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Annuity portfolio’s growth makes up for decline in real estate and hospitality

Given the strong location of the hospitality assets of Chalet we were surprised by the weaker than
expected growth in 2QFY20. The revenue grew only by 0.4% YoY to Rs2,354mn due to: (1) Marginal
decline of 1% YoY in the Hospitality segment revenue which was because of decline in banqueting,
MICE and F&B revenue and lower than expected growth in Revpar (2) No sale revenue of residual
residential flats at Hyderabad recognized during 2QFY20.

Overall RevPar increased by only 2.3% YoY in 2QFY20. Retail and Commercial segment revenue grew
by 194% YoY, though on a low base. Growth in retail and commercial revenue was driven by the
opening of 15 new outlets in Orb Sahar and by the Sahar Office tower, achieving two-third occupancy
and completing phase 1 of fit outs.

We have revised rating on Chalet to ACCUMULATE (earlier BUY) and have valued it on SOTP valuation
(20x Sep FY22E EV/EBITDA for the Hospitality segment and Sep FY22E NAV based valuation for the
rental assets) and arrived at a revised target price (TP) of Rs324 (earlier Rs366).

We have reduced our RevPar growth estimates for FY20E, FY21E and FY22E from 8%, 8% and 5%
respectively earlier to 5%, 6% and 7% due to impact of slowing economy on the hotel sector (refer
Exhibit 2).

Revenue remains flat on YoY basis: Revenue at Rs2,354mn remained flat on YoY basis, primarily due to: (1)
Hospitality segment revenue growing marginally by 1% YoY and (2) Residential revenue declining by 100% YoY. The
company has only a few units of residential flats pending to be sold at Hyderabad. During the quarter, no revenue has
been recognized from the sale of such flats. (3) Retail and Commercial segment revenue growing by 194% YoY on a
low base. This is because during the year, ~0.49mn sq.ft. of retail and commercial leaseable area at The Orb Sahar
and Sahar Office Tower has become operational. At The Orb Sahar, 15 new outlets have been opened and the Sahar
Office tower has achieved two-third occupancy and completed phase 1 of fit outs.

The Hospitality segment revenue saw low growth because of: (1) Low RevPar growth of 2.2% YoY in the Mumbai
market where the company has 65% of the rooms. (2) De-growth of 2.4% in Hyderabad (2) Lower banqueting and
MICE revenue.

High volatility in RevPar across different markets: The overall RevPar increased 2.3% YoY, with Banglore market
RevPar leading the growth at 7.2% YoY followed by MMR region growing at 2.2% YoY. Hyderabad de-grew by 2.4%.

Chalet operates 65% of the total rooms in the MMR region. The RevPar increased by 2.2% YoY for MMR region
driven by marginal increase in ARR of 1.7% YoY and in occupancy by 40bps. The second largest market for Chalet -
Hyderabad, where it operates 18% of its inventory, saw degrowth in ARR of 4.3% YoY at the cost of occupancies
slumping 500bps YoY to 72.3%. Banglore market witnessed healthy RevPar growth of 7.2% YoY contributed by
healthy ARR and occupancy growth of 4.4% and 200bps, respectively YoY.

EBITDA margin increases by 2,128bps YoY to 34.7%: EBITDA for 2QFY20 stood at Rs816mn, up 160% YoY.
EBITDA margin at 34.7% grew by 2,128bps YoY.

The sharp rise in EBITDA margin YoY is a result of 24% YoY decline in operating expenses, led by 32% decline in
other expenses YoY.

Decline in other income: Other income stood at Rs51mn, down 78% YoY. Management on the conference call
highlighted that the decline in other income was due to lower treasury income during the quarter as the loans granted
to group companies before IPO have now been repaid.
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Y/E Mar (Rsmn) 2QFY20 1QFY20 QoQ (%) 2QFY19 YoY (%) 2QFY20E Var (%)
Net sales 2,354 2,403 (2.0) 2,345 0.4 2,456 (4.2)
Real Estate Development Costs (80) (39) 107.0 (27) 190.3 (28) 181.0
Changes in inventories of finished good

and construction WIP 2 (30) NA (122) NA 31 NA
Food and Beverages Consumed (190) (220) (13.8) (200) (5.2) (229) (17.0)
Operating Supplies Consumed (73) (70) 4.1 (62) 16.9 (71) 3.1
Employee Benefit Expenses (367) (408) (10.1) (393) (6.6) (412) (11.0)
Other Expenses (834) (841) (0.8) (1,226) (32.0) (849) (1.8
EBITDA 816 795 2.6 314 160.0 836 (2.4)
EBITDAM (%) 34.7 33.1 - 134 - 34.0 -
Depreciation and amortization (284) (282) 0.8 (277) 2.3 (288) (1.3
EBIT 532 514 3.6 37 1,356.6 548 (3.0)
EBITM (%) 22.6 214 - 1.6 - 223

Other income 51 59 (14.3) 227 (77.6) 61 (16.0)
Interest expenses (369) (357) 3.5 (536) (31.1) (356) 3.6
Extraordinary/Exceptional (14) (1) 20.9 (13) 3.1 - -
Profit before tax 200 205 (2.4) (286) NA 253 (20.9)
Tax expense (97) (66) 48.0 161 - (64) 53.0
Effective tax rate (%) 49 32 - (56) - 25 -
PAT 103 139 (26.3) (125) NA 189 (45.8)
Minority Interest (0) (24) - - - - -
Adjusted Net Profit 103 163 (37.2) (125) NA 189 (45.7)
NPM (%) 44 6.8 - (5.3) - 7.7 -

Source: Company, Nirmal Bang Institutional Equities Research

Please refer to the disclaimer towards the end of the document.
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Lower finance costs: In 2QFY20, finance costs stood at Rs369mn, down 31% YoY. The sharp decline is due
to repayment of debt from IPO proceeds combined with reduction in cost of borrowings. The gross debt stood
at Rs14,494mn in 2QFY20 compared to Rs14,942mn in 4QFY19 and Rs27,093mn in 4QFY18. The debt to
equity ratio has reduced from 5.5x in 4QFY18 and 1x in 4QFY19 to 1x in 2QFY20.

We revise rating to Accumulate (earlier Buy) with revised TP of Rs323 (earlier Rs366): Our revised TP of
Rs323 (earlier Rs366) is based on SOTP valuation (20x Sep FY22E EV/EBITDA for the Hospitality segment
and Sep FY22E NAV based valuation for the Rental assets). The company derives 77% of the value from the
Hospitality segment. The reason for downgrading includes: (1) Slowdown in general economy restricting the
anticipated cyclical upswing in the RevPar. We have revised our RevPar growth estimates for FY20E, FY21E
and FY22E from 8%, 8% and 5%, respectively earlier to 5%, 6% and 7%, respectively.

Exhibit 1: Region wise ARR, Occupancy and RevPar details

Particulars 2QFY20 1QFY20 QoQ (%) 2QFY19 YoY (%)
ARR (Rs)

MMR 7,611 7,860 (3.2) 7,486 1.7
Bengaluru 8,543 8,835 (3.3 8,183 44
Hyderabad 7,809 8,116 (3.8 7,485 4.3
Combined 7,815 8,078 (3.3 7,609 2.7
Occupancy (%)

MMR 73.3% 74.0% -70bps 72.9% 40bps
Bengaluru 80.2% 78.0% 220bps 78.1% 210bps
Hyderabad 72.3% 77.0% -470bps 77.3% -500bps
Combined 74.2% 75.1% -94bps 74.6% -40bps
RevPar (Rs)

MMR 5,579 5,816 (4.1) 5,457 22
Bengaluru 6,851 6,891 (0.6) 6,391 7.2
Hyderabad 5,646 6,249 (9.7) 5,786 (2.4)
Combined 5,799 6,070 (4.5) 5,676 2.2

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 2: Change in estimates

Particulars FY20E FY21E FY22E
RevPar (Rs)

Earlier 6,835 7,394 7,733
Growth (%) 8.3 8.2 4.6
Revised 6,630 7,043 7,530
Growth (%) 5.1 6.2 6.9
EBDITA (Rs mn)

Earlier 3,619 4,080 4,713
Revised 3,404 3,707 4,472
EBDITA Margins (%)

Earlier 34.2% 35.0% 35.6%
Revised 33.1% 33.3% 34.7%
Net Debt (Rs mn)

Earlier 12,728 13,141 14,209
Revised 13,012 13,861 15,323
Operating Cashflows (Rs mn)

Earlier 2,965 3,595 4,150
Revised 2,705 3,215 3,844
EPS (Rs)

Earlier 5.6 6.8 8.2
Revised 4.2 4.6 6.3
Tax Rate (%)

Earlier 252 252 252
Revised 33.0 33.0 33.0
Net Asset Value (Rs mn)

Earlier 74,977
Revised 66,307

Source: Company, Nirmal Bang Institutional Equities Research
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Financial statement

Exhibit 3: Income statement Exhibit 4: Cash flow
Y/E March (Rsmn) FY18 FY19  FY20E FY21E  FY22E  YJE March (Rsmn) FY18  FY19 FY20E FY21E FY22E
G”;‘;f;'izym 7’9753 928473 10’2473 "’1;‘; 12’13:‘; Profit after tax (929)  (76) 861 953 1,201
Operating costs 3880 4755 4752 5108 5809  |epreciaton L1611 5T 647 1,829
Other expenses 1628 1925 2117 2320 2608 inancecosis 2119 2857 1107 1163 1,267
EBITDA 2447 3192 3404 3707 4472  Otherincome (657)  (476)  (500)  (525)  (551)
EBITDA growth (%) 0.5 30.4 6.6 8.9 20,6  Others 1,204 45 - - -
EBITDA margin (%) 30.8 323 33.1 333 34.7 Working capital changes (642) 197 (275) (23) 8
Depreciation 1,116 1,154 1,511 1,647 1,829 Operating cash flow 2311 3500 2705 3215 3,844
EBIT 1,331 2,038 1,893 2061 2,644 Capital expenditure (929)  (621)  (948) (3,385) (4,550)
ﬁ:{eg"ix e 21161; 226055 1 11%; 1 11‘;: 122"65 Cash Flow from Investments (759) 2080  (27)  (47)  (49)
Other incog]e 557 a6 500 525 g5y Otherincome ST 46 500 525 56
Others (1,218) (41) ) B ) Net cash after capex 1,180 5436 2,230 308 (204)
Earnings before tax (1,448)  (183) 1,285 1422 1927  Issue/(buybackof equity) 1036 9,554 - -
Tax- total (520) (107) 424 469 636 Proceeds/repayment of borrowings 882 (12,015) (1,093) 706 1,309
Rate of tax (%) 35.9 58.4 33.0 33.0 330  Finance costs 2119) (2657) (1,107) (1,163) (1,267)
Net profit (929) (76) 861 953 1,291 Others (994) 192 27 1 1
% growth (172.9) NA NA 10.6 355 Cash flow from financing (1195) (4,926) (2,228)  (457) 42
;P:ré:/? (1(2:3; (0'?\[2 4)\2’2 ‘;:2 ‘;532 Total cash generation (15 510 3 (149)  (162)
. . . Opening cash balance 332 317 827 830 681

Source: Company, Nirmal Bang Institutional Equities Research

i Closing cash & bank balance 316 827 829 681 519
Exhibit 5: Balance sheet 9

Source: Company, Nirmal Bang Institutional Equities Research

Y/E March (Rsmn) FY18 FY19 FY20E FY21E FY22E
Equity Share capital 1,711 2,050 2,050 2,050 2,050 Exhibit 6: Key ratios
Prefrence Share Capital 160 518 518 518 518

Y/E March FY18 FY19 FY20E FY21E FY22E
Reserves and surplus 3,244 12,176 13,038 13,991 15,282
Net worth 515 14745 15606 16550 17850 | Cltapility and retun ratios
Minority Interest i 28 i i i EBITDA margin (%) 30.8 323 331 333 347
Loans 27003 14942 13842 14542 15842 EBIT margin (%) 16.7 206 18.4 185 20.5
Other Financial Liabiliies: 152 208 210 211 21p  etprofitmargin (%) (7 (08 84 85 100
Provisions 38 58 63 68 75 RoE (%) (18.2) (0.5) 55 5.8 7.2
Deferred tax liability 636 291 291 291 291 RoCE (%) 41 69 64 66 78
Other non-current liability 28 144 45 147 14g  “orkingcapital & liquidity ratios
Total capital employed 33062 30416 30457 31817 34418 eoevadle(days) 283 176215 210 205
Gooduil 2% 2% 2% 2% 2% Inventory (days) - Property 28.7 274 30.0 30.0 30.0
Property, plant and equipment 28184 27651 27087 28825 31546 | yavle(days) 156 1e27 1300 1280 1270
Non Current Investments 43 47 47 47 47 Current rafio (x) R 12 12 12 i
Loans 14 12 128 1% 14  /alationratios
Other non-current assets 1535 1550 1598 1639 162 lsaes( 10684 80 75 66
Total non-current assets 30,103 29,605 29,086 30,871 33,642 EVIEBITDA (x) 25 231 222 186 158
Trade payables 859 1,217 1,129 1,196 1,365 PIE () NA NA 804 721 536
Other current liabilities 2,280 2,999 3,001 3,003 3,005 PBY () "3 47 44 42 39
Provisions (current) 959 967 968 969 970 Source: Company, Nirmal Bang Institutional Equities Research
Total current liabilities 4,098 5,183 5,098 5,168 5,340
Inventories 3,116 3,955 3,981 4,000 4,043
Trade receivables 552 477 605 641 724
Cash and bank balance 317 827 830 681 519
Loans and advances 2,349 18 - - -
Other current assets 724 718 754 el 831
Total current assets 7,057 5,994 6,169 6,114 6,117
Net current assets 2,960 81 1,072 946 777
Total capital employed 33,062 30416 30,157 31,817 34,418

Source: Company, Nirmal Bang Institutional Equities Research
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a relationship beyond broking

Rating track
Date Rating Market price (Rs) Target price (Rs)
4 June 2019 Buy 345 395
14 August 2019 Buy 329 395
13 November 2019 ACCUMULATE 323 324
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DISCLOSURES

This Report is published by Nirmal Bang Equities Private Limited (hereinafter referred to as “NBEPL”) for private circulation. NBEPL is a
registered Research Analyst under SEBI (Research Analyst) Regulations, 2014 having Registration no. INH000001436. NBEPL is also
a registered Stock Broker with National Stock Exchange of India Limited and BSE Limited in cash and derivatives segments.

NBEPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at times, have
different or contrary views on stocks and markets.

NBEPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing / dealing in
securities Market. NBEPL, its associates or analyst or his relatives do not hold any financial interest in the subject company. NBEPL or
its associates or Analyst do not have any conflict or material conflict of interest at the time of publication of the research report with the
subject company. NBEPL or its associates or Analyst or his relatives do not hold beneficial ownership of 1% or more in the subject
company at the end of the month immediately preceding the date of publication of this research report.

NBEPL or its associates / analyst has not received any compensation / managed or co-managed public offering of securities of the
company covered by Analyst during the past twelve months. NBEPL or its associates have not received any compensation or other
benefits from the company covered by Analyst or third party in connection with the research report. Analyst has not served as an
officer, director or employee of Subject Company and NBEPL / analyst has not been engaged in market making activity of the subject
company.

Analyst Certification: |, Amit Agarwal, research analyst and the author of this report, hereby certify that the views expressed in this
research report accurately reflects my personal views about the subject securities, issuers, products, sectors or industries. It is also
certified that no part of the compensation of the analyst was, is, or will be directly or indirectly related to the inclusion of specific
recommendations or views in this research. The analyst is principally responsible for the preparation of this research report and has
taken reasonable care to achieve and maintain independence and objectivity in making any recommendations.
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Disclaimer

Stock Ratings Absolute Returns
BUY >15%

ACCUMULATE -5% t015%

SELL <-5%

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. NBEPL is not
soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to engage in or refrain
from engaging in any such transaction. In preparing this research, we did not take into account the investment objectives, financial situation and particular needs
of the reader.

This research has been prepared for the general use of the clients of NBEPL and must not be copied, either in whole or in part, or distributed or redistributed to
any other person in any form. If you are not the intended recipient you must not use or disclose the information in this research in any way. Though disseminated
to all the customers simultaneously, not all customers may receive this report at the same time. NBEPL will not treat recipients as customers by virtue of their
receiving this report. This report is not directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where
such distribution, publication, availability or use would be contrary to law, regulation or which would subject NBEPL & its group companies to registration or
licensing requirements within such jurisdictions.

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is accurate,
complete or up-to-date and it should not be relied upon as such. We accept no obligation to correct or update the information or opinions in it. NBEPL or any of its
affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained
in this report. NBEPL or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter pertaining to
this report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The recipients of this report
should rely on their own investigations.

This information is subject to change without any prior notice. NBEPL reserves its absolute discretion and right to make or refrain from making modifications and
alterations to this statement from time to time. Nevertheless, NBEPL is committed to providing independent and transparent recommendations to its clients, and
would be happy to provide information in response to specific client queries.

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an adviser, whether the advice
is appropriate in light of their particular investment needs, objectives and financial circumstances. There are risks involved in securities trading. The price of
securities can and does fluctuate, and an individual security may even become valueless. International investors are reminded of the additional risks inherent in
international investments, such as currency fluctuations and international stock market or economic conditions, which may adversely affect the value of the
investment. Opinions expressed are subject to change without any notice. Neither the company nor the director or the employees of NBEPL accept any liability
whatsoever for any direct, indirect, consequential or other loss arising from any use of this research and/or further communication in relation to this research. Here it
may be noted that neither NBEPL, nor its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special
or consequential including lost revenue or lost profit that may arise from or in connection with the use of the information contained in this report.

Copyright of this document vests exclusively with NBEPL.

Our reports are also available on our website www.nirmalbang.com

Access all our reports on Bloomberg, Thomson Reuters and Factset.
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