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Indian Railway Catering and Tourism Corporation
Date: 07-May-2020

OVERVIEW

Recommendation: ACCUMULATE with a target of 2300 (at 36,800 crore Market Cap)
Valuation: Neutral with potential for long term returns
Current Market Price: 1436.30

Time Horizon: 5 Years

About the company:

Incorporated in 1999, state-owned Indian Railway Catering and Tourism Corporation Limited (IRCTC) is a
wholly-owned subsidiary of Indian Railways. IRCTC handles tourism, catering, online ticket booking
services and provides packaged drinking water in trains and at railway stations in the country. It was

conferred as a Mini-Ratna or Category-I Public Sector Enterprise by the Indian Government in 2008.

IRCTC launched i-Pay payment gateway to manage domestic debit/credit transactions in

October 2018. It also provides non-railway services including budget hotels, e-catering and
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executive lounges to create a one-stop solution for customers. Currently, the company operates

majorly in four segments which are:

1. Travel and Tourism

2. Packaged Drinking Water
3. Catering Services
4. Internet Ticketing

Pros:

e Positive Growth in the Net Profit with increasing profit margin (QoQ)

e Positive Growth in Quarterly Net Profit with increasing Profit Margin (YoY)

e Company with no debt

e Increasing Profits and Revenue every quarter from the past 3 and 2 quarters respectively
e Company with Zero Promoter Pledge

e High demand after Railways starts operation again after the current pandemic settles

e Declining Net Cash Flow

e Company with growing costs (YoY) for long term projections

e No revenue in Q1, 2020 due to Covid-19

e Company with High P/E (Price per earnings) can sometimes indicate a stock being

overvalued.
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ECONOMIC MOAT

Company History: 1999

Company Management:

Designation Name

Chairman And Managing Director Mahendra Pratap Mall
Part time Gov. Director Neeraj Sharma
Director-Finance Sanjeeb Kumar

Main Segments of IRCTC’s revenue:
1. Travel and Tourism

IRCTC is specialised in rail tourism. It offers travel and tourism services across diversified segments such
as air, land, rail, & cruise tour packages, hotel bookings and air ticket bookings. It provides conventional
tourism packages as well as adventurous tourism packages for water sports, wildlife treks, etc. Though it

specialises in tourism related to rail travel it acts as a one stop place for all tourism demands of a customer.
2. Packaged Drinking Water

It is an authorized manufacturer and distributor of packaged drinking water on trains and at railway

stations. The company manufactures packaged drinking water under brand name Rail Neer.
3. Catering Services

The company provides food catering services including on-board catering (through mobile) on trains and

static catering services at stations. Earlier Indian railway passengers had very little options for quality food
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while travelling. Passengers were needed to get off from trains at stations and buy sub-standard and
unhygienic food available. However after IRCTC, Pantry cars were introduced inside long or medium
distance trains which catered to passengers by serving freshly cooked quality food, thus revolutionizing

train travel in India.

4. Internet Ticketing

IRCTC has a mobile app (Rail Connect) and a dedicated website to offer online railway ticket booking
facility. It started with internet-based rail ticket booking through its website, as well as from the mobile
phones using the internet or SMS . It also provides SMS facility to check PNR status and Live Train Status
as well. These variety of options provided by IRCTC just for the comfort of its various passengers makes it

a top ticketing platform since its feasible and can be used by various means.

Revenue Breakdown - Segment wise

= Rail Neer = E ticketing = Catering Travel and Tourism

Competitive Moat of IRCTC:

e |IRCTC is the only entity authorised by the Indian Railways to provide online railway

tickets, catering services to railways and packaged drinking water at railway stations and
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in trains, thereby, gaining a huge competitive moat in the travel industry, specifically in

the rail sector.

e Not just the railways, but the company has also diversified into other businesses,
including non-railway catering and services such as e-catering, executive lounges and

budget hotels. (partners with local restaurants and gets fixed percentage of revenues)

¢ Indian Railways Catering and Tourism Corporation also organises budget and deluxe
package tours for domestic and foreign tourists. Apart from conventional tourism, it also
offers adventure tourism packages that include water sports, adventure and wildlife treks,
etc. A provision for customising tours as per specific requirements is also an added
attraction. Recently a new venture of Indian Railways, named as Rail Tourism India has

been launched to provide direct catering and tourism packages to users.

e This makes the company a dominant player in rail travel-related products.
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TAKE ON IRCTC

We believe the market has definitely not undervalued IRCTC. However, the market has
also not overvalued this stock. With a rapid increase and a sudden fall recently has
brought the stock back to a neutral position and one might be confused as to which line
the stock might head towards. It is a debatable topic, but looking at the future
requirements and demands of IRCTC by a giant customer base as one of the most
preferred mode of transportation as well as their travel and tourism, e-ticketing, and

catering business model, IRCTC is definitely a stock to latch and hold on to.

Though, in the next 1-2 months due to the pandemic and situation at hand we cannot
expect much of a rise, however the future certainly looks good with rail operations been
given the green sign to resume from May 11. Holding and accumulating this stock and
eventually keeping it in your portfolio over a long run will be beneficial when noticed

over a time horizon of 5-10 years.

With an ever growing business and economic chain, as well as the excess population and
commutation needs India caters to, it can never be forgotten that Rail travel will be one of
the most important. Also looking at the situation of COVID-19, when the railways start
with the day to day regular operations again, Rail travel will be much more in demand in
comparison with air and road travel. Many workers and daily wage earners are facing a
nightmare of a time and need to return back to their places, This has already made it
obvious of an increased demand in railways, since air travel is not something everyone
can afford and road travel is not as flexible and cannot provide travelling to far off places,

also taking into consideration the duration of travel..

Looking from the business point of view as well,
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With the probability of another recession hitting the economy and less cash flow in various
organisations, even travelling for business purposes will likely take place in rail travel
over air travel to handle costs. Taking these points into consideration, one can only

expect an increase in demand of rail travel, not a decrease

e About 70 per cent of the train tickets booked online in FY19 were done through IRCTC.
Its website has transaction volume of more than 25 million per month. This gives the
scope of engagement with the company’s website which is only and only going to

increase and thus adding more revenue to IRCTC.

e On basis of parameters such as strong earnings profile, diversified business segment,
healthy return ratios, debt-free status and monopoly business we are strongly bullish on
this without any bias but however due to the current scenario we recommend

accumulating the stock rather than “buying”
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FUTURE OUTLOOK OF IRCTC

Online rail bookings are expected to grow at about 8 per cent CAGR to reach 425-435
million in FY24, with e-booking penetration improving to 81-83 per cent in the same

period

IRCTC is also catering close to 45 per cent of the 1.8 million litres per day of total
average daily demand for packaged drinking water at railway stations and trains in India.

According to some estimates, India’s packaged drinking water market is expected to

grow 16-17 per cent CAGR and to reach Rs 18,000-18,500 crore by FY24.

Besides, the rail catering industry is expected to grow 7.5-8.5 per cent CAGR to Rs
1,450-1,550 crore in FY24 from Rs 1,100-1,200 crore in FY 20.

These statistics show that IRCTC is likely to maintain its pace of revenue growth in the

coming fiscals also.
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Economy and Industry Analysis:

e India has the world's third-largest railway network under single management.

e As per Union Budget 2020-21, Ministry of Railways have been allocated Rs 72,216

crore.

e With increasing participation expected from private players, both domestic and foreign,
due to favourable policy measures, both passenger and freight traffic is expected to grow
rapidly over the medium to long term. Government of India’s focus on infrastructure is a
major factor which will accelerate growth of railways. Railways infrastructure plans to
invest Rs 50 lakh crore (US$ 715.41 billion) by 2030.

e Due to COVID-19 and lack of operations during Q1 of 2020, there has been a fall in the
price, however , due to resumption of railway services and online ticket booking from
May 11 which will gradually increase, we are strong on the stock rising as the revenues
will start generating again.
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FINANCIAL HIGHLIGHTS
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Total Revenue (in Rs. Cr.)

2,500.00

2,000.00

1,500.00

1,000.00

500.00

0.00

2015 2016 2017 2018 2019
B Total Revenue (in Rs. Cr.)
Profit Growth
Total Profit (in Rs. Cr.)

350.00
300.00
250.00
200.00
150.00
100.00
50.00
0.00

2015 2016 2017 2018 2019

M Total Profit (in Rs. Cr.)

.

Optionables Fintech LLP




Operating Profit Margin
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Dividend Policy:

For the year ending March 2019 IRCTC - Indian Railway Catering & Tourism Corp has declared
an equity dividend of 76.48% amounting to Rs 7.648 per share. At the current share price of Rs
1281.90 this results in a dividend yield of 0.6%.

The company has a good dividend track report and has consistently declared dividends for the

last 5 years.

Competitor Analysis

IRCTC is the only entity authorised by the Indian Railways to provide online railway tickets, catering
services to railways and packaged drinking water at railway stations and in trains, thereby, gaining a
huge competitive moat in the travel industry, which limits its competitors to a nil or negligible effect in

the rail sector.

IRCTC has the monopoly when it comes to rail travel operation in India, however when it comes to

certain other services, its main competitors are Yatra Chef, Travel Zaika and Travel Khana.
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VALUATIONS

Current Situation:

Share Price: £1436.30

Market Cap: &21887.20 Crore
Total Shares Outstanding: 16 Crore
Dividend Yield: 0.56 %

Eps: 26.62

Book Value: ¥ 66.69

PE Ratio (TTM): 51.42

1 Year Returns: 88%

Per Share Valuations:

Dividend Per Share: X 7.648
Free-Cashflow Per Share: 329.16
Operating Cashflow Per Share: 331.19
Price/Free-Cashflow Ratio: 48 times
Operating Revenue Per Share: 3116.66
Operating Profit Per Share: 323.79

Other Valuation Parameters:

PBIDT Margin: 25.13%

PBIT Margin: 23.59%

PBT Margin: 25.47%

Net Profit Margin: 16.37%

Return On Equity: 28.67%

Return On Assets: 11.81%

Return On Capital Employed 38.88%
Retain Earnings Ratio 51.36%
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Valuation Matrix:

e Online rail bookings expected to grow at about 8 % CAGR to reach 425-435 million in
FY24

e India’s packaged drinking water market expected to grow 16-17 % CAGR and to reach
Rs 18,000-18,500 crore by FY24 ( IRCTC caters to 45% of India’s demand for packaged
drinking water)

e The rail catering industry expected to grow 7.5 - 8.5 % CAGR to Rs 1,450-1,550 crore in
FY24

TARGETS

Recommendation: Accumulate with a target of 32300
Valuation: Neutral with potential for long term returns
Current Market Price: 1436.30

Time Horizon: 5 Years
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Disclaimer: This report is just an analysis of a listed company and | hereby confirm everything

mentioned above to be true to my knowledge. Please contact your financial advisor before acting on the
recommendation. The author or the website or anyone associated with it is not responsible for any loss

incurred.

Credits:

Author: Ansh lyer

Email: ansh20pl@gmail.com

Twitter: @ansh1311
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Address: 161, 15" Main, 2" Block, BSK 1 Stage, Bangalore- 560050.
Phone: +91 74836 88647

Email: contact@optionables.in

Website: www.optionables.in
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