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In God we trust. For everybody else, we stand by our QoE analysis.
Here's a follow-up on our previous article on CX & K.

Recently we observed that a company operating in the tours and travels business has
plummeted, with stock prices eroding by nearly 80% in the last one year.

If you have been following our blog, we gave a meticulous explanation of this very company’s
long haul in our article - Lost and Found: The Many Acquisitions of a Travel Company, and
identified red flags in advance (August 2018).

In this follow-up article we would like to address some of our previous points and present
some new points we have unearthed subsequently, that should have been early warning
signs for investors.

1) Acquisition in 2011: Break Holiday (BH)

Here's the management’s rational of this acquisition: “The acquisition of a leading European
Education activity and Leisure specialist travel company, has brought along deep synergies in
the form of our expanded market reach, cross selling opportunities and a more resilient
business model. The acquisition also brings in a unique mix of fast growing & defensive
business segments like leisure & education.”

Here are the events that followed:
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Year Sale of Business Management Commentary on sale
2013-14 | Camping Business “Acquisition of camping business, despite its leadership

position and high margins was not synergistic to our other
group activities and hence was approached from a tactical
perspective during our transformation journey”

2016-17 | Adventure “While it had been resurrected over the past four years
following the Euro crisis, the business was exposed to a
high volume of traffic to some of the more politically
sensitive regions of the world. Management decided that
the brand would be better served in the capable hands

of.....”
2017 Hotels No specific commentary
2018 Education “Since our successful acquisition in 2011, the business,

with the strategic direction of CX & K, has scaled larger
heights. Over the years, we have made efforts to maximise
shareholder value by divesting some parts of the business,
reduce debt and focus on high-growth, asset-light
businesses. This is in-line with our stated policy of
consistently unlocking value in the company and we shall
aggressively continue to follow our stated policy. “

Truth to the transaction: The management’'s commentary while acquiring the business vs. at
time of their sale reflect poor decision-making. Prior to sale of education business in 2018,
the company had effectively sold off 50% of the acquired BH business and written off 47% of
the acquisition price. Further, upon sale of education business in 2018, it thus now has
effectively disposed most of the originally acquired BH business in 2011.

It sold the education business (part of BH business acquired in 2011) in 2018 for a
consideration of INR 43 bn. and booked a gain of INR 13 bn. Proceeds from all the disposal of
acquired businesses have been used by the company to repay debt.

2) Rising pledged shares of Promoters and an Associate (T-Hotels)

Pledged shares are at an all-time high with Indian promoters pledging more than 82% of their
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shareholding.

Particulars Q1 FY18 | Q42018 | Q4 2019
% of Indian promoters holdings 79.6% 81.9% 82.4%
% of promoters holding 54.5% 65.6% 63.3%
% of total shares outstanding 27.9% 30.9% 31.5%
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An article by ‘The Ken' suggests that promoters have been pledging shares to raise funds for
company’s associate T-Hotels (promoter group entity). We then looked at pledged shares of

promoters in T-Hotels:

Particulars QlFY18 | Q42018 | Q4 2019
% of Promoters Holding 53.4% 53.4% 89.5%
% of Total Holdings 30.4% 30.4% 51.3%

We further analysed the financial statements of T-Hotels for last 3 years and found the
following.

The company reported no operations and has been reporting losses (INR -79 mn. for FY 2019)
and had negative net worth of INR -176 mn. The company is laden with ~650 mn. worth of
debt as at March 2019 (details of debt not available). The debt reported on March 2018
balance sheet was ~ INR 585 mn. (all unsecured but not from CX & K) and as at March 2017
balance sheet, total debt stood at INR 544 mn. (all unsecured), 60% of which was from CX &
K.

Interestingly, in the standalone books of CX & K, the investment value reported for T-Hotels
(as associate) had not been impaired till FY 2018 and has been carried at cost, despite
continuous losses and negative net worth. However in the consolidated financial statements,
CX & K has carried T-Hotels at nil.March 2019 consolidated earnings release does report
‘impairment in associates’ as part of extra-ordinary items but no further details are available.
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3) Increasing debtors as % of Sales

™M Sept-17 Mar- 18 Sept- 18 Mar- 19
As % of revenue 39% 39% A41% 39%
Competitor-Thomas Cook

As % of revenue | 243% | 13.0% |11.4% | 54.9%

As the CX & K’s investment in B2B has increased, receivables have piled up over time. In Q3
FY 2019, the company had said that it will be reducing the focus on the B2B segment and will
focus on the B2C segment.

Its competitor, Thomas Cook had receivables which accounted for ~12-25% of revenue. This
was a large discrepancy we observed in the receivables t/o (possibly due to different
business models also).

4) Downgrading of the rating by Care & Brickwork

The credit rating agency CARE, in its report on 11th June 2019 downgraded company’s Long
term bank facilities and certain NCDs (55% of the total debt) by one notch to ‘AA-*, Stable.
Prior to this CX & K’s all debt had ‘AA’; Stable ratings. The rating agency has cited the
following reasons for downgrading the ratings:

Lower than envisaged reduction in debt as on March 31st 2019,

Continued high level of pledged shares by promoters

Reduced financial flexibility as a result of decline in CX & K’s market capitalization

Interest coverage deteriorated from 3.25x in FY18 to 2.81x in FY 19. (unadjusted for forex)
Account of increase in debtors CX & K’s cash flow from operations continues to remain
negative

On 24th June 2019, another rating agency, Brickworks, assigned one notch downgrading to
the company’s NCD (1% of the total debt) citing similar reasons as mentioned above.

Conclusion:
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All the above mentioned warning signs and factors were visible much in advance and were
blatantly evident in the numbers and the management’'s commentary but were ignored by
the market participants.

Timely cognizance of the same could have prevented significant investment losses here.
Additional Observations:

Share price of demerged entity- CXKF

The company’s demerged financial services was listed in April 2019 at INR 70/share has also
declined in value by over 90% and is currently trading at INR 6/share. Following chart shows
the movement of prices of CX & K and CXKF.

Price movement of CX & K and CXKF
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Statutory Details: Multi-Act Equity Consultancy Private Limited
(SEBI Registered Portfolio Manager - Registration No. INP000002965)

Disclaimer and Disclosure:

The views expressed in this article are for educational and reading purpose only. Multi-Act Equity Consultancy Private
Limited (MAECL) does not solicit any course of action based on these views and the reader is advised to exercise

independent judgment and act upon the same based on its/his/her sole discretion, their own investigations and risk-reward
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preferences. This article and the information do not constitute a distribution, an endorsement, an investment advice, an offer
to buy or sell or the solicitation of an offer to buy or sell any securities mentioned in this Document or an attempt to

influence the opinion or behaviour of the Investors/Recipients.

The article is prepared on the basis of publicly available information, internally developed data and from sources believed to

be reliable. Due care has been taken to ensure that the facts are accurate and the views are fair.

MAECL, its associates or any of their respective directors, employees, affiliates or representatives do not assume any
responsibility for, or warrant the accuracy, completeness, adequacy and reliability of such views and consequently are not
liable for any direct, indirect, special, incidental, consequential, punitive or exemplary damages, including lost profits arising

in any way for decisions taken based on the said article.

It is stated that, as permitted by SEBI Regulations and the Company’s Employee Dealing Policy, the associates, employees,
affiliates of MAECL may have interests in securities referred to in the information. The contents herein - information or views
- do not amount to distribution, guidelines, an offer or solicitation of any offer to buy or sell any securities or financial
instruments, directly or indirectly, in the United States of America (US), in Canada, in jurisdictions where such distribution or
offer is not authorized and in FATF non-compliant jurisdiction and are particularly not for US persons (being persons resident
in the US, corporations, partnerships or other entities created or organized in or under the laws of the US or any person
falling within the definition of the term “US person” under Regulation S promulgated under the US Securities Act of 1933, as

amended) and persons of Canada.
Risk factors
General risk factors

Securities investments are subject to market risks and there is no assurance or guarantee that the objective of the
investments will be achieved.

Past performance of MAECL does not indicate its future performance.

As with any investment in securities, the value of investments can go up or down depending on the factors and forces
affecting the capital market. MAECL is not responsible / liable for any losses resulting from such factors.

Securities investments are subject to external risks such as war, natural calamities, and policy changes of local /
international markets which affect stock markets.

MAECL has renewed its SEBI PMS registration effective October 14, 2014 and has commenced its portfolio management
activities with effect from January 2011. However MAECL has more than 10 years of experience in managing its own funds

invested in the domestic market.
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