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About the company
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Treehouse, promoted by Rajesh Bhatia, is a self-operated preschool chain and is one of the leading education
services provider in India. The company operates in as many as 43 cities with 379 centers out of which ~80% of
the schools are run on self operated basis and the remaining through the franchisee model where it receives a
fixed non-refundable onetime upfront fee and a service fee annually from the franchisee for the use of the brand
and teaching methodologies. In the pre-school segment it offers play-school and nursery facilities, vacation
camps, mother toddler classes, hobby classes, day-care facilities with the teacher training course. The pre-school
segment being a niche play and higher profit generating business has attracted many companies to enter in this
segment. Foreseeing the demand and confident on the execution capabilities with strong brand image the
management has indicated to expand the pre-schools through geographic expansion by targeting various cities
and towns in India. The management is focusing to open ~150 self-operated and ~50 franchisee of pre-schools
across the country by FY15E.

In the year 2008 Treehouse saw an opportunity in the K12 segment and entered in this segment with a wide
variety of educational services which included designing curriculum and providing teaching aids, supplying
methods for imparting education, organizing extra-curricular activities for students and teacher training. In the
K12 segment the revenue for the company is generated by the way of service or consultancy fees which is
generally based on per child admitted to the school, for services forming part of service agreement and lump sum
for services beyond the scope of service agreement. Foreseeing the traction in this segment Tree House is already
constructing 2 educational institutes in Baroda (Gujarat) and Jhunjhunu (Rajasthan) with the money raised from
IPO proceed and internal accruals. Presently there are ~24 K12 schools for which company provide school
management services and the focus is to reach 25 by FY14E.

Valuations: We value the stock at a P/E multiple of 24x of FY14E-15E average earnings given the growth
outlook with lower capex expected (FY14E-FY15E revenue/EBITDA/EPS CAGR of 19%/20%/22%), robust
execution track record, good cash flow characteristics of the business, and improve in ROE. Our resulting target
price is Rs 321, implying an upside of 20% from CMP. We arrive to price target based on DCF- assuming a
WACC of 12.7% and terminal growth of 6.5%).We recommended Buy rating for 12-18 month

BUY

THEALIN | CMP Rs 269

Target Rs 321 (+19%)

Company Data

0/S Shares (mn) : 35.96
Market Cap (Rsbn) : 9.66
52 - Wk Hi/Lo (Rs) : 295/193
Liquidity 3m (Rs mn) : 10607
Face Value (Rs) : 10
Share Holding Pattern (%)
Promoters /Director/ Relative: 31%
FIl / NRI : 39%
FI/ MF: 11%
Non Promoter Corp. Holdings : 6%
Public & Others : 13%
Price Performance (%)
Imth  3mth 1yr

ABS 1 11 37
REL TO BSE 1 7 14
Key Financial Summary

FY13A FY14E FY1E
Net Sales 1,143 1,404 1,626
Ebidta 618 758 892
Net Profit 333 391 498
EPS, Rs 9.3 10.8 13.6
PER, X 29.1 25.1 19.9
EV/EBIDTA, x 15.8 13.2 10.9
EV/Net Sales, x 8.6 7.1 6.0
ROE, % 8.5 9.8 10.5

Source : PhillipCapital PCG Research, Cgmpany
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Investment Rational

Focus on self-owned model for pre-schools: Tree House has ~379 centers out of which ~300 are self-owned and are located in Tier 1 and Tier 2 cities where
consumers have higher purchasing power and greater awareness of the product. For self operated schools the company follows an asset-light model where
they generally take properties on the lease and license basis for a period of ~3-5 years. The company focus on self operated is mainly for controlling the
quality of services, brand image and address the revenue leakages at the time of realizing scale advantages in material procurement (building materials,
furniture, toys etc.) and SGA expenses of the company. Besides Mumbai it has a good presence in the eastern part of India in Kolkata, Guwahati, Patna and
Ranchi where the confined demand for high quality preschool education is strong, with a trivial presence in northern and southern India. Tree house also
run the schools on franchise basis but only in Tier 3 and Tier 4 towns where there is low ROCE as the pricing remains soft due to relatively lower income
levels of the individuals. We believe that Pre school revenue to grow at a CAGR of 22% for FY13-15E. Further the profitability to improve on account of
improve in utilization level of new centre opened.

Global champs - a budget pre school: The company had announced a unique initiative of opening Global champs preschool which aim at providing pre-
primary education at affordable price points. The preschool cater to community helpers who aspire for quality education for their children. We believe that
company is planning to run this on franchisee model, wherein the franchisee owner will manage and operate and the company will only get a revenue
sharing.

K-12 schools - Future revenue booster- Forward integration: The company entered in this segment in 2008 and is successfully running ~24 K12 schools on
an asset light management services model. In this segment the operators are required to pay onetime fee in order to obtain the exclusive rights for the
educational services provided by Tree House. The term of service agreement is usually 30 years including an annual service or consultancy fee as agreed for
every child enrolled in the K12 School. At present there are two educational institutes being constructed by the company in Baroda (Gujarat) and Jhunjhunu
(Rajasthan) using the IPO proceeds and internal accruals which when ready will be able to accommodate ~5000 students each once the two K12 schools will
be in operations. The management is not planning to do any kind of aggressive expansion in the K12 segment and hopes to reach ~25 schools by FY14E
which would contribute ~20% of the revenues. The total capacity created among these 25 school is appox 46000 students. We believe revenue from K12 will
improve the profitability level for the Tree house.We believe that K12 revenue to grow at a higher growth rate of CAGR 32% for FY13-15E on account
improve in capacity utilization level.

Teacher training centers with other activities- drives the asset utilization: A three month teacher training course helps in increased asset utilization which
contributes for rental costs in cities like Mumbai.. There are also many other activities conducted by tree house for children after the pre-school hours like
dance, music, art and crafts, yoga, spoken English and mathematics. During the year FY13 company have sign an agreement with Partymanao.com for
conducting birthday parties in centers. The company generate 40-50 mn revenue from the various activity.



® PhillipCapital
Financial and Valuation

Strong revenue growth trajectory to continue; EBITDA margins to expand : Tree House has seen its revenue growth of 48% YoY for
FY12-13. The growth in revenue is mainly driven by additions in centers and improvement in the utilization of the existing centers.
We estimate Tree House income to grow at ~20% CAGR over the period of next two years, FY14E-FY15E which mainly will be driven

by improving utilization of existing assets by increasing the number of batches and by expecting higher revenues from the K12
schools.

As seen from earlier years, the EBIDTA margins have expanded continuously since FY09 from ~20% to ~ 54% in FY13. Moving
further even with improved asset utilization and realization on costs we assume the EBITDA margins to above ~50% in FY14E-15E as
compare to 54.1% in FY13, but over a period it will improve on account of contribution for K12 will directly percolate to EBITD.

We believe that improve in utilization level at preschool and K12 will help the company PAT to grow faster at a CAGR of 22% for
FY13-15E.We believe that company ROE to improve from the current level of 8.5% to 10.5% by FY15E.

Valuations: We value the stock at a P/E multiple of 24x of FY14E-15E average earnings given the growth outlook with lower capex
expected (FY14E-FY15E revenue/EBITDA/EPS CAGR of 19%/20%/22%), robust execution track record, good cash flow
characteristics of the business, and improve in ROE. Our resulting target price is Rs 321, implying an upside of 20% from CMP. We

arrive to price target based on DCF- assuming a WACC of 12.7% and terminal growth of 6.5%).We recommended Buy rating for 12-
18 month

WACC 12.2%
Present Value of Cash Flows till FY16E 4.1
Terminal Growth Rate 6.5%
Terminal Value 16,821
Present VValue of Terminal Cash Flows 11,894
Total Present Value of the Firm 11,935
Less: Net Debt (FY13) 180
Total Present Value of Equity 11,755
Number of Outstanding shares 37
DCF - Target Price (Rs per share) 321

Source : Phillip Capital PCG Research, Company



Financials (consolidated)
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Income Statement FY1l  FY12 FY13A FY14E FY15E Balance Sheet FY1l FY12 FY13A FY14E FYI15E
Net Income 392 773 1,143 1404 1,626  Equity capital 240 337 360 363 367
Direct Expenses 105 188 303 378 426 Reserves 986 2,227 3,026 3347 3,750
Personnel cost 49 96 133 165 186  Net worth 1227 2564 3386 3710 4,117
Selling & Other 69 68 89 103 122 Total debt 476 515 667 600 500
Op profit 169 421 618 758 892  Deferred tax 18 33 44 34 34
OPM(%) 43.2 545  54.1 54.0 549  Minority Interest - - 100 100 100
Other income 19 38 71 24 40  Total liabilities 1721 3112 4197 4444 4751
Depreciation 40 78 134 145 151 Gross fixed assets 719 1544 1843 1978 2118
Interest 13 65 66 79 69 Less: Cum depreciation ~ 96 174 293 431 589
PBT 136 316 489 559 712 Net fixed assets 623 1371 1550 1541 1529
Tax 44 99 155 168 213 Capital WIP 729 944 2091 2501 2,634
PAT 92 217 333 391 498  Investments 26 312 100 127 127
Adj PAT 92 217 333 391 498  Net current assets 342 485 456 186 461
NPM(%) 23.5 280 292 27.9 30.6  Total assets 1,721 3112 4197 4,444 4751
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Financials (consolidated)

Cash flow FY1l FY12 FY13A FY14E FY15E Ratios FY1l FY12 FY13A FY14E FYI15E
PAT & extra ord. Items 92 217 333 391 498 Growth (%)

Add: depn. & oth. Exp. 54 93 145 135 151  Income Growth 835 970 478 228 158
Cash flow from op. 146 309 478 526 649  EBIDTA Growth 2413 1409 1487 468 227
Net chg in w/c, tax, int. 19 45 39 37 57 PAT Growth 253.9 1355 539 173 273
Net cash flow from op. 165 354 517 563 707 Per share data (Rs.)

Capital expenditure 757 1041 1460 635 183 Adj EPS Stand 38 64 93 108 136
Sale/ purchase of inv (16) (285) 212 27) ; Book value 353 511 76.0 941  102.2
Net cash from inv. (773) (1,326) (1,248) (662)  (183)  Cash EPS 32 55 8.7 13.0 148
Issue of eq/loan/warr. 875 1,199 694 (42) (75) Valuation(x)

Dividend paid - (39) (53) (92) (117) P/E 705 420 29.1 251 19.9
Net cash from financing 875 1,160 641  (134)  (192) P/BV 53 36 2.9 2.6 2.4
Net chg in cash 268 188  (90)  (233) 332 EV/EBIDTA 392 210 158 132 109
Op. cash bal 21 289 477 388 154 Performance(%)

Cl. Cash bal 089 477 388 154 486 RONW 42 15 8.5 98 105
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Disclosures and Disclaimers

PhillipCapital (India) Pvt. Ltd. has three independent equity research groups: Institutional Equities, Institutional Equity Derivatives and Private Client Group. This report has been prepared by Private Client Group. The views and opinions
expressed in this document may or may not match or may be contrary at times with the views, estimates, rating, target price of the other equity research groups of PhillipCapital (India) Pvt. Ltd.

This report is issued by PhillipCapital (India) Pvt. Ltd. which is regulated by SEBI. PhillipCapital (India) Pvt. Ltd. is a subsidiary of Phillip (Mauritius) Pvt. Ltd. References to "PCIPL" in this report shall mean PhillipCapital (India) Pvt. Ltd unless
otherwise stated. This report is prepared and distributed by PCIPL for information purposes only and neither the information contained herein nor any opinion expressed should be construed or deemed to be construed as solicitation or as offering
advice for the purposes of the purchase or sale of any security, investment or derivatives. The information and opinions contained in the Report were considered by PCIPL to be valid when published. The report also contains information provided
to PCIPL by third parties. The source of such information will usually be disclosed in the report. Whilst PCIPL has taken all reasonable steps to ensure that this information is correct, PCIPL does not offer any warranty as to the accuracy or
completeness of such information. Any person placing reliance on the report to undertake trading does so entirely at his or her own risk and PCIPL does not accept any liability as a result. Securities and Derivatives markets may be subject to
rapid and unexpected price movements and past performance is not necessarily an indication to future performance.

This report does not have regard to the specific investment objectives, financial situation and the particular needs of any specific person who may receive this report. Investors must undertake independent analysis with their own legal, tax and
financial advisors and reach their own regarding the appropriateness of investing in any securities or investment strategies discussed or recommended in this report and should understand that statements regarding future prospects may not be
realized. In no circumstances it be used or considered as an offer to sell or a solicitation of any offer to buy or sell the Securities mentioned in it. The information contained in the research reports may have been taken from trade and statistical
services and other sources, which we believe are reliable. PhillipCapital (India) Pvt. Ltd. or any of its group/associate/affiliate companies do not guarantee that such information is accurate or complete and it should not be relied upon as such. Any
opinions expressed reflect judgments at this date and are subject to change without notice

Important: These disclosures and disclaimers must be read in conjunction with the research report of which it forms part. Receipt and use of the research report is subject to all aspects of these disclosures and disclaimers. Additional information
about the issuers and securities discussed in this research report is available on request.

Certifications: The research analyst(s) who prepared this research report hereby certifies that the views expressed in this research report accurately reflect the research analyst’s personal views about all of the subject issuers and/or securities,
that the analyst have no known conflict of interest and no part of the research analyst's compensation was, is or will be, directly or indirectly, related to the specific views or recommendations contained in this research report. The Research
Analyst certifies that he /she or his / her family members does not own the stock(s) covered in this research report.

Independence: PhillipCapital (India) Pvt. Ltd. has not had an investment banking relationship with, and has not received any compensation for investment banking services from, the subject issuers in the past twelve (12) months, and
PhillipCapital (India) Pvt. Ltd does not anticipate receiving or intend to seek compensation for investment banking services from the subject issuers in the next three (3) months. PhillipCapital (India) Pvt. Ltd is not a market maker in the securities
mentioned in this research report, although it or its affiliates may hold either long or short positions in such securities. PhillipCapital (India) Pvt. Ltd does not hold more than 1% of the shares of the company(ies) covered in this report.

Suitability and Risks: This research report is for informational purposes only and is not tailored to the specific investment objectives, financial situation or particular requirements of any individual recipient hereof. Certain securities may give rise to
substantial risks and may not be suitable for certain investors. Each investor must make its own determination as to the appropriateness of any securities referred to in this research report based upon the legal, tax and accounting considerations
applicable to such investor and its own investment objectives or strategy, its financial situation and its investing experience. The value of any security may be positively or adversely affected by changes in foreign exchange or interest rates, as
well as by other financial, economic or political factors. Past performance is not necessarily indicative of future performance or results.

Sources, Completeness and Accuracy: The material herein is based upon information obtained from sources that PCIPL and the research analyst believe to be reliable, but neither PCIPL nor the research analyst represents or guarantees that
the information contained herein is accurate or complete and it should not be relied upon as such. Opinions expressed herein are current opinions as of the date appearing on this material and are subject to change without notice.Furthermore,
PCIPL is under no obligation to update or keep the information current.

Copyright: The copyright in this research report belongs exclusively to PCIPL. All rights are reserved. Any unauthorized use or disclosure is prohibited. No reprinting or reproduction, in whole or in part, is permitted without the PCIPL'’s prior
consent, except that a recipient may reprint it for internal circulation only and only if it is reprinted in its entirety.

Caution: Risk of loss in trading in can be substantial. You should carefully consider whether trading is appropriate for you in light of your experience, objectives, financial resources and other relevant circumstances.

PhillipCapital (India) Pvt. Ltd.
2nd Floor, C-Block, Modern Centre, Mahalaxmi, Mumbai - 400011
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