Sapphire Foods India SELL

QSR | Q1FY26 Result Update
CMP: Rs. 344 | TP: Rs. 309 | Downside 10%

Profitability missed; Downgrade to Reduce

= SAPPHIRE’s Revenue/EBITDA were in line with our estimates, while
APAT was below. The company reported 8.1% revenue growth
supported by 10.6/19.0% growth across KFC/Pizza Hut (Sri Lanka).

= Store expansion continued, with 8 new KFC stores and 2/1 Pizza Hut
stores across India/Sri Lanka respectively, taking total restaurant
count to 974. Going ahead, the company plans to add 60-80 KFC
stores each year, while taking a more cautious approach on Pizza Hut
expansion.

= We have lowered our EBITDA estimates for FY26/27E by 5.2/4.8% to
factor in Q1 performance and a weaker-than-expected recovery.
While SSSG is likely to improve on favorable base, operating margins
in PH would remain under pressure. Valuing the stock at 16x FY27E
EV/EBITDA we arrive at TP of Rs. 309 (Rs 318 earlier). We downgrade
our rating to ‘SELL’ as Pizza Hut’s performance is expected to take
longer time to recover.

Revenue and EBITDA in line; APAT below our estimates

SAPPHIRE’s revenue grew by 8.1% YoY to Rs 7.8bn. KFC (India) and Pizza
Hut (Sri Lanka) delivered double-digit revenue growth, while Pizza Hut
(India) registered mid-single-digit de-growth. GM contracted by 120bps to
67.4%. A 120/160bps increase in RM cost/other expenses led to EBITDA
margin contraction of 280bps to 14.5%. EBITDA de-grew by 9.1% YoY to
Rs 1.1bn. The company reported loss of 17mn vs profit of 82mn in Q1FY25.

KFC SSSG improved by value offers and marketing initiatives
During the quarter, KFC reported flat SSSG (improved YoY and QoQ),
however, Pizza Hut reported -8%. The company's emphasis on value
offerings for core products and increased marketing investments in product
innovations contributed to positive SSTG. However, Pizza Hut's GM
contracted by 150bps due to increased value and promotional offerings.
This, coupled with higher marketing spends, resulted in a negative
restaurant EBITDA margin of 2.5%. Further, store-level GM/ EBITDM in
KFC contracted by 110/310bps due to operating deleverage. Decline in
Pizza & KFC business margins can be attributed to lower operating leverage
during the quarter.

Healthy Improvement in Sri Lanka

Sri Lanka's business reported 15/19% growth in LKR/INR terms, supported
by 12% SSSG growth. However, the business reported a 12.7% EBITDA,
down by 50bps YoY due to a revision in minimum wages, which impacted
employee costs. Going ahead, it is expected to benefit from favorable base
and an improvement in demand dynamics in the country.
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Key Data
Nifty 25,220
Equity / FV Rs 642mn / Rs 2
Market Cap Rs 110bn
USD 1.3bn
52-Week High/Low Rs 401/ 284
Avg. Volume (no) 9,44,981
Bloom Code SAPPHIRE IN
Current Previous
Rating SELL Reduce
Target Price 309 316

Change in Estimates

Current Chg (%)/bps
(Rs.bn) FY26E FY27E FYZ%I(E |1Y27E
Revenue 32 37 0.0 0.0
EBITDA 5 6 (52) (438
EBITDA (%) 158 171 (86) (86)
APAT 0 1 (58.3) (24.3)
EPS (Rs) 0.5 2.3 (58.3) (24.3)
Valuation (x)
FY25A FY26E FY27E
P/E 317.3 728.1 146.0
EV/EBITDA 22.6 20.2 16.1
ROE (%) 1.4 1.1 5.2
RoACE (%) 11.2 10.4 15.0
Q1FY26 Result (Rs Mn)
Particulars Q1FY26 YoY (%) QoQ (%)
Revenue 7,768 8.1 9.2
Total Expense 6,640 11.8 9.7
EBITDA 1,129 (9.1) 6.2
Depreciation 920 1.8 8.2
EBIT 209 (38.2) (1.7)
Other Income 68 28.8 (47.7)
Interest 295 8.3 (0.8)
EBT (18) NA NA
Tax (1) NA NA
RPAT 17) NA NA
APAT (17) NA NA
(bps)  (bps)
Gross Margin 67.4 (120) (76)
EBITDA (%) 14.5 (276) (41)
NPM (%) (0.2) NA NA
Tax Rate (%) 5.7 NA NA
EBIT (%) 2.7 (202) (30)
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Exhibit 1: Actual V/s Estimates

Particulars (Rs mn) Actual Estimates Variance (%) | Comments
Revenue 7,768 7,828 (0.8) | SSSG in PH was lower than estimate
EBITDA 1129 1156 (2.4) Op_erational expenses were higher than
estimate

EBITDA margin % 14.5 14.8 (20bps)
APAT (17) 95 (118.2)
Source: Company, Dolat Capital
Exhibit 2: Change in estimates

. FY26E FY27E
Particulars (Rs mn) New old  Chg. (%) New old  Chg. (%)
Revenue 32,493 32,493 0.0 36,734 36,734 0.0
EBITDA 5,128 5,408 (5.2) 6,291 6,608 (4.8)
EBITDA margin (%) 15.8 16.6 (90bps) 171 18.0 (90bps)
PAT 151 361 (58.3) 751 992 (24.3)
EPS (Rs) 0.5 1.1 (58.3) 2.3 3.1 (24.3)

Source: Company DART * Note — Difference in PAT and EPS is due to stock split

We have maintained our FY26/27E revenue estimates as Q1 performance was in
line. However, we have lowered our FY26/27E EBITDA margin estimates, as a delay
in PH SSSG recovery would result in lower operating efficiencies. Variation in APAT

is due to a very low base.

Exhibit 3: Q1FY26 Performance

Particulars (Rs.mn) Q1FY26 Q1FY25 YoY (%) Q4FY25 QoQ (%)
Net Revenue 7,768 7,183 8.1 7,113 9.2
Total Expenditure 6,640 5,941 11.8 6,051 9.7
RM Cost 2,533 2,256 12.3 2,266 11.8
Employee Expenses 1,023 949 7.8 977 4.7
Other Expenses 3,083 2,736 12.7 2,808 9.8
PBIDT (Excl Ol) 1,129 1,242 (9.1) 1,062 6.2
Other Income 68 53 28.8 130 (47.7)
Depreciation 920 904 1.8 850 8.2
EBIT 277 391 (29.2) 342 (19.1)
Interest 295 273 8.3 298 (0.8)
PBT (18) 118 NA 84 NA
Tax (1 36 NA (14) NA
Profit After Tax (Reported) (17) 82 NA 98 NA
Adj Net Profit (17) 82 NA 59 NA
EPS (adjusted) (0.1) 1.3 NA 0.1 NA
bps bps

Gross Profit (%) 67.4 68.6 (120) 68.2 (80)
Employee Expenses (%) 13.2 13.2 - 13.7 (60)
Other Expenses (%) 39.7 38.1 160 39.5 20
EBITDA (%) 14.5 17.3 (280) 14.9 (40)
PAT (%) (0.2) 1.1 NA 1.4 NA
PAT (%) Adj (0.2) 1.1 NA 0.8 NA

Source: Company, Dolat Capital
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Earning call KTAs

SAPPHIRE’s revenue (consol) grew by 8.1% YoY to Rs. 7.8 bn led by double-
digit revenue growth in KFC India and Pizza Hut Sri Lanka. However, overall
SSSG remained subdued for the quarter, with Pizza Hut India recording an 8%
YoY decline in SSSG. Going forward, the company is expected to deliver
improved performance led by strategic investments in marketing and value
offering across brands, resulting in SSSG and SSTG growth.

Despite subdued consumer demand, KFC’s revenue grew by ~10.6% led by
value offerings and new product launches. While SSSG remained flattish YoY and
witnessed sequential improvement. However, SSTG was positive with low single-
digit growth led by traction in transactions due to investments made in EPIC Core
variety X value campaign and offers.

KFC’s restaurant EBITDA margin de-grew by 310bps YoY to 15.7% due to
operating deleverage, lower GM and higher delivery mix. Further, margins were
impacted on account of investments in value offers and promotions. Moreover, the
company was able to mitigate some of the inflationary pressures through its cost-
saving initiatives.

Recently launched Epic core variety X value campaign and KFC Gold
Burgers witnessed robust traction led by “9 for 299” Epic savers. Furthermore,
the company has launched products like Zinger Burger and chicken strips. Going
ahead, the company plans to intensify its focus on value offerings through
campaigns featuring products priced below Rs 100.

Pizza Hut revenue de-grew by 5.5% due to 8% decline in SSSG (1% in
Q4FY25). Further, Pizza Hut reported a slight sequential improvement in ADS to
Rs 44k led by traction in value offerings. GM contracted 150 bps YoY due to
increased value and promotional offerings and marginal impact from inflation,
resulting in a negative restaurant EBITDA margin of 2.5%.

In April'25, the company launched its refreshed core “Juicylicious” pizza
range, which has received strong positive feedback from consumers according to
market research. Additionally, in Tamil Nadu, both Sapphire and Yum brands
alluded that the “Juicylicious” range witnessed positive SSSG and SSTG in the
region, driven by mass media advertising campaigns. Moreover, the company also
introduced the “Pizza Hut Café” with new product launches like the “Summer
Sipper” range starting at Rs 99.

Sri Lanka’s revenue grew by 15/19% in LKR/INR terms, led by 12% SSSG and
double-digit SSSTG growth. However, the company witnessed a contraction in
margins due to minimum wage revision in the country. To mitigate wage inflation,
it has taken 3-5% price hikes in the region, aiding sequential improvement in
margin in Q2FY26.

Sapphire added 12 new stores across KFC India/ PH India/ Sri Lanka
business during Q1FY26, taking the total store count to 974. Going ahead, the
company aspires to add 60-80 KFC stores annually, while adopting a cautious
approach to store expansion for Pizza Hut.

During Q1FY26, the channel mix of Delivery/Takeaway/Dine-in for KFC
stands at 43/21/36% respectively, whereas for Pizza Hut India it stands at
50/16/34% respectively and for Sri Lanka it stood at 39/35/26% respectively.
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Story in Charts

Exhibit 4: Revenue Trend (Rs mn) Exhibit 5: Gross Margin Trajectory (%)
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Exhibit 6: EBITDA and EBITDA Margin Trends Exhibit 7: Reported PAT Trends
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Financial Performance
Profit and Loss Account

(Rs Mn) FY24A FY25A FY26E FY27E
Revenue 25,943 28,819 32,493 36,734
Total Expense 21,330 24,051 27,364 30,442
COGS 8,109 9,068 10,251 11,431
Employees Cost 3,456 3,864 4,471 4,734
Other expenses 9,765 11,119 12,642 14,277
EBIDTA 4,613 4,768 5,128 6,291
Depreciation 3,239 3,639 4,066 4,384
EBIT 1,374 1,128 1,062 1,907
Interest 1,009 1,116 1,224 1,285
Other Income 334 372 350 358
Exc. / E.O. items 0 (153) 0 0
EBT 699 231 188 980
Tax 180 64 45 235
Minority Interest (9) (25) (7) (6)
Profit/Loss share of associates 0 0 0 0
RPAT 528 193 151 751
Adjustments 0 153 0 0
APAT 528 345 151 751
Balance Sheet
(Rs Mn) FY24A FY25A FY26E FY27E
Sources of Funds
Equity Capital 637 642 642 642
Minority Interest 7 (19) (26) (32)
Reserves & Surplus 12,754 13,338 13,482 14,227
Net Worth 13,391 13,981 14,124 14,869
Total Debt 278 199 211 197
Other Long term liabilities 10,393 11,785 11,835 11,890
Net Deferred Tax Liability (1,094) (1,098) (1,098) (1,098)
Total Capital Employed 22,974 24,848 25,047 25,826
Applications of Funds
Net Block 21,784 23,392 22,214 20,718
CWIP 673 558 558 558
Investments 0 0 0 0
Current Assets, Loans & Advances 4,814 5,345 9,578 12,668
Current Investments 0 1,437 1,457 1,477
Inventories 969 956 1,220 1,376
Receivables 344 366 246 278
Cash and Bank Balances 1,676 783 4,624 7,269
Loans and Advances 474 457 505 554
Other Current Assets 1,352 1,347 1,526 1,716
Less: Current Liabilities & Provisions 4,298 4,447 7,304 8,118
Payables 2,308 2,425 2,740 3,096
Other Current Liabilities 1,989 2,022 4,564 5,022
sub total

Net Current Assets 517 898 2,274 4,550
Total Assets 22974 24,848 25,047 25,826

E — Estimates
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Important Ratios

Particulars FY24A FY25A FY26E FY27E
(A) Margins (%)

Gross Profit Margin 68.7 68.5 68.5 68.9
EBIDTA Margin 17.8 16.5 15.8 171
EBIT Margin 5.3 3.9 3.3 5.2
Tax rate 25.7 27.8 23.8 24.0
Net Profit Margin 2.0 0.7 0.5 2.0
(B) As Percentage of Net Sales (%)

COGS 31.3 31.5 315 31.1
Employee 13.3 13.4 13.8 12.9
Other 37.6 38.6 38.9 38.9
(C) Measure of Financial Status

Gross Debt / Equity 0.0 0.0 0.0 0.0
Interest Coverage 0.0 0.0 0.0 0.0
Inventory days 14 12 14 14
Debtors days 5 5 3 3
Average Cost of Debt 0.0 0.0 0.0 0.0
Payable days 32 31 31 31
Working Capital days 7 11 26 45
FAT/O 1.2 1.2 1.5 1.8
(D) Measures of Investment

AEPS (Rs) 1.7 1.1 0.5 2.4
CEPS (Rs) 11.8 12.5 13.2 16.1
DPS (Rs) 0.0 0.0 0.0 0.0
Dividend Payout (%) 0.0 0.0 0.0 0.0
BVPS (Rs) 42.0 43.9 443 46.7
RoANW (%) 41 1.4 1.1 5.2
RoACE (%) 12.5 11.2 10.4 15.0
ROAIC (%) 13.4 9.7 10.2 25.0
(E) Valuation Ratios

CMP (Rs) 344 344 344 344
Mcap (Rs Mn) 1,09,628 1,09,628 1,09,628 1,09,628
EV 1,08,230 1,07,607 1,03,758 1,01,079
MCap/ Sales 4.2 3.8 3.4 3.0
EV/Sales 4.2 3.7 3.2 2.8
P/E 207.6 317.3 7281 146.0
EV/EBITDA 235 22.6 20.2 16.1
P/BV 8.2 7.8 7.8 7.4
Dividend Yield (%) 0.0 0.0 0.0 0.0
(F) Growth Rate (%)

Revenue 14.5 11.1 12.7 13.1
EBITDA 7.7 3.4 7.6 22.7
EBIT (16.3) (17.9) (5.8) 79.5
PBT (35.5) (66.9) (18.5) 419.8
APAT (77.4) (34.6) (56.4) 398.7
EPS (77.4) (34.6) (56.4) 398.7

E — Estimates * FY24 is calculated with face value of Rs. 10, whereas FY25 to FY27 is calculated with face value of Rs. 2.
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Cash Flow

Particulars FY24A FY25A FY26E FY27E
Profit before tax 699 384 188 980
Depreciation & w.o. 3,239 3,639 4,066 4,384
Net Interest Exp 0 0 0 0
Direct taxes paid (20) (42) (45) (235)
Change in Working Capital (317) 187 2,535 444
Non Cash 232 (215) (7) (6)
(A) CF from Operating Activities 3,833 3,953 6,738 5,566
Capex {(Inc.)/ Dec. in Fixed Assets n WIP} (3,850) (2,631) (2,888) (2,888)
Free Cash Flow (17) 1,322 3,849 2,678
(Inc)./ Dec. in Investments 691 (1,350) (20) (20)
Other 0 0 0 0
(B) CF from Investing Activities (3,158) (3,980) (2,908) (2,908)
Issue of Equity/ Preference 0 0 0 0
Inc./(Dec.) in Debt (1,203) (1,216) 12 (14)
Interest exp net 0 0 0 0
Dividend Paid (Incl. Tax) 0 0 0 0
Other 0 351 0 0
(C) CF from Financing (1,203) (865) 12 (14)
Net Change in Cash (528) (893) 3,842 2,645
Opening Cash balances 2,204 1,676 783 4,624
Closing Cash balances 1,676 783 4,624 7,269

E — Estimates

Notes
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Stock Info and Rating History

Price Performance

Shareholding Pattern

Particulars 1M 3M 12M Particulars Dec'24 Mar'25 Jun'25
Absolute (%) 4 2 10 Promoters 26.1 26.1 26.1
Rel to NIFTY (%) 3 (2) 7 MF/Banks/Fls 38.3 38.5 37.9
Flls 30.7 304 31.6
Public / Others 4.9 5.0 4.5
Month Rating TP (Rs.) Price (Rs.)
(RS) —— SAPPHIRE stock price L 2 Target Price Jul-24 SELL 308 321
420 1 Oct-24 SELL 316 342
390 - Feb-25 Reduce 321 318
360 - May-25 Reduce 316 315
“Price as on recommendation date
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