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COMPANY: Huazhu Group | Nasdag: HTHT | HKEX: 1179

INDUSTRY: Hotel

Price Market Cap Average Daily Value
(as of 28Sept2020 close) Traded (30-Day)
US$ 44.26 US$ ~14 billion US$ ~80 million

On September 22, 2020 we published our report (the “Report™) which presented evidence why we
believe Huazhu Group Limited (Nasdaq: HTHT)(HKEX: 1179) (“Huazhu” or the “Company”)
is a real company that lied about the ownership of its hotel portfolio to produce fake financials.

On September 28, 2020 Huazhu filed a clarification announcement (“Huazhu’s Response”) which
categorically denied all of our allegations without providing any substantive evidence to refute the
facts presented in our Report.

In this Rebuttal we highlight additional evidence showing Huazhu lied about current Huazhu
Directors secretly owning and operating Huazhu portfolio hotels. We found Dianping included a
link to nearly 100% of the operating license for each Huazhu portfolio hotel. Bonitas Fieldwork
confirmed that the displayed on-site operating license matched the Dianping hotel linked image
for 100% of our fourteen-hotel sample size.

We counted 1,258 hotels with operating licenses registered to Huazhu subsidiaries and an
additional 694 hotels owned and operated by undisclosed current Huazhu employees and other
undisclosed related parties (“off-book hotels™).

Huazhu’s Response dismissed the Dianping dataset as outdated and inaccurate.

Huazhu failed to explain away obvious shareholder records that current Huazhu Directors own and
operate supposed independent Huazhu franchisee hotels and are listed as approved construction
contractors.

Huazhu’s Response dismissed current employees as unrelated parties.

We do not understand how Huazhu denies such obvious connections with current Huazhu
Directors.

Chinese State Administration of Industry and Commerce (“SAIC”) records revealed Huazhu
understated its SEC reported employee count by at least 16%.

Huazhu’s Response dismissed the SAIC dataset as outdated and inaccurate.

THIS RESEARCH REPORT EXPRESSES SOLELY OUR OPINIONS. Use Bonitas Research LLC'’s research opinions at your own risk. You should do your
own research and due diligence before making any investment decisions, including with respect to the securities discussed herein. We have a short interest
in HUAZHU" stock and stand to realize significant gains in the event that the price of such instrument declines. Because this document has been prepared
without consideration of any specific clients’ investment objectives, financial situation or needs, no information in this report should be construed as
recommending or suggesting an investment strategy. Investors should seek their own financial, legal and tax advice in respect of any decision regarding any
securities discussed herein. This report and its contents are not intended to be and do not constitute or contain any financial product advice as defined in the
Australian Corporations Act 2001 (Cth). For convenience purposes only, we have provided a Chinese translation of this report. Please refer to our full
disclaimer located on the last page of this report.
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Our analysis of 47 different credit reports suggested that Huazhu’s actual PP&E was significantly
lower than reported in Huazhu’s filings. We are confident in the accuracy of credit reports and
encourage others to obtain them when conducting their own due diligence.

Huazhu’s Response simply dismissed the legitimacy of credit reports.

As further smokescreen, Huazhu named its CFO, its Audit Committee Chairman and its Secretary
to a “Special Committee” to review our allegations. How does the Company’s own Audit
Committee conduct any sort of “independent investigation” into our allegations?

We believe that Huazhu duped its auditor, Deloitte Touche Tohmatsu (Shanghai & Hong Kong)
(“Deloitte”), into using a limited list of relevant consolidated operating entities. Deloitte’s audit
work failed to verify ownership of Huazhu’s hotel portfolio and will remain notorious for its
inability to accurately audit a laundry list of US-listed Chinese frauds since 2010.

We encourage the appointment of an independent auditor to simply confirm who owns and
operates Huazhu’s hotel portfolio.

To us, the facts are clear. We stand by the quality of our work and remain short because we believe
Huazhu generated significantly less profit and held significantly less PP&E assets than reported in
both its SEC filings and HKEX Global Offering.

Table of Contents:

1. HUAZHU LIED ABOUT THE OWNERSHIP OF ITS HOTEL PORTFOLIO w.p.3
2. UNDERSTATED EMPLOYEE COUNT «..p.8

3. APPROVED CONTRACTOR LIST INCLUDES UNDISCLOSED HUAZHU DIRECTORS ... p.9

a. Huazhu Director Zhang Peisong owns and operates 10 off-book hotels .. p. 10
b. Huazhu Director Liu Jianxiong owns and operates 4 off-book hotels e p. 12
¢. Huazhu Director Xia Suizhi owns and operates 3 off-book hotels e p. 12
d. Huazhu Director Liu Jianxiao is the shareholder of Shanghai Xianyi e p. 13

4. MISSING PP&E ... p. 14



http://www.bonitasresearch.com/

Huazhu Group | Nasdaq: HTHT | HKEX: 1179 www.bonitasresearch.com %R’

HUAZHU LIED ABOUT THE OWNERSHIP OF ITS HOTEL PORTFOLIO

We found Dianping (http://www.dianping.com/) included a link to nearly 100% of the operating license for each
Huazhu portfolio hotel.

We counted 1,258 hotels with operating licenses registered to Huazhu subsidiaries, double the 688 self-operated hotels
Huazhu disclosed in its SEC filings as of CYE’19. We counted an additional 694 hotels owned and operated by
undisclosed current Huazhu employees and other undisclosed related parties (“off-book hotels”). Huazhu’s SEC
filings reported zero related party franchisee hotels existed.

Huazhu’s Response simply stated that the Dianping data was inaccurate.

Bonitas Fieldwork confirmed that the displayed on-site operating license matched the Dianping hotel linked image for
100% of our fourteen-hotel sample size.

Bonitas Fieldwork Confirming Operating Licenses from Dianping

T8 5 42 B BIEEZEH

Hotel Name Hotel Operator

DUREDL A e Tl B AR R b PR A BT PR

Hanting Hotel Youjia Shanghai East Nanjing Road Shanghai Xianyi Hotel Management Co., Ltd.

RE b H 35 s M ER I A IR

Hanting Hotel Shanghai Tianzifang Shanghai Weishan Hotel Management Co., Ltd.

A2 | i B B T e P iR E A RA A

JI Hotel Shanghai Longyang Road Maglev Shanghai Zhongguibao Property Management Co., Ltd.
CERAYS ST b SA RS A O A AT R A )

Ibis Styles Shanghai Zhangjiang Hotel Shanghai Zhetao Hotel Management Co., Ltd.

DUZE A 5 P ) BV A AT R

Hanting Hotel Shanghai Xianxia Road Shanghai Puhan Hotel Management Co., Ltd.

Vb g i R B R P IR R R A R A B

Hi Inn Shanghai Lujiabang Road Metro Station Shanghai Dajiangnan Entertainment Co., Ltd.

DURE L35 5 PR PR 4 7 B A L A AT PR A

Hanting Hotel Shanghai Wantiguan West Longhua Road Shanghai Zhendi Hotel Management Co., Ltd.
LR TE = P E JEITREAE = B A PR A

JI Hotel Beijing Fuxingmen Baiyun Road Beijing Huazhu Yunting Hotel Management Co., Ltd.
AL R RT T BE i b JEHHT T = B A A R A A

JI Hotel Beijing Qianmen Courtyard Beijing Qianmen Sanlihe Hotel Co., Ltd.

DUREAL 553l V5 i JU T AT i R AT PR ] ShRA b

Hanting Hotel Beijing Railway Station Beijing Aibao Hotel Management Co., Ltd. Jinsong Branch
DUREAL 5 2R VY B R i 5 i Jb it v 3P ) AT B A )

Hanting Hotel Beijing Dongsi Metro Station Beijing Honghao Shengshi Hotel Management Co., Ltd.
b Jb B AR i A P A PR ]

Manxin Hotel Qianmen Siheyuan Beijing Aibao Hotel Management Co., Ltd.

PUREAL 5 RAZ P 1S e m ORI A TR A 7RI 1

Hanting Hotel Beijing Temple of Heaven South Gate Beijing Aibao Hotel Management Co., Ltd. Tiantan South Gate Branch
DURE b 35016 5 78 K A ) JU ISR R AT R

Hanting Hotel Beijing Huamao West Dawang Road Beijing Leshu Hotel Management Co., Ltd.

Source: Dianping, Bonitas Fieldwork

Below we highlight three specific examples whereby Bonitas Fieldwork confirmed the displayed on-site operating
license matched the Dianping hotel linked image.
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Example #1: JI Hotel Shanghai Longyang Road Maglev (425 -1 fv[HES 2 % JFJ5) operated by Shanghai
Zhongguibao Property Management Co., Ltd. (_b#EH St =) E B A TR A F).

Dianping Operating License Image
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Example #2: Ibis Styles Shanghai Zhangjiang Hotel (EL4 /& dh b5k TR E) operated by Shanghai Zhetao
Hotel Management Co., Ltd. (¥ 58 i & BRAT BRA ).

Dianping Operating License Image
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Source: http://www.dianping.com/shop/I8P8pVYyy2vTdd6Q

Bonitas Fieldwork On-Site Operating License Image
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Source: Bonitas Fieldwork
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Example #3: Hi Inn Shanghai Lujiabang Road Metro Station (¥ A b [ 57 S i #h 2% 6 F 1) operated by
Shanghai Dajiangnan Entertainment Co., Ltd. (=i KITRFIE RAPE A E]).

Dianping Operating License Image
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ource: http://www.dianping.com/shop/11JDxi9gAYWyKKi4

Bonitas Fieldwork On-Site Operating License Image

Source: Bonitas Fieldwork
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Franchisee hotel registration information available from the Chinese Ministry of Commerce (“MOC”) allows anyone
to search registration information about franchisors for free. MOC data revealed 3,020 Huazhu hotels were operated
by franchisees, 37% fewer than the 4,930 franchised hotels Huazhu disclosed as of CYE’19 in its SEC filings.!

Huazhu’s Response claimed a lack of classification clarity about whether certain franchise contracts with its
manachised hotels are considered “franchise contracts” and that “not all of the Group’s manachised hotels have had
their franchise and management agreements registered with MOFCOM” 2

Huazhu’s SEC filings clearly stated that “franchisors are required to report to the MOC any franchise contracts they
executed, cancelled, renewed or amended in the previous year.”?

As of CYE’19, Huazhu reported 4,519 “manachised hotels” and 411 “franchised hotels”.* Why did Huazhu file
franchise contracts with 2,600+ of its manachised hotels (3,020 — 411) but somehow not file franchisee contracts for
the other locations if registration was not required?

We believe the truth is that Huazhu lied about the ownership of its hotel portfolio and secretly controlled ~35% of its
hotel portfolio either via Huazhu subsidiaries or as off-book hotels.

! Source: http://txjy.syggs.mofcom.gov.cn/

2 Source: https://www.sec.gov/Archives/edgar/data/1483994/000110465920109156/a20-31901_1ex99d1.htm
® Source: Huazhu 2019 20-F — p. 16, 20, 46

* Source: Huazhu 2019 20-F — p. 57
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UNDERSTATED EMPLOYEE COUNT

SAIC registration information for Huazhu’s 319 listed subsidiaries & branches revealed Huazhu understated its SEC-
reported employee count by at least 3,594 (16%). We believe these employees represented staff at undisclosed Huazhu
self-operated hotels and Huazhu off-book hotels.

Huazhu’s Response claimed the difference in employee counts was because the SAIC registration information
“included both existing employees and ex-employees who had resigned”.’

If true, why does this phenomenon not apply to eight (8) different Huazhu off-book hotels that registered less than 5
employees but Bonitas Fieldwork confirmed to have at least 15 employees on-site?

Number of
employees
listed in Number of

Hotel Name Hotel Operator Annual Return|  Rooms
EELREXNESZHEE TR EEEEESRAE
JI Hotel Bejjing Fuxingmen Baiyun Road Beijing Huazhu Yunting Hotel Management Co., Ltd. 5 .
MEIER & M EE TR EEEHEEEERRAT
Hanting Hotel Beijing Dongsi Metro Station Beijing Honghao Shengshi Hotel Management Co., Ltd. 0 146
NELREAEAEREE ERFFEEEEERAT
Hanting Hotel Beijing Huamao West Dawang Road Beijing Leshu Hotel Management Co., Ltd. 0 108
NELEBTFHERS EESHEEEEERAT
Hanting Hotel Shanghai Tianzifang Shanghai Weishan Hotel Management Co., Ltd. 3 35
EErERMERESFES rETREIIIEERRAT
JIHotel Shanghai Longyang Road Maglev Shanghai Zhongguibao Property Management Co. Ltd. 4 78
HREdA LERITERS EERFEEEEERAT
Ibis Styles Shanghai Zhangjiang Hotel Shanghai Zhetao Hotel Management Co., Ltd. 1 929
IELELSREE FERNEEEEERAT
Hanting Hotel Shanghai Xianxia Road Shanghai Puhan Hotel Management Co. Ltd. 3 100
NEMELEERFREEE EFEREEEEEERAT
Hanting Hotel Youjia Shanghai East Nanjing Road Shanghai Xianyi Hotel Management Co ., Ltd. 1 a7

Source: Huazhu website, Dianping, Trip.com, Bonitas fieldwork

Shanghai Xianyi Hotel Management Co. Ltd.’s (_E7E R 350 5 & EH AR/ =], “Shanghai Xianyi”) 2019 Annual
Return reported only 1 employee for which it paid any type of social insurance. We sent an investigator to see if the
Hanting Premium Hotel Shanghai East Nanjing Road (Y& {t{3_F E R 57 ZRE&H)E) had only 1 employee.® Turns
out that there are 40 to 50 employees working there whose salaries and insurances are all paid for by Huazhu.’

We simply challenge Huazhu to answer why an undisclosed related party Liu Jianxiao (XI|ZHz%), a current Director of

multiple Huazhu subsidiaries, owns and operates supposed independent third-party franchisee Hanting Premium Hotel
Shanghai East Nanjing Road via Shanghai Xianyi.?

® Source: https://www.sec.gov/Archives/edgar/data/1483994/000110465920109156/a20-31901_1ex99d1.htm

® Source: https://www.qcc.com/firm/72AHORS.shtml#report

7 Source: Bonitas Report—p. 7

8 Source: http://www.dianping.com/shop/G4kOlYaCWSInJVV8

Source: http://hotels.huazhu.com/inthotel/detail/8916694?Hotell evel=0&CheckInDate=2020-07-29& CheckOutDate=2020-07-30
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APPROVED CONTRACTOR LIST INCLUDES UNDISCLOSED HUAZHU DIRECTORS

Our Report included Huazhu’s approved contractor list, which included multiple undisclosed related party contractors
and off-book hotel operators. Huazhu disclosed in its SEC filings and HKEX Global Offering that none existed.

Below we highlighted entities that acted as both suppliers and franchisee customers to Huazhu.
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Source: http://www.xyjgmoto.cn/n/44524241.htm

Huazhu’s Response claimed that “none of the persons listed on the Alleged Contractor List is currently an employee
of the Group” and that “employees are prohibited from being franchisees of the Group™.®

This is a lie. We simply do not understand how Huazhu denies such obvious connections to current Huazhu Directors.

We highlight 4 current Huazhu Directors as examples:

® Source: https://www.sec.gov/Archives/edgar/data/1483994/000110465920109156/a20-31901_1ex99d1.htm
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a. Huazhu Director Zhang Peisong owns and operates 10 off-book hotels

Zhang Peisong (5k£%#f2) is a current Huazhu employee and shareholder of at least 10 Huazhu branded off-book hotels.

Franchisees that are owned by Zhang Peisong

Hanting Shanghai Xianxia Road Hotel

Hotel Name Hotel Operator

42 bR R s e N A PR A

JI Hotel Shanghai Xietu Road Shanghai Xuxin Hotel Management Co., Ltd.
4ZE BT LA AR E A PR

JI Hotel Shanghai Jingiao Yunshan Road Shanghai Xinhe Hotels Co., Ltd.

DURE L1 R 22 B TS RBET G S R A A

Hanting Shanghai Dong'an Road Hotel Shanghai Juting Hotel Management Co., Ltd.
DURE A 5 G ) B DU A PR

Shanghai Puhan Hotel Management Co., Ltd.

DURE LI AR 22 i )
Hanting Shanghai No. 2 Dong'an Road Hotel

SR BTG A PR RARI 438 )
Shanghal Jutlng Hotel Management Co., Ltd. Xuhui Branch

DURE LR 2R LI I
Hanting Shanghai Pudong Airport Hotel

bV AR AT R A
Shanghai Ruisen Hotel Management Co., Ltd.

A ZRATT N VE T VT o 5t M 3l G )i
Ji Hotel Hangzhou Binjiang Jiangling Road

B A R A 1E 7 ) A PR )
Hangzhou Meng'er Holiday Hotel Co., Ltd.

TR T 55 JGE I
JI Hotel Jiaxing Nanhu Business Avenue

e YN ZE I B R ]
Jiaxing Jiaji Hotel Management Co., Ltd.

ARG T 2 T B S A
JI Hotel Haining Haichang South Road Leather City

W TR E AR A A
Haining Heji Hotel Management Co., Ltd.

DUREE T B T I B S 300 )R
Hanting Haining Haichang South Road Leather City Hotel

R S ST A
Haining Heji Hotel Management Co., Ltd.

Source: SAIC, Dianping

Qichacha lists Zhang Peisong as the “person in charge” of Huazhu’s wholly owned subsidiary Hanting Hesheng
(Suzhou) Hotel Management Co., Ltd. Renmin Road Branch (3 EERIRE () JEIEEHATRA T AR TAE
), which operates JI Hotel Suzhou Guangian Street Legiao Metro Station (£ 2575 N Wi i 5 SR A7 sth 2 b ).
Accordingly, Zhang Peisong is irrefutably a current Huazhu employee.

Hangtlng Hesheng (Suzhou) Hotel Management Co., Ltd. Renmln

NER (M) BEEEERATARESZ

‘Zhang Pelson%
mEA: FIER e mExZHER: 2018-02-01
mBfg: 1113693309@qq.com HEiE: 18761945412

ek FFHNHERTREREEIS
BEElIEE 1 (At 90%)
China Lodging Holdings (HK) Limited

W) BESESEAE  Co - WERE

China Lodging Holdings (HK) L .y ERBIRREE 2 (Alk#h 10%)

2 imited 109% " CHINA LODGING HOLDINGS(HK) LIMITED — 2% o ipgem= (1) A 100%
China Lodging Holdings (HK) Limited is the R SR ZEes 00 o mEmE Es) EEEEskes
ultimate 100% shareholder of Hanting
Hesheng (Suzhou) Hotel Management Co., -
Ltd Renmin Road Branch o

PEREEREESEARLS o - REE G
B EEERERATARES LT

MG EEEEER

HARETLE

Source:
https://www.qcc.com/search?key=%E6%B1%89%E5%BA%AD%E5%92%8C%E8%83%9C%EF%BC%88%E8%8B%8F%E5%B7%IE%EF%B
C%89%E9%85%92%E5%BAY%97%ET7 %AE%ALY%ET7%90%86%E6%9C%89%E9I%9I9%90%ES5%85%ACYES%8FY%B8Y%EAY%BAY%BAY%EGYB
0%91%E8%B7%AF%E5%88%86%E5%85%AC%ES%8F%B8

10
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Dianping revealed that Hanting Shanghai Xianxia Road Hotel (X £ _F /& {IlIEEF&1H)E) is operated by Shanghai Puhan
Hotel Management Co., Ltd. (=3B B EEH AR/ S, “Shanghai Puhan™).!® Bonitas fieldwork investigators
were told by the hotel manager that the hotel is operated by Shanghai Puhan.!! Qichacha revealed that Shanghai
Puhan is owned by 3 individuals: Zhang Peisong (5k5%f2, 40%), Hong Guoming (:[EBH, 40%), and Cheng Jun (5%
7=, 20%). 12

Zhang Peisong is listed as contractor (Jit T./5) on Huazhu’s approved contractor list for Shanghai Zhuhua
Construction Engineering Co., Ltd. (#1551 THEA TR\ E], “Shanghai Zhuhua™). Credit report for Shanghai
Zhuhua revealed revenues tripled from RMB 63.5 million in 2017 to RMB 206.3 million in 2019 with minimal net
profits and its balance sheet dominated by RMB 78.3 million of receivables and limited cash & inventory which
suggests to us their possible use as a front to wash fake cash via construction costs.

Income Statement IPERY

RMB'000 AKg T 2017 2018 2019
Revenue EEWERA 63,526 130,121 206,278
Cost of goods sold W EEF kA (57.955) (118.403) (184.067)
Business taxes and surcharges ;= &k & Hi 4 S [0 (317) (456) (890)
Gross profit FE % AE 5,254 11,262 21,321
Other busmess come e EFE 0 0 0
Operating expenses R E ML 3 T (3.147) (8.268) (17.858)
Administrative expenses T R T (570) (779) (913)
Finance costs oI % 9 (302) (428) (501)
Operating profit #H Rl E 1,235 1,787 2,049
Investment gains and losses ~ J:#% Z 4 i 0 0 0
Subsidized income RN TN 0 0 0
Asset impairment loss TRl BT AR A 2K 0 0 0
Non-operating income IR=R IS PN 0 0 0
Non-operating expenses WENL N 0 0 0
Profit before tax Flid 1,235 1,787 2,049
Income tax T FT S (8) (300) (454)
Net profit b RIb 1,227 1,487 1,595
Net profit margin T F 1.9% 1.1% 0.8%
Balance Sheet B A

RMB'000 AKdr CYE2017 CYE2018 CYE2019
Cash and cash equivalents emd 4 3370 5.081 7831
Short-term investments 58 Ry 0 0 0
Bills receivable RS S 0 0 0
Accounts receivable DL SN 16,050 38,015 66,345
Other receivables TLAR ISR 2.079 7.535 11909
Prepayments g 2965 8.211 11233
Inventory 171t 1.446 3,064 5434
Prepaid expenses {4k 2t 1] 0 0 0
Other current assets T Aty Bl 5% 1 0 0 0
Total current assets s &=l 25,910 61,906 102,752

Source: Credit Reports

0 source: http://hotels.huazhu.com/inthotel/detail/2000517?HotellLevel=0& CheckInDate=2020-07-28& CheckOutDate=2020-07-29
™ Source: http://www.dianping.com/shop/G9dAbMMQroiH6a2s
2 Source: https://www.qgce.com/firm/300GRBS.shtml#base
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b. Huazhu Director Liu Jianxiong owns and operates 4 off-book hotels

Liu Jianxiong (X172 %) is a Director and Supervisor respectively of Huazhu’s subsidiaries Shanghai Ruiji Hotel
Management Co., Ltd. ( -5k 2= )5 4 B A BRZ2 &]) and Shanghai Mingxin Hotel Management Co., Ltd. (748
IR IS EERA IR A H]).

We counted Liu Jianxiong as shareholder of at least 4 Huazhu off-book hotels.

Franchisees that are owned by Liu Jianxiong

Hotel Name Hotel Operator

DURE 5 1 B 0 K B B Jb 5T SR AP AT PR A

Hanting Hotel Beijing Huamao West Dawang Road Beijing Leshu Hotel Management Co., Ltd.
DURERLN VY 25 R8s 7 37309 )i R RSy = i e S N

Hanting Hotel Hangzhou Sijiging Clothing Market Hangzhou Kaishuo Hotel Management Co., Ltd.
A2 T X BURE S JE 1T 4B VT s A A PR )

JI Hotel Xiamen Airport District Government Xiamen Jinkaishuo Hotel Management Co., Ltd.
DB P 251 )5 T PH I LIBUG HA PR A

Hanting Hotel Huzhou South Street Huzhou Kaishuo Hotel Management Co., Ltd.

Source: SAIC, Dianping

c. Huazhu Director Xia Suizhi owns and operates 3 off-book hotels

Xia Suizhi (E# %) is the Legal Representative and Director of Huazhu’s subsidiary Shanghai Yuxin Hotel
Management Co., Ltd. ( =8 RCH)EE A R.\5]), which operates Hanting Hotel Shanghai Jiangning Road (7¥
R I TS EE). B Dianping operator license analysis revealed that Xia Suizhi owns and operates 3 Huazhu off-
book hotels.

Franchisees that are owned by Xia Suizhi

Hotel Name Hotel Operator

DURE L F Y505 TR A PR A

Hanting Hotel Shanghai Tianzifang Shanghai Weishan Hotel Management Co., Ltd.
DURE LT 1 A2 3R A7 bk Y S A R R A ]

Hanting Hotel Shanghai Hongkou Football Stadium Metro Station Shanghai Jiahua Hotel Management Co., Ltd.
ARz PN bR I AT PR A

Hanting Hotel Shanghai East China Normal University Shanghai Yuyun Hotel Management Co., Ltd.

Source: SAIC, Dianping

13 Source: https://www.qgcc.com/firm/14BVCVA.shtml
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d. Huazhu Director Liu Jianxiao is the shareholder of Shanghai Xianyi

Shanghai Xianyi’s shareholder list includes undisclosed related party Liu Jianxiao (XIJZ2E%), a current Director of
multiple Huazhu subsidiaries together with Liu Jianxiong, and Supervisor of a Huazhu equity investee.

Liu Jianxiao
=} XE= R IFE&:
70% 109 10% 10%
Y \J \J \J

S o n i B AT Shanghai Xianyi

Source: https://www.gcc.com/firm/72AHORS8.shtml

Shanghai Kaicheng Hotel Management Co., Ltd., an equity investe
rERAEEEERRAT

H= el EERL 0 SEWR 10 EERpE o EWERE 2
“ Jal FoER 1A Y ==
JIZ=EE  LiuJianxiong, Director of multiple Huazhu subsidiaries SEEEILE) > ==

Chen Andong, Chairman of 100+ Huazhu subsidiaries and branches )
Br R FE230z=1ll = W=
|E2#2 Liu Jianxiao 2B 0l > 5=

Source: https://www.gcc.com/firm/5765b8999dbbfe04700b01bd9681d3b6.html

Shanghai Kaicheng Hotel Management Co., Ltd., an equity inve: hu
FEREEEEESRAS

S 22 R4 o SEWHR 2 SR o EWEE 2
, g Supervisor
FIEEEE Liu Jianxiao R0zl = =
R FE 13k > =

Source: https://www.gcc.com/firm/fale7b2dce14201daba6e27b661ac6c9.html
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MISSING PP&E

Huazhu’s Response claimed that our net PP&E (ex. buildings) per room balance calculation was inaccurate because
we failed to include buildings and should have used gross versus net.

Using Huazhu’s preferred calculation of gross PP&E per room, Huazhu’s reported balance was 62% and 164% larger
than those reported by its direct Chinese-listed competitors Shanghai Jinjiang International Hotels Development Co.,
Ltd. (R4 TE R B ER AR E], SHSE 900934, “Shanghai Jinjiang” or “SH Jinjiang”) and BTG Hotels
(Group) Co., Ltd. (ILZTE S (FEHT) KA IRAE], SHSE_600258, “BTG”).

The Shanghai BTG
RMB <000 Company Jinjiang Hotels
Buildings 247,000 3.679.037 2,601,513
Leasehold improvements 8,414,000 387,166 247,559
Furniture, fixtures and equipment 1,270,000 2,184,851 1,486,619
Motor vehicles 1.000 21,221 73.859
Gross PP&E 9.932,000 6,272,275 4,409,550
Number of rooms in leased and owned hotels 87.465 89.634 102.684 |
.| Gross PP&E Eer room iin RMB) 113.554 69.977 42.943

Source: Huazhu Response

Huazhu Response claimed that its higher PP&E per room comparing to SH Jinjiang and BTG was due to its “relatively
large portion of mid-to-upscale leased and owned hotels”. This is categorically not true and contradicts Huazhu’s
previous disclosure about its economy hotel mix.

Huazhu’s CYE’19 Earnings Presentation reported that it had at least 409 (59%) economy hotels in its self-operated
hotel portfolio. Huazhu’s proportion of economy hotel was lower than BTG but significantly larger than SH Jinjiang.

Mumiper of hotels In operatiion
&s of
Decamber 31,
2018 2013
w oy 2 E
Lezsad and owned holels 404 405
Manachised and franchised hotels 2 0SE 2,088
IMidscals and upscals hotals =L 550
Leasad and owned hotels 1589 195
KManachised and franchised hotels 7o TS
Total 3417 3,417

Source: Huazhu CYE’19 Earnings Presentation

% Self-Operated Economy Hotels as of CYE2019

Huazhu SH Jinjiang BTG
59.4% 12.5% 78.4%

Source: Huazhu CYE’19 Earnings Presentation, SH Jinjiang Annual Report, BTG Annual Report
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We believe that Huazhu’s fake profits manifested as at least RMB 2 billion of fake net PP&E on Huazhu’s CYE’19

balance sheet.

A comparison of 47 different credit reports revealed significantly lower PP&E assets versus Huazhu’s CYE’19 SEC-

reported figure.

Huazhu’s Response simply dismissed the legitimacy of credit reports.

Net PP&E (ex. buildings) per room of Huazhu and Franchisees as of CYE2019

Net PP&:E (:1:. ,B uilding) per % difference
RMB otel room
Huazhu Self-.Operatcd Hotels 54,502
(Reported Min.)
Huazl:.m Self-Operated Hotels 24,283 124.4%
(Credit Reports)
Cosolidated from Huazhu Secretly
Owned Off-Book Hotels 4,599 1,085.0%
(Credit Reports)
]ndcp?ndcnt Franchisees 11,460 375.69%
(Credit Reports)
Shanghai Jinjang 33,373 63.3%
(Reported)
BTG Hotels

86.4°

(Reported) 29,246 &

Source: Annual Reports, Credit Reports

1 5=
2‘&&
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DISCLAIMER

We are short sellers. We are biased. So are long investors. So is HUAZHU. So are the banks that raised money for HUAZHU. If you are
invested (either long or short) in HUAZHU, so are you. Just because we are biased does not mean that we are wrong. We, like everyone
else, are entitled to our opinions and to the right to express such opinions in a public forum. We believe that the publication of our opinions
about the public companies we research is in the public interest.

You are reading a short-biased opinion piece. We stand to profit if the price of HUAZHU 'S stock declines. This report and all statements
contained herein are the opinion of Bonitas Research LLC (“Bonitas”) and are not statements of fact. Our opinions are held in good faith,
and we have based them upon publicly available evidence, which we set out in our research report to support our opinions. We conducted
research and analysis based on public information in a manner that any person could have done if they had been interested in doing so.
You can publicly access any piece of evidence cited in this report or that we relied on to write this report. Think critically about our report
and do your own homework before making any investment decisions. We are prepared to support everything we say, if necessary, in a
court of law.

As of the publication date of this report, Bonitas (a Texas limited liability company) (possibly along with or through our members, partners,
affiliates, employees, and/or consultants) along with our clients and/or investors has a direct or indirect short position in the stock (and/or
possibly other options or instruments) of the company covered herein, and therefore stands to realize significant gains if the price of such
instrument declines. Use Bonitas’ research at your own risk. You should do your own research and due diligence before making any
investment decision with respect to the securities covered herein. The opinions expressed in this report are not investment advice nor
should they be construed as investment advice or any recommendation of any kind.

Following publication of this report, we intend to continue transacting in the securities covered therein, and we may be long, short, or
neutral at any time hereafter regardless of our initial opinion. This is not an offer to sell or a solicitation of an offer to buy any security,
nor shall any security be offered or sold to any person, in any jurisdiction in which such offer would be unlawful under the securities laws
of such jurisdiction. To the best of our ability and belief, all information contained herein is accurate and reliable, and has been obtained
from public sources we believe to be accurate and reliable, and who are not insiders or connected persons of the stock covered herein or
who may otherwise owe any fiduciary duty or duty of confidentiality to the issuer. As is evident by the contents of our research and analysis,
we expend considerable time and attention in an effort to ensure that our research analysis and written materials are complete and
accurate. We strive for accuracy and completeness to support our opinions, and we have a good-faith belief in everything we write,
however, all such information is presented “as is,” without warranty of any kind— whether express or implied.

If you are in the United Kingdom, you confirm that you are subscribing and/or accessing Bonitas’ research and materials on behalf of:
(A) a high net worth entity (e.g., a company with net assets of GBP 5 million or a high value trust) falling within Article 49 of the Financial
Services and Markets Act 2000 (Financial Promotion) Order 2005 (the “FPO”); or (B) an investment professional (e.g., a financial
institution, government or local authority, or international organization) falling within Article 19 of the FPO.

This report is not available to Australian residents. This report and its contents are not intended to be and do not constitute or contain
any financial product advice as defined in the Australian Corporations Act 2001 (Cth). Because this document has been prepared without
consideration of any specific client’s investment objectives, financial situation or needs, no information in this report should be construed
as recommending or suggesting an investment strategy. Investors should seek their own financial, legal and tax advice in respect of any
decision regarding any securities discussed herein. Currently, because of ambiguity in Australian law, we are restricting access to our
reports by Australian residents. Australian residents are encouraged to contact their lawmakers to clarify the ambiguity under Australian
financial licensing requirements.

This report should only be considered in its entirety. Each section should be read in the context of the entire report, and no section,
paragraph, sentence or phrase is intended to stand alone or to be interpreted in isolation without reference to the rest of the report. The
section headings contained in this report are for reference purposes only and may only be considered in conjunction with the detailed
statements of opinions in their respective sections.

For convenience purposes only, we have provided a Chinese translation of this report. In case of any discrepancy or inconsistency between
the Chinese and the English versions, the English version is the original and should prevail. In case of any legal dispute, reference shall
be made only to the English version.

Bonitas makes no representation, express or implied, as to the accuracy, timeliness, or completeness of any such information or with
regard to the results to be obtained from its use. All expressions of opinion are subject to change without notice, and Bonitas does not
undertake a duty to update or supplement this report or any of the information contained herein. By downloading and opening this report
you knowingly and independently agree: (i) that any dispute arising from your use of this report or viewing the material herein shall be
governed by the laws of the State of Texas, without regard to any conflict of law provisions; (ii) to submit to the personal and exclusive
jurisdiction of the superior courts located within the State of Texas and waive your right to any other jurisdiction or applicable law, given
that Bonitas is a Texas limited liability company that operates in Texas; and (iii) that regardless of any statute or law to the contrary, any
claim or cause of action arising out of or related to use of this website or the material herein must be filed within one (1) year after such
claim or cause of action arose or be forever barred. The failure of Bonitas to exercise or enforce any right or provision of this disclaimer
shall not constitute a waiver of this right or provision. If any provision of this disclaimer is found by a court of competent jurisdiction to
be invalid, the parties nevertheless agree that the court should endeavor to give effect to the parties' intentions as reflected in the provision
and rule that the other provisions of this disclaimer remain in full force and effect, in particular as to this governing law and jurisdiction
provision.
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