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Morning Insight 

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.  

  

News Highlights 
 Enquiry committee headed by former Supreme Court judge BN 

Srikrishna found Chanda Kochhar was in violation of bank’s code of 
conduct for conflict of interest will seek claw back of all bonuses paid 
to her from April 2009 until March 2018. (ET) 

 Ajanta Pharma approved buyback of up to 0.769 mn shares at a price up 
to Rs 1,300 per share, it approved February 12 as the record date (MC) 

 Qatar Investment Authority to infuse $200 million in Bharti Airtel’s Africa 
unit. The investment authority will own less than 4 percent stake in 
African unit. (BQ) 

 Oil India Ltd (OIL) said it has raised USD 550 mn debt through an 
overseas bonds issue. The issue carries 5.12 per cent fixed rate and is 
of 10-year tenor (ET) 

 Castrol’s board approved proposal for capacity expansion of its 
Gujarat’s production facility from 100 mn litres to 140 mn litres with an 
investment of Rs 1.38 bn. (BSE) 

 Jet Airways clarified that the company had not grounded a single 
aircraft due to any grounding notice by GECAS. Temporary grounding of 
four planes for repairs and technical reasons have been reported while 
a single aircraft was grounded due to termination of lease contract. (BQ) 

 Dredging Corporation of India lost appeal against Mercator by England 
Court, where the tribunal had passed an order to pay Rs 56.3 crore to 
Mercator which was only 25 percent of what the company had claimed 
for arbitration settlement (BL) 

 Tata Metaliks received environmental clearance from Forest Ministry to 
increase hot metal production from 0.5 MTPA to 0.75 MTPA and ductile 
iron pipe production from 0.3 MTPA to 0.5 MTPA and castings of 0.1 
MTPA at the company's existing facility located in West Bengal. (BQ) 

 Hathway Cable and Datacom allotted 909 mn shares at a price of Rs 
32.35 per share aggregating to Rs 29.40 bn to Reliance’s Jio and its 
arms, which has triggered the open offer where Reliance’s four arms will 
offer 46 crore equity shares to the public, representing 26 percent of 
voting share capital at Rs 32.35 per share, aggregating to Rs 14.888 bn. 
(BSE) 

 Container Corporation of India signed a memorandum of understanding 
with Russia based JSC Logistics for exploring logistics opportunities in 
Russia, India and international corridors (Mint) 

 Hero Motocorp to set up technological centre in Germany which will 
operate in tandem with the company’s global R&D hub in Rajasthan 
(Mint) 

 Board of Torrent Pharma approved issue of NCDs worth Rs 50.0 bn 
(BSE) 

What’s Inside 
 Result Update: Kansai Nerolac Paints Ltd & Mahindra Holidays 

Resorts Ltd 

Source: ET = Economic Times, BS = Business Standard, FE = Financial Express, IE = Indian 
Express, BL = Business Line, BQ = BloombergQuint, ToI: Times of India, BSE = Bombay 
Stock Exchange, MC = Moneycontrol 

 

 
30-Jan 1 Day 1 Mth 3 Mths

Indian Indices 
SENSEX Index 35,591 (0.0)      (1.3)      5.0           
NIFTY Index 10,652 (0.0)      (1.9)      4.4           
NSEBANK Index 26,826 0.9        (1.1)      8.1           
NIFTY 500 Index 8,885 0.1        (2.9)      3.3           
CNXMcap Index 16,792 0.5        (5.6)      (0.4)         
BSESMCAP Index 13,815 0.8        (5.4)      (1.4)         
World Indices
Dow Jones 25,015 1.8        7.2        (0.4)         
Nasdaq 7,183 2.2        8.3        (1.7)         
FTSE 6,942 1.6        3.2        (2.6)         
NIKKEI 20,557 (0.5)      3.6        (5.4)         
Hangseng 20,557 (0.5)      3.6        (5.4)         
Shanghai 27,643 0.4        7.9        11.6        

Value traded (Rs cr)
Cash BSE (14.3)       
Cash NSE 4.7           
Derivatives 30.8        

Net inflows (Rs cr) 29-Jan MTD YTD

FII (276) (3,494) (3,494)
Mutual Fund 373 7,371 7,371

Nifty Gainers & Losers Price Chg Vol
30-Jan (Rs) (%) (mn)

Gainers
ICICI Bank 366      5.5        39.4        
Tata Steel Ltd 467      5.3        10.9        
Axis Bank 691        4.6        46.9        
Losers
Indiabulls Housing 673       (3.7)      14.0          
Adani ports 338      (3.2)      7.7           
Bajaj Auto 2,500   (2.7)      2.5           

Advances / Declines (BSE)
30-Jan A B T Total  % total

Advances 238   598         39         875      100         
Declines 183   413         59         655      75            
Unchanged 9        29            13         51         6              

Commodity
30-Jan 1 Day 1 Mth 3 Mths

Crude (US$/BBL) 62.2        0.8        15.5     (17.6)       
Gold   (US$/OZ) 1,320.0   0.6        2.8        8.5           
Silver  (US$/OZ) 16.1        1.4        3.4        12.5        

Debt / forex market 30-Jan 1 Day 1 Mth 3 Mths

10 yr G-Sec yield % 7.3           7.3        7.4        7.8           
Re/US$ 71.1        71.1     69.8     73.7        

Nifty

Source: Bloomberg
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KANSAI NEROLAC PAINTS LIMITED (KNPL) 
PRICE RS.434 TARGET RS.460 ADD 
Healthy volume growth in the decorative segment (festive season shift to 
Q3), weakness in the industrial segment (primarily automotive), continued 
raw material price inflation and small price hikes in Q3FY19 were the 
highlights of the results for KNPL during the quarter. 

Key Highlights 

 As per management commentary, KNPL experienced low double digit YoY 
growth in the decorative segment. While demand from the automotive and 
industrial segment was weak. 

 Management commented that inflation (including Raw material cost), 
volatility in crude prices and INR movement continue to impact the operating 
margins in Q3 as well. Management is making efforts to increase product 
prices and reduce various cost to counter the situation.  

 Sales (excluding GST) was reported at Rs 13.51 bn (+17.7% YoY) with low 
double digit volume growth in the decorative segment. Raw material price 
inflation and weakness in the industrial segment (especially Auto) impacted 
the Gross margin and EBIDTA margin for the quarter. 

 Company took two small price hikes in the decorative segment, to counter 
the steep increase in raw material (RM) prices including crude derivatives. 
However, these hikes were not enough to mitigate the increase in RM costs. 

 Management mentioned that the industrial segment including automotive 
segment is weak and it is difficult to pass on the RM hikes in this segment. 
While decorative is strong for the entire industry.  

 Consequently, PAT was reported at Rs 1.13 bn vs. our expectation of Rs 
1.38bn 

Quarterly Performance 

(Rs mn) Q3FY18 Q2FY19 Q3FY19 QoQ (%) YoY (%) 

Net Sales 11,449 12,939 13,506 4.4 17.7 
Raw Material consumed 6865 8344 8841 6.0 28.4 
Employee cost 579 631 671 6.3 15.8 
Other expenses 2,084 2,014 2,217 10.1 7.1 
Total operating cost 9,528 10,989 11,729 6.7 23.3 
EBIDTA 1,921 1,950 1,777 -8.9 -6.5 
EBIDTA (%) 16.8 15.1 13.2 -12.7   
Depreciation 194 231 235 1.7 21.9 
Interest 0 0 0     
Other income 198 140 198 41.4 0.0 
PBT 1,925 1,859 1,740 -6.4 -8.5 
Exceptional  0 0 0     
Taxes 675 639 606 -5.2 -9.6 
ETR (%) 35 34 35     
PAT 1,250 1,220 1,134 -7.0 -8.0 
Equity 539 539 539     
EPS (Rs) 2.3 2.3 2.1 -7.0 -8.0 

Source: Company 

 

Result Update 

Stock Details   
Market cap (Rs mn)  : 233945 
52-wk Hi/Lo (Rs) : 543 / 343 
Face Value (Rs) : 1 
3M Avg. daily vol (Nos) : 210,358 
Shares o/s (mn)  : 539 

Source: Bloomberg   

Financial Summary 
Y/E Mar (Rs mn) FY18 FY19E FY20E  

Revenue 46,024 52,875 59,288 
Growth (%) 15.1 14.9 12.1 
EBITDA 7,869 8,477 9,593 
EBITDA margin (%) 17.1 16.0 16.2 

PAT 5,134 5,411 6,163 
EPS 9.5 10.0 11.4 
EPS Growth (%) 2.0 5.4 13.9 

BV (Rs/share) 53.3 61.5 70.6 
Dividend/share (Rs) 3.0 2.6 3.0 
ROE (%) 19.3 17.5 17.3 
ROCE (%) 29.1 26.8 26.4 

P/E (x) 44.9 42.6 37.4 
EV/EBITDA (x) 26.3 24.5 21.8 
P/BV (x) 8.0 7.0 6.1 

Source: Company, Kotak Securities - PCG 

Shareholding Pattern (%)   
(%) Dec-18 Jun-18 Mar-18 

Promoters 75.0 75.0 75.0 
FII 4.6 5.5 6.5 
DII 10.6 10.0 9.1 
Others 9.8 9.4 9.4 

Source: Bloomberg, BSE    

Price Performance (%)   
(%) 1M 3M 6M 

Kansai Nerolac  (10.0)  17.9   (10.3) 
Nifty  (1.9)  4.4   (5.9) 

Source: Bloomberg    

Price chart (Rs) 

 
Source: Bloomberg 
 
 
 
 
 
 

Amit Agarwal 
agarwal.amit@kotak.com  
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Valuation and Outlook 
We estimate that branded paint demand will remain robust in a country like India 
where per capita consumption is very low and 30% paint market is still 
unorganised. Management of KNPL also indicated that the volume trends 
remain strong for the company in the decorative segment and expect the trend 
to continue in medium term. However, industrial segment is weak and expected 
to remain weak in rest of FY19. We also estimate the gross margin of the 
company to remain under pressure with continued RM inflation and the 
company's restricted ability to pass on cost inflation to its industrial paint 
clients (45% of revenue). In view of the impact on gross margins and weakness 
in the industrial segment, we cut our EPS forecast for FY19E and FY20E by 9% 
each and assign a lower PE multiple to the stock in a weak macro environment. 
On the flip side, the stock remains one of the favored companies in the 
consumer space with a strong brand, credible history, sound management and 
BS and a reasonable outlook. Recommend Accumulate (from BUY) with a lower 
TP of Rs 460 (from Rs 520) at 40x FY20E earnings (from 41x). 

Raw Material situation has improved  
Paint Industry uses two key raw material including crude derivatives (60%) and 
Titanium Dioxide (30%). The paint Industry was experiencing increase in prices 
of raw material for entire FY18 and till end of November 2018. Competition and 
sticky nature of product prices for industrial customer’s and restricted ability of 
KNPL to increase prices. This impacted the gross margins of the company in 
Q3FY19.  

However with correction in crude price to $61/barrel (-25% in the last 2.5 
months), prices of crude derivatives have also decreased. Even prices of 
pigments like Titanium Dioxide, Iron oxide and Zinc oxide have shown softness 
in prices in the last two months. INR appreciation has contributed to cost 
deflation for the company in Q3FY19. Correction in raw material prices is 
positive for paint companies and can provide an uptick to gross margins in 
Q4FY19 in a strong demand environment. 

Prices of crude ($/barrel) Prices of Titanium dioxide ($/MT) 

  
Source: Bloomberg Source: Bloomberg 

Sales was driven by:  
Management indicated the sales performance of Q2FY19 could be attributed to:   

 Low double digit volume growth in the decorative segment  

 Weakness in automotive demand and weak private sector capex leading to 
weakness in the industrial segment 
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Automobile demand (passenger vehicle (PV)) to improve in FY20 
Industrial segment contributes ~45% to KNPL’s revenues with automotive 
segment contributing 75% of the industrial segment revenues. KNPL's strong 
dominance in automotive paints segment is supplemented by its parent 
Kansai's association with global OEMs that have a strong presence in India. 

Automotive production was weak in 9MFY19 with volume of 29.91 lakh units 
(against 29.43 lakh units in 8MFY18 and +3% YoY) which compelled SIAM and 
various other agencies to reduce growth forecast for FY19. We believe the 
demand to remain under pressure for the next 2 quarters. Post that , demand for 
PV can improve led by—(1) improvement in penetration of PV, especially in the 
bigger cities; (2) benign interest rates; (3) falling crude prices; (4) appreciating 
INR and (5) stable raw material prices. KNPL which derives almost 35% of its 
revenues from the automotive segment should benefit from this.  

Domestic car production data 

  FY13 FY14 FY15 FY16 FY17 FY18 9MFY19 

Total 3,236,568 3,092,783 3,222,946 3,413,859 3,791,000 4,090,000 2,991,000 
YoY Growth (%) 3.5 -4.4 4.2 5.9 11.0 7.9 1.5 

Source: SIAM 

However, decorative segment expected to remain strong 
KNPL has maintained a low double digit or high single digit volume growth rate 
in the decorative segment for the last 12 quarters in the decorative segment 
outperforming the performance of market leader Asian Paints and peer Berger 
Paints driven by: 

1)  New product offerings - New product launches which are eco-friendly, lead 
free, low VOC etc.  

2)  Aggressive marketing by KNPL- KNPL is one of the largest spender on 
Advertisement, which is around 9% of the decorative segment revenue as 
against 6% of Asian Paints and Berger 

3)  Improving geographical reach – north India is the strongest market for 
KNPL, now the company is focussing on West and South (which are 
strongholds of Asian Paints) 

4)  Huge Dealer Base – Company current has 20000+ dealers which is growing 
at 10% CAGR. These dealers are serviced through 102 depots. 

5)  Aggressive sales pitch and higher dealer margins  

6)  Connecting directly with the customers through initiatives like tinting 
machines- 75% of the dealers of the company have tinting machines 

7)  Other factors like increasing disposable income, shortening painting cycle 
to 5 years (from 10 years over a decade) and increase in per-capita 
consumption to 3.3 kg (from 1.5 kg over a decade) 
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Facilities and Capex 
KNPL has four manufacturing facilities situated at Lote in Maharashtra, Bawal 
at Haryana, Jainpur in UP and Hosur in Tamil Nadu with an Installed capacity of 
~431,000 tonnes with utilization rate of ~75%. We estimate the company to 
spend another Rs 3.6 bn over FY18 to 21E to add another 106,000 tonnes. 
Healthy addition of capacities is a lead indicator that the demand for paints is 
going to remain healthy over the next few years 

Current and upcoming facilities of KNPL 

 Capacity in Metric tonnes  
Capacity Year Addition Annual Capex (Rs bn) 

Existing FY18 67,000 431,000 3.5 
Addition FY19 36,000 467,000 3.5 
 FY20  0 467,000  2.5  
  FY21 60,000 527,000 1.8 

Source: Company 

Outlook and Valuation 
Management of KNPL mentioned that the company has taken regular prices in 
9MFY19 to offset input cost pressures (INR depreciation + crude rise). We 
expect the GST rate cut (28% to 18%) to alleviate impact on consumer demand 
from such increases. However, we estimate the gross margin of the company 
to remain under pressure with continued RM inflation and weakness in the 
industrial segment. Consequently, we cut our EPS forecast for FY19E and FY20E 
by 9% each and assign a lower PE multiple to the stock in a weak macro 
environment. On the flip side, the stock remains one of the favored companies 
in the consumer space with a strong brand, credible history, sound management 
and BS and a reasonable outlook. Recommend Accumulate (from BUY) with a 
lower TP of Rs 460 (from Rs 520) at 40x FY20E earnings (from 41x). 

 

Company Background 
Kansai Nerolac Paints Ltd. (KNPL), a subsidiary of Kansai Paint, Japan, is one 
of India’s leading paint companies and the largest player in the industrial 
segment. KNPL had its beginning as Gahagan Paints and Varnishes Co. Ltd. in 
the year 1920. In over 93 years of its existence the Company has built a strong 
brand and gained a reputation for high quality, innovation and differentiated 
product offerings. The Company has 4 manufacturing facilities at Lote in 
Maharashtra, Bawal in Haryana, Jainpur in UP and in Hosur in Tamil Nadu with 
a total capacity of 4.31 lakh metric tonnes per annum. The company is the 
market leader in the automotive coating segment in India with a dominant 
market share. Over the years, it has maintained its leadership position in the 
Industrial Coatings segment with a wide range of products in the Automotive, 
Powder, General Industrial and High performance Coatings space. 
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Financials: Consolidated 

 
  

Profit and Loss Statement (Rs mn)    
(Year-end Mar) FY17 FY18 FY19E FY20E 

Revenues 39,996 46,024 52,875 59,288 
% change YoY 4.4 15.1 14.9 12.1 
Raw material cost 21,265 24,986 29,293 32,786 
Employee cost 1,472 1,693 1,942 2,174 
Other expenses 9,978 11,476 13,163 14,734 
Total Operating expd 32,715 38,155 44,398 49,695 
EBITDA 7,281 7,869 8,477 9,593 
Depreciation  695 759 850 900 
EBIT 6,586 7,110 7,627 8,693 
Other income 981 725 750 800 
Interest expense 0 0 0 0 
Profit before tax 7,567 7,835 8,377 9,493 
Tax 2,536  2,701  2,966  3,330  
ETR (%)  33.5   34.5   35.4   35.1  
Profit after tax 5,031 5,134 5,411 6,163 
Minorities& Associates 0 0 0 0 
Net income 5,031 5,134 5,411 6,163 
% change YoY 41.0 2.0 5.4 13.9 
Shares outstanding (m) 539 539 539 539 
EPS (Rs) 9.3 9.5 10.0 11.4 
Source: Company, Kotak Securities – Private Client Research 
    

Cash flow Statement (Rs mn)    
(Year-end Mar) FY17 FY18 FY19E FY20E 

PAT  5,031   5,134   5,411   6,163  
Depreciation  1,456   1,569   1,740   1,899  
Change in working capital  (2,293)  (307)  (1,269)  (1,566) 
Cash flow from operations  4,194   6,396   5,881   6,496  
 
Capex  (2,018)  (3,482)  (3,505)  (2,488) 
Investments  165   (165)  -     -    
Cash flow from investments  (1,853)  (3,647)  (3,505)  (2,488) 
 
Equity issuance  -     -     -     -    
Debt raised  -     (10)  (3)  -    
Dividend Paid  (1,908)  (1,654)  (1,908)  (2,226) 
Miscellanous items  -     -     -     -    
Cash flow from financing  (1,908)  (1,664)  (1,911)  (2,226) 
     
Net cash flow  433   1,086   466   1,782  
Opening cash  4,343   4,776   5,871   6,340  
Closing cash  4,776   5,861   6,337   8,122 
Source: Company, Kotak Securities – Private Client Research 
 
    
 

Balance sheet (Rs mn)     
(Year-end Mar) FY17 FY18 FY19E FY20E 

Cash 4,776 5,871 6,340 8,122 
Debtors 5,904 6,771 7,795 9,046 
Inventory 7,032 7,640 8,795 10,206 
Other current assets 2,117 1,910 2,199 2,552 
Total current assets 15,053 16,321 18,789 21,804 
LT investments 835 1,000 1,000 1,000 
Net fixed assets 11,094 13,817 16,471 18,059 
Total assets 31,758 37,009 42,602 48,986 
     
Creditors 5,607 6,430 7,402 8,590 
Other current liabilities 1,377 1,515 1,742 2,003 
Total current liabilities 6,984 7,945 9,144 10,593 
LT debt 330 330 330 330 
Minority Interest 0 0 0 0 
Equity Capital 539 539 539 539 
Reserves 23,905 28,195 32,588 37,524 
Networth 24,444 28,734 33,127 38,063 
Total liabilities 31,758 37,009 42,602 48,986 
 
BVPS (Rs) 45.4 53.3 61.5 70.6 
Source: Company, Kotak Securities – Private Client Research 
    

Ratio Analysis    
(Year-end Mar) FY17 FY18 FY19E FY20E 

EBITDA margin (%)  18.2   17.1   16.0   16.2  
EBIT margin (%)  16.5   15.4   14.4   14.7  
Net profit margin (%)  12.6   11.2   10.2   10.4  
ROE (%)  22.4   19.3   17.5   17.3  
ROCE (%)  33.1   29.1   26.8   26.4  
DPS  3.0   2.6   3.0   3.5  
Dividend payout (%)  37.9   32.2   35.3   36.1  
     
Working capital turnover (days)  63.2   65.2   62.2   64.2  
Debt Equity (x)  0.0   0.0   0.0   0.0  
     
PER (x)  45.9   44.9   42.6   37.4  
P/C (x)  35.6   34.4   32.3   28.6  
Dividend yield (%)  0.7   0.6   0.7   0.8  
 
P/B (x)  9.4   8.0   7.0   6.1  
EV/Sales (x)  5.7   4.9   4.3   3.8  
EV/ EBITDA (x)  27.4   26.3   24.5   21.8 
Source: Company, Kotak Securities – Private Client Research 
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MAHINDRA HOLIDAYS & RESORTS LTD (MHRIL) 
PRICE RS.207 TARGET RS.315 BUY 
MHRIL Q3FY19 results was inline with our estimates (on like to like basis 
under old accounting standards). The company has adopted new 
accounting standard Ind AS 115 from 1st April 2018, due to which actual 
reported Q3FY19 numbers are not comparable on yoy. The company has 
also reported comparable Q3FY19 numbers under previous Ind AS 18 and 
we have analyzed results based on the same.   

Key Highlights 

 Standalone net revenue for the quarter grew at 4.3% yoy to Rs 2.7 bn driven 
by decline in VO income while ASF and interest income grew at strong pace. 
Resort income also slowed in the quarter with 4.1% yoy growth due to partial 
impact of Kerala flood along with unseasonal rainfall in Himachal Pradesh 
impacted occupancy on yoy in Q3FY19.  

 EBITDA margins at 22.2% was better than our estimates on reduced 
membership acquisition cost and membership upgrades. The new 
membership addition declined by 5% yoy to 3984 due to company’s focus on 
quality members and reduction in cost of members’ acquisition.  

Valuation & outlook 
We have maintained our revenue and earnings estimates based on previous Ind 
AS 18 as we expect improved performance from its resorts in Kerala and 
Himachal in coming quarter and new addition of room inventory expected to 
support membership growth in FY20. The stock is presently trading at 
FY19E/20E PE of 21.9/19.3x based on EPS of Rs. 10.4/11.8 respectively. We 
maintain Buy on the stock with SOTP based target price of Rs 315.  

Quarterly performance table (based on Ind AS 18) 

Year to March (INR Mn.) Q3FY19 Q3FY18 % Chg Q2FY19 % Chg 

Net Revenues         2,721          2,608               4.3          2,517               8.1  
Employee Expenses            641             610               5.2             635               1.0  
Other Expenses         1,476          1,420               3.9          1,384               6.6  
Operating Expenses         2,117          2,030               4.3          2,019               4.9  
EBITDA            604             578               4.4             498            21.3  
EBITDA margin 22.2% 22.2%   19.8%            
Depreciation            129             135             (4.3)            132             (2.0) 
Other income            108                50          114.9             127           (14.9) 
Net finance expense                 0                 -     -                  0            
Profit before tax            583             494            18.0             493            18.1  
Provision for taxes            207             176            17.3             174            18.6  
Reported net profit            376             318            18.5             319            17.9  
As % of net revenues           
Employee cost           23.6            23.4             25.2   
Other Expenses           54.2            54.5              55.0    
Reported net profit           13.8            12.2             12.7   
Tax rate (% of PBT)           35.5            35.7              35.3    

Source: Company 

 

 

 

Result Update 

Stock Details   
Market cap (Rs mn)  : 27779 
52-wk Hi/Lo (Rs) : 354 / 190 
Face Value (Rs) : 10 
3M Avg. daily vol (Nos) : 125,162 
Shares o/s (mn)  : 134 

Source: Bloomberg   

Financial Summary 
Y/E Mar (Rs mn) FY18 FY19E FY20E  

Revenue 10,642 11,501 13,079 
Growth (%) (0.8) 8.1  13.7  
EBITDA  2,320   2,319   2,843  
EBITDA margin (%) 21.8 20.2 21.7 

PAT  1,344   1,375   1,562  
EPS 10.1 10.4 11.8 
EPS Growth (%) 2.8  2.4  13.5  

BV (Rs/share) 57.6 118.5 124.4 
Dividend/share (Rs) 4.0 4.0 5.0 
ROE (%) 18.7 11.8 9.7 
ROCE (%) 24.6 15.4 12.6 

P/E (x) 22.4 21.9 19.3 
EV/EBITDA (x) 12.9 12.6 10.2 
P/BV (x) 3.9 1.9 1.8 

Source: Company, Kotak Securities - PCG 

Shareholding Pattern (%)   
(%) Dec-18 Jun-18 Mar-18 

Promoters 67.3 67.5 67.5 
FII 6.0 13.4 13.5 
DII 12.8 7.3 7.5 
Others 13.5 11.9 11.6  

Source: Bloomberg, BSE    

Price Performance (%)   
(%) 1M 3M 6M 

MHRL  (1.9)  (3.0)  (28.0) 
Nifty  (1.9)  2.6   (6.2) 

Source: Bloomberg    

Price chart (Rs) 

 
Source: Bloomberg 
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Quarterly performance table (under new accounting standard Ind AS 115) 

Year to March (INR Mn.) Q3FY19 Q3FY18 % Chg Q2FY19 % Chg 

Net Revenues         2,361          2,608             (9.5)         2,094            12.7  
Employee Expenses            625             610               2.6             586               6.6  
Other Expenses         1,383          1,420             (2.6)         1,277               8.3  
Operating Expenses         2,008          2,030             (1.1)         1,863               7.8  
EBITDA            353             578           (39.0)            231            52.9  
EBITDA margin 14.9% 22.2%   11.0%   
Depreciation            129             135             (4.3)            132             (2.0) 
Other income            108                50          114.9             127           (14.9) 
Net finance expense                 0                 -     -                 -     -  
Profit before tax            332             494           (32.8)            226            46.6  
Provision for taxes            119             176           (32.4)               81            46.3  
Reported net profit            212             318           (33.1)            145            46.9  
As % of net revenues           
Employee cost           26.5            23.4             28.0   
Other Expenses           58.6            54.5              61.0    
Reported net profit              9.0            12.2                6.9   
Tax rate (% of PBT)           35.9            35.7              36.0    

Source: Company 

Revenue inline, VO income declined, ASF and interest income stood firm 
Standalone net revenue for the quarter was inline with our estimates. The 
quarterly revenue grew at 4.3% yoy to Rs 2.7 bn driven by strong growth in ASF 
and interest income while VO income declined by 2.9% on account of 5% yoy 
decline in new members addition. Resort income also slowed in the quarter with 
4.1% yoy growth due to partial impact of flood in Kerala and Coorg along with 
unseasonal rainfall in Himachal Pradesh which impacted occupancy on yoy in 
Q3FY19. MHRIL reported 4.4% yoy growth in EBITDA with EBITDA margins of 
22.2%. The margin was better than estimates on account of company’s focus 
on reduction in cost, reduced cost of acquiring new members and upgrades 
from large number of members. Cost of acquisition in the last 2 years have been 
in the range of 25-26% of membership fee. PAT for the quarter was at Rs 376 
mn as against our estimates of Rs 330 mn, grew by 18.5% yoy due to higher 
other operating income.  

Revenue Breakup 

  Q3FY19 Q3FY18 YoY (%) Q2FY19 QoQ (%) 

VO Income 1236 1273 -2.9% 1210 2.2% 
ASF Income 621 543 14.4% 592 4.9% 
Resorts Income 584 561 4.1% 425 37.5% 
Interest & Others 280 231 20.9% 290 -3.6% 
Others (non operating income) 108 50 114.9% 127 -14.9% 

Source: Company 

New member addition declined by 5%  
In the quarter, the net membership additions stood at 3984, down 5% yoy due to 
company’s focus on quality members and reduction in cost of members’ 
acquisition. This took cumulative membership base to 247,716 up 7.9% yoy. The 
new product Bliss with lower membership tenure (for higher age group) 
continued to do well, but its contribution is insignificant in the overall 
cumulative membership base. The growth in membership addition affected in 
the quarter as the company adopted corrective measures 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) 
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reduction in cost of membership additions. The company’s focus on adding 
right quality members will positively impact its margins and cash flows in the 
longer run.  

Cumulative membership base (nos) Net Membership addition (nos) 

   
Source: Company Source: Company 

Inventory addition on track  
MHRIL has added not added any major inventory in the quarter with addition of 
one resort and 20 new inventories with its total room inventory stood at 3540 at 
the end of Q3FY19. As part of its greenfield capex plans, MHRIL is adding over 
450-500 new units at three location with capex of ~Rs 5 bn. The expansion at 
three properties at Asanora, (Goa), Ashtamudi (Kerala) are on track. Regarding 
Kandaghat (Himachal Pradesh), the company is awaiting certain approvals. 
Asnora and Ashtamudi will be operational by H1FY20 and increase the inventory 
by ~200. Apart from these, the company is exploring expansions at new and 
existing location through lease model. The addition of new inventory is expected 
to drive growth in membership in coming years.  

Change in Accounting Standard  
The company has adopted new accounting standard Ind AS 115 retrospectively 
on total membership base under which VO income is recognized over the tenure 
of membership as against previous accounting standard (Ind AS 18) under 
which 60% of new membership fee was accounted upfront and balance was 
deferred over the membership tenure. This 60% upfront booking was covering 
entire membership cost. Under the new AS, only direct expenses related to 
membership acquisition (like certain commission, incentives, etc) can be 
deferred over the membership period. The new AS will reduce total reported 
revenue and EBITDA margin, but it will not affect overall profits over the 
membership tenure, operating cash flows and free cashflows in the long term.  

Other highlights 
 The average realization in 25 years membership product is ~ Rs 0.35 mn as 

the company had taken 7-8% hike in membership fee across products for 25 
years membership product in the third week of October 2018. 

 The company also plans to add inventory at new locations through leased 
model or acquisition of resorts. 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.  

 The company has cash and equivalent of Rs 5.21 bn at the end of Q3FY19.  
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Outlook and valuation 
We have maintained our revenue, EBITDA margins and earnings estimates 
based on previous Ind AS 18. We have given our projection based on old Ind old 
AS 18  due to like to like comparison. We believe that the change in AS has no 
impact on business fundamentals, profits over membership tenure, operating 
and free cash flows, etc. We believe that the company will continue to generate 
strong cash flows in the longer run. The stock is presently trading at FY19E/20E 
PE of 21.9x/19.3x based on EPS of Rs.10.4/11.8 respectively. We maintain Buy 
on the stock with SOTP based target price of Rs 315.     

SOTP valuation 

Segment Parameter Value Per Share 

Mahindra Holidays DCF 37347 281 
Holiday Club Resort BV of equity 4450 34 
Equity value    41797 315 

Source: Kotak Private Client Research 

 

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. 
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Financials: Standalone 

  Profit and Loss Statement (Rs mn)    
(Year-end Mar) FY17 FY18 FY19E FY20E 

Revenues  10,732   10,642   11,501   13,079  
% change yoy 12.8 (0.8) 8.1 13.7 
Employees expenses  2,253   2,428   2,671   2,938  
Material Consumed  342   339   366   417  
Other SG&A Expenses  5,850   5,908   6,144   6,882  
Total Expenditure  8,289   8,322   9,182   10,237  
 
EBITDA  2,443   2,320   2,319   2,843  
% change yoy 7.6 -5.0 0.0 22.6 
Depreciation  605   548   521   810  
 
EBIT  1,838   1,772   1,799   2,033  
Other Income  172   300   318   334  
Interest 0 0 0 0 
Profit Before Tax  2,009   2,072   2,116   2,366  
% change yoy 19.5  3.1  2.2  11.8  
Tax 703 728 741 804 
as % of EBT 35.0  35.1  35.0  34.0  
 
PAT  1,307   1,344   1,375   1,562  
% change yoy 15.0  2.8  2.4  13.5  
Shares outstanding (mn) 88 133 133 133 
EPS (Rs) 9.8 10.1 10.4 11.8 
DPS (Rs) 5.0 4.0 4.0 5.0 
CEPS (Rs) 14.4 14.2 14.3 17.9 
BVPS (Rs) 50.8 57.6 118.5 124.4 
Source: Company, Kotak Securities – Private Client Research 
    

Cash flow Statement (Rs mn)    
(Year-end Mar) FY17 FY18 FY19E FY20E 

Pre-Tax Profit  2,009   2,072   2,116   2,366  
Depreciation  605   548   521   810  
Change in WC  589   1,692   1,275   1,094  
Other operating activities  -546   -993   -729   -804  
Operating Cash Flow  2,658   3,318   3,184   3,467  
Capex  -728   -781   -1,900   -2,400  
Free Cash Flow  1,927   2,536   1,284   1,067  
Change in Investments & Others -105   -3,369   -     -    
Investment cash flow  -833   -4,150   -1,900   -2,400  
Equity Raised  -     59   -     -    
Debt Raised  -     -     -     -    
Dividend & others  -534   -535   -622   -777  
CF from Financing  -534   -477   -622   -777  
Change in Cash  1,291   -1,308   662   290  
Opening Cash  256   1,547   239   901  
Closing Cash  1,547   239   901   1,191 
Source: Company, Kotak Securities – Private Client Research 
 
    
 

Balance sheet (Rs mn)     
(Year-end Mar) FY17 FY18 FY19E FY20E 

Equity  6,744   7,644   15,729   16,514  
Equity Share Capital  882   1,328   1,328   1,328  
Other Equity  5,862   6,317   14,401   15,186  
Liabilities  23,120   25,233   26,772   29,148  
Non-current liabilities  18,876   20,543   21,945   23,658  
Financial Liabilities & Prov.  96   101   101   101  
Other non-current liabilities  18,780   20,442   21,844   23,557  
Current liabilities  4,244   4,690   4,828   5,490 
Financial Liabilities  1,929   1,997   2,122   2,413  
Provisions  16   34   27   31  
Other current liabilities  2,298   2,660   2,679   3,047  
Total Equities & Liabilities  29,864   32,878   42,501   45,662  
 
Non-current assets  17,414   17,692   26,439   28,570  
Property, Plant and Equipment 8,786   8,485   17,173   18,752  
Capital work-in-progress  596   1,085   1,085   1,085  
Intangible assets  181   107   117   127  
Financial Assets  6,349   6,349   6,398   6,940  
Deferred Tax Assets (Net)  207   135   135   135  
Other non-curnt tax assets (Net) 1,078   1,178   1,178   1,178  
Current assets  12,450   15,185   16,062   17,091  
Inventories  59   63   85   96  
Financial Assets  12,086   14,767   15,598   16,563  
Cash & Equivalent  2,518   4,686   5,348   5,638  
Other current assets  305   355   380   432  
Total Assets  29,864   32,878   42,501   45,662 
Source: Company, Kotak Securities – Private Client Research 
    

Ratio Analysis    
(Year-end Mar) FY17 FY18 FY19E FY20E 

Profitability Ratios     
EBITDA margin (%) 22.8 21.8 20.2 21.7 
EBIT margin (%) 17.1 16.7 15.6 15.5 
Net profit margin (%) 12.2 12.6 12.0 11.9 
Balance Sheet Ratios:     
Receivables (days) 295 321 310 290 
Inventory (days) 3 3 3 3 
Payable (days) 44 44 44 44 
Working capital (days) 209 218 208 187 
Asset Turnover 0.4 0.4 0.3 0.3 
Net Debt/ Equity (0.4) (0.6) (0.3) (0.3) 
Return Ratios:     
RoCE (%) 29.1 24.6 15.4 12.6 
RoE (%) 20.7 18.7 11.8 9.7 
Valuation Ratios:     
P/E (x) 23.1 22.4 21.9 19.3 
P/BV (x) 4.5 3.9 1.9 1.8 
EV/EBITDA (x) 7.5 12.9 12.6 10.2 
EV/Sales (x) 1.7 2.8 2.5 2.2 
Source: Company, Kotak Securities – Private Client Research 
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 Level 1: For Trading related queries, contact our customer service at 'service.securities@kotak.com' and for demat account related queries contact us at ks.demat@kotak.com or call us on: 

Toll free numbers 18002099191 / 1860 266 9191 
 Level 2: If you do not receive a satisfactory response at Level 1 within 3 working days, you may write to us at ks.escalation@kotak.com or call us on 022-42858445 and if you feel you are still 

unheard, write to our customer service HOD at ks.servicehead@kotak.com or call us on 022-42858208. 
 Level 3: If you still have not received a satisfactory response at Level 2 within 3 working days, you may contact our Compliance Officer (Mr. Manoj Agarwal) at ks.compliance@kotak.com or 

call on 91- (022) 4285 8484. 
 Level 4: If you have not received a satisfactory response at Level 3 within 7 working days, you may also approach CEO (Mr. Kamlesh Rao) at ceo.ks@kotak.com or call on 91- (022) 4285 8301. 
 

http://www.kotak.com/
tel:+1
https://www.nseindia.com/ChartApp/install/charts/mainpage.jsp
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