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Company Update THE PHOENIX MILLS LTD
Stock Details PRICE RS.597 TARGET Rs.707 BUY

Market cap (Rs mn) 91270
52-wk Hi/Lo (Rs) : 732 /452
Face Value (Rs) : 2
3M Avg. daily vol (Nos) : 143,060
Shares o/s (mn) : 153
Source: Bloomberg
Financial Summary
Y/E Mar (Rs mn) FY18 FY19E FY20E
Sales 16,198 17,755 18,684
Growth (%) (11.0) 9.6 5.2
EBITDA 7,774 8,645 9,254
EBITDA margin (%) 48.0 48.7 49.5
Net profit 2422 2,746 3,149
EPS (Rs) 15.8 179 20.6
Growth (%) 27.0 13.4 14.7
BVPS (Rs) 186.2 201.0 2184
DPS (Rs) 2.6 2.6 2.6
ROE (%) 9.6 9.3 9.8
ROCE (%) 8.9 8.8 9.5
P/E (x) 37.8 333 29.0
EV/EBITDA (x) 16.0 14.3 134
P/BV (x) 32 3.0 2.7
Source: Company, Kotak Securities - PCG
Shareholding Pattern (%)
(%) Jun-18 Mar-18 Dec-17
Promoters 62.8 62.8 62.8
FII 28.8 29.2 29.8
DI 3.1 37 2.8
Others 53 44 4.6
Source: Company
Price Performance (%)
(%) ™ 3M 6M
The Phoenix Mills (4.8) (15.5) 1.9
Nifty 37 10.2 10.8
Source: Bloomberg
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O Strong growth in rentals to keep revenue growth strong going forward.

O Company has closed 4 acquisitions which include land parcels in Bangalore,
Ahmedabad, under construction retail assets in Lucknow and Indore between
April-July 2018.

O Owing to adequate upside, we upgrade the stock to BUY from ACCUMULATE
earlier.

Key Highlights about the company

Strong performance in Q1FY19

Performance of the company during Q1FY19 was in line with our estimates. Rental
growth was driven by the strong operational performance of Market City malls -
PMC Chennai, PMC Pune & PMC Mumbai as well as High Street Phoenix &
Palladium. Commercial and hospitality segment also registered 35%/6% YoY
growth respectively led by improvement in rentals and ARRs.

High Street Phoenix performance was led by rental improvements as North Sky
zone and new F&B outlets which has an area of 50,000 sq ft comprising of nearly
13 retailers has started contributing towards improvement in rental income.
Average rentals improved 20% YoY and stand at nearly Rs 387 per sq ft per month
for HSP.

For Chennai market city, category changes in the retail mix had a positive impact
on the rental income of the company and average rentals were up by 10% YoY to
Rs 137 per sq ft per month. Performance of Bengaluru market city was impacted
by state elections and commencement of metro construction near the property
but is now expected to improve going forward. Pune market city rentals were also
up by 7% YoY and Kurla market city has continued with strong performance
during Q1FY19 with 9% YoY improvement in rentals.

Commercial revenues were up by 35% YoY led by increased contribution from Art
Guild House and hospitality revenues improved by 6% YoY led by improvement
in ARRs.

Lease renewals expected in coming years

Out of the total lease renewals, nearly 60% of High Street Phoenix and Palladium
in Mumbai and PMC Pune and 51% of PMC Mumbai are likely to come for
renewals between FY19-21. High Street Phoenix and Palladium has
19%/25%/16% renewals expected in FY19/20/21 respectively. Pune market city is
likely to see 17%/19%/24% lease renewals during Fy19/20/21 respectively while
Kurla market city is likely to see 11%/8%/32% lease renewals during Fy19/20/21
respectively. Bangalore market city lease renewals for nearly 3%/6%/27% of the
area are likely to come during FY19/FY20/21 respectively while for Chennai
market city, lease renewals of 5%/2%/18% are likely to come during FY19/20/21
respectively. These renewals are likely to aid rental growth for the company.
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Recent acquisitions

Acquisition of new land parcels to aid growth in long term

During Q1FY19, PML has closed 4 acquisitions which include land parcels in
Bangalore, Ahmedabad, under construction retail assets in Lucknow and Indore
between April-July 2018 which is in line with its growth strategy of increasing
retail led mixed use development area going forward. Together with Wakad,
Pune, the total under development retail leasable portfolio has moved up to
4.6mn sq ft. Along with the development potential of 4.6mn sq ft, these assets
have an additional leasable potential of 3.3-3.4 mn sq ft to be developed over
long term. These assets are likely to be operational between FY21-23.

Ahmedabad land has a development potential of 0.6 mn sq ft located at Thaltej
on the Sarkhej-Gandhi (SG) Highway. This area includes prime affluent residential
and commercial catchments such as Vastrapur, Prahlad Nagar, Bodakdeyv,
Jodhpur, Navrangpura, Ambawadi, Satellite Road. During 2017, 86% of the office
market supply in Ahmedabad was added in this micro market along SG Highway.
PML will design, lease and manage the asset, and earn a fee for these activities.

For Lucknow acquisition, the development potential of Tmn sq ft with a proposed
store count of 300 will be spread over four levels. For the project, 90% of the RCC
work is complete and Phoenix Marketcity Lucknow is expected to begin
operations during FY21. Site is also close to key landmarks in the city such as Taj,
Lucknow, L'ecole Du Monde, Amity University, the High Court of Lucknow among
other prestigious educational and government institutions. Organizations in
Gomti Nagar close to the site include TCS, SONY, NTPC, BHEL, HCL Technologies,
UNICEF etc.

For Indore acquisition, the development potential of 1.1 mn sq ft is located on
Mumbai-Agra National Highway in Indore. Indore is a Retail hub of Madhya
Pradesh with consumers from feeder towns such as Ujjain, Dewas, Sehore, Ratlam
etc. For the project, 80% of the RCC work is complete and Phoenix Marketcity
Indore is expected to begin operations in late FY21.

Pune

ISML — alliance
Bengaluru with CPPIB

(PML stake: 51%)
Indore
Ahmedabad 50:50 JV with
BSafal group

Lucknow 100% owned

1.6 msf PML's second MarketCity mall in Pune.
15 Acres (1 msf retail) e Expect operations to commence during FY23
1.8msf PML's second MarketCity mall in Bengaluru.
=l (1 msf retail) il Expect operations to commence during FY23
19 Acres 1.1 msf retail Rs. 2.58 bn Acquired undt?r—oonstructlon retail df:velopment.
Expect operations to commence during FY21
5.2 Acres 0.6 msf retail Rs. 3.40 bn Formed a 50:5:0 JV with BSafal B
Expect operations to commence during FY22
13.5 Acres 0.9msf retail Rs. 4.70 bn Acquired under-construction retail development.

Expect operations to commence during FY21

Source: Company

Borrowings to move up going forward

Company envisages Rs 45 bn of capex to be spent to develop these assets over
next 3-4 years — out of which, it has already spent Rs 20 bn on land acquisition
cost and remaining Rs 25 bn is to be spent over 3-4 years with a mix of debt of
Rs 22 bn and equity of Rs 3 bn. Once these assets become operational, it expects
a total rental income of Rs 5.6 bn on stabilization of these assets.
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Financial outlook

Revenue growth going forward is likely to be led by rental renewals and
improvement in commercial and hospitality revenues. We maintain our estimates
and expect revenues to grow at a CAGR of 7.4% between FY18-20.

Operating margins improved during the quarter on YoY basis but were impacted
by fit outs going on at HSP which led to lower CAM charges. Going forward, we
expect operating margins of 48.7%/49.5% for FY19/20 respectively.

We maintain our estimates and expect net profits to grow at a CAGR of 14.5%
between FY18-20.

Valuation and recommendation

At current price of Rs 597, stock is trading at 33.3x and 29x P/E and 14.3x and
13.4x EV/EBITDA on FY19/20 consolidated estimates respectively. We continue to
remain positive on the company and maintain our price target of Rs 707 based
on sum of the parts valuation on FY20 estimates. Owing to adequate upside from
current levels, we upgrade the stock to BUY from ACCUMULATE earlier.

Sum of the parts valuation

FY20 Phnx Stake Area Value Per
(%) (mn sq ft) (Rs mn) share
High Street Phoenix 100% 0.9 56,039 367
Phase IV @ HSP 100% 0.25 7,000 46
Market cities
Pune 100% 1.13 7,517 49
Kurla 100% 1.14 3,597 24
Bangalore (East) 100% 0.98 10,339 68
Chennai 50.01% 1 6,680 44
Bangalore (W)-Residential 100% 1.8 3,562 23
CPPIB 51% 1x 16,620 55
Big Apple 100% 1,203 8
Hospitality 73% 3,716 24
Total 707

Source: Kotak Securities — Private Client Research

Company background

Phoenix mills is a key developer and manager of prime retail-led assets in city
centers, with a gross portfolio of 17.5 million sq. ft spread over 100+ acres of
prime land in key gateway cities of India. It has 8 Malls spread over 6 mn ft in 6
major cities along with commercial centres in Mumbai with rent generating
leasable area of 1.16 mn sq ft. Residential projects under development have 3.72
mn sq ft of saleable area. It also has 2 Hotel (588 Keys) managed by renowned
global operators in its portfolio.
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Financials: Consolidated

Profit and Loss Statement (Rs mn) Balance sheet (Rs mn)

(Year-end Mar) FY17 FY18 FY19E FY20E (Year-end Mar) FY17 FY18 FY19E FY20E
Revenues 18,246 16,198 17,755 18,684 Cash and cash equivalents 812 449 836 208
% change YoY 30 (112 9.6 5.2 Accounts receivable 1,470 1,292 1,514 1,593
EBITDA 8,469 7,774 8,645 9,254 Inventories 9,455 6,615 8,807 9,269
% change YoY 8.0 8.2) 1.2 7.0 Loans and Adv & Others 3,671 3730 3,794 3817
Other Income 472 556 556 556 Current assets 15,408 12,086 14,950 14,887
Depreciation 1,953 1,983 2,258 2,370 Other non current assets 1,127 1,997 1,997 1,997
EBIT 6,988 6,347 6,943 7,440 LT investments 5260 9,191 6,491 3,791
% change YoY 9.0 (9.2) 94 7.2 Net fixed assets 48,656 61,700 61,942 64,072
Net interest 4,230 3,476 3,650 3,601 Total assets 70,452 84,973 85,380 84,746
Extra ord exp - - - -

Profit before tax 2,758 2,871 3,294 3,839

% change YoY 74.0 4.1 14.7 16.6 Payables 3,449 3,381 3,743 3,939
Tax 858 758 856 998 Others 1,926 1,396 1,396 1,396
as % of PBT 31.1 264 26.0 26.0 Current liabilities 5375 4777 5139 5,335
Profit after tax 1,900 2,113 2,437 2,841 Provisions 843 1,101 1,580 1,580
Minority interest & associates  (10) (308) (308) (308)

Adjusted Net income 1,910 2,422 2,746 3,149 LT debt 36,669 42359 39659 36,159
% change YoY 128.0 26.8 134 14.7 Min. int and def tax liabilities 5,693 8219 8219 8219
Shares outstanding (m) 153.1 153.1 153.1 153.1 Equity 306 306 306 306
EPS (reported) (Rs) 125 15.8 17.9 20.6 Reserves 21,566 28211 30,477 33,147
CEPS (Rs) 25.2 28.8 327 36.0 Total liabilities 70,452 84,973 85,380 84,746
DPS (Rs) 2.40 2.60 2.60 2.60 BVPS (Rs) 142.9 186.2  201.0 2184
Source: Company, Kotak Securities — Private Client Research Source: Company, Kotak Securities — Private Client Research

Cash flow Statement (Rs mn) Ratio Analysis

(Year-end Mar) FY17 FY18 FY19E FY20E (Year-end Mar) FY17 FY18 FY19E FY20E
EBIT 6997 6,656 7,252 7,749 EBITDA margin (%) 464 48.0 487 495
Depreciation 1,953 1,983 2,258 2,370 EBIT margin (%) 383 39.2 39.1 39.8
Change in working capital 5309 2891 (2,116) (368) Net profit margin (%) 10.5 15.0 15.5 16.9
Chg in other net current assets (721) 6,052 478 -

Operating cash flow 13,539 17,581 7873 9,751 Receivables (days) 426 31.1 31.1 31.1
Interest (4,230) (3,476) (3,650) (3,601) Inventory (days) 227.0 181.1 181.1 181.1
Tax (858) (758) (856) (998) Sales/assets(x) 04 0.3 0.3 0.3
Cash flow from operations 8,451 13,347 3,366 5,152 Interest coverage (x) 1.7 1.8 1.9 2.1
Capex (3,181) (15,027) (2,500) (4,500)

(Inc)/dec in investments (2,920) (3,931) 2,700 2,700 Debt/equity ratio(x) 1.8 1.6 14 1.2
Cash flow from investments (6,101) (18,958) 200 (1,800) ROE (%) 9.1 9.6 9.3 9.8
Proceeds from issue of equity 0 - - - ROCE (%) 10.6 89 8.8 9.5
Increase/(decrease) in debt  (2,894) 5,689 (2,700) (3,500)

Proceeds from share premium 131 - - - EV/ Sales (x) 6.7 7.7 7.0 6.6
Dividends (405) (442) 479) (479) EV/EBITDA (x) 144 16.0 143 134
Cash flow from financing (3,168) 5,247 (3,179) (3,979) Price to earnings (x) 47.8 37.8 333 29.0
Opening cash 1,631 812 449 836 Price to book value (x) 4.2 3.2 3.0 2.7
Closing cash 812 449 836 208 Price to Cash Earnings (x) 23.7 20.8 183 16.6
Source: Company, Kotak Securities — Private Client Research Source: Company, Kotak Securities — Private Client Research
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RATING SCALE

Definitions of ratings

BUY -
ACCUMULATE
REDUCE -
SELL -

NR -

SUBSCRIBE -
RS -

NA -

NM -
NOTE -

We expect the stock to deliver more than 12% returns over the next 12 months
We expect the stock to deliver 5% - 12% returns over the next 12 months

We expect the stock to deliver 0% - 5% returns over the next 12 months

We expect the stock to deliver negative returns over the next 12 months

Not Rated. Kotak Securities is not assigning any rating or price target to the stock. The
report has been prepared for information purposes only.

We advise investor to subscribe to the IPO.

Rating Suspended. Kotak Securities has suspended the investment rating and price target
for this stock, either because there is not a Sufficient fundamental basis for determining, or
there are legal, regulatory or policy constraints around publishing, an investment rating or
target. The previous investment rating and price target, if any, are no longer in effect for this
stock and should not be relied upon.

Not Available or Not Applicable. The information is not available for display or is not
applicable

Not Meaningful. The information is not meaningful and is therefore excluded.

Our target prices are with a 12-month perspective. Returns stated in the rating scale are our
internal benchmark.
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Disclosure/Disclaimer

Kotak Securities Limited established in 1994, is a subsidiary of Kotak Mahindra Bank Limited. Kotak Securities is one of India's largest brokerage and distribution house.

Kotak Securities Limited is a corporate trading and clearing member of Bombay Stock Exchange Limited (BSE), National Stock Exchange of India Limited (NSE), Metropolitan

Stock Exchange of India Limited (MSE). Our businesses include stock broking, services rendered in connection with distribution of primary market issues and financial

products like mutual funds and fixed deposits, depository services and Portfolio Management.

Kotak Securities Limited is also a depository participant with National Securities Depository Limited (NSDL) and Central Depository Services (India) Limited (CDSL). Kotak

Securities Limited is also registered with Insurance Regulatory and Development Authority as Corporate Agent for Kotak Mahindra Old Mutual Life Insurance Limited and

is also a Mutual Fund Advisor registered with Association of Mutual Funds in India (AMFI). We are registered as a Research Analyst under SEBI (Research Analyst)

Regulations, 2014.

We hereby declare that our activities were neither suspended nor we have defaulted with any stock exchange authority with whom we are registered in last five years.

However SEBI, Exchanges and Depositories have conducted the routine inspection and based on their observations have issued advise/warning/deficiency letters/ or

levied minor penalty on KSL for certain operational deviations. We have not been debarred from doing business by any Stock Exchange / SEBI or any other authorities;

nor has our certificate of registration been cancelled by SEBI at any point of time.

We offer our research services to clients as well as our prospects.

This document is not for public distribution and has been furnished to you solely for your information and must not be reproduced or redistributed to any other person.

Persons into whose possession this document may come are required to observe these restrictions.

This material is for the personal information of the authorized recipient, and we are not soliciting any action based upon it. This report is not to be construed as an offer

to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. It is for the general information of clients of

Kotak Securities Ltd. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of individual

clients.

We have reviewed the report, and in so far as it includes current or historical information, it is believed to be reliable though its accuracy or completeness cannot be

guaranteed. Neither Kotak Securities Limited, nor any person connected with it, accepts any liability arising from the use of this document. The recipients of this material

should rely on their own investigations and take their own professional advice. Price and value of the investments referred to in this material may go up or down. Past

performance is not a guide for future performance. Certain transactions -including those involving futures, options and other derivatives as well as non-investment grade

securities - involve substantial risk and are not suitable for all investors. Reports based on technical analysis centers on studying charts of a stock's price movement and

trading volume, as opposed to focusing on a company's fundamentals and as such, may not match with a report on a company's fundamentals.

Opinions expressed are our current opinions as of the date appearing on this material only. While we endeavor to update on a reasonable basis the information discussed

in this material, there may be regulatory, compliance or other reasons that prevent us from doing so. Prospective investors and others are cautioned that any forward-

looking statements are not predictions and may be subject to change without notice. Our proprietary trading and investment businesses may make investment decisions

that are inconsistent with the recommendations expressed herein.

Kotak Securities Limited has two independent equity research groups: Institutional Equities and Private Client Group. This report has been prepared by the Private Client

Group. The views and opinions expressed in this document may or may not match or may be contrary with the views, estimates, rating, target price of the Institutional

Equities Research Group of Kotak Securities Limited.

We and our affiliates/associates, officers, directors, and employees, Research Analyst(including relatives) worldwide may: (a) from time to time, have long or short positions

in, and buy or sell the securities thereof, of company (ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or

other compensation or act as a market maker in the financial instruments of the subject company/company (ies) discussed herein or act as advisor or lender / borrower

to such company (ies) or have other potential/material conflict of interest with respect to any recommendation and related information and opinions at the time of

publication of Research Report or at the time of public appearance. Kotak Securities Limited (KSL) may have proprietary long/short position in the above mentioned

scrip(s) and therefore may be considered as interested. The views provided herein are general in nature and does not consider risk appetite or investment objective of

particular investor; readers are requested to take independent professional advice before investing. This should not be construed as invitation or solicitation to do business

with KSL. Kotak Securities Limited is also a Portfolio Manager. Portfolio Management Team (PMS) takes its investment decisions independent of the PCG research and

accordingly PMS may have positions contrary to the PCG research recommendation. Kotak Securities Limited does not provide any promise or assurance of favourable

view for a particular industry or sector or business group in any manner. The investor is requested to take into consideration all the risk factors including their financial

condition, suitability to risk return profile and take professional advice before investing.

The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject company or companies and

its or their securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report.

No part of this material may be duplicated in any form and/or redistributed without Kotak Securities' prior written consent.

Details of Associates are available on www.kotak.com

Research Analyst has served as an officer, director or employee of subject company(ies): No

We or our associates may have received compensation from the subject company(ies) in the past 12 months.

We or our associates have managed or co-managed public offering of securities for the subject company(ies) in the past 12 months: No
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