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Lemon Tree

Focus on premium positioning

Lemon Tree Hotels (LTH) recorded a healthy Q2FY25 as it focusses on renovation
and repositioning of the portfolio to command premium rates. Revenue grew 24%
YoY to INR2.8bn, led by a healthy 12% ARR growth but subdued occupancy of
68.4% in Q2FY25, leading to a modest RevPAR growth of +7% YoY. In our view, key
growth drivers for LTH are: (1) ramp-up of Aurika, Mumbai; (2) full availability of
renovated “Keys” portfolio leading to ARR/occupancy increase; and (3) growth in
fee income from managed portfolio. We believe first two drivers will show its true
potential starting from FY26 and FY27 respectively; hence, we have reduced the
EBITDA estimates for FY25E and FY26E and introduced FY27E estimates. We expect
LTH to continue to benefit from buoyant discretionary spending and demand
tailwinds of the sector. We maintain a BUY rating and roll forward to FY27E with
an EV/EBITDA multiple of 17x FY27E to arrive at a TP of INR 155.
® Q2FY25 consolidated highlights: Revenue grew 24% YoY to INR2.8bn, in line
with consensus. EBITDA rose commensurately by 26% YoY to INR 1.3bn, 4%
ahead of consensus. ARR for this quarter was INR 5,902 (+12% YoY). This came
with a below-expectation occupancy of 68.4% (-328 bps YoY) which resulted in a
modest RevPAR growth of 7% to INR 4,035. The operational performance was
subdued due to the unavailability of ~33% of the under-renovation Keys portfolio
and the ongoing ramp-up at Aurika, Mumbai. Despite this, the EBITDA margin
improved by 60 bps YoY to 46.0%, although it was impacted by higher renovation
expenses. As a result, the adjusted PAT rose by 28% YoY to INR 296mn.
® Brand-wise performance in Q2FY25: Aurika’s ARR declined 17%YoY as
occupancy remained flat at ~50%, leading to a 15% lower RevPAR of INR 4,726.
Aurika, Mumbai is ramping up steadily and management expects it to stabilize
and start contributing meaningfully by FY25-end. Lemon Tree Premier has
reached near-peak occupancy, maintaining it at ~79% (-75 bps YoY), and increased
ARR by 7% YoY to INR 6,802. Lemon Tree Hotel’s ARR grew by 5% YoY to INR
5,425, with a healthy occupancy of 73% (-98 bps YoY), resulting in modest
RevPAR growth of 4%. Red Fox and Keys had an average ARR of INR4,458
(+10%YoY) and INR3,677 (+4% YoY) at occupancy rates of 70% (+108 bps YoY)
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and 56% (-283 bps YoY) respectively. The Keys portfolio is undergoing renovation Jun-24 Sep-24
for brand repositio.ning, which is impacting its occupancy levels. LTH expects to Promoters 8 s
complete the ongoing renovations by FY26-end, post which occupancy and ARR
of Keys will rise. The FY27 and FY28 EBITDA from this renovated portfolio is Fls & Local MFs 152 18.9
expected to compensate for its renovation expenses for the last three years. FPIs 27.6 21.8
®  Outlook: LTH has a strong expansion plan to build a portfolio of 15,538 rooms Public & Others 344 36.5
across 187 hotels by FY30, with ~80% of these expected by FY27. This represents a
sharp leap from an operational portfolio of 10,318 rooms across 112 hotels (owned e . i
& leased: 5,759 rooms across 41 hotels). Going forward, the entire pipeline of room Source : BSE
additions (except 69 rooms at Aurika, Shimla) is expected to be through the
managed/franchised route. This reflects a clear focus by management on asset-
light growth and maximising returns from existing owned assets. We expect the
ramp-up of Aurika, Mumbai, and mid-single-digit growth in ARR led by
renovated rooms to support a 15%+ EBITDA CAGR over the next two years.
Financial Summary
&I;I:{Y’gf F\?ZQS F\?Z?l ’;f,z F\?ZQS Q(?)/S FY23A FY24A| FY25E FY26E FY27E
Net Revenues 2,844 2,294 24% 2,680 6% 8392 10,711| 13,228 15211 16624
EBITDA 1,307 1,041 26% 1,151 14% 4,476  5237| 6,301 7482 8610
APAT 296 226 31% 198 50% 1,144  1,485| 2,082 2850 3642
Diluted Consol
EPS (INR) 0.37 0.29 28% 0.25 48% 1.45 1.88 2.64 3.82 4.84
P/E (x) 83.2 64.1 45.7 334 26.1 Amit Kumar, CFA
EV/EBITDA 265 27| 189 159 138 amit.kumarl@hdfcsec.com
ROE (%) 13.6% 163%| 183% 203% 224% 191-22-6171-7354
Source: Company, HSIE Research
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