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Lemon Tree canride high on expansion amid improve
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he recovery of corporate
T traveland anuptickinlei-

sure travel demand over
the past one year hasheld hotel
companies, including Lemon
Tree Hotels in good stead.
Lemon Tree hasended FY23on
astrongnotewithaverageroom
rate (ARR) touching a multi-
quarter high of 35,824 during
March quarter (Q4FY23) onthe
backofasignificantincreasein
revenue per available room.
ARR was up nearly 2% sequen-
tially and 29% higher than
Q4FY20 levels. Last quarter,
occupancy rate was robust at
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73.6%, clocking a meaningful
increase from 67.6%in Q3.
The company smanagement
is upbeat and has laid out a
roadmap for five years. This
should help boost ARRs and
occupancies. Lemon Tree
intends to expand rapidly at
negligible cost inan asset-light
model. By 2028, it seesits port-
folio at over 300 hotels with
morethan 20,000 rooms (oper-
ational and pipeline). Out of
this, over 70% will be managed
and franchised and rest will be
owned rooms. As on 31 March,
Lemon Tree had 8,382 rooms
(operational) and 3,285 (pipe-
line). In the next five years, the
company aims to be debt free.

Good view

Lemon Tree Hotels' average room rate increased to a
multi-quarter high in Q4FY23,

(0 Average room rate (in ?)
6,000
5000
4000

@ Year-on-year change (in %) (right-hand scale)
120

3000
2000

1000
60

0B

Source: Company, Motilal Oswal Financial services

0
Q4FY20

SATISH KUMAR/MINT
(Ebitda) margin at 50%. In Qd,
Ebitdamargin stoodat 55.7%.In
FY24, Lemon Tree will be
investingalotmorein renovat-

Over the long term, Lemon
Treeintends to maintain earn-
ingshefore interest, tax, depre-
clation, and amortization

ing its hotels, especially Keys
portfolio. This will increase
operatingexpenses by afurther
2-2.5% of revenue in FY24, the
company said. After renova-
tions, management expects sig-
nificant improvement in ARR
and occupancy in H2FY24,
Further, commercialization
of Aurika Sky City Mumbai is
expected in Q3FY24. “Even if
Aurikacommencesin Q3FY24,
despite being a high margin
portfolio, its benefit will get
reflected from FY25 onwards,
hecause initially there will be
some costsassociated with lau-
nch and occupancy has to
improve. So even if ARR and
occupancy improve in H2 (busi-

demand

ness period for hotel industry),
Ebitdamarginswillbelowerin
FY24,” said Kaustubh Pawa-
skar, deputy VP, research, Sha-
rekthan by BNP Paribas.

To he sure, favourable
demand in hotel sector could
continue in FY24. Amid this,
Lemon Tree'sshares haverisen
31% in past one year, capping
meaningful upsides hereon.
“Incremental improvement in
ARRs and occupancy hereon
would be more gradual,
although contribution from
Aurika in Mumbai from
FY2025E will likely see a
step-upinblended roomrates,”
said aKotak Institutional Equi-
tiesreport on 2 June.




