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Management visit - key updates

n Ramping up presence in Tier-II and Tier-III cities

n Economics of Tier-II/III cities equally compelling

n Advertising deal with Future Media adds to predictable cash flows

n Q4FY08 an aberration due to lack of good content; content slate for FY09 appears
robust

About the company

Inox Leisure (Inox) was set up as part of a diversification strategy by its parent company,

Gujarat Flurochemicals. The company opened its first multiplex in Pune in 2002. Since

then, the company has come a long way as one of the leading premier multiplex chain

operators with a strong brand recall. Starting from just 4 screens in 2002, Inox has

ramped up its presence to 84 screens in 18 locations at present.

Ramping up presence Distribution of screens

Source: Company Source: Company

Aggressive expansion plans

Inox has aggressive plans of adding ~100 screens across India by 2010 with an investment

of ~Rs17mn per screen. Most of these properties will come up in tier II and III cities

where location attributes justify presence. Inspite of clocking in lower on key indicators

such as the average ticket price (ATP) and spend per head (SPH), the management

believes that the economics of multiplex properties in Tier-II and Tier-III cities is more

compelling due to the inherently less inflated cost structure.

Inox has two internal benchmarks of assessing location potential which are a payback

period of less than 5 years and an IRR of 15% or more, which has worked for the

company in the past. We believe that moving earlier into these locations will help Inox

in cornering prime locations and gaining a better understanding of the local tastes.

First acquisition in the industry

As exhibition industry in India is largely fragmented; consolidation is bound to happen.

Inox has started the trend with the acquisition of Culcutta Cine Line Private Ltd. (CCPL).

CCPL runs 2 cinemas in West Bengal under the brand name 89 Cinemas. It has 9 more

multiplexes in various stages of construction, thus the merger will give Inox access to 11

multiplexes in the eastern part of India.
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Financials (Rs mn)

Yr end-Mar FY06 FY07 FY08

Net opg inc 1,020.7 1,410.7 1,847.2
% chg 68.6 39.3 29.9
EBIDTA 360.0 371.0 402.3
EBIDTA mgn(%) 35.3 26.1 21.8
Net profit 175.5 248.2 264.4
Diluted EPS (Rs) 3.7 4.2 4.3
% chg 129.2 12.5 3.6
RoE (%) 8.2 10.6 10.3
Net D/E (x) 0.5 0.3 0.2
P/E (x) 22.0 19.5 18.8

Source: Company
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Ambit Capital Pvt Ltd. Tie-up with Future Group

Inox has also entered into an MoU with the Future Group under which the company has

the first right of refusal as the multiplex operator on all properties that the group will

develop in the future. For starters, this gives Inox access to 8 properties that Future

Group is planning to develop over the next three years. The management believes

that association with the Future Group, an established player in the retail space, would

help Inox acquire quality retail space for its multiplex operations.

Exhibition Segment - Good Show

In the exhibition space, Inox has shown a good performance on all operational

parameters. Exhibition segment revenues have grown by more than 11 times in the

period FY03-FY08, at a CAGR of 64%. A strong brand has helped the company attract

higher footfalls without compromising on the profit margins. The company has recorded

a continuous growth in box office revenues and average ticket price.

The company has seen a decline in operating margins in the FY08 period due to lack of

content on the one side and a higher proportion of properties starting operations at the

fag end of the year which pushed up the administrative costs. However, according to

the management, content flow will be good in FY09E which will help the topline growth.

Strong positive trend on key operational parameters

Source: Company Source: Company
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Ambit Capital Pvt Ltd. Food & Beverage revenues

Inox has been able to grow its food & beverage revenues by 7 times during the period

FY03-FY08 with a gross margin of 65% plus. As the company scales up its number of

screens under operation, revenues from this segment should show an even better

growth and contibution.

Stable growth trend in F&B revenues

Source: Company

Ad Income

As ad income depends on the number of patrons served as well as the number of

screens under operation, )a growing fold of Inox in this space should see it generating

more revenues from advertisements on walls, staircases, entrances, screens, food packs

etc.

Inox's ad income has increased by more than 10 times in the past five years with

increasing add income per screen. Recently Future Media, the unlisted out-of-home

advertisement venture of Future group, has bought out all on screen ad rights for all of

the present and upcoming screens of Inox. This deal will provide Inox an income of

Rs150mn per year going forward.

Advertising revenues gathering pace

Source: Company

At the CMP of 81, the stock is trading at a P/E of 18.3 times the FY08 fully

diluted EPS. We don't have coverage on the stock.
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DISCLAIMER

1. If you are dissatisfied with the contents of this complimentary Report or with the terms of this Disclaimer,
your sole and exclusive remedy is to stop using the Report and AMBIT Capital Private Limited ("AMBIT
Capital") shall not be responsible and/ or liable in any manner.

2. This Report has been issued by AMBIT Capital for the information of its clients/potential clients only.
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4. AMBIT Capital is a Stock Broker registered with Securities and Exchange Board of India Limited (SEBI) and
so it is regulated by SEBI.
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expressed on investments in this Report is not intended to constitute investment advice and should not be
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expressed in this Report are those of the analyst which are subject to change and do not represent to be
an authority on the subject. AMBIT Capital may or may not subscribe to any and/ or all the views expressed
herein.
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8. The information, opinions and views contained within this Report are based upon publicly available
information and rates of taxation at the time of publication which are subject to change from time to time
without any prior notice. Reports may be updated anytime without any prior notice to any and/ or all
client(s).

9. AMBIT Capital makes no guarantee, representation or warranty, express or implied; and accepts no
responsibility or liability as to the accuracy or completeness or currentness of the information in this Report.

10. Please note that past performance is not necessarily a guide to evaluate future performance.

11. AMBIT Capital and its affiliates and their respective officers directors and employees may hold positions in
any securities mentioned in this Report (or in any related investment) and may from time to time add to or
dispose of any such securities (or investment).

12. Affiliate(s) of AMBIT Capital may from time to time render advisory and other services to companies being
referred to in this Report and receive compensation for the same.

13. AMBIT Capital may act as a market maker or risk arbitrator or liquidity provider or may have assumed an
underwriting commitment in the securities of companies discussed in this Report (or in related investments)
or may sell them or buy them from clients on a principal to principal basis or may be involved in proprietary
trading and may also perform or seek to perform investment banking or underwriting services for or
relating to those companies and may also be represented in the supervisory board or on any other
committee of those companies.

14. AMBIT Capital may sell or buy any securities or make any investment which may be contrary to or
inconsistent with this Report.

15. This Report should be read and relied upon at the sole discretion and risk of the client.

16. The value of any investment made at your discretion based on this Report or income therefrom may be
affected by changes in economic, financial and/ or political factors and may go down as well as up and you
may not get back the full or the expected amount invested. Some securities and/ or investments involve
substantial risk and are not suitable for all investors.

17. This Report is being supplied to you solely for your information and may not be reproduced, redistributed
or passed on, directly or indirectly, to any other person or published, copied in whole or in part, for any
purpose. Neither this Report nor any copy of it may be taken or transmitted or distributed, directly or
indirectly within India or into any other country including United States (to US Persons), Canada or Japan
or to any resident thereof. The distribution of this Report in other jurisdictions may be strictly restricted and/
or prohibited by law, and persons into whose possession this Report comes should inform themselves about
such restriction and/ or prohibition, and observe any such restrictions and/ or prohibition.

18. Neither AMBIT Capital nor its affiliates or their directors, employees, agents or representatives, shall be
responsible or liable in any manner, directly or indirectly, for views or opinions expressed in this Report or
the contents or any errors or discrepancies herein or for any decisions or actions taken in reliance on the
Report or inability to use or access our service or this Report or for any loss or damages whether direct or
indirect, incidental, special or consequential including without limitation loss of revenue or profits or any
loss or damage that may arise from or in connection with the use of or reliance on this Report or inability
to use or access our service or this Report.

© Copyright 2006 AMBIT Capital Private Limited. All rights reserved.

This report or any portion hereof may not be reprinted, sold or redistributed without the written consent ot Ambit
Capital. AMBIT Capital Research is disseminated and available primarily electronically, and, in some cases, in printed
form.

Additional information on recommended securities is available on request.

Disclaimer

Ambit Capital Pvt. Ltd.
Ambit House, 3rd Floor
449, Senapati Bapat Marg, Lower Parel,
Mumbai 400 013, India.
Phone :    +91-22-3043 3000
Fax :    +91-22-3043 3100


