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City Lodge Hotels Ltd
Diminishing business travel limits growth
but huge capex expected to pay off
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Background
City Lodge operates more than 50 hotels, targeted at both business and
leisure travel, under five brands: Fairview, The Courtyard, City Lodge, Town
Lodge and Road Lodge. The bulk of its operations are in SA, but it has a
growing presence in East and Southern Africa.

12-month target price

R146.08

Spot share price

R134.64

12-month implied total return

8.5%

Our Thoughts
This counter has always been priced at a premium over other travel and
leisure stocks, although it operates somewhat in a niche in that it specialises
in accommodation. We believe the recent dip in its share price – due to
disappointing annual results to end-June – does open an opportunity for
medium- to long-term investors to accumulate the stock, but it is unlikely to
recover much in the next year. City Lodge has been investing heavily in new
builds and any upswing in economic activity should boost performance on the
back of its increased capacity. On average, it is only filling up two-thirds of its
hotel rooms.
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Data published by StatsSA show that South African revenue from tourism
accommodation increased 4.9% (hotels: 4.6%) year on year in May.
However, it is worrying that the growth came from price increases of 6.7%,
which offset a decrease in volumes of 1.7%. These industry figures are
mirrored in City Lodge’s annual results: between 2007 and 2016, tourism
accommodation grew revenue by a compounded annual growth rate of 12%
(hotels: 11%). The stagnant economy is hurting City Lodge.
In the Kenyan operations, occupancies declined in the build up to the recent
elections. Management expects a recovery but the current post-election
violence is a concern.
We expect a number of events to boost City Lodge’s income statement,
balance sheet and free cash flows. First, the finance costs associated with its
2008 BEE transaction will fall away at the end of 1H18 as the financing
facilities become due. Management says the liabilities are well covered by
the value of underlying shares. This will improve both its bottom line and its
gearing profile.
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Key statistics
Market cap: R5.9bn
Net debt-to-equity: 21.9%
Price:earnings ratio: 16.6
Forward PE ratio:13.6
Dividend yield: 3.7%
Forward dividend yield: 4.4%
Risk: medium
12-month high: R175.99
12-month low: R127.00
Ave monthly volume: 0.88-million
Financial year-end: 30 June

Second, we expect the group to start reducing its capital expenditure, which
should improve its free cash flows. If the new capacity created is coupled with
an upswing in demand, it will see significant growth on the top and bottom
lines.

Latest event
Final results
Date announced: 16 August

Our call
The share is likely to trade sideways in the interim and pick up as its new
hotels become entrenched and the economy recovers. City Lodge has been
increasing its presence in Africa, diversifying revenue streams and gaining
exposure to potentially higher-growth markets. Its target is to generate at
least 35% of business from other African countries from just below 10%. Now
that the Ebola scare has largely dissipated, business is picking up again in
East Africa.

Share details
Company: City Lodge Hotels Ltd
JSE Code: CLH
Sector: Travel & Leisure

We maintain a hold recommendation mainly because it is priced for superior
growth, yet growth is set to be muted in the short-term. We believe that this
company will outperform over the longer term.
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Performance Review
Sensitivity analysis

Wacc

Terminal growth
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This reflects the sensitivity of our forecasts
to assumptions of the terminal growth rate and
the weighted average cost of capital (Wacc).
The highlighted cell shows our target price in
cents.

RESULTS IN BRIEF
Revenue (Rm)
Operating profit (Rm)
Operating margin (%)
Attributable earnings (Rm)
HEPS (cents)

FY17

Change

FY16

1 520.4
496.4
32.6%
295.1
810.2

1.8%
-5.3%
-7.0%
-6.4%
-6.6%

1 493.2
524.4
35.1%
315.3
867.9

Low business and consumer confidence in SA dented business travel, which saw average
occupancies being knocked down to 63% from 66%. Coastal hotels fared better than inland
hotels due to inbound tourism, but weekend occupancies were soft.
Botswana turned in a poor performance, influenced by its high correlation to SA’s business
activity. In Kenya, occupancies waned in the second half of the year in the build up to the
presidential elections. However, business is expected to normalise in Kenya, assuming the
post-election violence is not sustained.
Margins shrank because operating costs accelerated by 5%, and they now eat up more than
1.8% of revenue. The group maintained its 60% payout ratio and its total dividend of
R5/share is 3.3% lower than last year.
Prospects
City Lodge generates more than 90% of its business within SA and about two-thirds come
from corporate travel. The South African economy has been muted but any upswing in
demand will serve the group well. There are a number of construction projects under way
locally.
In order to diversify concentration risk and increase the contribution from other African
countries to 35%, management is working on a number of projects outside SA. Two hotels in
Kenya and Tanzania are under construction. They will have a combined capacity of 319
rooms and are expected to open between 2Q17 and 3Q18. In Namibia, development of a
147‐room Town Lodge is under way and it is expected to open in September. And in
Mozambique, construction of a 148‐room City Lodge hotel has just begun and is expected to
open in the second quarter of 2018.

Expanded capacity
likely to see scale
benefits accruing when
economy picks up

Valuation
Using conservative estimates, we expect average revenue growth of 10% a year in the short
to medium term, which should gradually fall to a sustainable growth rate of 4% in the long
run. We estimate that City Lodge’s adjusted pre-tax operating margin should stabilise at
around 34% in the medium to long term. Using a discount rate of 12%, we obtain a target
price of R146.08/share. That translates to upside potential of 8.5%.

Bull Factors
•
•
•
•
•
•
•
•

Signs of economic recovery supported by improving commodity prices
BEE financing costs fall away at end-FY17
Lifting of travel advisories on Kenya
Growth set to improve after Kenyan presidential elections
Different brands to meet range of market needs and incomes
Significant market share with well-established brands
Capital expenditure sets platform for medium-term growth
African expansion will enhance earnings diversification and position the company to
participate in Africa’s growth

Bear Factors
•
•
•

Extract of the DCF model
Operating profit (R'm)
Net operating profit after tax (R'm)
Working capital changes (R'm)
Capital expenditures
Unlevered free cashflows (R'm)
Headline earnings per share (cents)
PER (times)

Depressed corporate travel in SA due to stagnant economy
High degree of revenue concentration in domestic market, though this is being
addressed through African expansion
Political uncertainty over the policies of presidents Zuma and Trump

2017A
496.4
295.1
(17.5)
(202.4)
227.3
810.2
16.6

2018E
531.1
360.5
18.6
(214.5)
282.8
989.0
13.6

2

2019E
616.1
418.2
(22.7)
(203.8)
327.8
1 147.3
11.7

2020E
683.8
464.2
24.9
(193.6)
445.2
1 273.5
10.6

Please refer to important disclosure at the end of this document

www.absastockbrokers.co.za

equities@absa.co.za

Tel: 0860 05 04 03

Intellidex Disclaimer
This research report was issued by Intellidex (Pty) Ltd. Intellidex aims to deliver impartial and objective assessments of securities, companies or
other subjects. This document is issued for information purposes only and is not an offer to purchase or sell investments or related financial
instruments. Individuals should undertake their own analysis and/or seek professional advice based on their specific needs before purchasing or
selling investments. The information contained in this report is based on sources that Intellidex believes to be reliable, but Intellidex makes no
representations or warranties regarding the completeness, accuracy or reliability of any information, facts, estimates, forecasts or opinions
contained in this document. The information, opinions, estimates, assumptions, target prices and forecasts could change at any time without prior
notice. Intellidex is under no obligation to inform any recipient of this document of any such changes. Intellidex, its directors, officers, staff, agents
or associates shall have no liability for any loss or damage of any nature arising from the use of this document.

Remuneration
The opinions or recommendations contained in this report represent the true views of the analyst(s) responsible for preparing the report. The
analyst’s remuneration is not affected by the opinions or recommendations contained in this report, although his/her remuneration may be affected
by the overall quality of their research, feedback from clients and the financial performance of Intellidex (Pty) Ltd. Intellidex staff may hold
positions in financial instruments or derivatives thereof which are discussed in this document. Trades by staff are subject to Intellidex’s code of
conduct which can be obtained by emailing mail@intellidex.coza. Intellidex may also have, or be seeking to have, a consulting or other
professional relationship with the companies mentioned in this report.

Guide to Recommendations
A buy recommendation is made where the target price is 10% above the current price, a sell when it is 10% below the current price, and a hold
recommendation when it is within 10% of the current price. The risk measure is a subjective determination guided by the beta of the share price.
We also examine the financial and operating leverage of the business. ©This document is copyrighted by Intellidex (save for information
contained in this document provided by third parties which may be copyrighted to them) and may not be distributed in any form without the
express prior written permission of Intellidex.

Absa Stockbrokers Disclaimer
This research note is prepared for Absa Stockbrokers (Pty) Ltd and / or Absa Portfolio Managers (Pty) Ltd ("Absa") by Intellidex (Pty) Ltd, a
company registered in South Africa, registration number: 2008/005881/07 (“Intellidex”). Intellidex is an independent company contracted to Absa.
The views expressed in this note are those of Intellidex and/or its analysts and are not necessarily the views of Absa or any officer or agent
thereof. The information contained in this communication does not constitute an offer or the solicitation of an offer to enter into any transaction for
the sale or purchase of any security, nor does it constitute any recommendation, guidance or proposal to enter into any transaction for the sale or
purchase of any security. The information is provided for illustrative purposes only and is not guaranteed. Absa does not represent or warrant that
the information contained in this report is true or accurate and no undertaking (express or implied) is given and no responsibility nor liability is
accepted by any member of Absa, its employees and agents, as to the accuracy of the information contained herein. Past performance is no
indication of future performance. While every effort has been made to ensure the accuracy of the above information, Absa does not accept any
liability or responsibility for any loss, damage or expense incurred in relying on the above information or in the use thereof, nor makes any
representation as to the accuracy or completeness of the above information. All opinions, estimates and findings contained in this document may
be changed after distribution by Intellidex at any time without notice.
This document has been prepared in accordance with local regulations which may differ from the requirements of US, UK and European
regulations. In distributing this research to you, Absa does not hold this out to be impartial (objective) as it may have been prepared by persons
who may be exposed to conflicts of interest.
You should be aware that this document might have been originally disseminated by Intellidex to its clients other than Absa. As such, employees
and clients of Intellidex and any persons connected with it may have had the opportunity to act upon the information contained in this document.
The recipients of this document are urged to seek independent advice with regard to the securities and investments referred to in this document.
Absa Stockbroking and Portfolio Management is made up of:
Absa Stockbrokers Pty Limited and Absa Portfolio Managers (Pty) Ltd.
Absa Stockbrokers (Pty) Ltd is a Member of the JSE Equity Market and a Registered Credit Provider Reg No. NCRCP68, an Authorised Financial
Services Provider with FSP No 45849.
Absa Portfolio Managers (Pty) Ltd trading as Absa Asset Management Private Clients, an Authorised Financial Services Provider, License No.
552.
Content for non-US residents only.
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FAIS Notice and Disclaimer
This brochure/document/material/report/communication/commentary (“this commentary”) has been prepared by Absa Stockbroking and Portfolio
Management.
Absa Stockbroking and Portfolio Management has issued this commentary for information purposes only and you must not regard this as a
prospectus for any security or financial product or transaction. We do not expressly, tacitly or by implication represent, recommend or propose that
the securities and/or financial or investment products or services (the “Products”) referred to in this commentary are appropriate and/or suitable for
your particular investment objectives or financial situation or needs. This commentary is not, nor is it intended to be, advice as defined and/or
contemplated in Financial Advisory and Intermediary Services Act, 37 of 2002 (“FAIS”), or any other financial, investment, trading, tax, legal,
accounting, retirement, actuarial or other professional advice or service whatsoever (“advice”). All the risks and significant issues related to or
associated with the Products are not disclosed herein and therefore, prior to investing or transacting, you should fully understand the Products
and any risks and significant issues related to or associated with them. This commentary is neither an offer to sell nor a solicitation of an offer to
buy any of the Products, which shall always be subject to our internal approvals and the execution of all requisite documentation.
You have to obtain your own advice prior to making any decision or taking any action based hereon and we, our affiliates, officers, directors,
partners, or employees (in whose favour this constitutes a stipulation on behalf of another) do not accept any liability whatsoever for any direct,
indirect or consequential damages or loss arising from any use of or reliance on this publication or its contents, and irrespective of whether or not
you have obtained independent advice.
Should you be a consumer in terms of the Consumer Protection Act No 68 of 2008, as amended, (i.e. a natural person or an entity with an asset
value and annual turnover below R2m), then the above provisions limit and exclude the liabilities which we will have towards you and also place
obligations on you.
Absa Stockbroking and Portfolio Management is made up of:
Absa Stockbrokers Pty Limited and Absa Portfolio Managers (Pty) Ltd.
Absa Stockbrokers (Pty) Ltd is a Member of the JSE Equity Market and a Registered Credit Provider Reg No. NCRCP68, Absa Portfolio
Managers (Pty) Ltd, an Authorised Financial Services Provider with FSP No 552.
Absa Portfolio Managers (Pty) Ltd trading as Absa Asset Management Private Clients, an Authorised Financial Services Provider, License No.
552.
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