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Royal Orchid Hotels

Reuters: ROYL.NS; Bloomberg: ROHL IN
Strong YoY ARR growth will continue

The management of Royal Orchid Hotels (ROH) sounded sanguine on the growth
of hotel sector in India. Few points were: 1) Favorable shift in demand-supply
balance will continue for another three years. 2) Occupancy rose strongly and
will continue to rise 3) The management expects the ARR growth of 10% YoY for
the next three years.

Favorable demand-supply gap to continue for the next three years: The
management is confident about the favorable demand-supply gap for another three
years. The management explained that to build any hotel property takes three-four years
hence if the construction were to initiate now it would take a similar period. In our view,
it will enhance persistent growth in occupancy to abet in improving pricing power. Thus,
ARR is expected to improve sharply from the current levels in the next few years.

Sturdy growth to boost occupancy further: ROH had occupancy of 74% for owned
rooms for FY19. A sharp rise compared to occupancy of 70% in FY17. Albeit the
occupancy levels dropped from the 78% achieved in FY18. With occupancy hovering
around 75%, in our view the pricing power has returned to ROH, leading spike in ARR.

Strong occupancy abetted strong growth in ARR: An occupancy levels of
approximately 75% have abetted the company to increase ARR by 10% YoY in FY19
from Rs3,853 for owned rooms in FY18 to Rs4,204 in FY19. In FY18, the ARR growth
was mere 4% YoY.

Stable growth in rooms over the past seven years: Loyalty members also grew
strongly: The company steadily added rooms in the past seven years from 1,426 in
FY12 to 3,385 in FY19. The breakdown of the rooms as in FY19 are: a) Management
contract (2,361 rooms) b) Joint Venture (396 rooms) ¢) Owned rooms (195 rooms) d)
Leased rooms (433 rooms). This depicts the company is following an asset-light model
for growth with 70% of the rooms are from the management contract. The loyalty
members grew sharply from 2,534 in FY13 to 223,694 in FY19 which clearly shows the
rising acceptability of the brand.

Strong growth in financial performance over the past three years: While the
revenues grew from Rs1,629mn in FY16 to Rs2,190mn in FY19 (growth of 35% in the
past three years), the EBITDA grew at a faster pace from Rs247mn in FY16 to
Rs488mn in FY19 (in 3 years grew by 2x) owing to the sharp rise in EBITDA margin
from 15% in FY16 to 22% in FY19. The cash profits for the period FY16-FY19 rose from
Rs102mn to Rs274mn. The balance sheet strength improved with a decline in net D/E
from 0.63x in FY16 to 0.57x in FY19.

Exhibit 1: Key financials

Y/E March (Rsmn) FY15 FY16 FY17 FY18 FY19
Revenues 1478 1585 1749 1,895 2,038
YoY (%) 40 7.3 10.3 8.3 7.6
EBITDA 199 205 193 291 336
EBITDA Margin (%) 13.5 12.9 11.0 15.4 16.5
PAT (68) (36) (46) 24 131
YoY (%) NA (46.3) 25.1 NA 4435
EPS (Rs) (2.5) (1.0) (1.7) 0.9 48
RoE (%) (4.2) (2.3) (2.7) 1.4 7.4
EV/EBITDA (x) 8.7 8.1 6.5 54 0.2
PJE (x) NA NA NA 4555 8.41

Source: Company, Nirmal Bang Institutional Equities Research
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Financial statement

Exhibit 2: Income statement Exhibit 3: Cash flow
Y/E March (Rsmn) FY15  FY16  FY17 FY18 FY19  Y/E March (Rsmn) FY15  FY16  FY17  FY18  FY19
e oa @ T ow w
rowth YoY (%, . . . . . .
Operating costs 62 719 80 el g5 Doprecon L L
Other expenses 587 661 725 765 707 Finance costs 196 149 2 3 @
EBITDA 199 205 193 291 3sg  Otherincome @ ® 13 18 (152
EBITDA growth (%) (216.4) 3.2 (5.9) 50.7 154  Others ) (16) (28) 20 207
EBITDA margin (%) 13.5 12.9 11.0 154 16.5 Working capital changes 59 40 34 (98) Q)]
Depreciation 146 139 161 158 143 Tax Paid (36) (46) (43) (59) (82)
EBIT 53 66 32 133 193 Operating cash flow 261 233 267 249 461
EBIT (%) 3.6 42 1.8 7.0 95 Capital expenditure 67 @) (78 (35 3
Interest expense 164 151 158 157 132 Cash Flow from Investments ) i ) ) i
Other income 33 44 128 102 152
Others 20 13 ) 15 ) Other income 22 9 (11) 28 (86)
Earnings before tax (58) (28) 1 92 213 Net cash after capex 225 161 177 242 379
Tax- total 10 8 47 68 82 Issue/(buyback of equity) - - - 0 0
Rate of tax (%) (17.2) (30.1)  4,146.1 73.9 38.4 Proceeds/repayment of borrowings (249) (24) 69 (51) (74)
Net profit (68) (36) (46) 24 131 Finance costs (167)  (134)  (147)  (134) (132
% growth N/A 46.3 25.1 NA 443.5 Others (@1 (6) (34) 1 1)
EPS (FD) (249)  (104)  (167) 088 478 Lo eon financing 456)  (164)  (112)  (185)  (227)
7 growth NA__ %83 608 NA__ 4414 1 tal cash generation (231) 3) 65 58 151
Source: Company, Nirmal Bang Institutional Equities Research
Opening cash balance 349 118 88 153 264
Closing cash & bank balance 141 136 225 264 415

Exhibit 4: Balance sheet

Source: Company, Nirmal Bang Institutional Equities Research

Y/E March (Rsmn) FY15 FY16 FY17 FY18 FY19
Equity Share capital 272 272 272 273 274
Prefrence Share Capital - - - - = Exhibit 5: Key ratios
Reserves and surplus 1,354 1,326 1,391 1,418 1,501

Y/E March FY15 FY16 FY17 FY18 FY19
Net worth 1,627 1,598 1,664 1,691 1,775
Minority Interest 344 366 480 448 aap  Frofability and retum ratios
Loans 649 595 1,009 961 887 EBITDA margin (%) 135 12.9 11.0 154 16.5
Other Financial Liabilies: 18 20 3 32 g cBITmargin (%) 3642187095
Provisions 16 2 30 38 3 Net profit margin (%) (4.6) (2.3) (2.6) 1.3 6.4
Deferred tax liability 17 6 (65) (51) (33) RoE (%) (42) @3) @7) 14 T4
Other non-current liability - - 37 11 11 ROCE_ (%) ) o 23 30 12 50 12
Total capital employed 267 2600 3188 3120 3426  Norkingcapital & liquidity ratios
Goodwil 177 177 177 177 177 Receivable (days) 35.1 39.3 449 215 21.0
Property, plantand equipment 2502 2424 2002 2762 2673  nventon(das) 50 4T 46 4.4 50
Non Current Investments 0 0 0 0 0 Payable (d.ays) 79.2 764 68.3 130.0 128.0
Other non-current assets 387 455 316 337 422 Curren.t ratio (.X) 05 05 07 08 08
Total non-current assets 3066 305 3306 3276 3273\ ationratios
Trade payables 261 2% 35 318 s CVsAesl) 23 21 21 1.9 17
Other current liabilities 508 502 486 493 510 EVIEBITDA () 172 164 1941 124 104
Provisions (current) 16 12 13 25 1 PIE ) NA NA NA - 1210 224
Total current liabilities 786 813 825 836 874 PIBV ( 18 '8 '8 7 17
Inventories 20 2 2 23 4 Source: Company, Nirmal Bang Institutional Equities Research
Trade receivables 155 152 188 233 186
Cash and bank balance 141 136 225 264 415
Loans and advances 45 20 30 48 32
Other current assets 29 35 151 121 71
Total current assets 390 366 617 689 727
Net current assets (396) (447) (208) (147) (147)
Total capital employed 2,671 2,609 3,188 3,129 3,126

Source: Company, Nirmal Bang Institutional Equities Research

Royal Orchid Hotels
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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, the 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 recommendation.
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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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