Q4FY24 Result Update

Royal Orchid Hotels

EBITDA misses our estimate; inventory pipeline strong

Revenue grew 5% YoY to INR76cr in Q4FY24 on room additions (up 19.9%) and higher ARR (up 6.5%
to INR6,024). It missed our revenue estimate of INR87cr on lower occupancy (down ~5pp YoY to
72%) as ~30 rooms were refurbished in Q4FY24. EBITDA was impacted by higher repairs and
maintenance cost and manpower addition for the upcoming expansion. EBITDA fell 18.4% YoY to
INR18cr (est. INR26¢r), with margin contracting 672bp to 23.3%. PAT grew 31.3% YoY to INR17cr
(est. INR16cr) on a one-time tax adjustment. To capitalise on favourable industry dynamics, it added
985 rooms (JLO/managed: 113/872) in FY24, taking the total inventory to 5,926 (JLO/managed:
1,279/4,647). In FY25-end, it plans to add ~1,925 rooms (JLO/managed: 424/1,500) across 27-30
hotels. Given healthy domestic demand, with constrained supply in the industry, and likely
improvement in the product mix, we see a 5% growth in ARR in FY25. We see ROHL as one of the
key beneficiaries of sectoral tailwinds. We expect a revenue/EBITDA/PAT CAGR of
16.3%/18.7%/17.7% over FY24-26. We revise our TP to INR477 (earlier INR535, 12x FY26E
EV/EBITDA) to account for near-term margin pressure. Maintain ‘BUY’.

Higher staff and repair costs impacts EBITDA, PAT in line on lower tax expense

Revenue grew 5% YoY to INR76cr on room additions, better ARR, and higher income from F&B and
other services. Revenue from room rent/F&B/other services grew 1.3%/6.9%/14.6% YoY to
INR39cr/INR26cr/INR12cr. ARR for JLO rooms grew 6.5% YoY to INR6,024. Occupancy fell by ~5pp YoY
to 72% as ~30 rooms were closed for refurbishment for a part of Q4FY24. EBITDA fell 18.4% YoY to
INR18cr on front-loading of staff cost and higher repair cost (refurbishment). PAT grew 31.3% YoY to
INR17cr on reversal of deferred tax assets. In FY24, revenue grew 11% YoY to INR294cr (est. INR305cr)
on higher inventory; EBITDA fell 7% to INR76cr (est. INR84cr) on greater staff cost and lower fixed cost
absorption; and PAT grew 1% to INR47cr.

Strong inventory addition pipeline with a tilt towards management contracts

In FY25, it plans to add 1,924 rooms across 27—-30 hotels (1,900 signed), which will take its room
inventory to ~7,850. It will add ~1,500/424 rooms under management contracts/ revenue sharing
leases. We conservatively estimate 6,954 rooms by FY25-end. The strong front ended room addition
pipeline will place ROHL ahead of the curve and will be a key growth driver.

Expect revenue/EBITDA/PAT CAGR of 16.3%/18.7%/17.7% over FY24-26

We expect 16.3% revenue CAGR over FY24-26 on: i) 5% ARR CAGR, with better occupancy on
favourable demand-supply dynamics; ii) addition of over 1,833 rooms; iii) strong growth in F&B
income due to expansion in its restaurant and banquet portfolio, improving MICE activity, and a
revival in large-scale weddings; and iv) higher in-resort spends by offering value-add services. While
margin will be under pressure in FY25 (23.8%) on: i) higher fixed costs, to aid the quick-paced
expansion (new properties require three-to-four quarters to ramp up); and ii) occupancy loss
(refurbishment of 100 rooms), we see it settling at a sustainable 27% from FY26. Over FY24 -26, we
expect 18.7% EBITDA CAGR with PAT CAGR of 17.7% on higher tax and depreciation.

Higher EBITDA to drive cash flows and deleveraging

With a stable working capital cycle (~23 days), we expect the lion’s share of EBITDA to flow to OCF
(23% CAGR over FY24-26). We expect a cumulative OCF of INR175cr in FY25 and FY26, of which
~INR135cr will be used for room additions and maintenance capex. The balance will aid deleveraging.
We expect net D/E ratio to improve to -0.16x in FY26 from 0.08x in FY24. With a large part of the room
additions under the asset light model, we expect RoCE to improve to 27.9% in FY26 from 21.8% in
FY24.

Maintain ‘BUY’ with a revised TP of INR477

We are positive on the sector due to the favourable industry dynamics in the near-to-medium term.
Alower base, an extensive room addition pipeline, and better brand recognition will help narrow the
valuation gap with its peers. However, we downgrade our FY26 EBITDA/EPS estimate by 16%/22% to
account for near term margin pressure on front loading of operating cost and lower fixed cost
absorption given the rapid scale up in room inventory and higher repair cost. We revise our TP to
INR477 from INR535 earlier, valuing ROHL at 12x FY26E EV/EBITDA. Maintain ‘BUY’.

Key financials

Year to March FY22 FY23 FY24 FY25E FY26E
Revenue (INR cr) 139 264 294 342 397
Revenue growth (%) 71 90 11 17 16
EBITDA (INR cr) 23 82 76 82 107
Net profit (INR cr) 7 47 48 47 67
P/E ratio (x) 11.4 14.2 20 20.7 14.5
EV/EBITDA ratio (x) 16.1 8.2 13 11.8 8.6
ROACE (%) 1.5 28 222 22.7 29.6
ROAE (%) 5.2 315 26.7 22.7 26.8
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Quarterly Income Statement

Particulars Q4FY24 Q4FY23 YoY (%) Q3FY24 QoQ (%)
Net sales 76 73 5 82 (7)
Operating expenses 58 51 15 57 2
EBITDA 18 22 (18) 25 (28)
Depreciation 5 5 8 5 5
EBIT 13 17 (26) 20 (36)
Interest 4 5 (7) 5 (5)
Other income 6 4 53 5 30
PBT 14 16 (12) 20 (28)
Tax (1) 4 (124) 5 (119)
PAT 15 12 26 15 5
Minority interest after net profit 0 0 (85) 0 (82)
P&L from an associate company P 1 - 1 24
PAT after minority interest and the share of associates 17 13 31 15 8
Exceptional items - - - -

RPAT 17 13 31 15 8
EPS 6.1 4.6 31 5.6 8
EBITDA margin (%) 233 30 30.2

PAT margin (%) 21.8 17.5 18.7

Tax rate (%) (7) 25.8 26.6

Operating parameters

Q4FY24 Q4FY23 YoY (%) Q3FY24 QoQ (%)

JLO rooms

— Occupancy (%) 72 77 76

—ARR 6,024 5,657 6 5,656 7

—RevPAR 4,337 4,356 0 4,299

—Room count 1,279 1,166 10 1,279 0
Managed rooms

— Occupancy (%) 65 63 63

—ARR 3,982 3,833 4 4,184 (5)

— RevPAR 2,588 2,415 7 2,636 (2)

— Room count 4,647 3,775 23 4,516 3
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Key takeaways from the management interaction

e Several branded players announced capacity expansion after FY22 which will come on stream from FY26. Demand stood
strong on robust domestic leisure travel, gradual growth in MICE demand, resumption of larger-scale weddings after the lifting
of COVID-related restrictions, and recovery in foreign tourist arrivals. With demand gathering pace and supply growth lagging,
ROHL is ahead of the curve given its front-ended room addition pipeline. We see it benefiting immensely from the up cycle.
We see a healthy expansion in ARR, with robust occupancy ahead.

e Its room addition pipeline is one of the strongest in the industry (985 rooms added in the last one-year). It crossed the 100-
hotel milestone in FY24. To ensure a quick turnaround and capital efficiency, ¥89% of room additions are under management
contracts. While this strategy ensures quicker expansion, the potential for revenue growth is limited as only 5-6% of revenue
accrues to its books. However, it is margin accretive, as over 50% of the revenue flows through as EBITDA.

e It has signed 27 hotels with ~1,900 rooms, which it expects to operationalise in FY25. It has guided at an additional 1,924 keys
in FY25, of which ~1,500 will be under management contracts while the rest will be leased.

e We expect its newly added Mumbai hotel, with ~300 rooms, to commence operations under a new five-star brand offering in
Q4FY25. The hotel is under a fixed lease model for the initial five years (~INR36cr/year), post which the lease will be paid as a
share of revenue. At peak occupancy of 80%, the management expects a revenue of “~INR120cr from the hotel.

e The planned brownfield expansion of 25 rooms in Goa is facing delays in plan sanctioning. We now expect the commissioning
in FY26 (from FY25 earlier). In Bengaluru, it plans to add 28 rooms to an existing property in FY25.

e In FY24, ROHL refurbished ~100 rooms (10-20 days for refurbishing a room), leading to a drop in occupancy. The exercise led
to revenue loss of “YINR2.2cr. Incremental repair cost for the refurbishment was ~INR2.3cr. In all, the exercise impacted EBITDA
by ~INR4.5cr (~1.5% of revenue). To aid the upcoming expansion, it raised manpower in certain locations, leading to an
incremental employee cost of “*INR2.1cr (~0.7% of revenue). The management plans to refurbish ~100 rooms in FY25 at a cost
of INR2—3cr.

e Domestic and MICE demand has been muted in Q4FY24 and Q1FY25 on reduced corporate travel due to the general elections.
The management sees a recovery from Q2FY25.

e It has guided at a revenue of INR370-380cr in FY25, which includes revenue from an associate company (INR30—40cr). EBITDA
guidance for FY25 stands at INR84—-88cr.

e It expects an ARR growth of ~¥5% YoY in FY25.
e In FY24, ROHL acquired the entire stake in subsidiary Icon Hospitality Pvt. where it earlier held 51.07%. It also took on the

accumulated losses of the acquired company, which were adjusted as deferred tax assets in Q4FY24.

Revenue mix

Year to March Q4FY24 Q4FY23 YoY (%) Q3FY23 QoQ (%)
Segmental revenue mix*
— Room rent 44.7 40.5 10 46.2 (3)
—F&B 28.9 30.1 (4) 32.8 (12)
— Management fees 10 7.4 36 8.1 23
— Other services 3.5 2.9 34 3.6 (76)
Asset-wise revenue mix*
- Owned 27.9 23.9 17 30.1 (7)
- Fixed and revenue share lease 31.7 27.7 14 34.1 (7)
- JV/associates 16.9 21.8 (23) 18.5 (9)
- Management contracts 9 7.4 22 8.1 11

*includes revenue from associate companies
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Valuation and view

We assign 12x FY26E EV/EBITDA to arrive at our revised TP of INR477 (earlier INR535). Since FY16, its one-year forward EV/EBITDA
ratio has been in the 4-20x range. The stock trades at 8.6x FY26E EV/EBITDA. During FY16-20 (i.e., in years with healthy industry
performance), it traded at 12-17x one-year forward EV/EBITDA. We expect the re-rating to continue and value the stock at 12x
FY26E EV/EBITDA (at the lower end of its historical trading range in an upcycle). Our optimism is driven by: i) favourable demand-
supply dynamics, ii) healthy EBITDA growth, iii) strong cash flow, iv) strategic expansion of its product portfolio, and v) a sizeable
valuation gap against its peers. We see margin under pressure in the near future on: i) revenue and occupancy loss as ~100 rooms
are expected to be refurbished in FY25, ii) front-loading of manpower and indirect fixed cost to aid inventory additions, and iii)
rising share of revenue from relatively lower margin (~25%) leased hotels.

Particulars Amount (INR cr)

EV based on 12x FY26E EV/EBITDA 1,286
Less: Net debt as of FY26E (45)
Less: Minority interest as of FY26E 22
Total 1,309
Number of outstanding shares (cr) 2.7
Target price (INR) 477
CMP (INR) 354
Upside 35%

Revision in estimates

Earlier estimates Revised estimates

Particulars

FY25 FY25 FY26
Revenue 420 466 342 397
EBITDA 117 127 82 107
EBITDA margin (%) 27.8 27.3 23.8 27
PAT 75 83 46 66
EPS 28 31 17 24
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Financials

Income Statement (INR cr)
Year to March FY23 FY24 FY25E FY26E
Income from operations 264 294 342 397
F&B consumed 27 29 31 35
Employee cost 56 73 91 103
Other expenses 99 116 139 151
Total operating expenses 182 218 261 290
EBITDA 82 76 82 107
Depreciation and amortisation 18 20 23 24
EBIT 64 56 59 83
Interest expense 16 18 17 14
Other income 16 19 19 19
Exceptional item 0 0 0 0
Profit before tax 64 57 61 88
Provision for tax 17 10 15 22
Profit after tax 47 47 46 66
Share of minority shareholders in profit (2) (2) (2) (2)
Adjusted profit after tax 47 48 47 67
Shares outstanding 3 3 3 3
Adjusted EPS 17 18 17 24
Common size metrics as a percentage of net revenue

Year to March FY23 FY24 FY25E FY26E
Operating expenses 69 74 76 73
Depreciation 7 7 7 6
Interest expenditure 6 6 5 4
EBITDA margin 31 26 24 27
Net profit margin 18 17 14 17
Growth metrics (%)

Year to March FY23 FY24 FY25E FY26E
Revenue 90 11 17 16
EBITDA 257 (7) 7 31
PBT 1,220 (10) 7 43
Net profit 581 3 (3) 42
EPS 581 3 (3) 42
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Balance Sheet (INR cr)
As of March 31 FY26E
Equity share capital 27 27 27 27
Reserves and surplus 146 163 197 247
Shareholders’ funds 173 191 224 274
Total debt 75 67 39 22
Other long-term liabilities 81 126 172 165
Deferred tax liabilities (7) (23) (23) (13)
Minority interest 24 17 20 22
Sources of funds 347 388 442 471
Gross block 416 486 584 621
Depreciation 211 230 253 277
Net block 206 255 331 343
Capital work in progress 1 0 0 0
Total fixed assets 207 256 331 344
Investments 27 30 30 30
Inventories 2 3 3 4
Sundry debtors 32 33 45 49
Cash and equivalents 71 51 45 67
Loans and advances 11 14 14 14
Total current assets 143 131 138 165
Sundry creditors and others 68 66 94 104
Provisions 2 3 3 4
Total current liabilities and provisions 70 68 97 107
Net current assets 73 63 41 57
Other assets 67 70 70 70
Uses of funds 347 388 442 471
Ratios

Year to March FY23 FY24 FY25E FY26E
ROAE (%) 31.5 26.7 22.7 26.8
ROACE (%) 28 22.2 22.7 29.6
Inventory days 3 3 4 4
Receivable days 44 41 48 45
Payable days 51 41 65 65
Cash conversion cycle (days) (4) 3 (23) (16)
Debt/equity ratio 0.4 0.4 0.2 0.1
Debt/EBITDA ratio 0.9 0.9 0.5 0.2
Adjusted debt/equity ratio 0 0.1 0 (0.2)
Valuation parameters

Year to March FY23 FY24 FY25E FY26E
Diluted EPS (INR) 17.1 17.7 17.1 24.3
Diluted P/E ratio (x) 14.2 20.0 20.7 14.5
Price/BV ratio (x) 5.6 5.1 4.3 3.5
EV/EBITDA ratio (x) 8.2 13.0 11.8 8.6
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above; and (v) the name and address of Nuvama Group’s agent for service of process in the Province of Ontario is: Bamac Services Inc., 181 Bay Street, Suite 2100, Toronto, Ontario
M5J 2T3 Canada. The content of the website must not be distributed, published, reproduced or disclosed (in whole or in part) by recipients to any other person. This communication
must not be acted on or relied on by persons who are not PERMITTED CLIENTS. Any investment or investment activity to which this communication relates is available only to relevant
persons and will be engaged in only with relevant persons. Any person who is not a PERMITTED CLIENTS should not act or rely on this communication or any of its contents.

Disclaimer for UAE Persons

The content of the website is INTENDED SOLELY TO PROVIDE INFORMATION TO THE INSTITUTIONAL QUALIFIED INVESTORS ONLY AND IS NOT MEANT FOR RETAIL INVESTORS. Further,
the information in this document does not constitute a public offer of securities in the United Arab Emirates and is not intended to be a public offer. The website has not been approved
by or filed with the Central Bank of the United Arab Emirates, the Securities and Commodities Authority of the United Arab Emirates or the Dubai Financial Services Authority. The
content of the website must not be distributed, published, reproduced or disclosed (in whole or in part) by recipients to any other person. The website must not be acted on or relied
on by persons who are not INSTITUTIONAL QUALIFIED INVESTORS. Any investment or investment activity to which this communication relates is available only to relevant persons and
will be engaged in only with relevant persons. Any person who is not a INSTITUTIONAL QUALIFIED INVESTORS should not act or rely on this communication or any of its contents. The
content of the website must not be distributed, published, reproduced or disclosed (in whole or in part) by recipients to any other person. The website must not be acted on or relied
on by persons who are not relevant persons. Any investment or investment activity to which this communication relates is available only to relevant persons and will be engaged in
only with relevant persons. Any person who is not a relevant person should not act or rely on this communication or any of its contents.

Nuvama Group has two independent equity research groups: Institutional Equities and Professional Clients Group. This report has been prepared by the Professional Clients Group.
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Disclaimer for Australia Persons

Any information set out on the website is only intended for persons who are “Professional Investors” as described in Section 761(G) of the Corporations Act 2001 (as amended). It is
not intended to for any other class of persons and may not be relied upon by such persons and is therefore not intended for private individuals or those who would be classified as
Retail Clients. All information on the website is general information only and is not to be considered any form of advice (whether investment or otherwise) or a recommendation,
solicitation, or an offer to purchase or sell investments or related financial products or any financial services. The receiver of the website should make their own decisions based upon
their own financial objectives and financial resources and, if in any doubt, should seek advice from an appropriate independent advisor. Nuvama and its group companies does not hold
an Australian Financial Services License and is not licensed in Australia to provide financial product advice or services and is relying on “limited connection relief exemption” when
dealing with “Professional Investors” (Wholesale client category) in Australia.

Disclaimer for Singapore Persons

The content of the website IS INTENDED SOLELY TO PROVIDE INFORMATION ONLY TO THE INSTITUTIONAL OR ACCREDITED INVESTORS ONLY AND IS NOT MEANT FOR RETAIL INVESTORS
AS DEFINED UNDER THE SECURITIES AND FUTURES ACT “SFA”. If you are not the intended recipient you must not copy, distribute, or take any action or place reliance on it. If you have
received this communication by error, please notify the sender immediately. Any such information contained or discussed in the document is subject to change and Nuvama and its
group companies shall not have any responsibility to maintain the information made available or to supply any correction therewith. In no event will Nuvama and its group companies
be liable for any special direct or indirect or consequential damages which may be incurred from the use of the information made available, even if it has been advised of the possibility
of such damages. The company and its employees mentioned in these communications cannot be held liable for any error’s inaccuracies and/or omission howsoever caused. Any
opinion or advice if any herein is made on a general basis and is subject to change without notice. The information provided in this document may contain optimistic statements
regarding future events or future financial performance of countries, markets, or companies. You must make your own financial assessment of the relevance, accuracy and adequacy
of the information provided if any in this document. This document has not been reviewed by the Monetary Authority of Singapore “MAS”.

Additional Marketing Disclaimer for all other International Jurisdiction:

The content of this website is restricted in certain jurisdictions and does not constitute or form part of any offer or invitation to sell or issue, or any solicitation of any offer to purchase
or subscribe for, by anyone in any jurisdiction in which such an offer or solicitation is not authorised or may not lawfully be made (without compliance with any registration or other
legal requirements) or in which the person making such offer or solicitation is not qualified to do so or to any person to whom it is unlawful to make such offer in any jurisdiction. The
above information is for general guidance only, it is the responsibility of receivers to inform themselves as to any income or other tax consequences arising in the jurisdictions in which
they are resident or domiciled or have any other presence for tax purposes, as well as any foreign exchange or other fiscal, or legal or regulatory restrictions which are relevant to their
particular circumstances in connection with the acquisition, holding or disposal of any securities if any mentioned in this document. This document is strictly private and confidential
and may not be reproduced or use for any other purpose and not be provided to any person other than the recipient thereof. If you are not the intended recipient you must not copy,
distribute, or take any action or place reliance on it. If you have received this communication by error, please notify the senderimmediately. Any such information contained or discussed
on the website is subject to change and Nuvama Group or any of its Directors, Employees, agents or representatives shall not have any responsibility to maintain the information made
available or to supply any correction therewith. In no event will Nuvama Group or any of its Directors, Employees, agents or representatives, be liable for any special direct or indirect
or consequential damages which may be incurred from the use of the information made available, even if it has been advised of the possibility of such damages. The company and its
employees mentioned in these communications cannot be held liable for any error’s inaccuracies and/or omission howsoever caused. Any opinion or advice herein is made on a general
basis and is subject to change without notice. The information provided in this website may contain optimistic statements regarding future events or future financial performance of
countries, markets, or companies. You must make your own financial assessment of the relevance, accuracy and adequacy of the information provided therein.

INVESTMENT IN SECURITIES MARKET ARE SUBJECT TO MARKET RISKS. READ ALL THE RELATED DOCUMENTS CAREFULLY BEFORE
INVESTING.

Nuvama Group has two independent equity research groups: Institutional Equities and Professional Clients Group. This report has been prepared by the Professional Clients Group. 10




		2024-06-10T15:00:39+0530
	SANDEEP ASHOK RAINA




