
Amnish Aggarwal (AmnishAggarwal@MotilalOswal.com); Tel:+9122 3982 5404

Bloomberg JUBI IN

Equity Shares (m) 63.5

52-Week Range (INR) 1,050/469

1,6,12 Rel. Perf. (%) 22/21/113

M.Cap. (INR b) 65.5

M.Cap. (USD b) 1.3

BSE SENSEX S&P CNX

17,831 5,412

Jubilant Foodworks
CMP: INR1,031 TP: INR875 Neutral

10 February 2012

3QFY12 Results Update | Sector: Retail

Concall highlights: Higher marketing spends boost sales; higher prices protect margins

 Strong SSS growth has been a function of healthy demand across cities and step-up in marketing and promotion

spends; the step-up in spends has compensated for the slight slowdown in demand. The management expects

to end FY12 with over 25% SSS growth.

 Jubilant hiked prices by 5% in November (12% YTD); inflationary pressures are now softening, and it does not

expect to raise prices again in 4Q.

 Store rollout in FY13 is unlikely to be less than 75. The relocation of commissaries in the West and East, and

new commissary in Chandigarh will all be operational by 1QFY13.

 The one store in Sri Lanka is performing well; one more store will be added by March.

 Dunkin Donuts: The first store in Delhi and the CML (central manufacturing location) will be opened in 1Q.

Most metrics have been decided, including menu development and location of the first few stores.

Valuation and view: Raising estimates by 4-8%; Neutral

 We raise our estimates for FY12 and FY13 by 4-8% to factor in (1) higher store openings - from 80 to 85 in FY12

and 70 to 75 in FY13, and (2) higher operating leverage led improvement in EBITDA margin. Our revised EPS

estimates are INR16 for FY12 (INR15.4 earlier) and INR24 for FY13 (INR22.2 earlier).

 We remain positive on the QSR growth opportunity, the strength of the Dominos brand, and the USP of

delivery-based own store model. We remain uncomfortable with valuations of 64.5x FY12E and 43x FY13E EPS.

Neutral.
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Jubilant Foodworks' 3QFY12 Adj PAT grew 55% to INR295m
 Same store sales (SSS) growth at 30.1% is healthy, especially considering the

environment of high inflation and pressure on growth in discretionary categories.

Same store orders grew 23-24% (20% in 2Q) with ticket size growth of 6-7% which

is indicative of inferior sales mix and cutback in order size as price increase has

been ~12-13%.

 Price hikes led to 100bp QoQ pick up in gross margins; operating leverage led to

80bp QoQ and 120bp YoY EBITDA margin expansion; higher other expenditure (up

90bp) is due to higher branding expenses to compensate for the weak operating

environment and provide for the faster store rollout (28 stores in 3Q v/s 33 in 1H).

 JUBI has increased its FY12 store opening target for Dominos to 85 (80 earlier). For

FY13, a store rollout of less than 75 stores looks unlikely

 SS orders growth has been in the ~20% range over the last 2 quarters and is unlikely

to accelerate from these levels in the coming quarters as we approach 4Q FY12

and 1QFY13 which have very high base due to Cricket world cup and IPL. The

company has mentioned that some weakness in consumer demand is visible; we

believe this increases the risk for slowdown in SSS growth in Dominos.

 Dunkin Donuts: JUBI has provided INR8.7m loss in 3Q and INR24.4m in 9M on pre-

operational expenses on Dunkin Donuts. The first store in Delhi and the CML

(Central manufacturing location) will be opened in 1QFy13. We are cautious on

planned launch and rollout of Dunkin Donuts stores in India; we would take a call

on that after getting more details on Menu, positioning and pricing. We expect

JUBI to undertake extensive brand building and promotion activities which is a

threat to neat term profit growth.  Our estimates don't factor in any capex and

expenses of Dunkin Donuts rollout.

 We raise our estimates by 4-8% for FY12E and FY13E to factor 1) higher store

openings from 80 to 85 in FY12 and 70 to 75 in FY13, 2) higher operating leverage

led improvement in EBITDA margins. Our revised EPS is INR16 for FY12 (INR15.4

earlier) and INR24 for FY13 (INR22.2 earlier).

 We remain positive on the QSR growth opportunity and strength of Dominos brand

and USP in delivery based own store model. We remain uncomfortable with

valuations of 64.5x FY12E and 43x FY13E EPS. Neutral.

Conference call highlights: Marketing and sales promotion boosts sales;
higher prices protect margins
 Strong SSS growth has been a function of continued healthy demand across

cities and step up in marketing and promotion activities. The operating

environment in terms of consumer demand has remained stable over last few

months; the step up in marketing spends has compensated for the slight

slowdown in demand. The management expects to end the year with over 25%

SSS growth.

 Strong pick up in online ordering has also contributed to SSS growth; its

contribution to overall sales is still in single digits as compared to developed

countries where it constitutes ~40% of sales.

 JUBI hiked prices by 5% in November (12% YTD); inflationary pressures are now

softening, and it does not expect to raise prices again in 4Q.
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Sales growth of 49% on back of ….. ….30.1% SSS growth

 FY13 store rollout is not likely to be less than 75. The relocation of commissaries

in the west and east and new commissary in Chandigarh will all be operational

by 1QFY13.

 The one store opened in Sri Lanka is performing well; one more store will be

added by March.

 Dunkin Donuts: The first store in Delhi and the CML (Central manufacturing

location) will be opened in 1Q; as compared to the Dominos model where one

commissary is required for one region, each city will have its own manufacturing

location due to perishable nature of the products. Most metrics have been

decided including menu development and location of first few stores.

3QFY12: SSS growth at 30.1%; margins expand on price increases and
operating leverage
 Net sales grew 49.2% YoY to INR2.77b (est INR2.7b); SSS growth for the quarter

was 30.1% (est 26%). We estimate same store volume growth at 19-21%, which is

in line with 2Q; we note that the company had taken a 4-5% price increase in

November which has boosted SSS growth.

 Gross margin was up 10bp YoY at 74.6% and 100bp QoQ as benefits of price increases

boosted profitability.

 Staff cost was 19.1% of sales down 160bp YoY v/s 40bp increase in 1HFY12. 1,510

employees were added in 3Q, taking the total to 15,049.

 Rent declined 40bp YoY to 7.1% of sales (7.6% of sales in 1HFY12, down 70bp YoY);

Other expenditure expanded 80bp to 29.8% of sales (v/s 110bp decline to 28.3%

of sales in 1HFY12), partly due to rising overheads on new store launches.

 EBITDA margin expanded 120bp YoY and 80bp QoQ to 18.6% (est 17.5%).  Cost

towards commissioning Dunkin Donuts stores was INR8.7m for 3Q; for 9MFY12 the

amount was INR24.2m. To that extent, EBITDA margins are lower by 30bp for the

quarter and nine months.

 Tax rate rose from 24.4% to 32.1% as the benefit of accumulated losses was fully

realized in FY11 and the company is on full tax rate from FY12.

Source: Company/MOSL
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Menu and Store expansion continues unabated; increases store opening
guidance from 80 to 85
 JUBI opened 28 more Dominos stores in 3Q taking the total to 438 stores. It revised

the guidance of new store openings to 85 in FY12 from earlier level of 80. It has

also increased store presence from 96 cities to 100, which we believe, is positive

for operating leverage and economies of scale.

 Dominos continued to launch new products; 3Q saw the launch of 3-Cheese Pizza

and Nutty Chocó Lava cake, both positioned as premium extensions.

Gross margins expand 100bp QoQ.. EBITDA margins expand
28 stores added during the quarter; enters 4 new cities 80bp QoQ

90bp YoY increase in other expenses due to higher marketing spends

Source: Company/MOSL

Dunkin Donuts: First store to be opened in 1QFY13 in New Delhi; initial
focus on metros
 Dunkin Donuts' operational costs were INR24.4m for the quarter. JUBI plans to

launch the first store in 1QFY13. The initial focus will be on opening stores in

metros, with the first store likely to be opened in New Delhi. The company

maintains its target of opening 80-100 stores in the first 5 years of operation.

 The menu will focus on donuts with other sweet and savory items. Along with

this, it will also offer hot and cold beverages.

 Sales mix: JUBI expects Dunkin Donuts to have 70% sales from all-day food and

30% from beverages including coffee. We note that this positioning is very

different from that in US where 60% sales is from coffee.

Source: Company/MOSL
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 We expect losses to increase in the initial phase of rollout; investments in brand

building will be higher for Dunkin in an environment of stiff competition from

incumbents and increasing competition from new players like Starbucks which

will enter India around the same time.

Valuation and view: SSS growth trend key factor to watch out for; Dunkin
rollout costs to increase; Neutral
 SS volume growth has been in the ~20% range over the last 2 quarters; we do not

expect acceleration from these levels in the near term. The company has

mentioned that some weakness in consumer demand is visible; we believe this

increases the risk for slowdown in SSS growth in Dominos and slower acceptance

of Dunkin Donuts in initial launch year.

 We raise our estimates by 4-8% for FY12E and FY13E to factor 1) higher store

openings from 80 to 85 in FY12 and 70 to 75 in FY13, 2) higher operating leverage

and consequent improvement in EBITDA margin. Our revised EPS estimate is INR16

for FY12 (INR15.4 earlier) and INR24 for FY13 (INR22.2 earlier).

 We remain positive on the QSR growth opportunity and strength of Dominos brand

and USP in delivery based own store model. We remain uncomfortable with

valuations of 64.5x FY12E and 43x FY13E EPS. Neutral.
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Company description
Jubilant Foods is the master franchisee of Dominos Pizza

Inc in India with 50% market share of organized Pizza

market. The Company is the market leader in the

organized pizza market with a 50% overall market share

and 70% share in the home delivery segment in India.

JFL focuses on a home delivery and takeaway oriented

business model, which offers its customers the

convenience of eating in the comfort of their own homes

and workspaces. The company also holds master

franchise of Dominos in Sri Lanka, Nepal and Bangladesh.

Key investment arguments
 The company has been the franchisee of Dominos in

India for the last 15 years, and post the recent

renewal it would continue to be the exclusive

franchise for another term of 15 yeas (with an option

to extend for 10 more years).

 The company continues to expand its product

offerings (Choco Lava cake, Pasta, Butterscotch

mousse cake etc) to offer wide range of options to

its customers. We believe these add-ons are likely

to increase the average bill size.

 Operating margins are expected to expand on

account of strong same store sales growth due to

operating leverage in rentals, staff cost and

overheads.

Comparative valuations
Jubilant Shoppers Titan

Foodworks Stop Industries

P/E (x) FY12E 64.5 42.7 31.9

FY13E 43.0 34.4 25.8

EV/EBITDA (x) FY12E 35.0 19.9 23.0

FY13E 23.6 15.5 18.2

EV/Sales (x) FY12E 6.4 1.5 2.0

FY13E 4.4 1.1 1.6

P/BV (x) FY12E 23.8 4.4 13.1

FY13E 16.4 4.0 9.7

Shareholding pattern (%)
Dec-11 Sep-11 Dec-10

Promoter 57.7 58.0 61.3

Domestic Inst 0.6 1.3 9.6

Foreign 36.0 35.9 21.1

Others 5.7 4.9 8.0

Jubilant Foodworks: an investment profile

Stock performance (1 year)

EPS: MOSL forecast v/s consensus (INR)
MOSL Consensus Variation

Forecast Forecast (%)

FY12 16.0 16.2 -1.5

FY13 24.0 23.7 1.5

Target price and recommendation
Current Target  Upside Reco.

Price (Rs) Price (INR)  (%)

1,031 875 -15.1 Neutral

Key investment risks
 The company targets to expand in Tier II and Tier III

cities; acceptance of Pizza as a food option in smaller

towns would be crucial in expansion plans of the

company

Recent developments
 The company opened 28 stores during the quarter,

taking its total to 439.

 The company launched 3 cheese pizza and nutty choc

lava cake during the quarter.

Valuation and view
 Our estimates stand upgraded by 4-8% to INR16 for

FY12 and INR24 for FY13

 We believe valuation at 64.5xFY12E and 43xFY13E

continues to remain stretched. Maintain Neutral.

Sector view
 We are positive on the sector. We expect the sector

to clock a revenue growth of 30-35% CAGR over the

next five years.

 We believe QSR as a segment holds immense

potential due to the unfolding demographic

dividend (Income distribution, age mix, working

women) and swift lifestyle changes among the

Middle Income class in Metros, Tier I and Tier II cities.
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Financials and Valuation



Disclosures
This report is for personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. This research report does not constitute an offer, invitation or inducement
to invest in securities or other investments and Motilal Oswal Securities Limited (hereinafter referred as MOSt) is not soliciting any action based upon it. This report is not for public distribution and has been
furnished to you solely for your information and should not be reproduced or redistributed to any other person in any form.

Unauthorized disclosure, use, dissemination or copying (either whole or partial) of this information, is prohibited. The person accessing this information specifically agrees to exempt MOSt or any of its affiliates

or employees from, any and all responsibility/liability arising from such misuse and agrees not to hold MOSt or any of its affiliates or employees responsible for any such misuse and further agrees to hold MOSt
or any of its affiliates or employees free and harmless from all losses, costs, damages, expenses that may be suffered by the person accessing this information due to any errors and delays.

The information contained herein is based on publicly available data or other sources believed to be reliable. While we would endeavour to update the information herein on reasonable basis,  MOSt and/or its
affiliates are under no obligation to update the information. Also there may be regulatory, compliance, or other reasons that may prevent MOSt and/or its affiliates from doing so. MOSt or any of its affiliates or

employees shall not be in any way responsible and liable for any loss or damage that may arise to any person from any inadvertent error in the information contained in this report . MOSt or any of its affiliates
or employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter pertaining to this report, including without limitation the implied warranties of merchantability, fitness
for a particular purpose, and non-infringement. The recipients of this report should rely on their own investigations.

This report is intended for distribution to institutional investors. Recipients who are not institutional investors should seek advice of their independent financial advisor prior to taking any investment decision

based on this report or for any necessary explanation of its contents.

MOSt and/or its affiliates and/or employees may have interests/positions, financial or otherwise in the securities mentioned in this report. To enhance transparency, MOSt has incorporated a Disclosure of Interest
Statement in this document. This should, however, not be treated as endorsement of the views expressed in the report.

Disclosure of Interest Statement Jubilant Foodworks
1. Analyst ownership of the stock No
2. Group/Directors ownership of the stock No
3. Broking relationship with company covered No
4. Investment Banking relationship with company covered No

Analyst Certification
The views expressed in this research report accurately reflect the personal views of the analyst(s) about the subject securities or issues, and no part of the compensation of the research analyst(s) was, is, or
will be directly or indirectly related to the specific recommendations and views expressed by research analyst(s) in this report. The research analysts, strategists, or research associates principally responsible
for preparation of MOSt research receive compensation based upon various factors, including quality of research, investor client feedback, stock picking, competitive factors and firm revenues.

Regional Disclosures (outside India)
This report is not directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where such distribution, publication, availability or use would be contrary to
law, regulation or which would subject MOSt & its group companies to registration or licensing requirements within such jurisdictions.

For U.K.
This report is intended for distribution only to persons having professional experience in matters relating to investments as described in Article 19 of the Financial Services and Markets Act 2000 (Financial

Promotion) Order 2005 (referred to as "investment professionals").  This document must not be acted on or relied on by persons who are not investment professionals. Any investment or investment activity to
which this document relates is only available to investment professionals and will be engaged in only with such persons.

For U.S.
MOSt is not a registered broker-dealer in the United States (U.S.) and, therefore, is not subject to U.S. rules. In reliance on the exemption from registration provided by Rule 15a-6 of the U.S. Securities Exchange

Act of 1934, as amended (the "Exchange Act") and interpretations thereof by the U.S. Securities and Exchange Commission ("SEC") in order to conduct business with Institutional Investors based in the U.S.,
Motilal Oswal has entered into a chaperoning agreement with a U.S. registered broker-dealer, Marco Polo Securities Inc. ("Marco Polo").

This report is intended for distribution only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the Exchange Act and interpretations thereof by SEC (henceforth referred to as "major institutional
investors"). This document must not be acted on or relied on by persons who are not major institutional investors. Any investment or investment activity to which this document relates is only available to major

institutional investors and will be engaged in only with major institutional investors.

The Research Analysts contributing to the report may not be registered /qualified as research analyst with FINRA. Such research analyst may not be associated persons of the U.S. registered broker-dealer, Marco
Polo and therefore, may not be subject to NASD rule 2711 and NYSE Rule 472 restrictions on communication with a subject company, public appearances and trading securities held by a research analyst account.

Motilal Oswal Securities Ltd
3rd Floor,  Hoechst House,  Nariman Point,  Mumbai 400 021

Phone: (91-22) 39825500 Fax: (91-22) 22885038. E-mail: reports@motilaloswal.com


