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Westlife Foodworld

Challenges persist

Westlife’s 3QFY25 results were marginally ahead of our estimates due to a
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] CMP (as on 29 Jan 2025) INR 723
lower-than-expected royalty rate. However, operational numbers were far
weaker, with 3% SSSG. Notably, SSSG was subdued despite a favourable base Target Price INR 680
(-9%) and management's aggression on the value meal platform. We maintain a NIFTY 23,163
REDUCE rating with a TP of Rs 680 (30x FY27 Pre-IND-AS EV/EBITDA) as we
expect it to deliver revenue and EBITDA CAGRs of 11% over FY24-27, driven KEY OLD NEW
. ore . . : CHANGES
by (a) weak macros, (b) increased competitive intensity as more nimble and
new-age brands gain access to capital, along with Burger King adopting an Rating REDUCE ~ REDUCE
aggressive pricing strategy to grab market share, (c) external headwinds such as Price Target INR725  INR680
geopolitical turmoil leading to boycotts of certain American brands, and (d) the Pre Ind AS FY25E FY26E
. . o/ 3 o s
increase in the royalty rate from 4.5% in FY24 to 5.5% in FY27. ERITDA % 8% a%
"  3QFY25 result summary: 3QFY25 results were broadly in line with our
estimates; SSSG grew 2.8% YoY after four quarters of decline, driven by (a) a KEY STOCK DATA
favourable base, (b) new product launches, and (c) heavy discounting to drive
sales growth. However, the following headwinds persist for McD: (a) a weak Bloomberg code WESTLIFE IN
macro environment, (b) anti-US sentiment towards McD, and (c) increased No. of Shares (mn) 156
competitive intensity. Management has continued its aggression in opening MCap (INR bn) / ($ mn) 113/1,302
drlve‘—thrus; 7 of 15 new stores were opened m‘the drl've—th‘ru f?rmat. Gross 6m avg traded value (INR mn) 165
margins contracted 20 bps YoY to 70.1%, owing to inflation in key RM’s
52 Week high / low INR 960/674

(coffee, cocoa, and palm oil) and an increased contribution from the low-
margin value meals portfolio. Pre-Ind AS EBITDA margin declined by
approximately 230 bps YoY to 9.1%, due to higher marketing spends and
aggressive store additions.

Outlook and valuation: We will turn positive on the stock once we see the
earlier-mentioned headwinds receding. However, structural levers remain
intact, given: a) its ability to drive 6-7% SSSG on a sustainable basis owing to
NPD and product customization; b) exponential growth is yet to be fully
leveraged in platforms (McDelivery, McCafé, and Breakfast) as heavily

STOCK PERFORMANCE (%)
3M 6M 12M
Absolute (%) (3.8) (137) (11.3)

Relative (%) 09 (7.8) (17.7)

SHAREHOLDING PATTERN (%)

capitalized online food aggregators show extreme hunger for expansion and Sep-24  Dec24
the gradual building up of café culture in India; and c) there is a massive store- Promoters 56.25 56.25
opening opportunity (potential is 3x the number of current stores). Fls & Local MFs 21.31 21.23
Quarterly/annual financial summary FPIs 13.72 13.90
(INR mn) 3QFY25 3QFY24 YoY (%) 2QFY25 QoQ (%)  FY24| FY25E  FY26E  FY27E Public & Others 839 828
Net Sales 6,502 5,925 97 6,154 57 23,682 | 24783 27,621 31,893
EBITDA* 595 685  (13.2) 481 237 2,698 | 205 2,552 3,659 Pledged Shares 0.00 0.00
APAT 155 259 (40.0) 109 427 1,102 505 741 1,456 Source : BSE
AEPS (INR) 12 19 (3.5 08 555 6.7 32 48 9.4
P/E (x) 111.4 2291 156.3 795 Pledged shares as % of total shares
EV/EBITDA (x) 432 570 463 325
Core RoCE (%) 15.4 82 121 264

Source: Company, HSIE Research
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Con call takeaways:

Store opening guidance: Management maintains its guidance to open 45-50
stores in FY25, despite only 26 stores being added in 9MFY25. Further,
management has mentioned that the majority of the store additions will be in
South India and smaller cities, as they are under-penetrated.

NPD: WLDL has taken active steps to expand its portfolio to make it more
comprehensive: a) the early feedback for the Crispy Veggie launched in
2QFY25 has been positive, thereby driving premiumization; b) the McCrispy
fried chicken variant was launched in the non-veg skewed southern region;
and c) the multi-millet bun add-on was launched at a price point of INR 10.
Gross margin: A portfolio-level price hike of about 50 bps was initiated in Q3.
Management expects the gross margin to remain stable at ~70% levels in the
near term

Demand outlook: Guest counts have returned to September'23 levels due to
management's focus on the McSaver meals platform, which in turn is driving
higher affordability scores and increased store traffic.

Drive-thru (22% of store count) partnerships have performed well, and the
focus continues to be on their expansion. Management has highlighted that
these stores add a lot of value once they have been present for more than four
years.

Chicken range: McD launched its fried chicken range in the South India
market in Aug'24. Since its launch, the offering has been made available in 160+
outlets (approximately 40% of total stores). Management mentioned their
focus on improving their chicken category through better processes, launching
new products, and expanding the portfolio throughout all stores.
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Consolidated P&L

(INR mn) FY23 FY24 FY25E FY26E FY27E
Net Sales 22,594 23,682 24,783 27,621 31,893
Growth (%) 452 48 4.6 11.5 15.5
Material Expenses 7,071 7,107 7,410 8,203 9,408
Employee Expense 2,034 2,323 2,625 2,914 3,234
Other Expenses 10,668 11,790 12,895 14,176 15,838
Pre Ind AS EBITDA 3,009 2,698 2,056 2,552 3,659
Pre Ind AS EBITDA Growth (%) 130.7 (10.3) (23.8) 24.1 434
Pre Ind AS EBITDA Margin (%) 13.3 114 8.3 9.2 11.5
Depreciation 942 1,164 1,313 1,531 1,717
EBIT 2,067 1,534 743 1,021 1,942
Other Income 81 136 149 164 181
Interest 144 198 217 196 176
PBT 2,004 1,472 675 990 1,947
Tax 493 370 170 249 491
Profit from minority/associates

RPAT 1,384 1,039 505 741 1,456
Adjustment (128) (64) - - -
Adjusted PAT 1,511 1,102 505 741 1,456
APAT Growth (%) 335.0 (27.1) (54.2) 46.6 96.7
Adjusted EPS (INR) 8.9 6.7 3.2 4.8 9.4
EPS Growth (%) 384.2 (25.0) (51.4) 46.6 96.7

Source: Company, HSIE Research

Consolidated Balance Sheet

(INR mn) FY23 FY24 FY25E FY26E FY27E
SOURCES OF FUNDS

Share Capital - Equity 312 312 312 312 312
Reserves 5,347 5,571 5,072 3,945 2,482
Total Shareholders Funds 5,659 5,883 5,384 4,256 2,793
Minority Interest - - - - -
Long Term Debt - - - - -
Short Term Debt 2,070 2,390 2,390 2,390 2,390
Total Debt 2,070 2,390 2,390 2,390 2,390
Net Deferred Taxes (604) (708) (708) (708) (708)
Other Non-current Liabilities & Provns 130 99 99 99 99
TOTAL SOURCES OF FUNDS 7,256 7,664 7,165 6,038 4,575
APPLICATION OF FUNDS

Net Block 16,230 18,170 19,345 20,231 20,861
CWIP 567 447 447 447 447
Other Non Current Assets 453 424 424 424 424
Total Non-current Assets 17,250 19,040 20,216 21,102 21,731
Inventories 714 632 661 736 850
Debtors 107 173 181 202 233
Other Current Assets 733 783 783 783 783
Cash & Equivalents 1,583 1,521 921 73 (781)
Total Current Assets 3,136 3,110 2,546 1,794 1,085
Creditors 1,877 2,026 2,117 2,359 2,722
Other Current Liabilities & Provns 11,253 12,460 13,479 14,499 15,518
Total Current Liabilities 13,130 14,486 15,596 16,857 18,241
Net Current Assets (9,994) (11,376) (13,050) (15,064) (17,156)
TOTAL APPLICATION OF FUNDS 7,256 7,664 7,165 6,038 4,575

Source: Company, HSIE Research
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Consolidated Cash Flow

(INR mn) FY23 FY24 FY25E FY26E FY27E
Reported PBT 1,495 958 (463) (1,207) (1,368)
Non-operating & EO Items (20) 87) - - -
Interest Expenses 858 1,030 - - -
Depreciation 1,522 1,822 2,032 2,321 2,578
Working Capital Change 70 76 55 146 219
Tax Paid (439) (403) 116 302 342
OPERATING CASH FLOW (a) 3,485 3,396 1,739 1,561 1,771
Capex (2,696) (2,166) (2,188) (2,188) (2,188)
Free Cash Flow (FCF) 789 1,229 (449) (626) (417)
Investments 234 0) - - -
Non-operating Income (191) 321 = - -
INVESTING CASH FLOW (b) (2,653) (1,845) (2,188) (2,188) (2,188)
Debt Issuance/(Repaid) 60 320 - - -
Interest Expenses (143) (197) - - -
FCFE 706 1,353 (449) (626) (417)
Share Capital Issuance (21) - - - -
Dividend - (536) (152) (222) (437)
Others (877) (1,079) - - -
FINANCING CASH FLOW (c¢) (981) (1,492) (152) (222) (437)
NET CASH FLOW (a+b+c) (149) 59 (600) (848) (853)
EO Items, Others - - - - -
Closing Cash & Equivalents 82 141 (459) (1,308) (2,161)
Source: Company, HSIE Research

Ratios

KEY RATIOS FY23 FY24 FY25E FY26E FY27E
PROFITABILITY (%)

GPM 69.0 70.3 70.3 70.5 70.7
EBITDA Margin 13.3 11.4 8.3 9.2 11.5
EBIT Margin 9.1 6.5 3.0 3.7 6.1
APAT Margin 6.7 47 2.0 2.7 4.6
RoE 327 19.1 9.0 15.4 413
RoIC (or Core RoCE) 254 17.8 8.2 11.4 23.2
RoCE 222 15.4 8.2 12.1 264
EFFICIENCY

Tax Rate (%) 24.6 25.1 25.2 25.2 25.2
Fixed Asset Turnover (X) 1.2 1.1 1.0 0.9 1.0
Inventory (days) 115 9.7 9.7 9.7 9.7
Debtors (days) 1.7 2.7 2.7 2.7 2.7
Other Current Assets (days) 11.8 12.1 11.5 10.3 9.0
Payables (days) 30.3 31.2 31.2 31.2 31.2
Other Current Liab & Provns (days) 20.9 18.9 18.0 16.2 14.0
Cash Conversion Cycle (days) (26.1) (25.6) (25.3) (24.6) (23.8)
Net D/E (x) 0.1 0.1 0.3 0.5 1.1
Interest Coverage (x)

PER SHARE DATA (Rs)

EPS 8.9 6.7 3.2 438 94
CEPS 15.0 14.2 11.7 14.6 204
Dividend - - 1.0 14 2.8
Book Value 36.4 37.8 34.6 274 18.0
VALUATION

P/E (x) 83.6 111.4 229.1 156.3 79.5
P/BV (x) 20.5 19.7 215 27.2 414
EV/EBITDA (x) 38.6 43.2 57.0 46.3 32.5
EV/Revenues (x) 5.1 49 47 43 3.7
OCF/EV (%) 3.0 291 1.48 1.32 1.49
FCF/EV (%) 0.7 1.05 (0.38) (0.53) (0.35)
FCFE/Mkt Cap (%) 0.6 1.2 0.4) (0.5) 0.4)
Dividend Yield (%) - - 0.1 0.2 0.3

Source: Company, HSIE Research
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Rating Criteria

BUY: >+15% return potential

ADD: +5% to +15% return potential
REDUCE: -10% to +5% return potential
SELL: >10% Downside return potential
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Disclosure:

We, Vishal Gutka, CA & Anuj D, BBA 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

HDEFC 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.
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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 the 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.

Please note that HDFC Securities has a proprietary trading desk. This desk maintains an arm’s length distance with the
Research team and all its activities are segregated from Research activities. The proprietary desk operates independently,
potentially leading to investment decisions that may deviate from research views.
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