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QSR

Weakness in demand/margins to persist

® Demand weakness persists: Over the past few quarters, our QSR universe
has seen sustained demand deceleration. Demand normalisation and
deteriorating consumer sentiment caused SSSG to turn from flat to negative.
We expect a further slowdown in growth metrics (555G, ADS, etc.) in Q2FY24.
We expect the gap between dine-in and delivery to get narrower. While QSR
companies remain committed to their long-term target of rapid store

expansion, we do expect near-term moderation in the number of new store
openings. Demand recovery in Q3FY24 will be key monitorable, with the
festive season and the World Cup benefits around the corner. On a relative
basis, we expect better revenue metrics for McD and KFC and weaker revenue
metrics for Domino’s and PH. We expect QSR companies under our coverage
to report 10% YoY growth in revenues (primarily driven by store addition).

® Stable RM environment to aid gross margins; negative oplev to put
operating margins under pressure: With stabilizing RM prices, we expect
gross margins to improve YoY across our coverage universe. However, with
weak SSSG, we expect pressure on ROM and EBITDAM to sustain. We expect
QSR companies under our coverage to report 3% fall in EBITDA over LY.
Jubilant, Devyani, Westlife and Sapphire will report EBITDA growth (post-
IND AS) of -10/9/0/4% YoY

®  Q2FY24 outliers: Westlife.

®  Our view: We believe that the QSR industry has multi-year growth potential,
given India’s rising consumer base, eating-out frequency, quicker delivery
and value-for-money proposition. However, given high inflation impacting
consumer wallets, we do not expect growth recovery anytime soon.
Moreover, the pressure on the operating margin will be significant. We are
non-consensus in our estimates for FY24/FY25/FY26 and still see a downside
risk to our estimates.

We continue to like Westlife among its peers, a pure-play India QSR story
with more legs for growth and margin improvement. We also like Jubilant
because of its reinvestment capabilities, superior delivery expertise, and best
unit economics. Although we have ADD ratings on Westlife and Jubilant, the
recent run-up also covers up the upside potential on both stocks.

Devyani and Sapphire both are seeing pressures on growth and margin,
particularly for PH. With superior control of KFC, we expect it to recover
faster with limited downside risk. But PH recovery is uncertain, both on
growth and margin. PH is still WIP and the current demand environment will
impact this franchise more than other settled brands. We have REDUCE
ratings for Devyani and Sapphire.

HSIE Research is also available on Bloomberg ERH HDF <GO> & Thomson Reuters
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Quarterly Estimates
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EBITDA . APAT Adj. EPS

Company NET SALES (INK bn) (INR bn) EBITDA margin (%) (INR bn) (IN]R/sh)
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FY24E (%) (%)| FY24E (%) (%)| FY24E (bps) (bps)| FY24E (%) (%)| FY24E FY24 FY23
Jubilant 134 2.0 38 2.8 14 (103)] 210  (12)  (330) 0.8 61  (33.0) 12 11 18
Westlife 63 32 108 11 22 90| 170 (@16 (@9 03 125 27 21 18 20
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Q2FY24E

COMPANY OUTLOOK WHAT’S LIKELY KEY MONITORABLES
With sustained weakness in demand for QSR, we expect Commentary on demand
SSSG to decline 7% for Jubilant. We model 4% revenue trends during world cup
growth with LFL SSSG at -5% (four-year CAGR at 2%).
Commentary on demand for
We model GM of 75.8%, down 45bps/ 20bps YoY/ QoQ. delivery/ dine-in
ubilant ini
J WEAK EBITDA margin is expected to fall 330bps YoY (flat QoQ) Outlook on demand;/ store
FoodWorks to 21%
’ addition in FY24
2 0,
EBITDA is expected to fall by 10% YoY. Competitive intensity,
pricing strategy
Outlook on sustainable SSG
We expect Westlife to report SSSG of 3% (four-year CAGR Commentary on demand for
of 12%). We model 11% YoY revenue growth. takeaway ordering/ dine-in
We expect GM to expand by 150bps YoY to 70.8%. Outlook on demand/ store
Westlife AVG EBITDA margin is expected to fall 30bps YoY to 17% (flat addition in FY24
QoQ). Competitive intensity,
EBITDA is expected to grow by 9% YoY pricing strategy
Outlook on sustainable SSG
We expect KEC to report 20% YoY growth in revenues Outlook on demand/ store
aided by store openings. SSSG is likely to fall by 1% YoY. addition in FY24 for
PH is expected to report 4% growth in revenues with KFC/PH
weak SSSG of -9%. We model consolidated revenue to
. Commentary on demand for
Devyani WEAK grow by 15% YoY . ..
takeaway ordering/ dine-in
We e>.<peict GM to expand by 30bps YoY to 70.5%. EBITDA Competitive intensity,
margin is expected to fall 285bps YoY t019.3% (down ricing strate
120bps QoQ). EBITDA is expected to grow be flat YoY. P & &
Outlook on sustainable SSG
We expect KFC to report 18% YoY growth in revenues Outlook on demand/ store
aided by store openings. SSSG is likely to be flat YoY. PH addition in FY24 for
is expected to report 3% growth in revenues with at SSSG KFC/PH
of -15%. We model consolidated revenue to grow by 14%
Commentary on demand for
Sapphire WEAK YoY

We expect GM to expand by 130bps YoY to 67.7%.
EBITDA margin is expected to fall 165bps YoY to 16.7%
(down 190bps QoQ). EBITDA is expected to grow by 4%
YoY.

takeaway ordering/ dine-in

Competitive intensity,
pricing strategy

Outlook on sustainable SSG
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Valuation summary
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EV/EBITDA

MCap \'p 1p EPS (INR) P/E (x) /E Core RoCE (%)
Companies (INR (INR) (INR) Rating (Pre IND AS) (x)

mn) FY23E FY24E FY25E FY26E |FY23E FY24E FY25E FY26E|FY23E FY24E FY25E FY26E|FY23E FY24E FY25E FY26E
Jubilant 350 530 500  ADD 59 62 81 98| 901 82 652 542| 413 396 319 266| 164 156 186 216
Devyani 263 218 115 REDUCE| 23 16 20 26| 948 1322 1089 837| 604 556 448 368| 193 121 132 152
Westlife 147 943 850  ADD 72 83 123 176| 131.8 1134 768 537| 491 436 346 272| 125 125 150 183
Sapphire 89 1406 1000 REDUCE | 167 133 176 236| 844 1060 801 595| 331 296 226 184| 93 77 84 97

CMP as on 10 October
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+5% to +15% return potential
-10% to +5% return potential
> 10% Downside return potential

>+15% return potential

Rating Criteria

BUY:
ADD:
REDUCE:
SELL:



L} HDFC securities /40
QSR: Q2FY24 Results Preview Lm é..ﬁ

INSTITUTIONAL RESEARCH

Disclosure:

We, Naveen Trivedi, MBA, Varun Lohchab, PGDM & Paarth Gala, Bcom authors and the names subscribed to this report, hereby certify that all of the
views expressed in this research report accurately reflect our views about the subject issuer(s) or securities. SEBI conducted the inspection and based on
their observations have issued advise/warning. The said observations have been complied with. We also certify that no part of our compensation was, is,
or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report.

Research Analyst or his/her relative or HDFC Securities Ltd. does not have any financial interest in the subject company. Also Research Analyst or his
relative or HDFC Securities Ltd. or its Associate may have beneficial ownership of 1% or more in the subject company at the end of the month immediately
preceding the date of publication of the Research Report. Further Research Analyst or his relative or HDFC Securities Ltd. or its associate does have/does
not have any material conflict of interest.

Any holding in stock — No
HDEC Securities Limited (HSL) is a SEBI Registered Research Analyst having registration no. INH000002475.

Disclaimer:

This report has been prepared by HDFC Securities Ltd and is solely for information of the recipient only. The report must not be used as a singular basis of
any investment decision. The views herein are of a general nature and do not consider the risk appetite or the particular circumstances of an individual
investor; readers are requested to take professional advice before investing. Nothing in this document should be construed as investment advice. Each
recipient of this document should make such investigations as they deem necessary to arrive at an independent evaluation of an investment in securities
of the companies referred to in this document (including merits and risks) and should consult their own advisors to determine merits and risks of such
investment. The information and opinions contained herein have been compiled or arrived at, based upon information obtained in good faith from sources
believed to be reliable. Such information has not been independently verified and no guaranty, representation of warranty, express or implied, is made as
to its accuracy, completeness or correctness. All such information and opinions are subject to change without notice. Descriptions of any company or
companies or their securities mentioned herein are not intended to be complete. HSL is not obliged to update this report for such changes. HSL has the
right to make changes and modifications at any time.

This report is not directed to, or intended for display, downloading, printing, reproducing or for distribution to or use by, any person or entity who is a
citizen or resident or located in any locality, state, country or other jurisdiction where such distribution, publication, reproduction, availability or use would
be contrary to law or regulation or what would subject HSL or its affiliates to any registration or licensing requirement within such jurisdiction.

If this report is inadvertently sent or has reached any person in such country, especially, United States of America, the same should be ignored and brought
to the attention of the sender. This document may not be reproduced, distributed or published in whole or in part, directly or indirectly, for any purposes
or in any manner.

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations, which could have an adverse effect on their
value or price, or the income derived from them. In addition, investors in securities such as ADRs, the values of which are influenced by foreign currencies
effectively assume currency risk. It should not be considered to be taken as an offer to sell or a solicitation to buy any security.

This document is not, and should not, be construed as an offer or solicitation of an offer, to buy or sell any securities or other financial instruments. This
report should not be construed as an invitation or solicitation to do business with HSL. HSL may from time to time solicit from, or perform broking, or
other services for, any company mentioned in this mail and/or its attachments.

HSL and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position in, and buy or sell the securities
of the company(ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation or act
as a market maker in the financial instruments of the company(ies) discussed herein or act as an advisor or lender/borrower to such company(ies) or may
have any other potential conflict of interests with respect to any recommendation and other related information and opinions.

HSL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to the investments
made or any action taken on basis of this report, including but not restricted to, fluctuation in the prices of shares and bonds, changes in the currency rates,
diminution in the NAVs, reduction in the dividend or income, etc.

HSL and other group companies, its directors, associates, employees may have various positions in any of the stocks, securities and financial instruments
dealt in the report, or may make sell or purchase or other deals in these securities from time to time or may deal in other securities of the companies /
organizations described in this report. As regards the associates of HSL please refer the website.

HSL or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject
company for any other assignment in the past twelve months.

HSL or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from
t date of this report for services in respect of managing or co-managing public offerings, corporate finance, investment banking or merchant banking,
brokerage services or other advisory service in a merger or specific transaction in the normal course of business.

HSL 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 HSL nor Research Analysts have any material conflict of interest at the time of publication of this
report. Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions. HSL
may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Research entity has not been engaged in market making activity for the subject company. Research analyst has not served as an officer, director or employee
of the subject company. We have not received any compensation/benefits from the subject company or third party in connection with the Research Report.
HDEC securities Limited, I Think Techno Campus, Building - B, "Alpha", Office Floor 8, Near Kanjurmarg Station, Opp. Crompton Greaves, Kanjurmarg
(East), Mumbai 400 042 Phone: (022) 3075 3400 Fax: (022) 2496 5066

Compliance Officer: Murli V Karkera Email: complianceofficer@hdfcsec.com Phone: (022) 3045 3600

HDFC Securities Limited, SEBI Reg. No.: NSE, BSE, MSEI, MCX: INZ000186937; AMFI Reg. No. ARN: 13549; PFRDA Reg. No. POP: 11092018; IRDA
Corporate Agent License No.: CA0062; SEBI Research Analyst Reg. No.: INH000002475; SEBI Investment Adviser Reg. No.: INA000011538; CIN -
U67120MH2000PLC152193

Investment in securities market are subject to market risks. Read all the related documents carefully before investing.

Mutual Funds Investments are subject to market risk. Please read the offer and scheme related documents carefully before investing.

Registration granted by SEBI, membership of BASL (in case of IAs) and certification from NISM in no way guarantee performance of the intermediary or
provide any assurance of returns to investors.

HDEFC securities

Institutional Equities

Unit No. 1602, 16th Floor, Tower A, Peninsula Business Park,
Senapati Bapat Marg, Lower Parel, Mumbai - 400 013

Board: +91-22-6171-7330 www.hdfcsec.com

Page | 6



