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stors who bet 0 .
1 the bonchma,rk

utperform ima market like this can be quite
a (‘hdl]enge and our stockypickers had their task cut
out. Of the 17 stocks that were Fecommended by mar-
ket experts last year, 12 ended the year on a positive
note. A total of 11 stocks outperformed®he bench-
mark, while six failed to beat the index return.
Leading the list of winners was Ajay Jaiswal’s call of
Raymond, as it nearly doubled from the recommend-
ed price of T492. If you had taken Manish Bhandari’s
advice and bought Deepak Fertilisers & Petrochemi-
cals, you would have also laughed your way to the
bank as the stock delivered a stellar return of 89%.
Edelweiss Securities’ Nischal Maheshwari’s belief that
2017 will be a big year for Reliance Industries with the
launch of Jio, indeed, turned out to be true as the
index heavyweight gained 68%.
Among the laggards, Gautam Trivedi’s pick in home
textiles -- Indo Count Industries - was the worst hit
as it lost 30% from the recommended price. Higher

cotton prices and lower volumes put the brakes on
its growth story. Predictably, two recommendations
fzom the pharma sector which has a tumultuous year
thus ffshasn’t done well. Niraj Dalal’s call on Sun
Pharmaceuticalsdias disappointed with a 16% loss,
while Shilpa Medicaré; zecommended by Daljeet
Singh huhh trades 6% below ‘the recommended
price. Pharma stocks, in general, took & beatmg as
pricing pressure in the US, the largest generies m
ket increased and Indian pharma players’ manufae-
turing units faced heightened serutiny from a more
stringent USFDA. As a result, the CNX Pharma de-
clined 129 during the year (as on December 1, 2017).

As we step into 2018, we have notched up yet anoth-
ekeclectic list of stock recommendations across finan-
Ciuls,' #uto, housing materials and construction, hos-
pitality andthe FMCG sectors. Interestingly, almost
all of our experts; except one, have shied away from
recommending companies that have a large exposure
to global markets. So, it séems that the mantra for
2018 is to think local and invest loeal. Whll(‘ the glob-
al environment is going through somé#ount of un-
certainty, investors’ confidence in the domestic econ-
omy remains intact as ever. Flip over to find out what
our experts are betting on in the New Year.
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MY BEST PICK

Note: Market relat
FY17; Consolid

tithi Devo Bhava, the age-old ad-

age, best epitomises the future for

the over 24,000 crore Indian Ho-

tels Company (IHCL). An iconic
name in the hospitality industry, the Tata group
company is the indisputable market leader with
marquee properties, such as the Taj Mahal Palace,
among its vast list of hotels in India and abroad.
These properties have hosted some of the most
prominent global leaders and personalities from all
spheres of life. Some properties such as the Ram-
bagh Palace in Jaipur, and Umaid Bhawan Palace
in Jodhpur give tourists an insight into India’s cul-
tural narrative. IHCL owns seven of the country’s
top 20 hotel properties. In fact, the iconic Taj Ma-
hal Palace Hotel recently got an ‘image trademark’,
making it the first building in the country to get an
intellectual property rights protection for its archi-
tectural design.

Over the years, given the changing industry dy-
namics, THCL broad-based its business model to take
advantage of the growth prospects across the travel
and tourism value chain. It operates under the brand
of Taj and Vivanta — catering to the luxury segment,
Gateway in the mid-category and Ginger in the bud-
get category. The group, which currently has 137 ho-
tels with 16,848 rooms, has added nearly 3,000 rooms
over the past five years at a CAGR of over 4%.

COURSE CORRECTION

Prior to the financial crisis, ITHCL had undertak-
en aggressive international expansion to establish
marquee properties in key geographies. The man-
agement has, since then, taken steps to rectify some
of the decisions which adversely impacted its finan-
cials, primarily owing to a slowdown in the hospi-
tality sector. In FY17, the company pared its debt
by around 21,000 crore, including the divestment of
Taj Boston for ¥839 crore. Further, THCL has creat-
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ed a 100% offshore subsidiary, comprising eight ho-
tels (1,584 rooms) across the US, UK, Sri Lanka and
Maldives, that could be used to improve the com-
pany’s liquidity position, if the need arises. IHCL,
which also has 900 acres of land that could be used
to prune debt, is now following an asset-light busi-
ness model by entering into management contracts
instead of owning properties. Going forward, the
consolidated debt of 23,400 crore is expected to be
slashed further through sale of some assets and pro-
ceeds from the recent rights issue. As a result, the
debt-to-equity ratio of 1.36x is projected to come
down to less than 1x by the end of FY19.

Against such a backdrop, it would be unfair to give
a fair valuation for a company which has such price-
less heritage properties. The embedded value of the
company can be anything that one can imagine given
the replacement value of these iconic hotels. Howev-
er, stock valuation lies in the ability of a company to
generate positive cash flows on a consistent basis. The
company has lagged on this parameter, which led the
stock to underperform the benchmark and peers for
several years. Nevertheless, the tide may turn favour-
able and the company’s initiatives in recent years will
help it generate positive free cash flows on a sustain-
able and incremental basis.

A renewed sales and marketing attempt by IHCL
through digital, loyalty updates, 74ness rollout, PR
campaigns, and awards have already resulted in av-
erage gross website bookings going up by 229% for



MY BEST PICK

Slow and steady
While sales have been sluggish, losses are reducing
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HIFY18 compared with H1FY17. Revenue from book-
ing done through mobiles too has gone up by over
184% in the latest quarter. With 11 upcoming hotels,
THCL has reiterated its focus on managed properties
besides commissioning of the Taj Exotica Resorts &
Spa in Andaman, and the rebid for Taj Mansingh in
Delhi. In the current fiscal, the company opened five
hotels under the Ginger brand in Mumbai, Gurgaon,
Lucknow and Ahmedabad and exited one property
under the Ginger brand in Tirupati.

ROOM WITH A VIEW
We believe IHCL is likely to outperform in the coming
calendar year based on the four broad parameters:

Undisputed Leadership: Over the past couple of
years, a number of international hotel brands have
entered the Indian hospitality industry, yet THCL re-
mains the undisputed leader in terms of room inven-
tory and geographical presence. Over the years, it
has built a vibrant portfolio catering to different ho-
tel categories, including premium hotels, mid-mar-
ket hotels and budget hotels. Its share from contract
management will continue to increase, raising the
possibility of better margins.

Beginning of an upcycle: The period from FY08
to FY15 saw an oversupply in the Indian hospital-
ity sector and that is now coming to an end. A re-
port by Crisil states that the overall supply of pre-
mium hotel rooms across the country’s 12 primary
destinations grew only 7% compared with 11% aver-
age growth over the past five years. The revenue per
available room, too, is expected to witness impres-
sive improvement over the next two years. The com-
pany is seeing higher occupancy and average room
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rate, which indicate that better days are in store for
the hospitality industry.

Presence in premium and mid-market: Historical-
ly, an increase in demand is followed by an increase in
supply by industry players. But setting up premium
and mid-category hotels requires considerable time
(funding, permissions, land acquisition, etc). THCL’s
dominant presence in both the categories will work
in its favour.

Aviation PLFs at lifetime high: The Indian hospital-
ity industry’s occupancy levels are closely linked to
domestic airline passenger growth. The Indian avia-
tion sector is in an upcycle, the sector is operating at
a lifetime high passenger load factor (PLF) of over
85% even as passenger traffic growth rate is clocking
over 17% for the past 18 months. This bodes well for
the hospitality sector.

CHECK IN

IHCL with its marquee heritage properties is likely to
gain the most among foreign travellers who want to
get a taste of India’s rich heritage. We believe there is
a good visibility for growth in the hospitality industry
because of improving macro factors and we are already
seeing it in the numbers. THCL reported a 4% jump in
standalone sales of 1,034 crore in H1FY18, while EBIT-
DA improved by 14% to 161 crore. Consolidated loss
also shrank from %196 crore in H1FY17 to ¥83 crore
in the first half of the current fiscal. Going ahead, we
expect revenue will continue to grow at a healthy clip
and, hence, value the THCL stock at 22x EV/EBITDA for

FY19 with a target price of 2164 in the New Year. @
The brokerage has a buy call on the stock, but the writer, in his
personal capacity, does not own the stock
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