital
drastically decreases, reflected in the 2018 core asset turnover (fig 30).
Multiplying core asset turnover with core operational margin yields the core
ROIC, increasing too in 2018.

= Return on Invested Capital (ROIC) and Return on
Equity (ROE)

Following the shift in business model, the company saw its ROIC and ROE
increase. The rapid growth mainly came from the gains on the sale of their
properties which considerably drove the non-core result (fig. 37). Due to the

nature of the gains, these high returns are not a good proxy for the future.

Hyatt's and its peers’ ROE sharply decreased in 2020, caused by the overall
negative net result. While recovery started in 2021 and Hyatt's benchmark all
saw their net results turn positive again, Hyatt was compelled to liquidate most of
its deferred tax assets, causing a negative result. Although the 2022 fiscal year is
not yet complete, Hyatt shows an increase in its 3Q ROE attaining 8,40%, a good

omen for the company's future performance (fig. 32).

Hyatt's ROIC was 3,08% in the most recent quarter of 2022, emphasising the
company's lack of success in creating value (fig. 33). This shortcoming is
attributed to two events. The simultaneous decrease in revenues and increased
invested capital following the ALG acquisition drove the return under the
computed WACC, ultimately destroying value. Core ROIC is on pace to surpass
the 2019 value, showing a promising performance for the near future once the

shift to asset-light is completed. This increase will be mainly due to better
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profitability of investment translated by the Core Asset Turnover along lower cost

margins (fig. 34).

Lodging Industry Overview

Market Overview

Travel behaviour shifted since the start of the millennium and will force hotel

chains to further evaluate their offering. Leisure travel in the US has increased

nearly 20% since 2000, decreasing the business travel to only 12.3% in 2021.

Additionally, revenue derived from leisure travel is set to grow 14% in 2022

compared to pre pandemic levels while business travel revenues are forecasted

to stagnate (AHLA, 2022). This shift will force hotels to revisit their client mix and

service offering to gain competitive advantage. The lodging industry is a

subsegment of the hospitality industry, along with food and beverage, travel and

tourism, and recreation. The industry is highly competitive, with customers having

I the possibility to choose between international hotel chains, stand-alone boutique
I hotels and short-stay home rentals. The lodging industry's revenue reached

Figure 35: Lodging industry global revenues (in $215,2 billion in 2021 (flg 35), nearly grOWing 50% year-on-year. Since the
billions of USD) projections for 2022-2024. Source:

Statista. industry's performance is directly related to tourism, it is interesting to see the

latter's evolution. International arrivals have constantly increased in the last
decade, except for 2020, with the closure of international travel. While Covid-19
affected all industries, the lodging industry stands among the hardest hit. 2021
saw an increase of 9,46% in international arrivals, driven mainly by arrivals in
Europe and the US. The lodging industry is expected to have a full recovery in
2023/2024 (CBRE, 2022), providing no macroeconomic events such as larger-

scale international war, recessions, or a more acute COVID variant occur.

Travel behaviour has shifted since the start of the millennium and will force hotel
chains to evaluate their offering further. Leisure travel in the US has increased by
nearly 20% since 2000, decreasing business travel to only 12,3% in 2021.
Additionally, revenue derived from leisure travel is set to grow 14% in 2022
compared to pre-pandemic levels, while business travel revenues are forecasted
to stagnate (AHLA, 2022). This shift will force hotels to revisit their client mix and

service offering to gain a competitive advantage.
Demand Analysis

The lodging industry demand includes leisure and business travellers. In 2019,
nearly 88,71% of inbound tourism had the purpose of leisure, 3,14% more than in
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2010 (fig. 36). As for the current and future demand, leisure travel will keep
prevailing, while corporate travel policies remain uncertain. As countries open
| | \ ‘ ‘ ‘ | ‘ | | borders and ease COVID-19 restrictions, people are more eager to travel again
and to discover new experiences while willing to spend more money on a
vacation than they would have in the past. This increase in expenditure,

explained by increased savings during the lockdown, is defined as "Revenge
Figure 36: Inbound tourism by purpose of travel.

, , Travel" (Lilit, 2022). When deciding on travel accommodations, instead of
Source: UNWTO, Authors’ Computations

focusing primarily on price and quality, new travellers prioritise a safe and

N sanitary environment, flexible booking policies, trust, and reputation (AHLA,
2022). The current traveller sentiment favours destinations Italy, Thailand,
. ‘ I I I I I France, and Spain (fig. 37), which is one of the many reasons hotel chains are
e e I I I focusing their expansion plans on Europe and the Asia Pacific. Also, with the rise
TS of remote working and the flexible working environments provided by companies,
Figure 37: YTD travelers’ sentiment (December a new traveller segment emerged where people combine their business trips with

2022). Source: UNWTO. . .
leisure: bleisure travel.

Industry Trends

= Bleisure

Consumer demand has widely changed in the past and is set to continue
evolving in the near future. With the decrease in the traditional business travel
segment, a new market emerged combining both leisure and business: bleisure
travel. With the rise of remote working, which already doubled in 2021, bleisure is
set to take over traditional business travel in the upcoming years, with more than
89% of travellers willing to extend their stay for leisure reasons. Companies are
also considered enablers, as 57% of businesses already include a business trip
extension policy. The lodging industry can already capitalise on this trend, with
the average length of business trips increasing from two/three days to more than
six days, where more than 80% of guests stay in the same hotel. Hotel brands
will have to react now to gain a competitive advantage by offering a hybrid
e environment dedicated to this market. Diverse properties such as the Park Hyatt

St. Kitts offer a bleisure package with various discounts, access to exclusive
Figure 38: Bleisure tourism market estimated size in

- , amenities and a daily food & beverage credit. The bleisure industry is forecasted
$ billions for 2032. Source: Future Market Insights.

to reach a value of $2,97 trillion by 2032, representing a 10-year 19,5% CAGR
(fig. 38).

= Asset-Light Strategy

The asset-light business model treats of balance sheet optimisation, as a
company diminishes ownership of its physical assets to reduce the risk it bears.

The hospitality industry is no stranger to this trend. Marriott International was the

PAGE 13/33



HYATT HOTELS CORPORATION COMPANY REPORT N o VA
I

NOVA SCHOOL OF
BUSINESS & ECONOMICS

precursor in the mid-1990s, yet most players nowadays waited until the second
half of the 2010s to get on this trend. Although the phenomenon is widely
followed and applied, only brands already cultivating a solid customer base reap
the full benefits from this model: increasing the number of properties at a lower
cost while mitigating risk in situations of downturns. However, this strategy does
bring a downside. Brands give up a certain control over the asset, which can
hinder brand image and reputation in specific cases (Blal, 2019). While research
on the topic remains scarce, at the moment, there is no immediate effect on the
financial performance of hotels other than a short-term increase in net results
derived from the sale of properties, a decrease in invested capital along a quicker

brand expansion.
*= Online Travel Agencies (OTAS)

An OTA is an online travel agency where consumers can research and book
travel without assistance from a conventional agent. OTAs are an enormous

driver of hotel room sales and online bookings in the lodging industry. The

industry is highly concentrated in three players: Booking Holding, Expedia, and

HRS (fig. 39). The stock searching separately, price-sensitive customers are now

offered an online service comparing hotels, transportation, and experiences.
Figure 39: Main players in the OTAs industry. Consequently, there is a risk that consumers will start to develop a dependency
Soutee oter Hoseially Bueee on reservation systems rather than loyalty to hotel brands. Additionally, the OTA
market is becoming more concentrated, giving them more pricing power and,
consequently, higher commissions. The industry remains exposed to this risk,
despite most bookings being derived from direct channels, prompting a possible
decrease in hotel chains' profitability through increased commissions and
transaction fees. In recent years, hefty investments aimed to reduce the
dependency of hotel chains on OTAs. Brands such as Hyatt, Marriott and Hilton
revamped their brand website to support complete mobile reservation and
dynamic revenue management systems that offer guests tailored experiences.
Hyatt recently threatened to terminate its contract with OTA giant Expedia to
drive more reservations through direct channels and therefore cut costs on sales
and marketing expenses. To effectively distance themselves from OTAs, brands
need to increase the value of direct channel reservations in the eyes of price-
sensitive customers, and loyalty programmes are a key factor in reaching this

objective.
= Loyalty Programmes

Research show loyal customers book more frequently, are less price-sensitive
and have increased expenditure per stay (Catala Consulting, 2022). The Direct

Marketing Association defined brand loyalty into four subcategories: Active
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Loyals who show devoted loyalty to a brand, Habitual Loyals who might look at
other alternatives for special services, Situational Loyals and Active Disloyals.

The hospitality sector is not unfamiliar with the concept, but only select ultra-

N 800 000
luxury brands can genuinely benefit from the first category. Consequently, large
B hotel chains developed point and tier-based loyalty programmes to attract but
oy P e n ) — Prospacive o o mostly retain customers. It is not uncommon for customers to switch brand loyalty
Figure 40: Peers’ comparison between total rooms for increased value. To mitigate this risk, hotel brands created incentives such as
and total loyalty programme members. Source: i i i i
Company’s annual reports. member-only discounts on top of usual advantages, increasing the direct channel

versus OTA ratio to 3-1 for Marriott and Hilton. Certain hotel chains also include a
tier-based loyalty programme. Gamification techniques play on customers' sense
of accomplishment and engage customers into reaching the next tier. Tier-based
programmes have been shown to increase engagement by 47% and loyalty by
22% (Snipp, 2017). To help customers reach higher tiers, companies also invest
in credit card programmes which allow customers to earn points through their
purchases. Companies such as Marriott or Hyatt benefit from a fee for each
transaction while customers increase their point balance to redeem later. Hence,
loyalty programmes are critical to companies' future strategy in a market where

the difference between loyal and disloyal customers heavily impacts brand value.
» Personalisation Through Technology

The industry saw a shift in its marketing strategy, from the customisation trend to
a more subtle yet powerful personalisation. While both terms are often incorrectly
described as the same, personalisation is the approach to serve customers
based on their preference, while customisation lets customers choose their offer
based on their liking. With the advancement of technology, the lodging industry
has been able to meet clients' expectations. Leveraging clients' data allows hotel
chains to tailor their service offerings and promotions, increasing client retention.
An insight by Accenture shows that 91% of clients are more inclined to purchase
from a company that remembers them and makes them feel connected.
Customer Relationship Management (CRM) is a crucial aspect of retention. The
technology has been widely deployed in the industry. Using bid data, Artificial
Intelligence and automation, the tool helps companies better serve their clients.
There is, however, a risk that could impact this technology's future. As data has
become extremely valuable, clients are being more cautious with the data they
intentionally share. 2019 McKinsey research shows no industry has a trust rating
above 50% regarding data sharing and collection, the highest industries being
Healthcare and Financial Services. Regulations are also a potential factor
discouraging companies from exploiting data fully. Implemented in 2018, GDPR
strengthened the guidelines for companies to collect, exploit, store and delete

data. Failure to comply with these regulations might lead to fines amounting up to
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Market Cap Market

ELTS Company (billljizg)s of Share (%)
1 Marriott International 51.81 15.81%
2 Oriented Land 44.54 13.59%
3 Hilton Worldwide 36.93 11.27%
4 Las Vegas Sands 28.34 8.65%
5 Galaxy entertainment 19.57 5.97%
6 MGM Records 13.52 4.13%
7 Host Hotels & Resorts 14.13 4.31%
8 Pan Pacific 10.15 3.10%
9 Hyatt Hotels 10.12 3.09%

10 :‘:;C;g:)"uep"“' 9.85 3.01%
Others 88.71 27.07%

Figure 41: Lodging industry market capitalization
and main players (October 2022). Source:
Companies Market Cap.

41,79%

Luxury = UpperUpscale = Upscale /Midscale =« Residence

Figure 42: Per brand segment distribution (Hilton,

Marriott, IHG). Sources: Companies” annual reports.

12,4%
21,1%

39,0%

Luxury = Upper Upscale = Upscale / Midscale

All Inclusive

Figure 43: Hyatt brand segmentation distribution
(2021). Source: Hyatt’s annual report.

4% of a business' total revenues. Data exploitation will continue to be a source of
value in the future, providing no deterioration of consumer sentiment on data

sharing and proper ethical data collection from companies.
= Environmental, Social and Governance (ESG)

Regardless of the business, a company that wants to thrive in the future must
have a rigorous dedication to environmental, social, and governance (ESG)
topics. Bringing ESG to the epicentre of a company strategy can be a decisive
competitive advantage for hotel chains, particularly for those who can tell a

captivating narrative about their ESG journey.

Many players in the industry take ESG aims seriously, as they understand its
importance to reach competitive advantage but also steer clear of negative
publicity. Decarbonisation targets are one of the priorities of many hotels’ goals,
and as an example, Hilton and IHG aim to, at least, halve their carbon footprint

over the next decade.

Diversity, equity and inclusion, and company ethics are the other two main topics
among hotels’ EGS initiatives. Assets that comply with ESG can generate higher
cash flows for investors and create higher exit value. Since 53% of international
travellers are willing to spend more on an environmentally responsible product,
hotel groups that commit to ESG goals can attract clients and apply a price
premium. Additionally, ESG-compliant fixed assets usually have greater
construction efficiency, lower operational costs, and, thus, higher long-term

values.
Competitive Landscape

As of October 2022, the global lodging industry accounted for a total of $327,67B
in market capitalisation (fig. 47), with Hyatt accounting for 3,09%.

Operating in a highly concentrated market in the US but somewhat fragmented in
Europe, Hyatt has multiple sources of competition, and the strongest ones are
the following. Large hotel groups such as Marriott International, Hilton Worldwide,
and Intercontinental Hotel Group compete on the same spectrum of offerings as
Hyatt (fig. 42). They propose an alternative to more than 95% of Hyatt's
franchised and managed properties. For the purpose of benchmarking, these
groups will therefore constitute Hyatt's competitive set, as we believe they
represent the closest proxy to Hyatt. These companies regroup 65 brands across
the four primary service offerings: luxury, upper upscale, midscale and extended
stay. Competition is particularly intense in Upper Upscale and Upscale / Midscale
segments (fig. 43).
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The sharing economy heavily disturbed traditional industries in the past decade.
The hospitality and lodging industry is not exempt. With its approach to using
empty guest rooms in people’s houses, Airbnb allowed homeowners to have an
extra source of income and propose a home environment to guests at unbeatable
prices. Although the platform was soaring in the past, the 40% increase in ADR in
the second quarter of 2021 compared to two years prior, combined with a
potential decrease in future demand, could be detrimental to the tech giant and
sway customers back towards hotels. Airbnb customer satisfaction has recently
declined following a drastic increase in Airbnb additional fees, almost doubling
the original price per stay. Aside from the recent chip in the company’s brand
image, countries” increased rules and regulations could become problematic for
Airbnb. Various cities tighten the procedures, such as enforcing homeowners to
file the registration number on the listing. Banning listings could heavily
discourage new and current hosts from renting their properties and consequently
slow down or reduce supply.

Forecast

Future Strategy

Looking ahead, Hyatt developed three significant strategic initiatives which will

serve as a roadmap for future performance.

The company first focused its strategy on RevPAR growth. Through an
expansion in the high-performing leisure and resort sectors, along with hotel
openings in geographical markets underdeveloped by Hyatt compared to its
competitors, Hyatt will be able to capture more demand while providing
alternatives to its existing customer base. Investment in the brand’s website and
the industry trend to distance the company from third parties such as OTAs will
affect customer retention and increase direct revenues. Coupled with industry-
leading revenue management for its O&L properties, but also provided as a
service to franchised properties, Hyatt will be able to drive RevPAR growth and
hence, both O&L and M&F revenues.

Secondly, the company plans to increase its system-wide presence through its
pipeline. As of December 2022, Hyatt committed to an expansion of 114 000
rooms in areas preferred by ftravellers, such as Europe and Asia Pacific.
According to a former hotel asset manager, hotels on average take 5 to 6 years
from the contract negotiation to the opening. The expansion represents therefore
a 38% growth in the managed and franchised rooms by 2027, generating an
increased return per invested capital. An important assumption we took to
forecast future performance regards the evolution of the O&L segment: the room
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count is assumed to remain constant as there is no disclosed information
regarding which properties will be sold, when they would be sold, and the gains

generated from the sale.

Lastly, derived from the net room growth and best practices, margins are
expected to increase benefiting from continuous operational improvement and
higher pricing negotiation power. In the O&L segment, between 2013 and 2018
the total number of hours worked per occupied room decreased by 2.35%, while
the food and beverage margin increased by 5.4%. These improvements denote
the company’s efficiency in managing labour and costs. Improvements like these
also play another important role, as relationships with owners are vital to the
negotiations of Management and Incentive fees, better operational management

is key to Hyatt's future performance.
Revenues

The company’s revenues were projected using the four primary sources,

including:

+ Owned & Leased revenues encompassing all primary and ancillary

revenues.

+ Management & Franchising fee revenues, mainly derived from management
and franchise contract negotiations such as a percentage of gross room
revenues and F&B revenues along with an incentive fee based on the

franchisee’s performance.

. Distribution and Destination Management resulting from the company’s new

business model after the acquisition of ALG.

*  While revenues for the reimbursement of costs incurred on behalf of M&F
properties account for a large proportion of the revenues, the company will
not profit from this caption and is thus forecasted to evolve in line with the

costs.
= Key Value Drivers

Average Daily Rate

Hyatt's pricing strategy is established on a value-based basis, meaning the
company sets hotel room prices according to customers' perceived value. Given
the nature of the business, hotel managers can easily adjust the daily rate given

the state of the business.

Therefore, in order to decide the most suitable approach to forecast future prices,

we studied the historical ADR changes against US inflation, local GDP growth
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Benchmark Correlation  P-Value

Segment
[O&L Local Real GDP 0.3770 0.2829

lAmericas Full-Service Local Real GDP 0.9568 0.0000]|
{Americas Select-Service  Local Real GDP 0.9080 0.0003,
|ASPAC Full-Service Local Real GDP 0.9023 0.0004|
IASPAC Select-Service Local Real GDP 0.4956 0.3960|
EMEA Full-Service US Inflation 0.8163 0.0040
[EMEA Select-Service Local Real GDP 0.8468 0.0334

Figure 44: Adjusted cost debt computation. Source:

Authors” computation.

Figure 45: Forecasted system-wide ADR (USD).

Source: Authors” computation.

Figure 46: Occupancy rate forecast for management
and franchising Americas and EAME/SW segments.

Source: authors’ computation.

Figure 47: Occupancy rate forecast for management
and franchising ASPAC. Source: authors’

computation.

Figure 48: Marriott occupancy rate by region after
2008 financial crisis. Source: Marriott’s annual

reports.

and advanced economies GDP growth. We found that the increase in ADR
mostly correlates better with the local economy growth rather than with US
inflation or advanced economies GDP growth (fig. 44). In fact, as Hyatt mainly
operates in the upper upscale and luxury segment, its target market is less price
sensitive. A 2022 CBRE research confirms our findings, reasserting the predicted
2032 system-wide ADR value of $242,6 (fig. 45).

Since roughly 50% of EMEA hotels are in the Eurozone, consequent currency
exchange issues have marked the past decade. Therefore, the US inflation was
taken a proxy to forecast future EMEA full-service rates, in order to absorb any
the O&L and ASPAC select-service

segments are statistically insignificant primarily due to the small population of

future currency devaluation. Lastly,

O&L hotels and the lack of data regarding the ASPAC select-service.
Occupancy

Forecasting occupancy is one of the most challenging aspects of future
performance estimation as multiple factors come into play, such as the socio-
political conditions of a country, inbound tourism, or even the global state of the

economy.

According to different reports, the hospitality industry will recover from the
pandemic in 2023, although a full recovery of all segments might only happen in
2025.While the Americas and EAME regions are expected to recover relatively
quickly during the next couple years (fig. 46), ASPAC is expected to take longer
to recover. Since nearly 40% of the hotels in the ASPAC region are located in
China, both the low travel sentiment and China’s Zero Covid Policy affect the

segment’s recovery (fig. 47).

To forecast how the occupancy will evolve after such an unparalleled crisis, an
analysis of the occupancy rate evolution after the financial crisis of 2008 was
performed. As Hyatt went public during the recovery from the 2008 financial
crisis, the authors analysed Marriott International as a proxy. In the aftermath of
the financial crisis, the United Kingdom and Europe saw their occupancy rates
return past their pre-crisis levels in 2010 and 2011, respectively, and the ASPAC
region achieved 95% of their original values in 2011 (fig. 48).

An additional parameter affecting occupancy is hotels currently in the pipeline.
Following the increase in the number of rooms, the occupancy rate stabilization
in the management and franchising segments will not be immediate as hotels
tend to stabilize their occupancy rates 2/3 years after their opening (O’Neill,

2011). Thus, management and franchising occupancy rates will fully stabilize in
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Figure 49: O&L segment revenues forecast (billions of

USD). Source: Authors” computation.

EAME  Allindusive

Figure 50: Hyatt’s room count forecasted evolution.

Authors” computation. Source: Authors ‘computation.

Net Management, franchise, and

other fees, excluding eliminations
Americas
ASPAC

856'229'793
399'779'273
EAME/SW 293'725'465
Apple Leisure Group 176'528'617
Corporate and other 44'711'161
Total 1'770'974'309

Figure 51: Net Management, franchise, and other
fees, excluding eliminations. Source: Authors

‘computation.

= Owned and leased
hotels

23,88%

28,55%

Figure 52: Composition of Hyatt's 2032 revenues,
excluding revenues from reimbursement costs.

Source: Authors ‘computation.

2029. Since the O&L segment is assumed to have a constant number of rooms in

the future, the occupancy rate will stabilise in 2027.

The last parameter affecting the occupancy forecast is the projected market
penetration resulting from the expansion strategy. With the expansion of the
brand in areas currently without or with very little brand presence, Hyatt will be
able to increase alternatives to its customer base and target market, therefore
increasing occupancy past historical average in markets such as EAME and
ASPAC.

= Owned and Leased

As the O&L segment will not increase in terms of room count, revenue growth will
mainly be driven by the growth in occupancy in the short run, sustaining long-
term growth through the changes in ADR. Food & Beverage revenues are also
expected to grow with increased hotel traffic. The segment is forecasted to gross
$2,05 billion by 2032 (fig. 49).

= Management and Franchising

Revenues from the Managed & Franchised properties are derived from fees.
Hence, they vary regarding the number of properties and rooms under such
contracts, the negotiated fees with hotel owners, market demand and the pricing
resulting from revenue management practices. The forecasted fee growth will

mainly result from the company’s expansion plan (fig. 50).

Additionally, licensing fees include revenues from the company’s co-branded
credit card programme in collaboration with Chase, which awards cardholders
points through every transaction that are redeemable to get free nights at Hyatt
hotels. Since only US residents can apply for this credit card, corporate and other
revenues will grow in line with US GDP growth, as credit card use is directly
related to consumer purchasing power. Net revenues from Managed &
Franchised properties will amount to $1,77 billion, predominantly driven by the

Americas segment (fig. 57).
= Distribution and Destination Management

ALG's distribution and Destination Management services account for the
segment's vast majority of revenues. These services are derived from the sale of
ALG Vacations' vacation packages, comprising mainly air and ground
transportation, accommodation provided by third-party properties, and insurance.
Due to the different services included in the package, forecasted revenues are
aligned with the US inflation. In the long term, Distribution and Destination

Management will account for nearly 24% of the group's total revenues excluding
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reimbursed expenses on behalf of Managed & Franchised Properties, at $1,23
billion (fig. 52).

Costs Value Drivers

Hyatt's cost structure is expected to be more efficient in the immediate future. On

the one hand, with the shift in strategy significantly increasing the amounts of

Hyatt properties, better procurement management resulting from a higher

negotiating power can be expected. On the other hand, Hyatt will continue to

I implement best practices, especially in Food & Beverage departments, leading to

lower O&L properties cost margin. The company's O&L properties' cost margin is

Figure 53: Fyatt's gross margin evolufion. Source: forecasted to exceed pre-pandemic values, stabilising around 23% in the long
term (fig. 53).

Authors’ computation.

The Distribution and Destination Management cost margin is expected to

decrease slightly based on the 2022 3Q value due to a strong pricing strategy,

Selling, general, and administrative expenses primarily consist of employees'

Figure 54: Hyatt's SG&A forecast. Source: Authors’ compensation expenses, professional fees, sales and marketing expenses and

computation.

administrative expenses. Following the company's investment in its website to
decrease the reliance on OTAs, the SG&A margin is forecasted to decrease
slightly (fig. 54).

Lastly, other direct costs treat the condominium units operations along the
Unlimited Vacation Club membership linked to the AMR resorts. Due to the
acquisition of ALG, the parent company of AMR resorts, the cost structure is
expected to become more efficient in the near future. Following a conservative

approach, we expect at least the segment to produce a positive income in 2024.
Investment Capital Value Drives

= Property, Plant & Equipment (PP&E)

Property, Plant & Equipment is expected to increase slightly until 2028 following

Property and Equipment, Net 2021
Land

Buildings

Leasehold improvements
Fumiture, equipment, and computers O&L 63

Consiruction in progréss &| possible, a breakdown of PP&E per room and per segment was performed. As
Sum 4043
B oI PPat 2% Managed & Franchised PP&E mainly relates to furniture and equipment, there is
Furniture, equipment, and computers M/F 1123 . . . i . .
- 1zl g significant difference between the two categories of PP&E per room. Projecting

Percentage of Total PP&E 21,74%
PP&E / Managed and Franchised Hotel room $ 4162

.ol the shift to an asset-light strategy. In order to have a projection as accurate as

192

o[ o0 0 0 »

Figure 55: Property and Equipment, Net breakdown the values in (fig. 55), along with the forecasted room count per segment, the
analysis for 2021. Source: Authors’ computation. estimated business PP&E results in $3,3 million after accumulated depreciation

in 2032.

=  Contract Liabilities
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Contract liabilities relate primarily to deferred revenues from the loyalty
programme and distribution and destination management, representing the
obligation towards both companies' respective customers in dollar value. Due to
the difference in the two entities’ business models, each business's contract
liabilities were estimated based on their respective revenues. Since the evolution
of loyalty and membership programmes are accounted for in the segments'
revenues, the book value of contract liabilities is estimated to reach $3,96 billion
by the end of 2032.

» [ntangibles

To forecast as accurately as possible, intangibles need to be broken down into
the additions to intangibles and the respective accumulated amortisation. Firstly,
additions to intangibles are forecasted to remain at 3% of net sales. Accumulated
‘ | | ‘ amortisation, on the other hand, is taken until 2026 as reported in the company's

. A A R quarterly report following their estimations, and thereon growing according to the
Figure 56: Net intangibles forecast (billans of LISD). percentage of additions to intangibles. Forecasted net intangibles will reach a
Sourees fulfers computaton value of $3,04 billion by 2032 (fig. 56).

Valuation

Discounted Cash Flow (DCF)

Selecting a method that best fits the capital structure and the assumptions taken

35.00%

oo N to forecast future performance to value a company is essential. Hyatt's capital
- ) structure deviated slightly in 2017 with a net debt-to-equity ratio of 8,79%,
*“EE /\/ following the repayment of the outstanding revolving credit facility account of
L LT 2016. However, following the $400 million senior notes issue to pay back some
— h of its debt due in 2019, the company's debt level drastically increased in 2018.

Figure 57: Nét Debt (book value) / Equity (market Since the extraordinary occurrence of the pandemic, combined with the strategic
gfﬁ:ﬁs::i:f;ﬁlrf’::ﬁ°°mpar's°”‘ acquisition of ALG, Hyatt's capital structure deviated from its historical values,

exceeding its main competitors and industry average (fig. 57). Besides these

outlier years, Hyatt has shown a stable debt-to-equity position along with its

peers, and the capital structure is expected to converge to historical levels in the

\ future (fig. 58). Thus, considering the assumptions derived from the company's
/\/\ strategy combined with the planned acquisition of new hotel brands, Hyatt
Fig;re';; Hy%t;,s o&L nu‘r;ber;f‘ mor‘ns evc;lbutio‘nA expects to hold its 28,10% net debt-to-equity position. Therefore, the Discounted
Source: Hyatt’s annual reports. Cash Flow model is the most appropriate model to value the business. The
company's core free cash flow will be discounted using the Weighted Average

Cost of Capital (WACC), whereas the non-core and the net debt values will be

estimated using the Q3 2022 book value.
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Operating (Core) Free Cashflow

Fig. 59 depicts the evolution of the company’s cash generation through its
primary operations. Based on the aforementioned assumptions, this evolution
plays a crucial role in estimating Hyatt’s equity value. Following the changes in
their core invested capital after the acquisition of ALG and the strategic
development of the pipeline, Hyatt will sustain constant levels of free cash flow

A& & & & &S

until the company reaches its steady state in 2032.

Figure 4: Hyatt’'s Management and Franchising

number of rooms evolution. Source: Hyatt’s annual

reports. Weighted Average Cost of Capital (WACC)

Some aspects of the cost of capital were computed using the Capital Asset
Pricing Model. This method requires two exogenous rates, one reflecting a risk-
free investment and a market risk premium. The company being listed on the
New York Stock Exchange and headquartered in Chicago, the 10 Year Treasury
Bill yield was used as a proxy to reflect a riskless investment as the default rate
on US government-backed loans is considered null. As of the 5" of January
2023, the 10-Year Treasury Bill yield was 3,58%. Using the trailing twelve-month
including sustainable pay-out market risk premium of 4,19%, estimated by
Damodaran, was deemed the best proxy. Given the computed values hereafter,
the WACC used to value Hyatt Hotel Corporation is 7,54%.

= Cost of Debt

The cost of debt was computed using the Yield to Maturity (YTM) of a

Bd 0,17
SSS:;'BettadOf Hotels and Resorts . 1032 representative corporate bond adjusted for the loss given default of an unsecured
juste ,
Rd (CAPM) 4,15% debt multiplied by the company’s probability of default. The resulting cost of debt
YTM Representative Bond 6,24% . . .
p(default) of Hyatt 0,13% was 6,16%. To obtain the most accurate value, we adjusted the rate using the
LGD 60% . .
Rd 6.16% risk-free rate calculated through CAPM. The debt beta from the security rating
was computed and adjusted for the hospitality industry. Using CAPM, the cost of
Figure 61: Cost of equity computation. Source:
Authors’ computation. debt amounts to 4,15%, resulting in a final adjusted cost of debt of 5,16% (fig.
60).

= Cost of Equity

To compute the cost of equity, it is first essential to compute the equity beta. The
first step is to regress Hyatt's simple returns over the market's returns (S&P 500).
The data regression was performed over two years of weekly returns, purposely
excluding the volatility generated from the covid, leading to a levered beta of
0,98.

This beta ought to be adjusted, as it reflects the current capital structure, which
drastically changed during the acquisition of ALG. A forward-looking beta is

through a bottom-up approach. Averaging the unlevered betas of comparable
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Be 0.98 companies reflects the market risk of a debt-less company. This value is
Relevered fe With 20 1.00 consequently re-levered at Hyatt's future capital structure to obtain the forward-
Adjusted Be 0.99

looking beta of 1. The adjusted beta, averaging the two values, is hence 0,99.

Figure 62: Hyatt's Management and Franchising Before obtaining the true cost of equity, an additional risk factor should be
portfolio (Q3 2022). Source: Hyatt’s Q3 2022 . . .
Eamings Release. considered to reflect the global operations of Hyatt. To account for the business

operated in foreign countries, a country risk premium was computed, taking each
country's equity risk premium and applying a weighted average of where Hyatt
operated. The Country Risk Premium of 0,66% was added to the market risk

premium, resulting in a cost of equity of 8,39% (fig. 617).
Steady State Equilibrium and Perpetuity Outlook

= Core Return on Invested Capital & New Invested
Capital

Hyatt's forecasted ROIC exceeds its Cost of Capital in the steady state (14,54%
vs 7,54% respectively), highlighting a value creation by the company. The

company's returns will not be as dependent on the invested capital, reflecting the
o decision to diminish the owner-operator status for a management and franchise

model. This shift increasing the core asset turnover, combined with the improved

" 2020F 2023F 2024F 2025F 2026F 2027F 2028F 2029F 2030F 2031F 2032F

O RO G RONG core operational margin, explains the improvement of the company's core ROIC.
Figure 44: ADR correlation comparison with local
GDP and US inflation. Source: Authors”

computations. RONIC standing at 33,32% (fig. 62).

Hyatt will become more efficient at using its invested capital, emphasised by the

=  Growth Rate

Hyatt's long-term strategy will reap its results in 2031. Both the operational
cashflows and Hyatt's overall value will gradually increase by 2,68% per annum.
The rate can be divided into the reinvestment rate and the return on invested
capital, with stable values of 8,0% and 33,32%, respectively. According to IMF
forecasts, the global nominal GDP will converge towards 3,94% by 2027. Hyatt
will therefore lose weight in the future economic landscape. Nevertheless,
sustaining its long-term growth in line with the economy without any radical

improvement would be challenging for a company as big as Hyatt.
Hyatt’'s Equity Value

The aforementioned parameters help us compute the enterprise value of Hyatt
and consequently, its equity value. Using the cost of capital of 7,54%, both core
free cash-flows and terminal value of the firm have been discounted to present

value and amount to $13,26 billion. Adding the book value of the company's net
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debt and non-core accounts, we obtain the total enterprise value amounting to

$11,29 billion, resulting in a share price of $105,44.
Risk Analysis
= Sensitivity Analysis

As the valuation mentioned above relies on assumptions, further sensitivity
analyses should be conducted to see the effect of change on both discount and

growth rates.

A first analysis was executed to compute the WACC's sensitivity based on both
debt and equity costs. Regarding the cost of debt, values from the risk-free rate
to the computed cost of equity of 8,39% constitute the first parameter. As for the
range of equity costs, three different re-levered betas were computed using the
peers' unlevered betas. Thereon, these betas were averaged with the historical
equity beta, resulting in a cost of equity range from 8,34% to 8,44%. Fig. 63
depicts the sensitivity of the WACC given the ranges for debt and equity costs.
The minimum and maximum values computed serve as the WACC range in the

second analysis.

Re
7,54% 8,34% 8,36% 8,38% 8,39% 8,41% 8,42% 8,44%
3,58% 7,26% 7,28% 7,29% 7,30% 7,31% 7,33% 7,34%
3,97% 7,32% 7,34% 7,35% 7,36% 7,37% 7,39% 7,40%
4,37% 7,38% 7,40% 7,41% 7,42% 7,43% 7,45% 7,46%
4,76% 7,44% T7,46% 7,47% 7,48% 7,49% 7,51% 7,52%
5,16% 7,50% 7,52% 7,53% 7,54% 7,55% 7,57% 7,58%
6,06% 7,64% 7,66% 7,67% 7,68% 7,69% 7,71% 7,72%
6,96% 7,78% 7,80% 7,81% 7,82% 7,83% 7,85% 7,86%
7,86% 7,92% 7,94% 7,95% 7,96% 7,97% 7,99% 8,00%
8,76% 8,06% 8,08% 8,09% 8,10% 8,11% 8,13% 8,14%

Figure 63: Sensitivity analysis on WACC. Source: Authors” computation.

Rd

The second analysis computes the share price sensitivity given changes in
WACC and growth rate (fig. 64). Taking the result from the previous sensitivity,
the potential change in discount rate falls between 7,26% and 8,14%. To
determine the change in growth rate, two scenarios were approached. The first
one, where Hyatt would not be able to create value based on its newly invested
capital, uses the RONIC at WACC multiplied by the reinvestment rate of 8%. The
second one focuses on a scenario where the company sustains a similar growth
to the economy. The sensitivity will thus lie in the range of 0,60% to the long-term
nominal GDP growth of 3.94%.
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Growth Rate
105,44 0,61% 1,12% 1,64% 2,16% 2,68% 2,99% 3,31% 3,62% 3,94%
7,26% 90,91 95,09 100,05 106,02 113,35 118,65 124,81 132,02 140,60
7,33% 89,66 93,72 98,52 104,28 111,33 116,43 122,32 129,22 137,39
7,39% 88,44 92,38 97,02 102,59 109,38 114,28 119,93 126,52 134,31
7,46% 87,25 91,07 95,56 100,94 107,48 112,19 117,61 123,91 131,34
7,53% 86,08 89,78 94,14 99,33 105,64 110,16 115,36 121,40 128,49
7,69% 83,56 87,02 91,08 95,90 101,71 105,87 110,62 116,10 122,51
7,84% 81,14 84,39 88,17 92,65 98,02 101,84 106,19 111,19 117,00
7,99% 78,83 81,87 85,41 89,57 94,54 98,06 102,06 106,62 111,90
8,14% 76,62 79,47 82,77 86,65 91,26 94,51 98,18 102,36 107,17

WACC

Figure 64: Sensitivity analysis on share price. Source: Authors’ computation.

= Scenario Analysis

Rather than giving investors a recommendation solely on this computed share
price, we found it necessary to perform a scenario analysis. Given current world
events, we have identified two main risks that could certainly alter Hyatt's

valuation.
New COVID-19 Variant

Given the failure to totally eradicate the virus, a risk of a dangerous new variant
remains. In this scenario, we considered that the new variant would emerge
during 2023, limiting the contact between people until the development of a new

vaccine.

In this case, the lodging industry would be particularly impacted by the decrease
in the occupancy rate. Considering that the industry would start recovery at the
end of 2023 and a full recovery would only happen in 2025, the occupancy rate
would stabilize in 2030, given that the pipeline would be extended for one year as
construction would probably hold. Since the prices mainly follow local economies,
the ADR would also be slightly affected. Contrary to 2020, the impact would not
be as severe, and the lodging industry would recover faster as the world is more

prepared and aware of which precautions to take in the case of a pandemic.

According to experts in the field, the probability of a new pandemic in any given
year is estimated to be 3.3%. Therefore, this would be the probability of this

scenario, obtaining an $87.1 price per share.
Ukraine-Russia War

In the second scenario, we forecasted a rather pessimistic outlook where Russia
continues to prevail over Ukraine, deteriorating the current situation to a point
where the travel appetite towards Europe falls. Similar to what happened in
Europe during the 2016 season, marked by various terrorist attacks in France,
Belgium, and Turkey, Tourism in the market will be affected, impacting the

performance of hotels. Without forecasting the collapse of the European Union,

PAGE 26/33



HYATT HOTELS CORPORATION COMPANY REPORT N o VA
I

NOVA SCHOOL OF
BUSINESS & ECONOMICS

as some analysts foresee, we would expect a growing ‘fear factor’ leading to a
decrease in hotel occupancy. Simultaneously, energy prices would continue to
increase since Russia remains the main supplier of imported energy. Until
Europe comes up with a way to weaken the dependence on Russia’s energy,
O&L cost margins would increase, and EMEA incentive fees would decrease.

As this scenario remains not very likely, we considered a 10% probability since
the evolution of the conflict remains blurry and unpredictable. This scenario

would result in a $97.83 price per share.
Final Recommendations

In 2020, the COVID-19 pandemic, unprecedented in contemporary history,
significantly impacted most industries. While the economy began to improve in
2021, normality is predicted to return in 2024. Hyatt Hotels Corporation is poised
to strengthen its position in the market through a strategy composed of three
pillars. These drivers are the adoption of an asset-light strategy, which will
increase its return on invested capital, net room growth, and best practices,
which will drive its margin expansion, and market penetration combined with
successful revenue management. However, it is crucial to remember that a future
pandemic or geopolitically motivated concerns could significantly impact Hyatt's
operations and growth. Following the assumptions derived from the firm's
strategy and communications, the above analysis concluded an intrinsic share
price of $104,07, resulting in a return of 9,3%, including capital and dividend
gains, over the 6% of January 2023 undervalued stock price of $95,2.

Consequently, the authors recommend a HOLD position.
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Appendix

Income Statement

(in millions of dollars, except per share amounts) 2021 2022F 2023F 2024F 2025F 2026F 2027F 2028F 2029F 2030F 2031F 2032F
CORE OPERATIONS
Total Revenues 3028 5846 6611 7238 7815 8295 8775 8982 9179 9371 9566 9766
coGs
Owned and leased hotels (725) (990) (1163) (1288) (1320) (1360) (1398) (1427) (1 449) (1475) (1501) (1528)
Distribution and destination management (112) (780) (©07) (824) (840) (857) 874) (892) 910) (928) (946) (965)
Depreciation and amortization (310) (303) (305) (304) (312) (320) (328) (333) (338) (343) (348) (353)
Other direct costs (127) (238) (239) (240) (245) (250) (254) (259) (263) (268) (273) (278)
SGaA
Seling, general, and administrative (366) (443) (498) (542) (581) 612) (648) (663) (678) (692) (706) (721)
Costs incurred on behalf of managed and franchised properties** (1639) (2607) (2.968) (3259) (3 646) (3935) (4227) (4330) (4432) (4 526) (4623) @721)
Equity eamings (losses) from unconsolidated hospitality ventures 28 17 22 25 27 28 30 31 31 32 33 33
% of Revenues 0,92% 0,34% 0,34% 0,34% 0,34% 0,34% 0,34% 0,34% 0,34% 0,34% 0,34% 0,34%
Result before taxes and OCI (223) 501 654 806 899 989 1075 1109 1141 1471 1202 1233
Statutory Tax 47 (105) (137) (169) (189) (208) (226) (233) (240) (246) (252) (259)
Statutory tax rate 21% 21% 21% 21% 21% 21% 21% 21% 21% 21% 21% 21%
Tax Adjustments 3 (0) - - - - - - - - -
Effective tax rate 604%

Foreign currency translation adjustments, net of tax benefit (provision) of $1, $(2), and $— for the years ended

December 31, 2021, December 31, 2020, and December 31, 2019, ©n ©9) a4 8 8 N N N N N 8 9
CORE RESULT (234) 321 503 645 718 789 857 884 909 933 957 982|
NON-CORE OPERATIONS

coGs

Net gains (losses) and interest income from marketable securities held to fund rabbi trusts™** 43 30 30 30 30 30 30 30 30 30 30 30
Gains (losses) on sales of real estate and other 414 250 0 0 0 0 0 0 0 0 0 0
Asset impaiments ®) a7 a7 an an a7 7) “7) “7) an an an)
Other income (loss). net (19) (53) (40) Ita) [ta) [t} [} ) @ @) Ita) @)
Result before taxes and OCI 430 210 27) 6 6 6 6 6 6 6 6 6
Statutory taxes (90) (44) 6 1) 1) 1) M M (U] (U} (U [
Taxes Adjustments (259) @0) - - - - - - - - - i
Unrecognized pension benefit (cost), net of tax benefit (provision) of $—, $—, and $1 for the years ended 3 0 o 0 o o o o o o o o
December 31, 2021, December 31, 2020, and December 31, 2019, respectively

Unrealized gains (losses) on derivative activity, net of tax benefit (provision) of $—, $8, and $5 for the years , s N 4 4 . 4 ; ; 4 ; ;
ended December 31, 2021, December 31, 2020, and December 31, 2019, respectively

Unrealized gains (losses) on available-for-sale debt securities, net of tax benefit (provision) of $— for the years

ended December 31, 2021, December 31, 2020, and December 31, 2019. @ (1) ’ 4 ’ ’ ’ ’ ’ ’ ’ 4
Non Core Result 89 116 (2) 13 13 13 13 13 13 13 13 13
FINANCING OPERATIONS

Interest expense (163) (196) (142) (115) ©7) (96) 96) 96) ©92) (89) (85) ©1)
Result before taxes and OCI (163) (196) (142) (115) (07) (96) (96) (96) (92) (89) (85) (81)
Statutory Taxes 34 41 30 24 20 20 20 20 19 19 18 17,

Financing Result (129) (155) (112) (91) (77) (76) (76) (76) (73) (70) (67) (64)
Total Comprehensive Income (275) 282 379 566 654 726 795 822 850 876 904 932]

Balance Sheet

(in millions of dollars) 2021 2022F 2023F 2024F 2025F 2026F 2027F 2028F 2029F 2030F 2031F 2032F
Core Invested Capital

Operating Cash 61 117 132 145 156 166 176 180 184 187 191 195|
Receivables 633 725 632 623 673 714 755 773 790 806 823 840
Inventories 10 16 18 21 22 23 25 25 26 26 27 27
Prepaids 175 250 258 274 296 314 332 340 347 354 362 369)
Property and equipment, net 2848 2584 2632 2681 2730 2778 2827 2827 2827 2827 2827 2827]
Operating lease right-of-use assets 446 370 370 370 370 370 370 370 370 370 370 370
Intangibles, net 1977 2005 2058 2130 2220 2327 2440 2556 2674 2795 2918 3044
Deferred tax assets 14 - - - - - - - - - - -
Other assets (core) 571 654 661 725 811 892 973 1002 1031 1057 1084 1111
Equity method investments 216 251 261 198 204 210 217 221 224 228 233 237
Goodwil 2965 3120 3120 3120 3120 3120 3120 3120 3120 3120 3120 3120)
Accounts payable (523) (549) (435) (242) (261) (277) (292) (298) (305) (311) (317) (324)
Accrued expenses and other current liabilties (299) @21) @71) (469) (522) (562) (602) (617) (631) (645) (658) (672)
Contract Liabilties Linked to Hyatt Operations (1065) (1100) (1280) (1427) (1562) (1673) (1784) (1827) (1868) (1907) (1947) (1988)
Contract Liabilties Linked to ALG Operations (1462) (1600) (1643) (1680) (1716) (1752) (1788) (1825) (1862) (1901) (1940) (1980)
Other long-term liabilties (core) (374) (474) (396) (285) (308) (326) (345) (353) (361) (369) (376) (384)
Total core invested capital 6193 5948 5918 6183 6233 6326 6424 6493 6566 6640 6716 6794

Non-Core Invested Capital
Assets held for sale - - - - - - - - - - -

Financing receivables 41 60 57 50 54 58 61 63 64 65 67 68
Other assets (non-core) 1463 1520 1558 1617 1746 1854 1961 2007 2051 2094 2138 2182
Accrued compensation and benefits (187) (209) (213) (230) (248) (264) (279) (285) (292) (298) (304) (310)
Other long-term liabilties (non-core) (765) (919) (974) (1062) (1 146) (1217) (1287) (1318) (1346) (1374) (1403) (1433)
Total non-core invested capital 552 452 428 376 406 431 456 467 417 487 497 508|
Total Invested Capital 6745 6400 6346 6559 6639 6757 6880 6960 7043 7127 7213 7301

Financing Result

Excess of cash 899 - - - - - - - - - - k
Restricted cash 57 356 264 289 312 331 350 358 366 374 381 389
Short-ter investments 227 259 191 115 124 131 139 142 145 149 152 155
Total debt (4 362) (3 166) (2574) (2169) (2 149) (2 145) (2134) (2.059) (1981) (1898) (1811) (1721)
Redeemable noncontroliing interest in preferred shares of a subsidiary - - - - - - . - - - - k
interests in i ®) ®) ®) ®) ®) ®) ®) ®) ®) ®) ®) o)

Total financing result (3182) (2 555) (2122) (1769) (1 716) (1 686) (1 648) (1 562) (1472) (1379) (1281) (1180)
Equity (Net of noncontrolling interests) 3563 3845 4224 4790 4923 5070 5232 5399 5571 5749 5932 6121
Transactions with shareholders 627 - - - (522) (579) (633) (655) 677) (698) (720) (743)
Payout Ratio 228% 0% 0% 0% 80% 80% 80% 80% 80% 80% 80% 80%
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Free Cash Flow Map

(in millions of dollars, except per share amounts) 2021 | 2022F 2023F 2024F 2025F 2026F 2027F 2028F 2029F 2030F 2031F 2032F

Core Result (234) 321 503 645 718 789 857 884 909 933 957 982
Core Invested Capital 6193 5948 5918 6183 6233 6326 6424 6493 6 566 6 640 6716 6794
A Core IC 1728 (244) (30) 265 50 93 98 70 73 74 76 78
Core FCF (1963) 565 534 380 668 697 759 814 837 859 881 905
Non Core Result 89 116 (12) 13 13 13 13 13 13 13 13 13
Non Core IC 552 452 428 376 406 431 456 467 477 487 497 508
A Non Core IC 4 (100) (23) (52) 30 25 25 11 10 10 10 10
Non Core FCF 85 217 1 65 7) (11) (11) 3 3 4 3 3
Financing Result (129) (155) (112) 91) 77) (76) (76) (76) (73) (70) 67) (64)
Plus: A Financing IC (t-t1) 1380 (627) 432) (354) (52) (30) (38) (86) (90) (94) 97) (101),
Plus: A Equity (t-t1) 352 282 379 566 133 147 161 167 172 178 183 189
Less: Comprehensive Income (275) 282 379 566 654 726 795 822 850 876 904 932
FCFF Financing 1878 (782) (544) (445) (651) (685) (748) (817) (840) (862) (885) (908)|

Disclosures and Disclaimers
Report Recommendations

Buy Expected total return (including expected capital gains and expected dividend yield)

of more than 10% over a 12-month period.

Hold Expected total return (including expected capital gains and expected dividend yield)
between 0% and 10% over a 12-month period.

Sell Expected negative total return (including expected capital gains and expected
dividend yield) over a 12-month period.

This report was prepared by [insert student’s name], a Master in Finance student of Nova School of Business

and Economics (“Nova SBE”), within the context of the Field Lab — Equity Research.

This report is issued and published exclusively for academic purposes, namely for academic evaluation and
master graduation purposes, within the context of said Field Lab — Equity Research. It is not to be construed

as an offer or a solicitation of an offer to buy or sell any security or financial instrument.

This report was supervised by a Nova SBE faculty member, acting merely in an academic capacity, who
revised the valuation methodology and the financial model.

Given the exclusive academic purpose of the reports produced by Nova SBE students, it is Nova SBE
understanding that Nova SBE, the author, the present report and its publishing, are excluded from the
persons and activities requiring previous registration from local regulatory authorities. As such, Nova SBE, its
faculty and the author of this report have not sought or obtained registration with or certification as financial
analyst by any local regulator, in any jurisdiction. In Portugal, neither the author of this report nor his/her
academic supervisor is registered with or qualified under COMISSAO DO MERCADO DE VALORES MOBILIARIOS

(“CMVM”, the Portuguese Securities Market Authority) as a financial analyst. No approval for publication or
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distribution of this report was required and/or obtained from any local authority, given the exclusive academic

nature of the report.
The additional disclaimers also apply:

USA: Pursuant to Section 202 (a) (11) of the Investment Advisers Act of 1940, neither Nova SBE nor the
author of this report are to be qualified as an investment adviser and, thus, registration with the Securities and
Exchange Commission (“SEC”, United States of America’s securities market authority) is not necessary.

Neither the author nor Nova SBE receive any compensation of any kind for the preparation of the reports.

Germany: Pursuant to §34c of the WpHG (Wertpapierhandelsgesetz, i.e., the German Securities Trading
Act), this entity is not required to register with or otherwise notify the Bundesanstalt fiir
Finanzdienstleistungsaufsicht (“BaFin”, the German Federal Financial Supervisory Authority). It should be
noted that Nova SBE is a fully-owned state university and there is no relation between the student’s equity

reports and any fund raising programme.

UK: Pursuant to section 22 of the Financial Services and Markets Act 2000 (the “FSMA”), for an activity to be
a regulated activity, it must be carried on “by way of business”. All regulated activities are subject to prior
authorization by the Financial Conduct Authority (“FCA”). However, this report serves an exclusively
academic purpose and, as such, was not prepared by way of business. The author - a Master’s student - is
the sole and exclusive responsible for the information, estimates and forecasts contained herein, and for
the opinions expressed, which exclusively reflect his/her own judgment at the date of the report. Nova SBE
and its faculty have no single and formal position in relation to the most appropriate valuation method,
estimates or projections used in the report and may not be held liable by the author’s choice of the latter.

The information contained in this report was compiled by students from public sources believed to be reliable,
but Nova SBE, its faculty, or the students make no representation that it is accurate or complete, and accept

no liability whatsoever for any direct or indirect loss resulting from the use of this report or of its content.

Students are free to choose the target companies of the reports. Therefore, Nova SBE may start covering
and/or suspend the coverage of any listed company, at any time, without prior notice. The students or Nova
SBE are not responsible for updating this report, and the opinions and recommendations expressed herein

may change without further notice.

The target company or security of this report may be simultaneously covered by more than one student.
Because each student is free to choose the valuation method, and make his/her own assumptions and
estimates, the resulting projections, price target and recommendations may differ widely, even when referring
to the same security. Moreover, changing market conditions and/or changing subjective opinions may lead to
significantly different valuation results. Other students’ opinions, estimates and recommendations, as well as
the advisor and other faculty members’ opinions may be inconsistent with the views expressed in this report.
Any recipient of this report should understand that statements regarding future prospects and performance
are, by nature, subjective, and may be fallible.
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This report does not necessarily mention and/or analyze all possible risks arising from the investment in the
target company and/or security, namely the possible exchange rate risk resulting from the security being

denominated in a currency either than the investor’s currency, among many other risks.

The purpose of publishing this report is merely academic and it is not intended for distribution among private
investors. The information and opinions expressed in this report are not intended to be available to any
person other than Portuguese natural or legal persons or persons domiciled in Portugal. While preparing this
report, students did not have in consideration the specific investment objectives, financial situation or
particular needs of any specific person. Investors should seek financial advice regarding the appropriateness

of investing in any security, namely in the security covered by this report.

The author hereby certifies that the views expressed in this report accurately reflect his/her personal opinion
about the target company and its securities. He/ She has not received or been promised any direct or indirect

compensation for expressing the opinions or recommendation included in this report.

[If applicable, it shall be added: “While preparing the report, the author may have performed an internship
(remunerated or not) in [insert the Company’s name]. This Company may have or have had an interest in the
covered company or security” and/ or “A draft of the reports have been shown to the covered company’s
officials (Investors Relations Officer or other), mainly for the purpose of correcting inaccuracies, and later

modified, prior to its publication.”]

The content of each report has been shown or made public to restricted parties prior to its publication in Nova
SBE’s website or in Bloomberg Professional, for academic purposes such as its distribution among faculty

members for students’ academic evaluation.

Nova SBE is a state-owned university, mainly financed by state subsidies, students tuition fees and
companies, through donations, or indirectly by hiring educational programs, among other possibilities. Thus,
Nova SBE may have received compensation from the target company during the last 12 months, related to its
fundraising programs, or indirectly through the sale of educational, consulting or research services.
Nevertheless, no compensation eventually received by Nova SBE is in any way related to or dependent on
the opinions expressed in this report. The Nova School of Business and Economics does not deal for or
otherwise offer any investment or intermediation services to market counterparties, private or intermediate

customers.

This report may not be reproduced, distributed or published, in whole or in part, without the explicit previous
consent of its author, unless when used by Nova SBE for academic purposes only. At any time, Nova SBE
may decide to suspend this report reproduction or distribution without further notice. Neither this document
nor any copy of it may be taken, transmitted or distributed, directly or indirectly, in any country either than
Portugal or to any resident outside this country. The dissemination of this document other than in Portugal or

to Portuguese citizens is therefore prohibited and unlawful.
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