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Indian Hotels Company
Good room left for growth after eventful FY2024

Consumer Discretionary Sharekhan code: INDHOTEL

CMP: Rs. 407
€ Maintain

Reco/View: Buy o

N Upgrade

Price Target: Rs. 492 N
\l/ Downgrade

Summary

+ We re-iterate our Buy rating on Indian Hotels Company with a revised PT of Rs. 492. Stock is valued
at 22x/19x/16x is FY24E/25E/26E EV/EBIDTA. Good earnings growth visibility with structural growth
story of hotel industry intact.

* FY2024 has been eventful with G-20 summit driving strong room demand even in a weak Q2FY24,
while Cricket World Cup in October/November 2023 followed by festive season will boost room
demand in a seasonally strong Q3FY24.

¢ What lies ahead? After an eventful FY2024, Indian hotels industry has good room for growth
with foreign tourist arrivals (FTAs) recovering to 56% of pre-COVID levels and domestic tourism
recovering to 75% of pre-COVID levels.

+ Higher RevPar and focus on asset-light business model will consistently drive profitability and
cashflows for IHCL (eyeing FY25 EBIDTA margins of 33%) in the coming years.

The Indian hotels industry is gearing up for a strong FY2024 with the G-20/B-20 summit and
Cricket World Cup 2023 followed by an extended festive season, resulting in strong room
demand and high RevPar in the coming quarters (including lull Q2FY2024). However, this
is not the end of optimism for the hotels industry and there is good room left for growth in
the coming years. India’s domestic tourism grew by 2.6x in CY2022 to 1,731 million visits (75%
of 2019 levels). The change in consumer behaviour along with improved per-capita income,
resulted in consumers opting for multiple domestic holiday trips and week-end outings which
was supported by improved infrastructure in past few years (better roads and development of
new airports). Further, FTAs recovered to just 56% of pre-covid level and strong promotion by
G-20 summit and improving infrastructure will lead to fast recovery in FTAs. IHCL, with a strong
room inventory, will be one of the key beneficiaries of strong optimism in the domestic hotel
industry.

+ Demand outpacing supply will continue to support occupancies and room rentals: Indian
hotels industry saw strong rebound in the room demand in last 16-18 months post COVID-19 due to
revenge domestic travel after two years of a lull (reached 75% of 2019 levels). Change in consumer
traveling habits, improvement in business travel and a recovery in FTAs (to 56% of pre-COVID levels
in CY2022) would keep room demand high in the coming years. On the other hand, the supply
constraints are expected to remain with more than 50% of room inventory coming up in tier-2 and
tier-3 towns. If RevPar continues to remain high for hotel companies (including IHCL), it will lead to
better profitability and higher cash flow generation in the medium term.

¢ G20 Summit - A long-term growth lever for IHCL: IHCL's management indicated that the impact
of G20 and B20 summits is higher than just few days of rooms completely sold. Some of the Taj
iconic properties hosted G20/B20 summit, which not only resulted in complete sold of out rooms
but also boosted food & beverages and services revenues making Sept,23 one of the extraordinary
months of business in seasonally weak quarter. Further, such events indirectly promote India as a
great tourist destination and will help in getting more foreign tourist arrivals in the coming years.

Revenues and PAT to grow at 17% & 27% CAGR over FY2023-26E: With room demand expected
to stay ahead of room supply, occupancy ratio is expected to remain high, which will help IHCL to
clock in good rental hikes in the coming years. Further, with a good scale-up in some of the new
ventures, IHCL's revenues are expected to grow at CAGR of 17% over FY2023-26E. The company
is targeting EBIDTA margins to reach 33% in FY2025. However, we believe the company might
achieve its targeted margins by FY2024 and expect consistent improvement in the coming years.
Thus overall, PAT is expected to grow at CAGR of 27% over FY2023-26E, healthy among the hotel
companies.

Our Call

View - Retain Buy with a revised PT of Rs. 492: Room demand is expected to exceed room supply,
which will help RevPar grow in double digits in FY2024. The company has charted a strong growth
plan to be achieved by FY2025-26 with a strong improvement in cash flows and strengthening the
balance sheet with a focus on becoming debt-free. EBITDA margins will consistently improve in coming
years. Thus, we maintain IHCL as one of our top picks in the hospitality space. We have introduced
FY2026E earnings estimates in this note. Stock trades at 21.9x/18.5x/15.5x its FY2024E/25E/26E EV/
EBIDTA. We maintain our Buy recommendation on the stock with a revised PT of Rs. 492 (rolling it over
to September 2025 earnings).

Key Risks

Key risks: Any slowdown in corporate travel or a slower recovery in inbound and outbound tourism
industry would act as a key risk to our earnings estimates.

*

Valuation (consolidated) Rs cr

Particulars | FY22 FY23 FY24E FY25E FY26E

Revenue 3,056 5,810 7,088 8,151 9,211
EBITDA margin (%) 13.3 311 323 33.0 337
Adjusted PAT -235 968 1,293 1,631 1,974
Adjusted EPS (Rs.) -2.0 7.4 9.3 11.7 14.1
P/E (x) - 55.1 43.8 349 289
P/B (x) 7.5 6.7 59 5.1 4.4
EV/EBIDTA (x) - 29.7 21.9 18.5 15.5
RoNW (%) -3.9 11.9 14.0 15.5 16.2
RoCE (%) 1.4 13.0 16.5 18.9 20.5
Source: Company; Sharekhan estimates
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FY2024 will be boosted by major events such as G-20 summit and Cricket world cup

¢ G20 along term lever for Indian hotel industry and IHCL: IHCL's management indicated that the impact of G20
and B20 summit is higher than just few days of rooms completely sold. Some of the iconic Taj properties hosted
the G20/B20 summit, which not only resulted in complete sold of out rooms but also boosted food & beverages
and services revenues. The G20/B20 summit made September,23 one of the extraordinary months of business in a
seasonally weak quarter. Further, such events indirectly promote Indian tourist destinations and will help in getting
more FTAs in the second half of the year.

G-20/B-20 meetings in India

Meetings ‘ IHCL properties
G20 Sherpa (first few meetings) Taj in Havelock, Andaman
G20 Sherpa (Second tranche of meetings) Lake palace, Udaipur
G20 meetings Taj Mahal Palace, Mumbai
B20 meeting of ministers Taj Rambagh Palace, Jaipur
B20 meeting of ministers Taj Mahal Palace, Delhi

Source: Media reports; Sharekhan Research

¢ Strong room demand during World Cup would boost occupancies and ARRs in Q3FY24: IHCL has properties
within 5-6 km radius of the cricket stadium in 6 out of the 10 cities in which the Cricket World Cup matches are
scheduled. Apart from bookings by spectators, the rooms are also booked for players, support staff, cricket board
officials, media etc. Due to such strong demand, occupancies during the match days are already running high, with
rooms not available (100% occupancy) at a few of hotels. This has led to a sharp rise in average room rentals (ARRs)
during this period and rates are likely to increase further closer to match dates.

As per our analysis, during the World Cup period, ARRs in IHCLs Delhi and Bengaluru properties (which are at
proximity to the cricket stadium) is expected to by higher by 10-100% and 15-70%, respectively, compared to the
off-season. While in Mumbai, Chennai and Kolkata, ARRs are expected to surge by 20-160%, 70-150% and ~70-
170%, respectively. Highest rise in ARR is likely in Ahmedabad with room rentals expected to be up by over 30-
500% during the World Cup season.

ARR higher at all properties during World Cup season

Stadium, city No of IHCL Properties Avg. ARR (Rs./ ARR (Rs./| Premium
matches to night) (World night) (Off
be held cup) season)

The Connaught, New Delhi - IHCL SeleQtions 18,000 14,500 24%

Ambassador, New Delhi - IHCL SeleQtions 16,000 14,500 10%

Arun Jaitley Stadium, Delhi 5 Taj Mahal, New Delhi 26,000 22,000 18%
Ginger East Delhi 6,000 3,000 100%

Taj Palace, New Delhi 23,000 17,000 35%

Taj Wellington Mews, Mumbai 65,000 25,000 160%

Wankhede Stadium, Mumbai 5 The Taj Mahal Palace & Tower, Mumbai 51,000 42,000 21%
President, Mumbai - IHCL SeleQtions 18,000 14,000 29%

Taj West End, Bengaluru 18,000 14,000 29%

M.Chinnaswamy Stadium, < Vivanta Bengaluru, Residency Road 12,000 7,000 71%
Bengaluru Taj M G Road, Bengaluru 16,000 14,000 14%
Taj Yeshwantpur, Bengaluru 12,000 10,000 20%

Taj Connemara, Chennai 17,000 10,000 70%

) ) Taj Club House, Chennai 20,000 8,000 150%
?&g:;ﬁambaram Stadium, 5 Taj Coromandel, Chennai 28,000 11,000 155%
Ginger Chennai (Vadapalani) 8,000 3,500 129%

Taj Wellington Mews, Chennai 18,000 12,000 50%
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ARR higher at all properties during World Cup season

Stadium, city No of IHCL Properties Avg. ARR (Rs./ ARR (Rs./| Premium
matches to night) (World night) (Off
be held cup) season)
Taj Bengal, Kolkata 38,000 14,000 171%
Eden Gardens, Kolkata Vivanta Kolkata, EM Bypass 17,000 10,000 70%
Raajkutir, Kolkata - IHCL SeleQtions 27,000 11,500 135%
Ginger Ahmedabad, RTO Circle 20,000 3,300 506%
Ginger Ahmedabad, Vastrapur 4,000 3,000 33%
Narendra Modi Stadium, ) . 5
Ahmedabad Vivanta Ahmedabad, SG Highway 26,000 9,000 189%
Ginger Ahmedabad, S.G. Road 6,000 4,000 50%
Ginger Ahmedabad, Satellite 19,000 4,500 322%
Maharashtra Cricket Ginger Pune Wakad 3,000 3,000 0%
Association Stadium, Pune Vivanta Pune, Hinjawadi 20,000 9,000 122%
Bharat Ratna Shri Atal Bihari Ginger Lucknow 4,000 3,000 33%
Vajpayee Ekana Cricket Taj Mahal, Lucknow 40,000 20,000 100%
Stadium, Lucknow
Himachal Pradesh Cricket Norbu The Montanna, Dharamshala - IHCL 34,000 20,000 70%
Association Stadium, SeleQtions
Dharamsala
Taj Krishna, Hyderabad 15,000 10,000 50%
Rajiv Gandhi International ) o
Stadium, Hyderabad 3 Vivanta Hyderabad, Begumpet 9,000 8,000 13%
Taj Deccan, Hyderabad 11,000 7500 47%

Source: Sharekhan Research

Will occupancies and ARRs remain high in the coming years?

+ Domestic tourism to maintain strong growth momentum: Domestic tourists visit in India grew by 3x in last
decade to 2,322 million in CY2019. It grew at a CAGR of 13% over CY2015-2019. Covid-19 pandemic break the
momentum with domestic tourism dropping to 610-680 million visits in CY2020 and CY2021. However same
grew by 2.6x in CY2022 to 1,731 million visits (75% of 2019 levels). Change in consumer behaviour is one of the
major change post pandemic which led to sharp recovery in the domestic tourism in post pandemic era. Multiple
domestic trips and higher tendency of weekend outings has grown in India. This is well supported by improved
infrastructure with opening of new airports (especially covering tier-2 towns) and development of new hotels by
top brands in new locations provides fresh tourist travel options in India. If we expect domestic tourism reaching
growing by ~10% in CY2024 over CY2019 suggest strong growth of 20%+CAGR CY2022-24. This will lead to higher
room demand in the coming years.

Domestic tourism grew by 3x in last decade
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Pandemic break the momentum in 2020-21
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¢ Spending ontravel & tourismisincreasing inIndia: Changein the consumer behaviour has led to travel expenses
surging by 15-20% in CY2023 this year compared to pre-pandemic figures of 2019. This is despite a sharp increase
in the air fares and room rentals due to events such as G-20 summit and Cricket World Cup 2023. Resilience in
discretionary spendings, rise in solo travel, airline partnership and loyalty programs has led to substantial increase
in the domestic in the post pandemic era. According to World Travel and Tourism Council (WTTC), India’s spending
on tourism showed a growth of 33% and reached Rs. 15.7 trillion in 2022 from Rs. 11.8 trillion in CY2019 driven by
substantial increase in the domestic tourism. The same is expected to reach Rs. 37.0 trillion by CY3033 driven by
growth in the domestic tourism and fast growth in the outbound tourism.

India’s spending on travel & tourism to reach Rs. 37 trillion by CY33
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India’s spending on domestic tourism continued to increase
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* FTAs to grow strongly in next five years: FTAs in India grew at a CAGR of 8.0% from 8.0 million in 2015 to 10.9
million in 2019. Visits by foreign nationals in India are mainly driven by leisure travel on account of India’s rich
cultural heritage and geographical diversity. Medical tourism is another key driver of visits by foreign nationals
in India, particularly from developing nations. In CY2022, FTAs in India recovered to 56% of pre-covid levels due
to restrictions imposed on international travel by most of the countries. However, the same stood at 4.4 million
in Jan-Jun,23 period (growth of 106%). The same is expected to cross pre-pandemic level by end of CY2023 due
large arrival expected during G-20 summit and Cricket World cup 2023. FTA in India is expected to grow in low to
mid-single digits in the coming years as the major events, emergence of new tourist destinations and improving
infrastructure will help to attract foreign tourist arrivals in the coming years.

FTAs reached 56% of pre-COVID level in CY2022
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¢+ Demand outpacing supply will continue support occupancies and Room rentals: Industry room demand
rebounded strongly in the past 16-18 months post COVID-19 due to revenge domestic traveling happening after
two years of lull. Change in the consumer traveling habits, improvement in the business travel and recovery in
the foreign tourist arrival would keep room demand high in the coming years. On the other hand, the supply
constraints are expected to remain with more than 50% of room inventory is coming up in tier-2 and tier-3 towns.
Thus, supply in top 10 markets is constrained, that helps you drive the performance and newer markets are opening
up (especially in the spiritual sectors). Spiritual places such as Banaras, Ayodhya and Mahakaleshwar (Ujjain) is
gaining strong traction in recent times providing new locations and segments of growth for hotel companies. Thus,
these factors will help occupancies and ARRs to remain high in the coming years. If RevPar remains high, it will also
lead to better profitability and higher cash flow generation in the medium term.
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Revenue and profits to grow in coming years
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Margins to move North
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Company to reduce debt

Source: Company, Sharekhan Research

Cash and bank balance stays adequate
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Outlook and Valuation

B Sector view - Hotel industry to benefit from demand supply gap

Hotels posted a strong comeback in FY2023, after two years of a lull owing to the pandemic. Higher demand from
domestic leisure travellers, recovery in FTAs, and revival in corporate travels will keep room demand high for hotel
companies (also helping in achieving higher room rentals) in the short to medium term. According to the most recent
industry data, demand is expected to continue to grow by double-digits (~10%), however, supply is expected to
grow by 3-4% over the next 4-5 years. This augurs well for the industry because hotel performance in India is highly
sensitive to supply and demand dynamics. Margins of hotel companies are likely to expand aided by better operating
leverage coupled with various cost-saving initiatives undertaken by the companies.

B Company outlook - Strong growth eyed over FY2023-26

IHCL started FY2024 on good note with revenues growing in double digit driven by double digit growth in RevPar.
With room demand expected to exceed supply, domestic performance is expected to be strong in the coming years.
This along with expected recovery in international properties and higher contribution from new ventures, will aid the
revenues and PAT to grow at a CAGR of 17% and 27% over FY2023-26E. Cost-saving initiatives undertaken in FY2021
will help operating profit to improve in coming years. We expect IHCL EBIDTA margins to touch ~33% in FY2025. Asset-
light model will help in high free cash generation. Return ratios are expected to improve with RoE/RoCE expected to
increase to 16%/21% in FY2025 from 12%/13% in FY2023.

B Valuation - Retain Buy with a revised price target of Rs. 492

Room demand is expected to exceed room supply, which will help RevPar grow in double digits in FY2024. The
company has charted a strong growth plan to be achieved by FY2025-26 with a strong improvement in cash flows
and strengthening the balance sheet with a focus on becoming debt-free. EBITDA margins will consistently improve
in coming years. Thus, we maintain IHCL as one of our top picks in the hospitality space. We have introduced FY2026E
earnings estimates in this note. Stock trades at 21.9x/18.5x/15.5x its FY2024E/25E/26E EV/EBIDTA. We maintain our Buy
recommendation on the stock with a revised PT of Rs. 492 (rolling it over to September 2025 earnings).

Peer Comparison

. P/E (x) | EV/EBITDA (x) | RoCE (%)
Companies
FY23| FY24E|  FY25E|  FY23| FY24E|  FY25E|  FY23|  FY24E|  FY2sE
Lemon Tree Hotels 66.2 47.2 33.1 21.1 17.7 137 100 117 13.8
Chalet Hotels 64.5 423 288 239 173 137 55 116 147
Indian Hotels Company 55.1 438 34.9 29.7 219 185 130 1655 189

Source: Company; Sharekhan Research
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About company

IHCL and its subsidiaries bring together a group of brands and businesses that offer a fusion of warm Indian hospitality
and world-class service. These include Taj, the iconic brand for the most discerning travellers; SeleQtions, a named
collection of hotels; Vivanta, sophisticated upscale hotels; and Ginger, which is revolutionising the lean luxe segment.
Incorporated by the founder of the Tata Group, Jamsetji Tata, the Company opened its first hotel - The Taj Mahal
Palace, in Bombay in 1903. IHCL currently has a portfolio of 263 hotels including 75 under development globally
across 4 continents, 12 countries and in over 100 locations.

Investment theme

The hotel industry’s business fundamentals have recently improved with room demand outpacing room supply.
Strong domestic travel coupled with recovery in foreign travel would help IHCL in posting better performance in
the medium term. A strong focus on building an asset-light model, market share gains in key markets and recovery
in the business environment will help IHCL recover to 100% of pre-COVID levels in FY2023 with strong growth in
profitability. Further, the company is focusing on strengthening its balance sheet by a sustained reduction in debt,
which augurs well from a long-term perspective.

Key Risks

¢ On the backdrop of the economic slowdown, room supply is going ahead of room demand, which will affect overall
business fundamentals of the hotel industry and performance of hotel companies.

¢ Any disruption in the performance of international properties will affect the consolidated performance of IHCL in
the coming years.

Additional Data

Key management personnel

N. Chandrasekaran Chairman

Giridhar Sanjeevi Executive Vice President & Chief Financial Officer

Puneet Chhatwal Executive Director, Chief Executive Officer & Managing
Director

Beejal Desai Senior Vice President - Corporate Affairs, Company Secretary

(Group) & Compliance Officer

Source: Company

Top 10 shareholders

Sr.No. Holder Name Holding (%)
1 HDFC Asset Management Co. 411
2 Nippon Life India Asset Management Company 3.13
3 Axis AMC 3.07
4 SBI Retirement Benefit 2.38
5 BlackRock Inc 2.19
6 Jhunjhunwala Rekha Rakesh 2.11
7 Vanguard Group Inc 1.97
8 SBI Funds Management 1.88
9 HDFC Life Insurance Co 1.88
10  Canara Robeco AMC 1.45

Source: Bloomberg

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Understanding the Sharekhan 3R Matrix

Right Sector
Positive

Neutral

Negative

Right Quality
Positive

Neutral

Negative

Right Valuation
Positive

Neutral

Negative

Source: Sharekhan Research

Strong industry fundamentals (favorable demand-supply scenario, consistent industry
growth), increasing investments, higher entry barrier, and favorable government
policies

Stagnancy in the industry growth due to macro factors and lower incremental
investments by Government/private companies

Unable to recover from low in the stable economic environment, adverse government
policies affecting the business fundamentals and global challenges (currency
headwinds and unfavorable policies implemented by global industrial institutions)
and any significant increase in commodity prices affecting profitability.

Sector leader, Strong management bandwidth, Strong financial track-record, Healthy
Balance sheet/cash flows, differentiated product/service portfolio and Good corporate
governance.

Macro slowdown affecting near term growth profile, Untoward events such as natural
calamities resulting in near term uncertainty, Company specific events such as factory
shutdown, lack of positive triggers/events in near term, raw material price movement
turning unfavourable

Weakening growth trend led by led by external/internal factors, reshuffling of key
management personal, questionable corporate governance, high commodity prices/
weak realisation environment resulting in margin pressure and detoriating balance
sheet

Strong earnings growth expectation and improving return ratios but valuations are
trading at discount to industry leaders/historical average multiples, Expansion in
valuation multiple due to expected outperformance amongst its peers and Industry
up-cycle with conducive business environment.

Trading at par to historical valuations and having limited scope of expansion in
valuation multiples.

Trading at premium valuations but earnings outlook are weak; Emergence of roadblocks
such as corporate governance issue, adverse government policies and bleak global
macro environment etc warranting for lower than historical valuation multiple.
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DISCLAIMER

This information/document has been prepared by Sharekhan Ltd. (SHAREKHAN) and is intended for use only by the person or entity to which it is
addressed to. This Document may contain confidential and/or privileged material and is not for any type of circulation and any review, retransmission,
or any other use is strictly prohibited. This information/ document is subject to changes without prior notice.

Recommendation in reports based on technical and derivatives analysis is based on studying charts of a stock’s price movement, trading volume,
outstanding positions, as opposed to focusing on a company’s fundamentals and as such, may not match with a report on acompany’s fundamentals.
However, this would only apply for information/document focused on technical and derivatives research and shall not apply to reports/documents/
information focused on fundamental research.

This information/document does not constitute an offer to sell or solicitation for the purchase or sale of any financial instrument or as an official
confirmation of any transaction. Though disseminated to all customers who are due to receive the same, not all customers may receive this report
at the same time. SHAREKHAN will not treat recipients as customers by virtue of their receiving this information/report.

The information contained herein is obtained from publicly available data or other sources believed to be reliable and SHAREKHAN has not
independently verified the accuracy and completeness of the said data and hence it should not be relied upon as such. While we would endeavour
to update the information herein on reasonable basis, SHAREKHAN, its subsidiaries and associated companies, their directors and employees
(“SHAREKHAN and affiliates”) are under no obligation to update or keep the information current. Also, there may be regulatory, compliance, or other
reasons that may prevent SHAREKHAN and affiliates from doing so. This document is prepared for assistance only and is not intended to be and must
not alone be taken as the basis for an investment decision. Recipients of this report should also be aware that past performance is not necessarily
a guide to future performance and value of investments can go down as well. The user assumes the entire risk of any use made of this information.
Each recipient of this document should make such investigations as it deems necessary to arrive at an independent evaluation of an investment in
the securities of companies referred to in this document (including the merits and risks involved) and should consult its own advisors to determine
the merits and risks of such an investment. The investment discussed or views expressed may not be suitable for all investors. We do not undertake
to advise you as to any change of our views. Affiliates of Sharekhan may have issued other recommendations/ reports that are inconsistent with and
reach different conclusions from the information presented in this recommendations/report.

This information/recommendation/report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident
of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law,
regulation or which would subject SHAREKHAN and affiliates to any registration or licensing requirement within such jurisdiction. The securities
described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession this document
may come are required to inform themselves of and to observe such restriction.

The analyst certifies that the analyst might have dealt or traded directly or indirectly in securities of the company and that all the views expressed in
this document accurately reflect his or her personal views about the subject company or companies and its or their securities and do not necessarily
reflect those of SHAREKHAN. The analyst and SHAREKHAN further certifies that either he or his relatives or Sharekhan associates might have
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