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Inox Leisure Ltd
Mixed Q2; Maintain Buy

Sharekhan code: INOXLEISUR
CMP: Rs. 514

€> Maintain

Consumer Discretionary

Reco/View: Buy o

N Upgrade

Price Target: Rs. 620
\l/ Downgrade

Summary

¢ The company reported revenues of Rs. 374.1 crore for Q2FY23 but EBITDA at Rs. 85.1 Cr fell
sharply by 49.3% when compared to pre-pandemic Q2FY20 led by fallin footfalls and occupancy
on account of weak performance of Big Budget Bollywood movies. For Q2FY23, occupancy at
17% and admits at 116 Lakh fell by 1300 bps and Y3900 bps, respectively with respect to pre-
pandemic Q2FY20 and 1200 Bps and ™~ 3700 Bps respectively when compared to Q1FY23.

¢ Company added 30 screens in HIFY23, the highest screen addition in Industry. Inox Leisure has
guided for additions of 47 screens over the remainder of FY2023. The capex would be funded
through internal accruals.

¢ The company proposes to acquire Chennai City’s largest multiplex ‘Luxe Cinema’, subject to
necessary approvals. Luxe Cinema is an EBITDA-positive property with great location and higher
footfalls. The company also added 3 screen multiplexes at Srinagar, the first ever in Kashmir.

+ We maintain a Buy on Inox Leisure with a revised PT of Rs. 620, given relatively stronger content
pipeline in H2FY23 compared to H1FY23, healthy screen additions, potential improvement of
operating metrics, savings due to cost reduction measures and significant synergies across
revenues from upcoming merger with PVR.

The company reported revenues at Rs. 374.1 crore for Q2FY23 which was above our estimates.
But EBITDA contracted sharply compared to pre-pandemic Q2FY20 due to weak performance of
certain big ticket Bollywood movies and limited English movie content. Poor quality content was
the main reason for falling to draw people to cinemas and subsequently footfalls fell 39% to 116
lakh and occupancy dropped 13% compared to the pre pandemic period. The company continued
to add screens and added 30 screens in HIFY23, the highest screen addition in Industry. The
company added INOX Srinagar, the first multiplex in Kashmir region. The company also proposes to
acquire Chennai City’s largest multiplex ‘Luxe Cinema’, subject to necessary approvals. According
to the management The property is EBIDTA positive with strong footfalls and good location. For
Q2FY23 company reported an average ticket price of Rs 215 and reported its highest ever quarterly
Spends per Head at Rs 102. The company reported net loss of Rs. 40.2 crore as EBIDTA margin
contracted sharply in Q2FY23 compared to pre pandemic Q2FY20 levels. However, the company
expects a better Q3FY23 performance led by strong content pipeline. On the Inox PVR merger,
the management commented that it has recently received shareholder approval and the merger is
expected to get completed by Q4FY23.

Key positives

¢ Company added 30 screens in HIFY23, the highest screen addition in Industry.

+ Company proposes to acquire Chennai City’s largest multiplex ‘Luxe Cinema’.

+ ATP and SPH grew by 10% and 29% when compared to pre pandemic Q2FY20 level.
Key negatives

+ Occupancy level at 17% fell 1300 Bps while footfalls at 116 Lakh was 39% lower when compared
to pre pandemic Q2FY20

Management Commentary
+ Advertisement revenues suffered as few marquee movies did not do well.

+ Management cited Employee Benefit expense per screen, Power & fuel R&M per screen, Rent &
CAM per screen and other overheads per screen are down compared to pre pandemic Q2FY20
levels on account of permanent cost measures undertaken by the company.

* Management has guided additions of 47 screens during H2FY23.

Revision in estimates — We have lowered our FY23-24 earnings estimate to factor in Q2FY23 earnings
performance.

Our Call
Valuation — Expect decent recovery: Strong content pipeline, healthy screen additions and synergies

from PVR Inox merger will drive performance of Inox in the subsequent quarters. We maintain Buy
rating with revised PT of Rs. 620.

Key Risks

(1) Deterioration of content quality might affect footfalls and advertisement revenue growth, (2)
inability to take adequate price hikes at the right time might affect earnings given rising input costs,
and (3) delay in return to normalcy.

Valuation (Consolidated) Rs cr
Revenue 105.9 683.9 2,013.5 2,5021
OPM (%) 47.0 317 32.8 34.4
Adjusted PAT -3377 -239.4 110.5 226.4
% y-o-y growth n.m. n.m. n.m. 105.0
Adjusted EPS (Rs.) -32.2 -19.9 9.0 18.5
P/E (x) n.m. n.m. 56.9 278
P/B (x) 7.5 6.8 5.9 4.6
EV/EBITDA (x) 1711 417 13.8 10.6
RoNW (%) n.m. n.m. 14.8 247
RoCE (%) n.m. n.m. 17.6 22.0

Source: Company; Sharekhan estimates; *Numbers are based on Ind AS 116.
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Inox Leisure Q2FY2023 Concall Highlights

*

Decline in Net box office and advertising revenues; expect to improve in H2FY23: Net box office revenue
atRs. 209 crore was 33% below pre-pandemic levels (Q2FY20) and Advertisement revenue at Rs 26 crores
was at only 65% of pre-pandemic levels. This was due to weak box office performance of movies barring
Brahmastra, which collected approximately Rs. 255 crore pan-India. Many advertisers did not extend their
contracts after the initial two-week period. The company expects better performance in H2FY23 due to
strong content pipeline like Ram Setu, Thank God, Drishyam 2, Adipurush, Pathan, Cirkus and Avatar.

Mixed performance on operating metrics: Low footfalls of 11.6 million (down 39% from pre-pandemic
levels) led to weak occupancy rate of 17% (down 130 bps from pre-pandemic level). On the positive front
company achieved its highest ever quarterly spend per head (SPH) of Rs 102 which was 29% above the
pre-pandemic level. This was due to critical seasonal additions made to the menu, new market initiatives
and process, innovations. Average ticket price at Rs. 215 was 10% above pre-pandemic levels. Screening
of theT20 World cup will help support higher ATPs and should increase the occupancy levels in Q3.

Significant fixed cost control achieved, only marginal benefit in coming quarters: Inox achieved
significant cost control over operational fixed costs in Q2. Employee benefit expense per screen (incl
agency manpower cost) declined by 27% from pre pandemic levels to 9.3 lakh. Power, Fuel and Raw
Material costs per screen declined by 3% from pre pandemic levels to 7.3 lakh. Other overheads costs
per screen declined by 21% from pre pandemic levels to 4.5 lakh. Management said they have achieved
most of the operational benefits over fixed cost and thus expect only marginal improvement in the coming
quarters. Rent & CAM expense per screen escalated by 3% from pre-pandemic levels to 17.7 lakh as per
the agreements.

Strong screen additions: The company added 13 screens in two new properties (Lucknow and Srinagar)
in Q2FY2023. This would be the 1st multiplex in Kashmir and would revive cinema in the region after 32
years. The company has total 705 screens across 165 properties as of September 2022. The company
plans to add 47 more screens in 11 new properties in H2FY2023 which would be funded through internal
accruals.

Proposal to acquire Luxe Cinema in Chennai: INOX proposes to acquire Luxe Cinemas on slump sale
basis, which is subject to legal approvals from regulatory authorities and completion of agreed conditional
clauses set out in the agreement. Luxe cinemas is spread over 1 Lakh square feet, located in Chennai’s
most premium retail center - Phoenix Market City and has 11 screens with 2,688 seats. The acquisition
would be funded through a mixture of debt and internal accruals and the company expects to complete
the acquisition in the next couple of weeks. Management also said that Luxe cinemas is a positive EBITDA
generating multiplex.

Update on PVR-INOX merger: Inox has got the shareholder’s approval and expects the merger to be
completed by Q4FY23.

Strong liquidity: The company generated operating cash flows of Rs. 167.94 crore in Q2FY2023 and had
liquidity of Rs. 292 crore as of October 16, 2022 (including undrawn limits of Rs. 125 crore). Inox Leisure
owns six cinema properties and one head office, which have market value of Rs. 400 crores. The company
has potential to grow aggressively without causing much stress on the balance sheet.

Net debt-free: The company had gross debt of Rs. 78 crore as on September 30, 2022 and is the only
national chain to be net debt free.
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Results (Consolidated)

Particulars

Net sales

Exhibition costs
Cost of F&B

Gross Profit
Employee Expenses
Property Rent
Other Expenses
Operating Profit
Depreciation
Finance Cost

Other Income

PBT

Tax Provision
Reported Net Profit
Exceptional ltem
Adjusted Net Income
EPS (Rs.)

Margin (%)

GPM

EBITDA margins
NPM

Tax

Source: Company; Sharekhan Research;
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Q2FY23
3741
94.9
26.0
253.3
28.2
29.0
11.0
851
774
676
6.7
-53.2
-131
-40.2
0.0
-40.2
-3.3

677
227
-10.7
24.6
*Includes Ind AS 116

Q2FY22

474
13.8
3.4
30.2
236
-54.3
45.2
15.6
73.6
64.8
61
-116.7
-291
-87.7
0.0
-87.7
-7.8

637
32.9
-184.8
24.9

Q1FY23
582.3
159.3
36.4
386.5
271
35.0
114.0
210.5
75.4
65.8
7.2
76.4
19.3
571
0.0
571
47

66.4
361
9.8
253

688.6
587.0
664.1
737.8

19.3

-153.5
145.4

444.6

51
43
10.2
-54.4
-55.0
-54.2

-54.2
-57.8

397.2
-1018.7
17404.9
-331

N EEIGED

by BNP PARIBAS

Rs cr

-35.7
-40.4
-28.6
-34.5
4.2
-171
-2.6
-59.6
27
27
-6.8
-169.7
-167.7
-170.3

-170.3
-170.4

131.0
-1340.7
-20537
-71.2

Stock Update



Powered by the Sharekhan Sharekhan
3R Research Philosophy by BNP PARIBAS

Outlook and Valuation

B Sector View — Multiplexes to gain market share

According to the FICCI-EY Media and Entertainment Report, the number of single screens in India has been
steadily declining from 7,031 in 2016 to 6,327 in 2019. As recovery remains slow, the pandemic could lead to
further consolidation in the sector, given financial strain for single screens. It is estimated that 1,000-1,500
single screens would have shut down in 2020, taking total screens to ~8,000. Hence, we believe multiplexes
would gain market share given consolidation in the Indian exhibition industry. We believe theatrical releases
provide better opportunities to producers to generate Rol, especially in case of big-budget movies. Hence,
the charm of big screens will not fade away in medium term.

B Company Outlook — Strong recovery ahead

Inox Leisure is the second-largest multiplex operator in India. The company’s strategies to increase footfalls,
increase footfall monetisation efforts, and better improving operating metrics are expected to bode well for
the company. Strong bounce back in footfalls, higher ATP and SPH versus pre-pandemic levels and huge
content pipeline would help Inox Leisure to report strong revenue growth in FY2023E. Post the merger, we
believe the unit economics of Inox Leisure would come at par with PVR given economic of scale, potential
geographical diversification and implementing the best practices of PVR.

B Valuation — Expect decent recovery

Strong content pipeline, healthy screen additions and synergies from PVR Inox merger will drive performance
of Inox in the subsequent quarters. We maintain Buy rating with revised PT of Rs. 620.
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About company

Incorporated in 1999, Inox Leisure is one of the largest multiplex operators in India. The company currently
operates 161 properties (692 screens and over 1.55 lakhs seats) located in 72 cities across India. Inox Leisure
is the only multiplex operator having a diverse presence across India. The company accounts for 20% share
of multiplex screens in India and “11% share of domestic box office collections.

Investment theme

Inox Leisure has aggressively scaled up through the organic and inorganic expansion over the past decade,
growing from two properties to 163 properties — 692 screens — at present. The mega show is supported by
improving content quality in the Indian mainstream and regional cinema, with its movies regularly hitting the
Rs. 200 crore or Rs. 500 crore box office collection mark. We expect strong bounce back in FY2023 based on
strong line-up of movies, and market expansion given strong traction for dubbed movies and regional content.

Key Risks

1) Rise in COVID-19 infections; (2) inability to take adequate price hikes at the right time would impact margins
in the F&B segment on account of rising input cost; and (3) emerging competition from OTT players.

Additional Data

Key management personnel

Pavan Jain Non-Executive - Non Independent Chairperson
Vivek Jain Non-Executive - Non Independent Director
Siddharth Jain Non-Executive - Non Independent Director
Alok Tandon Chief Executive Officer

Kailash B Gupta Chief Financial Officer

Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 ICICI Prudential Asset Management 7.80
2 HDFC Asset Management Co Ltd. 4.97
3 Kuwait Investment Authority Fund 472
4 Aditya Birla Sun Life Asset Management Co. Ltd 317
5 DSP Investment Managers Pvt. Ltd. 2.51
6 Emirate of Abu Dhabi United Arab Emirates 215
7 Baroda BNP Paribas Arbitrage 1.91
8 Nippon Life India Asset Management 1.86
9 Prudential PLC 1.36
10 Baroda Mutual Fund 1.27

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 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 Document is subject to changes without prior notice.
This 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 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 reports that are inconsistent with and reach
different conclusions from the information presented in this report.

This 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 has not dealt or traded directly or indirectly in securities of the company and that all of 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 neither he
or his relatives or Sharekhan associates has any direct or indirect financial interest nor have actual or beneficial ownership of 1% or
more in the securities of the company at the end of the month immediately preceding the date of publication of the research report
nor have any material conflict of interest nor has served as officer, director or employee or engaged in market making activity of the
company. Further, the analyst has also not been a part of the team which has managed or co-managed the public offerings of the
company and no part of the analyst’s compensation was, is or will be, directly or indirectly related to specific recommendations or
views expressed in this document. Sharekhan Limited or its associates or analysts have not received any compensation for investment
banking, merchant banking, brokerage services or any compensation or other benefits from the subject company or from third party
in the past twelve months in connection with the research report.

Either, SHAREKHAN or its affiliates or its directors or employees / representatives / clients or their relatives may have position(s), make
market, act as principal or engage in transactions of purchase or sell of securities, from time to time or may be materially interested
in any of the securities or related securities referred to in this report and they may have used the information set forth herein before
publication. SHAREKHAN may from time to time solicit from, or perform investment banking, or other services for, any company
mentioned herein. Without limiting any of the foregoing, in no event shall SHAREKHAN, any of its affiliates or any third party involved
in, or related to, computing or compiling the information have any liability for any damages of any kind.

Compliance Officer: Ms. Binkle Oza; Tel: 022—-61150000; email id: compliance@sharekhan.com;

For any queries or grievances kindly email igc@sharekhan.com or contact: myaccount@sharekhan.com

Registered Office: Sharekhan Limited, The Ruby, 18th Floor, 29 Senapati Bapat Marg, Dadar (West), Mumbai—-400028,
Maharashtra, INDIA, Tel: 022-67502000 / Fax: 022-24327343. Sharekhan Ltd.: SEBI Regn. Nos.: BSE / NSE / MSEI (CASH / F&O
/ CD) / MCX - Commodity: INZ0O00171337; DP: NSDL/CDSL-IN-DP-365-2018; PMS: INPOO0O005786; Mutual Fund: ARN 20669;
Research Analyst: INHOO0006183.

Disclaimer: Client should read the Risk Disclosure Document issued by SEBI & relevant exchanges and the T&C on www.sharekhan.com;
Investment in securities market are subject to market risks, read all the related documents carefully before investing.
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