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Varun Beverages Ltd.

VBL expands footprint with acquisition of PepsiCo bottlers in Tanzania and Ghana

cmp Target Potential Upside Market Cap (INR Mn) Recommendation Sector
INR 630% INR 770 22.2% 2,033,702 BUY FMCG

* Varun Beverages Limited (VBL), one of PepsiCo's largest franchisees, has
announced the acquisition of full ownership in two African beverage
companies: SBC Tanzania and SBC Beverages Ghana. VBL has acquired 100%

Shares outs (Mn) 3,249 control of SBC Tanzania for INR 13,040 Mn and SBC Ghana for INR 1,270 Mn.

Mkt Cap (INR Mn) 2,033,702 These strategic acquisitions align with VBL's objective to expand its

operational footprint in Africa, a region identified as key for future growth.

MARKET DATA

SRR 681/407 * SBC Tanzania: Operating five manufacturing facilities, SBC Tanzania
Volume Avg (3m K) 5,087 generated a revenue of INR 15,050 Mn in FY24. The acquisition will
Face Value (INR) 2.0 significantly strengthen VBL's market position in East Africa, particularly
Eleemliers Cods VBLIN enhancing its manufacturing and distribution capabilities for PepsiCo

products and other beverages.
* SBC Ghana: With a single manufacturing facility and a revenue of INR 320
SHARE PRICE PERFORMANCE Mn in FY24, SBC Ghana's acquisition provides VBL with an entry point into
the West African market, further solidifying its Pan-African strategy.

650 * In addition to these acquisitions, VBL has also announced plans to acquire
550 the remaining 39.93% stake in its subsidiary, Lunarmech Technologies, for
450 INR 2,000 Mn. This acquisition will bring Lunarmech under VBL’s full
350 ownership. Lunarmech, which specializes in manufacturing plastic caps for
250 PET bottles, generated a revenue of INR 1,830 Mn in FY24 from its facilities
150 =’ s in Jaipur and Jammu. The full acquisition is expected to optimize VBL's in-
50 house supply chain for packaging materials, further enhancing operational
E A ) efﬁciencyl?p ’ P o8 , 5P
5 & 3 = 3 & 3 . I - .
zZ = z s =z = =z * While the recent acquisitions may temporarily impact EBITDA margins due

to integration costs, VBL has a proven track record of margin improvement
post-acquisitions, such as with BevCo. We expect VBL to drive profitability
through backward integration, enhancing cost efficiencies and supporting
long-term margin expansion. Despite short-term pressure, VBL's

o= \/BL e SENSEX

WIARKET INFO operational expertise should enable sustained growth and margin
SENSEX 77,578 improvement.
NIFTY 23,519 * We have incorporated the acquisition of SBC Tanzania and SBC Ghana into
our projections for CY25E and CY26E. We expects Revenue, EBITDA, and
PAT to grow at CAGRs of 23.5%/25.1%/28.5% respectively, over CY23-CY26E.
SHAREHOLDING PATTERN (%) Following these acquisitions, we have raised our CY26E EPS estimate by
Particulars Sep-24  Jun-24 Mar-24 ~4.0% to INR 13.4 (from INR 12.9) and maintain our PE multiple of 57x. We
Promoters 62.7 62.7 62.9 expect these strategic expansions will contribute ~5.0% incremental
growth to EBITDA and 4.0% incremental growth to EPS in CY26E. As a
Flis 24.2 25.3 25.8 . .
result, we have upgraded our target price to INR 770 (previously INR 738)
Dils 5.0 4.6 42 and maintain our “BUY” rating on Varun Beverages Ltd.
Others 8.2 7-4 7.1
Total 100 100 100

KEY FINANCIALS

Particulars (INR Mn) CcY22 CY23 CY24E CY25E CY26E
Net sales (net of excise) 131,731 160,426 196,663 257,786 302,121
EBITDA 27,881 36,095 46,678 61,296 70,740
PAT 14,974 20,559 26,555 36,998 43,645
Adj PAT 14,974 20,559 26,555 36,998 43,645
EPS (INR)* 4.6 6.3 8.2 1.4 13.4
Adj. EPS (INR) 4.6 6.3 8.2 1.4 13.4
Bsed onth fous closing EBITDA Margin (%) 21.2% 22.5% 23.7% 23.8% 23.4%
*Based on the previous closin . o, o o, o o o,
*Note: All the market data is as of previous closing. Adl' NPM (A) 11.4% 12.8% 13.5% 14.4% 14.4%
Source: Company, DevenChoksey Research
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Varun Beverages Ltd.
Market Share Overview:

» Tanzania: PepsiCo holds a 56.0% volume market share in Tanzania's carbonated soft drink (CSD) market, with a
relative market share of 56.0% compared to Coca-Cola’s 44.0% in the first half of CY24. The overall CSD market in
Tanzania, which includes local brands, is ~ 220 Mn cases, with PepsiCo’s share in the overall market standing at
around 34.0%.

» Ghana: PepsiCo’s market share in Ghana is more modest at 13.0%, with Coca-Cola commanding a dominant 87.0%
share of the market in the same period. The CSD market size in Ghana, including local brands, is estimated to be
between 15 and 20 Mn cases, giving PepsiCo a share of roughly 10.0-12.0% of the total market.

Financial Performance of SBC Tanzania (SBCT) and SBC Ghana (SBCG):

SBC Tanzania (SBCT):

» Revenue & Volume: SBCT reported sales of INR 15.05 Bn in FY24, driven by a volume of 74 Mn cases. With an existing
production capacity of ~100 Mn cases, the company is operating below capacity, suggesting room for growth.

» EBITDA Margin: SBCT posted an EBITDA margin of ~16.0%, reflecting a solid profitability profile in a competitive
market.

» SBCT manufactures and markets a range of PepsiCo franchised beverages, including iconic brands such as Pepsi,
Pepsi Max, 7UP, 7UP FREE, Mirinda, Mountain Dew, and Evervess. In addition to these PepsiCo products, SBCT also
produces and sells energy drinks under its own brand, Supa Komando.

SBC Ghana (SBCG):

» Revenue & Volume: SBCG generated a topline of INR 320 Mn in FY24, with a volume of 2.25 Mn 8 oz cases. The
company has an estimated production capacity of 16-20 Mn cases, indicating substantial room for increasing its
volume and revenue.

» SBC Beverages Ghana Limited (SBCG) produces and markets a range of PepsiCo-franchised beverages, including
Pepsi, Pepsi Max, 7UP, 7UP FREE, Mirinda, Mountain Dew, and Evervess. Additionally, SBCG manufactures and sells
its own energy drink brand, Cheetah. The company operates a single manufacturing facility in Accra, Ghana, equipped
with two RGB manufacturing lines.

Market Share, Margin Improvement, and Snacks Opportunity

» SBCT, operating in Tanzania, is a well-established business with PepsiCo holding a dominant market share. As a result,
the potential for significant market share gain appears limited. However, there remains room for EBITDA margin
improvement, particularly through backward integration, which could enhance cost efficiencies and profitability.
Additionally, SBCT has the option to explore the snacks category in the future, similar to successful expansions in
Zimbabwe, Morocco, and Zambia, unlocking new growth avenues.

» In contrast, SBCG in Ghana, though a smaller market, offers clear opportunities for market share gain, given
PepsiCo's current low share in the region. Furthermore, SBCG could tap into the snacks segment, leveraging this
optionality for further growth and diversification. This presents significant upside potential for SBCG as it expands its
footprint in the Ghanaian market.

VBL’s acquisition cost for both Tanzania and Ghana

SBC Tanzania (SBCT) SBC Ghana (SBCG)

Transaction details USD Mn| RsMn Transaction details USD Mn| RsMn
Equity Value 154.5| 13,040 Equity Value 15.1 1,271
Enterprise Value 207.0| 17,500 Enterprise Value 22.0 1,857
SBCT's sales in FY2024 15,053 SBCG's Sales in FY2024 320
SBCT's EBITDA in FY2024 2,408 SBCG's EBITDA in FY2024 NA
Implied EV/sales (X) 1.2 Implied EV/sales (X) 5.8
Implied EV/EBITDA (X) 7-3 ||mplied EV/EBITDA (X) NA
Source: Company, Devenchoksey Research
RESARHANALIST et aos s o avaloble on Blombort KnCoscon | PIONEE9120606555, Fax: 1912266919576
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Varun Beverages Ltd.

Key details pertaining to the acquisitions

SBC Tanzania (SBCT)

Tanzania market size (mn cases; including local brands) 220
PepsiCo's share in overall market (%) 34%
PepsiCo's relative market share (%) 56% (PepsiCo): 44% (Coca Cola
SBC Tanzania's volume in FY2024 (Mn cases) 7

SBC Tanzania's existing capacity (Mn cases) 100
Capacity utilization (%) 74%
SBC Tanzania's revenues in FY2024 (INR Bn) 15.1
SBC Tanzania's EBITDA margin in FY2024 (%) 16.0
SBC Tanzania's EBITDA in FY2024 (INR Bn) 2.4

Source: Company, DevenChoksey Research

SBC Ghana (SBCG)

Ghana market size (mn cases; including local brands) 15.2
PepsiCo's share in overall market (%) 10%-12%
PepsiCo's relative market share (%) 13% (PepsiCo): 87% (Coca Cola
SBC Ghana's volume in FY2024 (Mn cases) 2.3
SBC Ghana's existing capacity (Mn cases) 16-20
Capacity utilization (%) 1%-14%
SBC Ghana's revenues in FY2024 (INR Bn) 0.3
SBC Ghana's EBITDA margin in FY2024 (%) NA
SBC Tanzania's EBITDA in FY2024 (Rs Bn) NA

Source: Company, DevenChoksey Research

RESEARCH ANALYST ) . KRChOksey Research Phone: +91-22-6696 5555, Fax: +91-22-66919576
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KEY FINANCIALS
Exhibit 1: Profit & Loss Statement Exhibit 2: Balance Sheet
INR Mn CY22 CY23 CY24E CY25E CY26E INR Mn CcY22 CY23 CY24E CY25E CY26E
Revenues 131,731 | 160,426 | 196,663 | 257,786 | 302,121 Zonfisy
COGS 62,612 | 74,049 | 88,568 | 117,293 | 136,525
’ ’ ’ ’ Equity Capital 6,496 | 6,496 | 6,496 | 6,496 | 6,496
Gross profit 69,120 | 86,377 | 108,096 | 140,493 | 165,595
Other Equity 45,659 | 64,350 | 91,260 | 128,454 | 173,255
Employee cost 12,166 14,466 | 18,077 | 20,890 | 26,632
Total Equity 52,155 | 70,847 | 97,756 | 134,950 | 179,751
Other expenses 29,072 | 35,816 | 43,341 | 59,283 | 67,309
EBITDA 27,881 | 36,095 | 46,678 | 60,319 | 71,655 Non-Current Liabilities
EBITDA Margin 21.2% 22.5% 23.7% 23.4% 23.7% Borrowings 17,270 | 31,889 | 31,889 | 21,889 | 11,889
Lease liabilities/ Other
D&A 6,172 6,80 ,20 10, 10,
/ 4 2204 >37 >37 financial liabilities 1654 979 1 e e
gl 21,709 | 29,286 | 37,474 | 49,782 i Other Current Liabilities 5,416 5,625 5,625 5,625 5,625
Interest expense 1,861 2,681 | 3,229 | 2,599 | 2,599 Total Non-Current
gyt 24,340 | 39,493 | 39,493 | 29,493 | 19,493
Liabilities
Other income 388 794 917 1,192 1,401
Current Liabilities
PBT 20,236 | 27,398 | 35,162 | 48,376 | 59,920
Borrowings 19,678 | 20,054 | 19,054 | 9,054 (946)
Tax 4,735 6,375 8,244 1,177 15,114
Minority interest | (527) | (464) | (363) | (935) | (1126) | |-e@seLiabilities 236 | 390 | 390 | 390 | 390
PAT 14,974 | 20,559 | 26,555 | 36,264 | 43,681 | [Trade Payables 8,243 | 7,582 | 9,069 | 12,011 | 13,980
Adj. PAT 14,974 | 20,559 | 26,555 | 36,264 | 43,681 Other current liabilities 1,531 | 13,505 | 13,505 | 13,505 | 13,505
EPS (INR) e &5 iz e 13-4 Total Current Liabilities 39,688 | 41,532 | 42,019 | 34,960 | 26,930
Adj. EPS 4.6 6.3 8.2 1.2 13.4
Total Liabilities 64,028 | 81,025 | 81,512 | 64,453 | 46,423
Exhibit 3: Cash Flow Statement
Non-Current Assets
INR Mn CY22 CY23 CY24E CY25E CY26E
CFFO 17,900 | 23,908 | 31,591 36,750 | 48,331 PPE 63,571 | 78,378 | 94,175 | 92,637 | 91,206
Intangible assets (inc.
CFFI (17,046) | (32,899) | (26,200) | (4,778) | (9,106) | IGoodwill) 1 | 3713 | 713 | 713 | 5713
CFFF (179) 9,849 (4,229) | (22,599) | (22,599) Other current assets 12,820 | 25,424 | 27,871 | 25,680 | 27,167
Net Inc/Dec i
cashnc, cin 675 858 1,162 9373 16,626 Total Non-Current Assets 82,142 | 109,516 | 127,759 | 124,030 | 124,086
Opening Cash 1,508 1,543 2,422 3,584 12,958 Current Assets
Closing Cash 1543 2422 3,584 12,958 | 29,584 Inventories 19,939 | 21,505 | 25,722 | 34,064 | 39,650
Exhibit 4: Key Ratios
) Trade Receivables 2,993 3,594 4,429 5,788 6,784
BITDA Margin (%) 21.2% 22.5% | 23.7% 23.4% 23.7% Other financial assets 3,977 7,388 9,104 | 11,900 | 13,947
Tax rate (%) 23.4% 23.3% | 23.4% 23.1% 25.2%
Cash and Bank 1,543 2,422 3,584 | 12,958 | 29,584
et Profit Margin (%) 11.4% 12.8% | 13.5% 14.4% 14.5%
ROE (%) 29.3% | 29.6% | 27.6% 27.2% | 24.5% Oher current assets 5,588 | 7,447 | 8,670 | 10,663 | 12,123
e 28.4% 26.5% | 27.3% 30-3% | 30.7% Total Current Assets 34,040 | 42,356 | 51,509 | 75,373 | 102,087
Adj. EPS (INR) 4.6 6.3 8.2 1.2 13.4
dj. PJE 136.7x 99.6x | 77.1x 56.5x 46.9x Total Assets 116,182 | 151,872 | 179,268 | 199,403 | 226,173

Source: Company, DevenChoksey Research
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Varun Beverages Ltd.

Rating Legend (Expected over a 12-month period)
arun Beverages Ltd.

Our Rating Upside
CMP (INR) TP (INR) Recommendation
21-Nov-24 630 770 BUY Buy More than 15%
23-Oct-24 595 738 BUY Accumulate 5% —15%
01-Aug-24 630 738 BUY Hold o5y
15-May-24 596 692 BUY
Reduce -5%—0

15-Feb-24 572 693 BUY
20-Dec-23 510 602 BUY Sell Less than - 5%
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Terms & Conditions and other disclosures:

KRChoksey Shares and Securities Pvt. Ltd (hereinafter referred to as KRCSSPL) is a registered member of National Stock Exchange of India Limited and Bombay Stock Exchange Limited. KRCSSPL is a registered
entity with SEBI for Research Analyst in terms of SEBI (Research Analyst) Regulations, 2014 vide registration number INH000001295. It is also registered as a Depository Participant with CDSL, CDSL Registration No
IN-DP-425-2019.

KRChoksey Shares & Securities Pvt Ltd. and DRChoksey Finserv Private Ltd. (Demerged entity from KRChoksey Shares & Securities Limited) are regulated by the Securities and Exchange Board of India ("SEBI") and
is licensed to carry on the business of Research Analysts including preparing and distribution of Research Reports. This research report is prepared and distributed by DRChoksey Finserv Private Ltd in the capacity of
a Research Analyst as per Regulation 22(1) of SEBI (Research Analysts) Regulations 2014 having SEBI Registration No. INH000011246. It may be further notified that KRCSSPL carries on the activity of preparation as
well as distribution of reports in the capacity of a Research Analyst as per Regulation 22(1) of SEBI (Research Analysts) Regulations 2014 having SEBI Registration No. INH000001295.

Deven Choksey Research is a brand name of DRChoksey Finserv Private Limited. The information and opinions in this report are subject to change without any notice. The report and information contained herein is
strictly confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any
form, without prior written consent of KRCSSPL. While we would endeavour to update the information herein on a reasonable basis, KRCSSPL is not under any obligation to update the information. Also, there may
be regulatory, compliance or other reasons that may prevent KRCSSPL from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension follows
applicable regulations and/or KRCSSPL policies, in circumstances where KRCSSPL might be acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. This report and
information herein is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though
disseminated to all the customers simultaneously, not all customers may receive this report at the same time. KRCSSPL will not treat recipients as customers by virtue of their receiving this report. Nothing in this
report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions
expressed in this report may not be suitable for all investors, who must make their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may
not be taken in substitution for the exercise of independent judgment by any recipient. The recipient should independently evaluate the investment risks. The value and return on investment may vary because of
changes in interest rates, foreign exchange rates or any other reason. KRCSSPL accepts no liabilities whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not
necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks associated before investing in the securities markets. Actual results may differ materially
from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice. Our employees in sales and marketing team, dealers and other professionals may
provide oral or written market commentary or trading strategies that reflect opinions that are contrary to the opinions expressed herein, in reviewing these materials, you should be aware that any or all of the
foregoing, among other things, may give rise to real or potential conflicts of interest.

We submit that no material disciplinary action has been taken on KRCSSPL and its associates (Group Companies) by any Regulatory Authority impacting Equity Research Analysis activities. KRCSSPL prohibits its
associate, analysts, persons reporting to analysts and their relatives from maintaining a financial interest in the securities or derivatives of any companies that the analyst covers.

KRCSSPL or its associates (Group Companies) collectively or its research analyst, or relatives do not hold any financial interest/beneficial ownership of more than 1% (at the end of the month immediately preceding
the date of publication of the research report) in the company covered by Analyst, and has not been engaged in market making activity of the company covered by research analyst.

It is confirmed that, |, Dipak Saha Research Analyst of this report have not received any compensation from the companies mentioned in the report in the preceding twelve months. Compensation of our Research
Analysts is not based on any specific brokerage service transactions.

KRCSSPL or its Associates (Group Companies) have not managed or co-managed public offering of securities for the subject company in the past twelve months.

KRCSSPL or its associates (Group Companies) collectively or its research analyst, or relatives might have received any commission/compensation from the companies mentioned in the report during the period
preceding twelve months from the date of this report for services in respect of brokerage services or specific transaction or for products and services other than brokerage services.

KRCSSPL or its associates (Group Companies) collectively or its research analyst, or relatives might have received any commission/compensation from the companies mentioned in the report during the period
preceding twelve months from the date of this report other than investment banking or merchant banking or brokerage services from the subject company

KRCSSPL encourages the practice of giving independent opinion in research report preparation by the analyst and thus strives to minimize the conflict in preparation of research report. KRCSSPL or its analysts did
not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither KRCSSPL nor Research
Analysts his associate or his relative, have any material conflict of interest at the time of publication of this report.

It is confirmed that, Dipak Saha, Research Analyst do not serve as an officer, director or employee of the companies mentioned in the report.

KRCSSPL or its associates (Group Companies) or its research analyst has may been engaged in market making activity for the subject company.

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 KRCSSPL 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 them of and to observe such restriction.

Please send your feedback to research.insti@krchoksey.com

In case of any grievances, please write to grievance@krchoksey.com D|g|ta”y S|g ned by
Visit us at www.krchoksey.com D I PA K
DIPAK SAHA

KRChoksey Shares and Securities Pvt. Ltd.
CIN-U67120MH1997PTC108958

Registered Office: 1102, Stock Exchange Tower, Dalal Street, Fort, Mumbai - 400 001. Date: 20241 1 21
Phone: 91-22-6633 5000; Fax: 91-22-6633 8060 . . 1 il
Corporate Office: 701-702, DLH Plaza, Opp Shoppers Stop, S V Road, Andheri (W), Mumbai 400 058 1 4~34~39 +05 30
Phone: 91-22-66535000

Compliance Officer: Varsha Shinde

Email: varsha.shinde@krchoksey.com

RESEARCH ANALYST KRChoksey Research

Dipak Saha, researchs@krchoksey.com, +91-22-6696 5408 is also available on Bloomberg KRCS<GO>
Thomson Reuters, Factset and Capital IQ

Phone: +91-22-6696 5555, Fax: +91-22-6691 9576
www.krchoksey.com



		2024-11-21T14:34:39+0530
	DIPAK SAHA




