
5Sharekhan Home NextNovember 17, 2014

Promoters

59%

Domestic 

institutions

4%

FIIs

24%

Others

13%

investor’s eye stock update

Company details

Price chart

Shareholding pattern

Price performance

(%) 1m 3m 6m 12m

Absolute 2.1 16.3 102.7 211.0

Relative -4.1 8.1 69.9 122.6

to Sensex

Cox & Kings Reco: Buy

Stock Update
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Key points

 Cox & Kings Ltd (CKL) registered a 12% revenue growth and an 8% growth in the

operating profit on a like-to-like basis (excluding the hived-off camping business’

financials). The Indian business’ revenues and operating profit grew by 17%

each while the education business revenues grew by 10% and profits grew by

19% on a Y-o-Y basis. The international leisure travel business was a drag on the

profitability with its OPM declining by above 400BPS (due to higher promotional

and technology expenses).

 With improving consumer sentiment, CKL’s management expects the domestic

outbound tourism segment (accounts for more than 50% of the Indian business)

to grow by at least 25% in the near term. The capacity utilisation at the education

and Meininger businesses is expected to improve in the coming years. This

should help in expanding the OPM of CKL’s consolidated business to 40% in the

coming years.

 CKL’s net debt has reduced by Rs730 crore from Rs4,205 crore in March 2014.

The company will further reduce its debt by about Rs250 crore by the end of

FY2015. Going ahead, the management targets to reduce the debt by Rs500

crore each in FY2016 and FY2017 through internal accruals (which would result

in savings of Rs40 crore in interest cost each year).

 We have marginally reduced our earnings estimate for FY2015 to factor in the

lower margins in the international leisure travel business. However, we have

broadly maintained our earnings estimates for FY2016 and FY2017.  The stock

is currently trading at 11.4x its FY2016E earnings and EV/EBIDTA of 8x. We

maintain our Buy recommendation on the stock with a price target of Rs395.

Results (consolidated) Rs cr

Particulars Q2FY15 Q2FY14 YoY % Q1FY15 QoQ %

Net sales 867.5 818.8 5.9 738.7 17.4

Total expenditure 413.8 365.9 13.1 387.3 6.8

Operating profit 453.7 452.9 0.2 351.4 29.1

Other income 13.3 7.9 69.2 13.4 -0.5

Depreciation 90.9 74.6 21.9 51.3 77.3

Interest expenses 90.4 77.8 16.2 91.4 -1.1

Profit before tax 285.6 308.4 -7.4 222.1 28.6

Tax 106.4 87.6 21.4 69.7 52.7

Profit after tax (before 179.3 220.8 -18.8 152.4 17.6

minority interest)

Minority interest 37 -71 -152.3 -30 -

Profit after tax (before 216.6 149.4 45.0 122.0 77.6

exceptional item)

Exchange gain & loss -69.7 122.8 - 11.4 -

Exceptional item -240.4 -8.4 - -5.3 -

Reported PAT -93.5 263.7 - 128.1 -173.0

Adjusted EPS (Rs) 13.1 16.2 -18.8 11.2 17.6

* Numbers include hived-off camping business

# Numbers not comparable on a sequential basis due to seasonal nature of the business
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Continued business performance (consolidated) (Rs cr)

Particulars Q2 Q2 YoY Q1 QoQ
FY15 FY14 % FY15 %

Revenues 604.6 541.9 11.6 648.8 -6.8

Operating expenses 324.1 281.2 15.3 325.6 -0.4

Operating profit 280.5 260.7 7.6 323.2 -13.2

Depreciation 29.7 24.4 21.9 29.3 1.4

Profit before 250.8 236.3 6.1 293.9 -14.7
interest and tax

# Numbers are not comparable on a sequential basis due to seasonal nature

of the business

Conference call highlights

The Indian and education businesses perform extremely

well; international leisure travel business a drag on

profitability

 India’s leisure travel business: CKL’s domestic leisure

travel business’ revenues grew by 17.6% year on year

(YoY) and operating profit grew by 17.4% YoY to Rs45.7

crore. The double-digit growth can be attributed to

an improvement in consumer sentiment which resulted

in a strong growth in the retail and meetings,

incentives, conferences and exhibitions (MICE)

segments. The bookings for the upcoming inbound

season are encouraging. The management expects the

domestic outbound tourism business to grow by at least

25% per annum in the coming years which will further

improve the performance of the Indian business in the

coming years.

 International leisure travel business: CKL’s

international leisure travel business’ revenues grew

moderately by 3% due to a decline in the revenues

from Australia and Japan. The European operations

registered a steady growth. The business margins were

affected by increased promotional expenses and

technology spending in Superbreak. The management

expects the international leisure travel business to

grow by 10-12% in the near term.

 Education business: The revenues of CKL’s education

business grew 10% on the back of a strong performance

by the PGL and NST brands. The margins of the business

improved by 425 basis points (BPS) YoY to 57.3%. The

business has robust forward books with 97% booked

for the current financial year and 44% booked for

FY2016. The company is focusing on improving the

operating profit margin (OPM) of the business by

improving bed utilisation during the lean period.

 Meininger business: The revenues and operating profit

of the Meininger business grew by 9.2% and 16.7%

respectively mainly on account of a healthy

improvement in the occupancy rates and yield per bed.

The occupancy ratio stood at 92% (improved by 500BPS)

while yield per bed improved by 5% (on a constant-

currency basis). The Meininger business booked 83%

for FY2015 and 12% for FY2016.

Segment-wise revenue break-up (Rs cr)

Particulars Q2 Q2 YoY Q1 QoQ
FY15 FY14 % FY15 %

Leisure India 100.0 85.0 17.6 165.7 -39.7

Leisure - world 187.0 181.0 3.3 120.3 55.4

Education 199 181 9.9 252 -21.0

Meininger 95 87 9.2 99 -4.0

Others 23 6 283.3 11 109.1

Total (excluding 604.0 540.0 11.8 648.0 -6.8
camping)

Camping 263.0 278.0 -5.4 90.0 192.3

Total (including 867.0 818.0 6.0 867.0 0.0

camping)

Segmental EBIDTA break-up (Rs cr)

Particulars Q2 Q2 YoY Q1 QoQ
FY15 FY14 % FY15 %

Leisure India 45.7 38.9 17.4 102.3 -55.3

Leisure – world 83.3 88.1 -5.4 26.7 211.7

Education 114.0 96.0 18.8 153.0 -25.5

Meininger 49.0 42.0 16.7 49.0 0.0

Others -11.0 -4.0 175.0 -4.0 175.0

Total (excluding
camping) 281.0 261.0 7.7 327.0 -14.1

Camping 173.0 192.0 -9.9 24 -

Total (including

camping) 454 453 0.2 351.0 29.3

Segment-wise margins

Particulars Q2 Q2 YoY Q1 QoQ
FY15 FY14 BPS FY15 BPS

Leisure India 45.7 45.8 - 61.7 -

Leisure - world 44.5 48.7 -412 22.2 -

Education 57.3 53.0 425 60.7 -343

Meininger 51.6 48.3 330 49.5 208

Margins (excluding 46.5 48.3 -181 50.5 -394
camping)

Camping 65.8 69.1 -330 26.7 -

Margins (including 52.4 55.4 -301 40.5 -
camping)

 Focus on strengthening the balance sheet: CKL’s net

debt on books reduced by Rs730 crore to Rs3476 (gross

debt reduced by Rs730crore to Rs4,860 crore) in

September 2014. The company will reduce the debt

further by about Rs250 crore by the end of FY2015.

Going ahead, the management targets to reduce the

debt by Rs500 crore each in FY2016 and FY2017 through

internal accruals (which would result in savings of Rs40
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crore in interest cost each year). The company is also

focused on improving its working capital in the coming

years. Further, the company is planning to raise Rs1,200

crore through a qualified institutional placement (QIP)

and will utilise the entire proceeds to reduce the debt

on the consolidated book.

Consolidated balance sheet snapshot

Particulars Sep 30,14 Mar 31, 14

Shareholders’ funds 2,625 2,575

Net debt 3,476 4,205

Fixed assets 2,117 2,612

Goodwill 3,515 4,053

Current assets (excluding cash) 2,341 2,437

Current liabilities (excluding debt) 1,872 2,322

 Hiving of camping business: In line with its strategy,

CKL has hived off its low-margin camping business at

89.2 million pounds (profit on sale was of 37.3 million

pounds). The camping business was a non-focus

business for CKL and its profitability was lower

investor’s eye stock update

compared with the other businesses. With the hive-

off of the camping business, the company can

strengthen its balance sheet and focus on the growth

prospects of its other businesses. The sale of the

camping business happened at an enterprise value

(EV)/earnings before interest, depreciation, tax and

amortisation (EBIDTA) of 6.4x (expected of EBIDTA of

14 million pounds for FY2015) while CKL had acquired

the camping business from Holidaybreak at a valuation

of 5.5x EV/EBIDTA. The goodwill related to the camping

business was written off at 54.73 million pounds (Rs552

crore), which is part of the exceptional item. Goodwill

on consolidated balance sheet reduce to Rs3,515 crore

in September 2014 from Rs4,053 crore in March 2014.

Valuation and view

We have marginally reduced our earnings estimate for

FY2015 to factor in the lower margins in the international

leisure travel business. However, we have broadly

maintained our earnings estimates for FY2016 and FY2017.

The stock is currently trading at 11.4x its FY2016E earnings

and EV/EBIDTA of 8x. We maintain our Buy

recommendation on the stock with a price target of Rs395.

Valuations (consolidated)

Particulars FY2013 FY2014 FY2015E FY2016E# FY2017E

Net revenues (Rs cr) 1,808.7 2,307.6 2,603.3 2,550.2 2,899.1

Operating profit (Rs cr) 722.5 890.1 1027.8 975.1 1,124.0

OPM(%) 39.9 38.6 39.5 38.2 38.8

Adjusted PAT (Rs cr) 284.3 266.0 378.9 353.0 452.7

EPS (Rs) 20.8 19.5 27.8 25.9 33.2

P/E(x) 21.4 15.1 10.6 11.4 8.9

EV/EBIDTA (x) 11.0 10.5 8.0 7.9 6.4

Debt: Equity (x) 3.5 3.2 2.1 1.6 1.2

RoE (%) 15.0 21.5 23.9 18.8 20.5

RoCE (%) 10.0 10.3 11.5 10.7 12.6

# FY2016 financials will not be comparable YoY due to exit from non-core (low-margin) camping business

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.


