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We are maintaining our hold recommendation on AHUN
despite the sharp increase in AHUN'’s share price during the

past couple of weeks.

Stronger than expected performance in both, the Sri Lankan
sector and South Asian sector of AHUN and the strong upside
potential of AHUN’s expansion overseas has pushed up the

valuation of AHUN’s share price.

Our revised 12 month forward target price for the counter is

Rs.120 from the Rs.93 it was at previously.

However considering the fact that on a twelve month horizon
the counter would provide only a 9% return, a Hold
recommendation would be more appropriate than a Buy

recommendation.

Our initial Buy recommendation was on 9% August 2007 when
the counter was trading at Rs 59. Since then the share price has

provided a return of 69%.
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2007/2008 Results Review & Valuation Update
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Revenue Composition
2005/2006

For the year ended 2007/2008 AHUN's Sri Lankan resort sector has done relatively better

than we expected considering Sri Lanka’s Tourism sector performance. AHUN's Sri Lankan

Revenue Composition
2006/2007

Revenue Composition
2007/2008

revenue increased by 50% and losses decreased by 79%.

As the Sri Lankan operations continue to generate negative cash flows we continue to value the
Sri Lankan operations of AHUN using the adjusted book value based approach. Thus using the

same methodology we used in our previous reports the valuation that we arrived for the Sri

Lankan sector of AHUN's operation is Rs.52.

Rs.Mn
1,000

800
600
400

200

{200)

{400)

& Sri Lankan Sector PBT

=dr—=Total PBT Growth YOY

164%

Page 3 0of 8

bessed South Asian Sector PBT

2007/2008

200%

160%

120%

80%

40%

0%



-
-9 e 11
C "capmacaiiance A F
AHUN’s South Asian sector revenue growth for the year was an impressive 49% YOY basis.
During 2007/2008 AHUN continued to expand their overseas operations in Maldives, India and

entered in to new markets in the Middle East. The South Asian sector was able to increase it’s

profit before taxes by 25% on YOY basis.

Our valuation for AHUN’s Maldivian operations in our previous report was based on the
assumption of 8% annual rupee depreciation against the USD in 2008/2009. We continue to
maintain the same rupee depreciation rate against the USD. However the valuation of the
Maldivian operations has been revised upward due the better than expected results during the
last quarter of 2007/2008 financial year and the addition of a new resort to AHUN’s Maldivian
Resort portfolio. As a result our valuation for AHUN’s Maldivian operations would be revised

to Rs.92 per share.

Recent Expansion Strategy of AHUN

The recent additions to AHUN’s Maldivian resort portfolio Hudhranfushi in 2006/2007 financial
year and Vadoo in 2007/2008 financial year are both 100% owned by Aitken Spence Hotels
International Ltd, which is a 51% is owned subsidiary of AHUN. The remainig 49% of Aitken
Spence Hotels International Ltd is owned by AHUN'’s parent company Aitken Spence
PLC(SPEN).

The recent addition of the management of four Oman based hotels, and the operations and
expansion in India are carried out through Aitken Spence Hotel Management Asia (Pvt) Ltd.
which is also a 51% owned subsidiary of AHUN whilst the rest is owned by SPEN.

Considering the recent expansions and the future expected expansions disclosed in AHUN’s
annual report a major feature that we notice in AHUN'’s expansion strategy is the move to
jointly carry out new expansions with AHUN's parent SPENC. This Strategy could prove to be
beneficial for AHUN to obtain additional financing to its expansions. But it creates ambiguity in
properly valuing the future benefits AHUN would gain through these expansions.

Thus we have not included the potential benefits AHUN would gain from the expansion in its

operations in India, Andaman Island and Oman in to our main valuation.
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Therefore our main basis for AHUN'’s valuation is its Maldivian operations and Sri Lankan
operations. This provides us with a fair value of Rs.133 per share. We have discounted the fair
value obtained to reflect the continued risk AHUN faces in operations in Sri Lanka due to the
impact potential terrorist activity could have on the tourism industry. In our previous report
except the most recent report the discount factor that we used was 20%. However we have
reduced the discount factor to 10% to reflect the reduced terrorist threats in Maldives and to

reflect the upside potential AHUN's other foreign expansion projects would have on the

company.

Maldivian Operations

SL Operations 41.20 41.20 50.31 50.31
Adjustment (9.80) (9.80) (9.80) (9.80)
Fair Value 96.92 91.09 108.68 103.19

20% Discount to Target price 7754 72.87 86.94 82.55
10% Discount to Target Price 87.23 81.98 97.81 92.87

Summary of the Financial Forecast

Rs.(000) 20062007 2007/2008 ~ 2008/2009F  2009/2010F  2010/2011F  2011/2012F  2012/2013F

Gross Revenue 4299987 6412699 6,617,987 8229827 10279331 12900151 16,271,118

Profits operating activities 657,879 1140470 1240838 1426299 1794336 227165 2,894,385

Profits after tax &

L 202,591 512,651 590,771 776,116 1,015,075 1324990 1,729,317
Minority interest

EPS 4.88 13.34 15.37 20.19 26.41 34.48 45.00
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Quarterly Performance
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Appendices

Recap from previous reports

Valuation Basis

1[..-

To fully reflect the value of the company’s overseas operations we did the preliminary
valuation of the company on a “Sum of Parts basis” valuing the operations in different
regions separately.

To value the operations in Maldives we looked at a discounted cash flow valuation
methodology as AHUN has a finite lease period on these resorts which are generating
revenues.

As the Sri Lankan operations are currently generating significant negative cash flows,

and a discounted cash flow approach would be very sensitive to assumptions regarding
the timing of a return to peace, we looked at an adjusted book value based approach to
the Sri Lanka operations.

Further we upgraded the value of Sri Lankan assets of AHUN using the acquisition

values of Confifi Hotels by Keels Hotels as a bench mark.

Value per room valuation of AHUN’s Sri Lankan Hotels

Value per Room

{Rs.Mn) mBase Case
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6.00 L
OcCarried in book value
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3.00
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1. 1.00 1.00
1.00 0.62
0.25
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Ahungalla Ayurveda
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The analyst responsible for producing the report does not work for Capital Alliance Securities (Private) Ltd. This report has
been produced as part of an outsourced research relationship with a specialized research company engaged by Capital
Alliance Securities (Private) Ltd. This document has been prepared and issued on the basis of publicly available information,
internally developed data and other sources, believed to be reliable. Capital Alliance Securities (Private) Limited however does
not warrant its completeness or accuracy. Opinions and estimates given constitute a judgment as of the date of the material
and are subject to change without notice. This report is not intended as an offer or solicitation for the purchase or sale of any
financial instrument. The recipient of this report must make their own independent decision regarding any securities,
investments or financial instruments mentioned herein. Securities or financial instruments mentioned may not be suitable to all
investors. Capital Alliance Securities (Private) Limited it's directors, officers, consultants, employees, outsourced research
providers associates or business partner, will not be responsible, for any claims damages, compensation, suits, damages, loss,
costs, charges, expenses, outgoing or payments including attorney’s fees which recipients of the reports suffers or incurs
directly or indirectly arising out actions taken as a result of this report. This report is for the use of the intended recipient only.

Access, disclosure, copying, distribution or reliance on any of it by anyone else is prohibited and may be a criminal offence.
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