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Jubilant Foodworks Ltd

Q3 will be good; Focus remains on delivering sustainable growth
Sharekhan code: JUBLFOOD
CMP: Rs. 3,605

€> Maintain

Consumer Discretionary

Reco/View: Buy o

N Upgrade

Price Target: Rs. 4,707 o
\l/ Downgrade

Summary

. We maintain Buy on Jubilant Foodworks Limited (JFL) with an unchanged PT of Rs. 4,707.
Recent correction of 21% provides a good entry opportunity in the established QSR play valued
at 47.4x its FY2024E EPS (25.3x its FY2024E EV/EBIDTA).

. Industry data suggest that the QSR space registered a growth of 29% and 5% in the month of
Oct,21 and Nov,21 respectively vs. pre-covid level sales. We expect the December,21 to be
another strong quarter in view of strong traction on delivery platform in last few days of the
month.

. JFL with its strong delivery model is expected to report same-store-sales growth (SSSG) of low
double digit in Q3FY2022 with the base normalising as business recovered to 100% of pre-
COVID level in Q3FY2021. With the company likely to add 55-60 stores in Q3, revenue growth
will be 20% during the quarter.

. As the company implemented mid-single digit price increase in its menu, gross margin is
expectedtoremain almostflat. OPMis expected to remain at 25-26%, in-line with management’s
guidance.

Jubilant Foodworks Limited’s (JFL) stock price has corrected by 21% from its recent high, in-line
with the correction in broader indices. This provides a good opportunity in the quality quick service
restaurant (QSR) play with a strong market share in the domestic market. With strong store count
of 1,435 stores, expansion in multiple cuisines, and established delivery model, the company will
be one of the key beneficiaries of expected strong growth in the domestic QSR space. The company
will continue to add 170-200 stores per annum (p.a.) to expand its base in tier 2-3 towns. Further,
JLF is focusing on expanding some of its new ventures such as Hong’s Kitchen and EkDum! Biryani
to grab a large share in the domestic QSR market.

. QSR space registered good growth in October-November 2021: According to industry reports,
the QSR segment in India registered strong growth in October 2021 and November 2021 with
revenue growing by 29% and 5%, respectively compared to pre-COVID level sales. This was
on account of improved dine-in sales and higher traction on the delivery platform during the
festive season. We expect December 2021 to be another strong quarter as the festive season
will continue to add to sales. However, in the last few days of the month, the traction on delivery
is expected to be stronger due to rising COVID-19 cases. Empirical evidence suggests food
aggregators registering strong orders on their respective platforms on the evening of year end.

. JFL to post good performance in @3: With strong traction on the delivery platform and new store
addition of 55-60 stores, JFL is likely to post revenue growth of 20%+ with same-store-sales
growth (SSSG) expected to be in low double digits in the backdrop of normalised base of the
corresponding quarter last year. According to media reports, the company has undertaken mid-
single digit price increase to pass on raw-material inflation. Thus, gross margins are expected
to be lower by 40-50 bps and OPM is expected to stand at 25-26% (lower by 60-100 bps) in
Q3FY2022.

. Focus on becoming a consistent QSR play: Along with expanding its base in the domestic
market, JFL is also focusing on consolidating its position in some of the key international markets
to achieve sustainable growth in the long run. The company will be increasing its stake in DP
Eurasia to “50%, while it has consolidated its position in Bangladesh by acquiring 39% stake in
its subsidiary, Jubilant Golden Harvest, with JFL's holding increasing to 90%. The company aims
to add value to DP Eurasia’s business through a three-member board participation to improve
business in countries such as Russia and Turkey. In Bangladesh, low penetration provides a
huge scope to grow and, hence, JFL plans to expand its store count from seven stores currently.

Our Call

View — Maintain Buy with an unchanged PT of Rs. 4,707: JFL is banking on consistent growth in
Dominos revenue, scale-up in emerging brands through higher investments, increased presence
in international markets, and making investments in high potential businesses to generate better
returns for its shareholders in the long run. The stock has corrected by 21% from its recent high and
further correction can be considered as a good buying opportunity. We like management’s strategy
of increasing its share in domestic as well as some of the international QSR markets with prudent
capital allocation plans. We maintain our Buy recommendation on the stock with an unchanged price
target (PT) of Rs. 4,707. The stock is currently trading at 65.6x and 47.4x its FY2023E and FY2024E
earnings, respectively.

Key Risks

Any disruption in sales caused by frequent lockdowns or significant increase in key input prices would
act as key risks to our earnings estimates.

Valuation (standalone) Rs cr
Revenue 3,269 4,401 5,474 6,727
OPM (%) 235 247 25.8 26.9
Adjusted PAT 234 463 725 1,003
Adjusted EPS (Rs.) 177 351 54.9 76.0
P/E (x) 203.6 102.7 65.6 474
P/B (x) 31.8 25.3 18.8 13.8
EV/EBIDTA (x) 63.4 44.0 33.2 25.3
RoNW (%) 17.4 274 329 336
RoCE (%) 16.0 245 31.9 35.3

Source: Company, Sharekhan estimates
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QSR space grew faster compared to other retail formats in October-November 2021

According to industry reports, the QSR segment in India registered strong growth in October 2021 and
November 2021 with revenue growing 29% and 5%, respectively, compared to pre-COVID level sales.
However, compared to October 2020 and November 2020, growth stood at 59% and 8%, respectively. This
was because of improved dine-in sales and higher traction on the delivery platform during the festive season.
December 2021 is likely to be another strong quarter as the festive season will continue to add to sales.
However, in the last few days of the month, the traction on delivery is expected to be stronger due rising
COVID-19 cases. Empirical evidence suggests food aggregators registering strong orders on their respective
platforms on the evening of year end.

QSR registered good growth in Oct-Nov,21
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JFL to post good performance in Q3

JFLs revenue is likely to grow at 20%+ in Q3FY2022 with SSSG expected to be in low double digits in the
backdrop of normalised base of the corresponding quarter last year. Dine-in sales are expected to be better
in October-November along with strong traction on the delivery platform. We expect the company to add
around 55-60 stores in Q3FY2022, in-line with its target to add 175 stores in FY2022. JFL's gross margin
and OPM decreased by 54 bps and 66 bps, respectively, in Q2FY2022 due to inflated raw-material prices.
According to media reports, the company has undertaken mid-single digit price increase to pass on the raw-
material inflation. Thus, gross margin is expected to be lower by 40-50 bps and OPM would stand at 25-26%
(lower by 60-100 bps) in Q3FY2022.

Trend in quarterly revenue growth
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Financials in charts

Steady growth in revenue and PAT Consistent improvement in margins

Stock Update
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Outlook and Valuation
B Sector View — QSR segment will lead FSI growth in the coming years

QSR is the fastest growing industry in India compared to other segments of the food service industry. The
QSR industry is expected to post a CAGR of 23% over FY2020-FY2025 versus casual dining and pubs and
bars, which is expected to post a CAGR of 19% and 17%, respectively. The QSR segment’s market share is
expected to increase from 47.2% in FY2020 to 54.3% in FY2025. Growth in the QSR channel is expected to
be supported by urbanisation and increasing exposure of youth to various food types. Rapid urbanisation
and rising number of commercial spaces for consumers are likely to have a quick bite amid their work or
shopping schedules will play an important role in the growth of quick-service restaurants. Contactless dining
experiences and takeaways were adopted by restaurants, with the help of technology, helping QSR to quickly
recover from the pandemic affect.

B Company outlook — Medium-term growth levers intact

A large shift towards organised players, frequent ordering, better penetration of delivery model in tier 2/3
towns, and widening of customer base will be key growth drivers in the near to medium term. Further, the
company is planning to add 150-175 new stores under the Domino’s brand and new formats. The company
is also planning to expand its base across various geographies. OPM improvement will be the function of
recovery in sales and efficiencies in the coming years. Management has maintained its target of maintaining
OPM at 25-26% in the medium term.

B Valuation — Maintain Buy with an unchanged PT of Rs. 4,707

JFL is banking on consistent growth in Dominos revenue, scale-up in emerging brands through higher
investments, increased presence ininternational markets, and making investments in high potential businesses
to generate better returns for its shareholders in the long run. The stock has corrected by 21% from its recent
high and further correction can be considered as a good buying opportunity. We like management’s strategy
of increasing its share in domestic as well as some of the international QSR markets with prudent capital
allocation plans. We maintain our Buy recommendation on the stock with an unchanged price target (PT) of
Rs. 4,707. The stock is currently trading at 65.6x and 47.4x its FY2023E and FY2024E earnings, respectively.

One-year forward EV/EBITDA band
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Peer Comparison
P/E (x) EV/EBIDTA (x) RoCE (%)
FY21| FY22E| FY23E| FY21| FY22E| FY23E| FY21E| FY22E| FYy23E
Westlife Development - 82.0 50.0 - 35.2 261 - 1.5 20.4
Burger King India - - - - 333 22.5 - 1.6 6.2
Jubilant Foodworks - - - 55.4 63.4 44.0 28.9 16.0 245
Source: Company, Sharekhan estimates
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About company

JFL is one of India’s largest food service companies. The company is part of Jubilant Bhartia Group, India’s
most respected conglomerate operating in diverse business areas with a strong global presence. JFL
currently operates Domino’s Pizza and Dunkin Donuts brands in India. The company also operates Domino’s
Pizza through its subsidiaries in Sri Lanka, Nepal, and Bangladesh. In India, JFL's network comprises 1,435
Domino’s Pizza restaurants, spanning across 307 cities, and 28 Dunkin Donuts restaurants across eight cities.
The company has entered into the Chinese cuisine segment with its first owned restaurant brand, Hong’s
Kitchen. The company has 13 Hong’s Kitchen restaurants across three cities in India. Recently, the company
has added Indian cuisine of biryani, kebabs, breads, and more to its portfolio by launching Ekdum! which now
has eight restaurants across three cities. The company has exclusive rights to develop and operate Popeyes®
restaurants in India, Bangladesh, Nepal, and Bhutan. The company has also forayed into the ready-to-cook
segment with a range of sauces, gravies, and pastes under the newly launched brand, Chef Boss.

Investment theme

JFL has four strategic pillars: product and innovation, value for money, customer experience, and digital and
technology to drive growth, efficiency, and productivity. The company has introduced the Every Day Value
(EDV) offer to enhance its value-for-money proposition. With a revamped mobile app and website, the company
has been increasing its OLO share, which is in line with its strategy of technology-driven growth. Venturing
into Chinese cuisines and biryani segments and entering into the franchisee agreement with Popeyes brand
to launch in India will be long-term growth drivers. Expansion strategies along with robust SSSG, increasing
number of stores, cost optimisation, and customer-satisfaction initiatives would be key growth drivers for JFL.

Key Risks
¢+ Slowdown in demand: Any slowdown in the demand environment would impact revenue growth.

+ Increased raw-material costs: A significant increase in key raw-material prices would impact profitability.

¢ Increased competition: Increased competition in the QSR category would act as a threat to revenue
growth.

Additional Data

Key management personnel

Shyam S. Bhartia Chairman and Managing Director
Hari S. Bhartia Co-chairman and director

Pratik Pota CEO & Whole Time Director
Ashish Goenka Executive Vice President & CFO
Mona Aggarwal Company Secretary

Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 Sands Capital Management 7.0
2 ARISAIG Asia Consumer Fund 2.6
3 Touchtone Strategies 2.4
4 Touchtone Advisors Inc. 2.2
5 UTI Asset Management 4.3
6 Blackrock Inc 21
7 Vanguard Group 1.8
8 ARISAIG Globl Emerging Fund 1.5
9 Tree Lin Asia Master Fund 1.5
10 Kotak Mahindra Asset Mgmt Co. 1.4

Source: Bloomberg (old data)

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Right Sector
Positive
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Right Quality
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Positive
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Source: Sharekhan Research

Strong industry fundamentals (favorable demand-supply scenario, consistent
industry growth), increasing investments, higher entry barrier, and favorable
government policies

Stagnancy in the industry growth due to macro factors and lower incremental
investments by Government/private companies

Unable to recover from low in the stable economic environment, adverse
government policies affecting the business fundamentals and global challenges
(currency headwinds and unfavorable policies implemented by global industrial
institutions) and any significant increase in commodity prices affecting profitability.

Sector leader, Strong management bandwidth, Strong financial track-record,
Healthy Balance sheet/cash flows, differentiated product/service portfolio and
Good corporate governance.

Macro slowdown affecting near term growth profile, Untoward events such as
natural calamities resulting in near term uncertainty, Company specific events
such as factory shutdown, lack of positive triggers/events in near term, raw
material price movement turning unfavourable

Weakening growth trend led by led by external/internal factors, reshuffling of
key management personal, questionable corporate governance, high commodity
prices/weak realisation environment resulting in margin pressure and detoriating
balance sheet

Strong earnings growth expectation and improving return ratios but valuations
are trading at discount to industry leaders/historical average multiples, Expansion
in valuation multiple due to expected outperformance amongst its peers and
Industry up-cycle with conducive business environment.

Trading at par to historical valuations and having limited scope of expansion in
valuation multiples.

Trading at premium valuations but earnings outlook are weak; Emergence of
roadblocks such as corporate governance issue, adverse government policies
and bleak global macro environment etc warranting for lower than historical
valuation multiple.
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receive this report at the same time. SHAREKHAN will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is obtained from publicly available data or other sources believed to be reliable and SHAREKHAN
has not independently verified the accuracy and completeness of the said data and hence it should not be relied upon as such. While
we would endeavour to update the information herein on reasonable basis, SHAREKHAN, its subsidiaries and associated companies,
their directors and employees (“SHAREKHAN and affiliates”) are under no obligation to update or keep the information current. Also,
there may be regulatory, compliance, or other reasons that may prevent SHAREKHAN and affiliates from doing so. This document is
prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Recipients
of this report should also be aware that past performance is not necessarily a guide to future performance and value of investments
can go down as well. The user assumes the entire risk of any use made of this information. Each recipient of this document should
make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies
referred to in this document (including the merits and risks involved), and should consult its own advisors to determine the merits and
risks of such an investment. The investment discussed or views expressed may not be suitable for all investors. We do not undertake to
advise you as to any change of our views. Affiliates of Sharekhan may have issued other reports that are inconsistent with and reach
different conclusions from the information presented in this report.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation
or which would subject SHAREKHAN and affiliates to any registration or licensing requirement within such jurisdiction. The securities
described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession
this document may come are required to inform themselves of and to observe such restriction.

The analyst certifies that the analyst has not dealt or traded directly or indirectly in securities of the company and that all of the
views expressed in this document accurately reflect his or her personal views about the subject company or companies and its or
their securities and do not necessarily reflect those of SHAREKHAN. The analyst and SHAREKHAN further certifies that neither he
or his relatives or Sharekhan associates has any direct or indirect financial interest nor have actual or beneficial ownership of 1% or
more in the securities of the company at the end of the month immediately preceding the date of publication of the research report
nor have any material conflict of interest nor has served as officer, director or employee or engaged in market making activity of the
company. Further, the analyst has also not been a part of the team which has managed or co-managed the public offerings of the
company and no part of the analyst’s compensation was, is or will be, directly or indirectly related to specific recommendations or
views expressed in this document. Sharekhan Limited or its associates or analysts have not received any compensation for investment
banking, merchant banking, brokerage services or any compensation or other benefits from the subject company or from third party
in the past twelve months in connection with the research report.

Either, SHAREKHAN or its affiliates or its directors or employees / representatives / clients or their relatives may have position(s), make
market, act as principal or engage in transactions of purchase or sell of securities, from time to time or may be materially interested
in any of the securities or related securities referred to in this report and they may have used the information set forth herein before
publication. SHAREKHAN may from time to time solicit from, or perform investment banking, or other services for, any company
mentioned herein. Without limiting any of the foregoing, in no event shall SHAREKHAN, any of its affiliates or any third party involved
in, or related to, computing or compiling the information have any liability for any damages of any kind.
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For any queries or grievances kindly email igc@sharekhan.com or contact: myaccount@sharekhan.com

Registered Office: Sharekhan Limited, 10th Floor, Beta Building, Lodha iThink Techno Campus, Off. JVLR, Opp. Kanjurmarg
Railway Station, Kanjurmarg (East), Mumbai — 400042, Maharashtra. Tel: 022 - 61150000. Sharekhan Ltd.: SEBI Regn. Nos.: BSE
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