JUNE 20, 2018

kotak

Securities

Company Visit Note

Stock Details

Market cap (Rs mn) 41728
52-wk Hi/Lo (Rs) 490 / 271

Face Value (Rs) 10
3M Avg. daily volume 193,423
Shares o/s (m) 133
Source: Bloomberg

Financial Summary

Y/E Mar (Rs mn) FY18 FY19E FY20E
Revenue 10,642 12,443 14,166
Growth (%) (08 169 138
EBITDA 2320 2877 3302
EBITDA margin (%) 21.8 23.1 233
PAT 1344 1702 1952
EPS 10.1 12.8 14.7
EPS Growth (%) 28 267 147
BV (Rs/share) 57.6 65.7 74.6
Dividend/share (Rs) 4.0 4.0 5.0
ROE (%) 18.7 20.8 21.0
ROCE (%) 24.6 28.1 28.2
P/E (x) 309 244 213
EV/EBITDA (x) 17.8 14.2 12.0
P/BV (x) 54 4.8 4.2

Source: Kotak Securities - PCG Company

Shareholding Pattern (%)

(%)

Mar-18 Dec-17 Sep-17

Promoters 67.4 67.5 67.5
FII 7.1 134 13.5
DI 12.7 73 7.5
Others 12.3 119 11.6
Source: Company
Price Performance (%)
(%) ™M 3M 6M
MHRL 6.2) 109 7.1
Nifty 1.1 6.1 2.4
Source: Bloomberg
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MAHINDRA HOLIDAYS & RESORTS INDIA LTD

PRrICE Rs.313 TARGET RS.390 BUY

We recently met the management of Mahindra Holidays & Resorts India Ltd
(MHRIL). The company is positive on growing its business through growth in
membership base led by new inventory addition. The company is focused on
adding right kind of members. Increased share of resort income would result
in higher operating leverage in the longer run.

Key Highlights

Q The company's focus on adding quality members positively impacted its cash
flows in FY18 and will also improve its margins in coming years. It has also
been focusing on striking right alliances and branding.

O MHRIL is adding 500 rooms in next two years through greenfield expansion at
three properties at Asanora, (Goa, 250 rooms), Ashtamudi (Kerala, 100 rooms)
and Kandaghat (Himachal Pradesh, 150 rooms). The expansion at these three
resorts are on track and would be delivered in next 12-24 months (by FY19 &
FY20). It has strong cash flows and cash balance (Rs 4.8 bn) which would be
utilized in meeting capex.

Valuation

O We have maintained our revenue and earnings estimates. The stock is
presently trading at FY19E/20E PE of 24.4/21.3x based on EPS of Rs.12.8/14.7
respectively. We maintain Buy with target price of Rs 390.

Key Highlights

Corrective measure yielding results

MIL adopted corrective measures in FY18 such as 1) targeting members of the
right profile, 2) encouraging higher down payments with increased share of
members who are paying 50% down payment and 3) stopped 48 EMIs in its Blue
Studio product. These measures resulted in decline in membership additions in
Q2FY18 and Q3FY18. But the membership addition revived in Q4FY18 when it
reported 50.7% yoy growth in membership additions by adding 6321 new
members in the quarter. The company’s focus on adding right quality members
also positively impacted its cash flows and will improve margins in coming years.
In FY18, the collection improved and resulted in Rs 2.10 bn increase in cash
balance.
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Focus on growing right kind of members at lower cost

MHRIL is focused on adding right kind of members at lower cost of acquisition. It
has increased focus on low cost options like member referrals, digital route, etc.
The company'’s focus on adding right kind of members and increasing member’s
satisfaction would result in higher member's referrals. In addition, MHRIL has been
focusing on striking right alliances and on branding. These measures would help
it in increasing membership base. In the last 5 years (FY13-18), its cumulative
vacation ownership base has grown at 8% CAGR and we believe that the trend to
continue in next 2 years (FY18-20E).
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Room addition to support membership growth

MHRIL added 320 new rooms in FY18 rooms which included 115 rooms at its new
greenfield resort at Naldhera (Himachal Pradesh) and also included leased resorts
at Dwarka, Dubai and Mahabaleshwar. This took total room inventory to 3472 at
the end of the year. MHRIL aims to add 500 rooms in next two years through
greenfield expansion at three properties at Asanora, (Goa, 250 rooms), Ashtamudi
(Kerala, 100 rooms) and Kandaghat (Himachal Pradesh, 150 rooms). The
expansion at these three resorts are on track and would be delivered in next 12-
24 months (by FY19E & FY20E). Apart from these, the company is exploring
expansions at new and existing location through mix of lease and owned model.
In past few years, 35% of the inventory addition took place through leased resorts.
This also helped company to meet members to room ratio at optimum level and
also help it in expanding reach at locations where greenfield projects may take
longer time. Further, the company has strong cash balance of Rs 4.8 bn which can
be used for growing inventory through organic and inorganic route. The addition
of new inventory is expected to drive growth in membership in coming years.
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Improved operating leverage to positively impact margins

The company’s focus on right kind of members would result into more people
holidaying with increased members spending at resort. This will also increase
resort Food and Beverage (F&B) income. The company is improving occupancy
by selling certain inventory to non-members/FITs during the low occupancy
period. The operating leverage will also improve through addition of new rooms
and members translating into increased F&B income. It is adding various activities
at resorts (example: Spa) which would positively impact holiday activity. The
company has also introduced mobile app in order to serve its customers in terms
of faster booking and updates on activities and engagement program. Approx
84% of the booking took place through mobile app in recent time. We believe
that the recent measures would result in improved operating leverage and would
positively impact its margins.

New initiatives and offerings

The company is testing a new offering on pilot basis with lower tenure of 3 years
in order to give its service experience to new customers. Under this, the company
would be targeting age group of 25-32 years on selective basis. The company
believes that this can help it in converting these members to longer tenure
members at a lower cost.

Improved performance of HCRO

MHRIL's 95% subsidiary, Holiday Club Resorts Oy (HCRO) based in Finland, where
MHRIL has invested total amount of ~Rs 4.5 bn would result in synergy in the
longer run. The acquisition also gives increased holiday option for its members
particularly in Europe. Acqisition of HCRO made MHRIL the largest vacation
ownership company outside the US. HCRO witnessed improved performance in
FY18. In constant currency terms, HCRO's revenue grew by 2.5% to Euro 161.5 mn
with PAT Euro 7.4 mn, up 195% yoy. HCRO reported Euro 12 mn of operating cash
flows in FY18. As per management, the profits in HCR is sustainable based on
positive economic outlook in Finland and Spain.

Outlook and valuation

We maintain our revenue and earnings estimates and expect MHRIL's revenue
and PAT to grow at a CAGR of 15.4 and 20.5% respectively in FY18-20E driven by
addition of new inventories supporting membership growth, growing share of
resort income and increasing realization due to corrective measures adopted in
recent time. We expect 150 bps improvement in EBITDA margins in FY18-20E
based on focus on quality members and higher share of resort income. This will
have positive impact on earnings, cash flows and returns ratios. The stock is
presently trading at FY19E/20E PE of 24.1/21.3x based on EPS of Rs.12.8/14.7
respectively. We maintain BUY with SOTP based target price of Rs 390.

SOTP valuation

Segment Parameter Value Per Share
Mahindra Holidays DCF 47371 356
HCRO BV of equity 4450 34
Equity value 51821 390

Source: Kotak Securities — Private Client Research
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Company Background

Mahindra Holidays & Resorts India Limited (MHRIL), part of Mahindra group and
founded in 1996, is a leading player in the leisure hospitality industry operating
under brand name ‘Club Mahindra’. The company is the market leader in the
vacation ownership (VO) business in India with over 20 years of track record.
MHRIL has built a membership base of over 2 lakh members, offering them
holidays across 50+ resorts across India. In FY15, MHRIL acquired Finnish vacation
ownership player ‘Holiday Club Resorts”, a leading vacation ownership company
in Europe. MHRIL initially acquired 18% stake in Holiday Club Resorts Oy (HCR)
which subsequently increased to around 95%. With this acquisition, MHRIL has
become the largest vacation ownership company outside US with a bouquet of
81 resorts across Thailand, Malaysia, Dubai, Finland, Sweden and Spain. Further,
its members can choose to access a range of resorts globally through its RCI
affiliation. The company delivers quality family holidays experience at its
properties by offering various activities such as sports, adventure, fun, dance, etc.
Its resorts are located at different terrain such as beaches, hill stations, jungle,
deserts, etc giving bouquet of experiences.

Kotak Securities — Private Client Research
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Financials: Standalone

Profit and Loss Statement (Rs mn) Balance sheet (Rs mn)
(Year-end March) FY17 FY18 FY19E FY20E (Year-end March) FY17 FY18 FY19E FY20E
Revenues 10,732 10,642 12,443 14,166 Equity 6,744 7,644 8725 9,900
% change yoy 12.8 -0.8 16.9 13.8 Equity Share Capital 882 1,328 1,328 1,328
Other Equity 5862 6317 7,398 8573
Employees expenses 2,253 2,428 2,671 2,938 Liabilities 23,120 25,233 27,649 30,541
Material Consumed 342 339 396 451 Non-current liabilities 18,876 20,543 22,426 24,595
Other SG&A Expenses 5,850 5,908 6,499 7474 Financial Liabilities & Prov. 96 101 101 101
Total Expenditure 8289 8322 9566 10,863 Other non-current liabilities 18,780 20,442 22,325 24,495
EBITDA 2,443 2,320 2,877 3,302 Current liabilities 4,244 4,690 5,223 5,946
% change yoy 76 (5.0) 24.0 14.8 Financial Liabilities 1,929 1997 2295 2613
Depreciation 605 548 575 679 Provisions 16 34 29 33
EBIT 1,838 1,772 2,301 2,624 Other current liabilities 2298 2660 2899 3,300
Other Income 172 300 318 334 Total Equities & Liabilities 29,864 32,878 36,374 40,442
Interest 0 0 0 0 Non-current assets 17,414 17,692 20,266 21,739
Profit Before Tax 2,009 2,072 2,619 2,957 Property, Plant and Equipment 8,786 8,485 11,000 12411
% change yoy 19.5 3.1 264 12.9 Capital work-in-progress 596 1,085 1,085 1,085
Tax 703 728 917 1,005 Intangible assets 181 107 117 127
as % of EBT 35.0 35.1 35.0 34.0 Financial Assets 6349 6349 6398 6450
PAT 1,307 1,344 1,702 1,952 Deferred Tax Assets (Net) 207 135 135 135
% change yoy 15.0 2.8 26.7 14.7 Other non-current tax assets (Net) 1,078 1,178 1,178 1,178
Shares outstanding (mn) 88 133 133 133 Current assets 12,450 15,185 16,108 18,702
Inventories 59 63 92 104
EPS (Rs) 9.8 10.1 12.8 14.7 Financial Assets 12,086 14,767 15606 18,130
DPS (Rs) 5.0 4.0 4.0 5.0 Cash & Equivalent 2518 4686 5207 6306
CEPS (Rs) 14.4 14.2 17.2 19.8 Other current assets 305 355 411 468
BVPS (Rs) 50.8 57.6 65.7 74.6 Total Assets 29,864 32,878 36,374 40,442
Source: Company, Kotak Securities — Private Client Research Source: Company, Kotak Securities — Private Client Research
Cashflow Statement Ratio Analysis
(Year-end March) FY17 FY18 FY19E FY20E (Year-end March) FY17 FY18 FY19E FY20E
Pre-Tax Profit 2009 2072 2619 2957 Profitability Ratios
Depreciation 605 548 575 679 EBITDA margin (%) 22.8 21.8 231 233
Change in WC 589 1,535 1,965 1,346 EBIT margin (%) 17.1 16.7 18.5 18.5
Other operating activities (546) (727) (916)  (1,005) Net profit margin (%) 12.2 12.6 13.7 13.8
Operating Cash Flow 2,658 3,427 4,243 3,976 Balance Sheet Ratios
Receivables (days) 295 321 290 290
Capex (728) (662) (3,100) (2,100) Inventory (days) 3 3 3 3
Free Cash Flow 1,927 2,765 1,143 1,876 Payable (days) 44 44 44 44
Chg in Investments & Others 288 24 - - Working capital (days) 209 218 190 178
Asset Turnover (x) 04 04 04 04
Investment cash flow (440) (638) (3,100) (2,100) Net Debt/ Equity (x) 0.4) (0.6) (0.6) (0.6)
Equity Raised - - - - Return Ratios
Debt Raised/repaid - - - - RoCE (%) 29.1 24.6 28.1 28.2
Dividend & others (534) (622) (622) (777) RoE (%) 20.7 18.7 20.8 21.0
Valuation Ratios
CF from Financing (534) (622) (622) (777) P/E (x) 318 30.9 244 21.3
Change in Cash 1,683 2,168 521 1,099 P/BV (x) 6.2 54 4.8 4.2
Opening Cash 835 2,518 4686 5207 EV/EBITDA (x) 10.6 17.8 14.2 12.0
Closing Cash 2518 4686 5207 6306 EV/Sales (x) 24 39 33 2.8
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 our website ie 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

We or our associates may have received compensation for investment banking or merchant banking or brokerage services from the subject company(ies) in the past 12

months. We or our associates may have received any compensation for products or services other than investment banking or merchant banking or brokerage services

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

party in connection with the research report. Our associates may have financial interest in the subject company(ies).

Research Analyst or his/her relative's financial interest in the subject company(ies): No

Kotak Securities Limited has financial interest in the subject company(ies) at the end of the month immediately preceding the date of publication of Research Report: Yes

Our associates may have actual/beneficial ownership of 1% or more securities of the subject company(ies) at the end of the month immediately preceding the date of

publication of Research Report.

Research Analyst or his/her relatives has actual/beneficial ownership of 1% or more securities of the subject company(ies) at the end of the month immediately preceding

the date of publication of Research Report: No.

Kotak Securities Limited has actual/beneficial ownership of 1% or more securities of the subject company(ies) at the end of the month immediately preceding the date of

publication of Research Report: No

Subject company(ies) may have been client during twelve months preceding the date of distribution of the research report.

"A graph of daily closing prices of securities is available at www.nseindia.com and http://economictimes.indiatimes.com/markets/stocks/stock-quotes. (Choose a company

from the list on the browser and select the "three years" icon in the price chart)."
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