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Tata Consumer Products

Consumer Staples & Discretionary

Deep dive - Starbucks India’s plan to reach 1,000 stores (~2x) by FY28

Our analysis of Tata Starbucks financials over FY14-24 indicate (1) It had revenue CAGR of 29% over FY14-24 and store
count CAGR of 26%. The revenue/store has remained flat at ~INR 35mn. (2) The gross margins of Tata Starbucks (TS)
and Starbucks Corporation (SBUX) are similar at ~67%. We believe TS can potentially reach >20% EBITDA margin
(SBUX EBITDA margin: ~18%) and (3) TS plans to reach 1,000 outlets by FY28 (421 in FY24). Plan appears ambitious,
probably triggered by (1) vacuum caused by partial exit of Café Coffee Day (though TS is far more premium positioned)
and (2) rise of new chains (Blue Tokai, Third Wave etc). We model EV of Tata Starbucks at INR 211bn (EBITDA multiple
of 24x). In TCPL’s SoTP, we attribute INR 91/share for Tata Starbucks.

Revenue growth led by store expansion over FY14-24

TS reported strong revenue CAGR of 29% over FY14-24. It has expanded the
number of stores from 43 in FY14 to 421 in FY24 (CAGR of 26%). It has also
expanded the presence in 61 cities in FY24 from 5 cities in FY14. Revenue
CAGR is impressive considering loss of consumption during covid.
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Strong gross margins
TS has gross margin of ~68% which is similar to SBUX. We believe India
EBITDA margin can be potentially be >20% as (1) labour charges are lower in

India, (2) the rentals in smaller cities in India are also lower and (3) operating  Market Data

leverage. Market Cap (INR) 1,192bn

Market Cap (USD) 14,199mn

Plan to reach 1,000 stores by FY28 — ambitious but achievable BloombecrgdCOde TATACOGNS |g

- Reuters Code TAGL.B

TS plans to reach 1,000 stores by end of FY28 fro.rr.1 421inFY24 (roI.Iout of one 52-week Range (INR) 1254 /344

new store every three days). Plan appears ambitious, probably triggered by ¢ .. Float (%) 65.0

(1) vacuum caused by partial exit of Café Coffee Day (though TS is far more ~ ADTV-3M (mn) (USD) 223
premium positioned) and (2) rise of new chains (Blue Tokai, Third Wave etc).

. . . Price Performance (%) 3m 6m 12m

Negative working capital days Absolute 63 (43) 415

We note the working capital requirements seem low for this business as the  Relative to Sensex (0.4) (14.4) 19.0

working capital days have largely remained negative over the years. Higher
creditor days (average of 101 days over FY21-23) reflect TS's ability to
leverage its strong brand equity against suppliers.

Financial Summary

Y/E March (INR mn) FY23A FY24A FY25E FY26E

Net Revenue 1,37,832 1,52,059 1,80,669 2,03,885

EBITDA 18,565 22,841 27,307 31,574

EBITDA Margin (%) 135 15.0 15.1 155

Net Profit 10,494 13,512 15,769 19,105

EPS (INR) 11.3 142 16.6 20.1

EPS % Chg YoY 6.3 255 16.7 21.2

P/E (x) 105.5 84.1 72.0 59.4 Previous Reports

EV/EBITDA () 582 496 411 351 31-07-2024: Q1FY25 results review
RoCE (%) 6.3 7.9 8.8 10.4 .
RoE (%) 63 78 88 101 24-04-2024: Q4FY24 results review

Please refer to important disclosures at the end of this report
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Opportunity to improve revenue/store

While the revenue/store has stagnated at INR35mn over FY14-24, we believe there is
potential to expand revenue/store due to (1) steady premiumization of the portfolio, (2)
expansion in regions where the competitive pressures are lower and (3) inflation.

Valuation and risks

We model TCPL to report revenue and PAT CAGRs of 15.8% and 18.9%, respectively
over FY24-26E led by improvement in profitability of India Foods and revival in
profitability of international business. We maintain BUY and value the stock at
unchanged TP of INR 1,385.

Risks: Higher-than-expected competitive pressures, steep increase in commodity
prices and failure of new products.
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Analysis of Starbucks

29% revenue CAGR over FY14-24

Since inception in CY12, TS — a 50:50 JV between TCPL and Starbucks Corp., USA -
has consistent strong revenue growth YoY (except covid-impacted FY21). It reported
29% revenue CAGR over FY14-24. We see the following as potential revenue growth
triggers: (1) Rapid store expansion, (2) entry into new geographies and (3) strong
growth in domestic coffee chain industry. It posted 12% revenue growth in FY24 over
a high base of FY23 (+71% YoY). We model the revenue growth momentum to
accelerate further with rapid strong expansion (plans to open ~1,000 stores by FY28).

Tata Starbucks - revenue and revenue growth trend
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Tata Starbucks — a high gross margin business

It has consistently reported 65%+ gross margin over FY17-24. Also, we note, the gross
margin trajectory is steadily improving. Gross margin expansion is led by: (1) higher
scale resulting in better bargaining power with suppliers; and (2) lower/stable
commodity prices.

Gross margin trend has improved over past two years
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Similar cost structure to SBUX

We note, cost of goods sold (CoGS) as percentage of sales for TS is in a similar range
to SBUX. It stood at 31%-32% over FY21-23 for SBUX as well as TS. The employee
cost to total sales for TS is lower than SBUX. Other operating expenses to total sales
has declined for TS while it remained flat SBUX between FY19-23.

Cost of goods sold trend is largely similar... ..leading to similar gross margin trend
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Employee cost is lower for Tata Starbucks Tata Starbucks other expenses as % of net sales
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Rapid store expansion to continue until FY28

TS’ store count grew to 421 in FY24, from 43 in FY14, indicating a 26% CAGR. It has
added 88 stores in FY24 (+26% YoY). Further, it aims to expand store count to 1,000
by FY28. The store addition run-rate stood at 10 days between FY14-24. It is now
three days / store addition.

It aims to focus on mid-tier cities, in our opinion. Also, it targets to scale the count of
drive-through outlets, airport outlets and 24-hour cafes. Given strong store addition
expected until FY28, we expect revenue per store to show gradual growth from its
current levels of INR 30-32mn/store p.a.
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Rapid expansion in store count Continued addition to number cities
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Net working capital (NWC) days

NWC days remained negative over FY19-23. It has negligible debtor days and requires
inventory for a month (average of 33 days in FY22-23), in our view. Higher creditor
days reflect TS’ ability to leverage its brand against suppliers.

Net working capital days have largely remained negative
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Scope for improvement in revenue/store

TS’ revenue/store has largely remained flat YoY over the past decade. Average revenue
per store stood at INR 35mn over FY14-24. Except for a brief period of FY21-22
(largely covid impact), revenue/store was largely stable. It is focusing on expanding
count of stores and wants to roll out drive-thru outlets, airport-outlets, highway outlets
and 24-hour cafés. It is looking at expanding its presence in tier-two cities. Further, it
is working towards driving incremental volume growth by introducing new products
and smaller-sized variants. Resultantly, revenue/ store may gradually increase, in our
view.
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Revenue per store and growth trend

m Revenue per store (INR mn)
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Coffee chain industry and key players

Competition in the coffee chain business is intensifying with the entry of new players.
We note, the competition is not only amongst the home-grown brands, but also from
international players. Many new entrants in the business are backed by private equity
funding. Currently, Tata Starbucks, Café Coffee Day, Barista, Costa Coffee, Third Wave
Coffee and Blue Tokai are the leading players in India's coffee chain industry.

We note all the leading players are focusing on rapid store additions to capture the
high growth potential in the coffee chain industry. Gross margin profile varies from 50—
70% across players. Most companies are generating losses at EBITDA level. Higher
operational expenses and capital expenditure due to store additions are impacting

operational profits, in our view.

Key brands operating in India and peer group comparison

. Tata
Particulars Starbucks*
Year of inception 2,012
No. of stores (No.) 421
Revenue per store (INR mn) 29**
Revenue (INR mn) 10,869
CAGR (%) 50.0%
Gross profit (INR mn) 7,712
Gross profit margin (%) 71%
EBITDA (INR mn) 1,957
EBITDA margin (%) 18.0%
Profit/Loss (INR mn) -250

Coffee Day Third Wave -
Enterprises Coffee* G CL

1,996 2,016 2,013

900 108 100

10 13 13

9,239 318 1,275

-28.7% 118% 76.3%

5,533 1,011 688

59.9% 70.0% 54.0%

-1,414 -410 -243

-1,221 -543 -430

Source: Company data, I-Sec research, industry data; *Financials for FY23; **Revenue per store for FY24 (revenue:
INR12,173mn); Revenue CAGR for Blue Tokai: FY21-23; Revenue CAGR for coffee day, Third wave coffee: FY19-23
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Valuation

We attribute enterprise value of Tata Starbucks at INR 211bn (estimating EBITDA
multiple of 24x and SSSG of 14%). Considering 50% stake of Tata Consumer and
discounting it at 12% to FY26E, we believe the value attributable to TCPL works out to
INR 84.1bn (INR 91/share of TCPL).

Tata Starbucks indicative valuation

Particulars

Revenue per store (INR mn) FY24 29
Assumed Same store sales growth (%) 14%
Revenue per store (INR mn) FY28 49
Assumed EBITDA margin (%) 18%
EBITDA per store (INR mn) FY28 9
Current number of stores (No.) 421
Annual increase in in number of stores (No.) 145
Stores at end of FY28 (No.) 1,000
Overall EBITDA at end of FY28 (INR mn) 8,795
EBITDA multiple (x) 24
EV (INR mn) 2,11,090
Value for Tata Consumer (50%) 1,05,545
Discounted value @12% to FY26E 84,140
Value per share of TCPL (INR) 91

Source: Company data, I-Sec research
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Financial Summary

Profit & Loss
(INR mn, year ending March)

Cashflow statement
(INR mn, year ending March)

FY23A FY24A FY25E FY26E
Net Sales 137,832 152,059 1,80,669 2,03,885
Operating Expenses 1,19,267 1,29,218 1,53,362 1,72,310
EBITDA 18,565 22,841 27,307 31,574
EBITDA Margin (%) 135 15.0 15.1 15.5
Depreciation & Amortization 3,041 3,772 4,470 4,857
EBIT 15,524 19,070 22,837 26,718
Interest expenditure 872 1,298 976 105
Other Non-operating 1689 2456 1581 1581
Income
Recurring PBT 16,341 20,228 23,442 28,193
Profit / (Loss) from
Associates (264) (856) (959) (1,074)
Less: Taxes 4,470 3,947 5,978 7,189
PAT 11,871 16,280 17,464 21,004
Less: Minority Interest (1,113) (702) (737) (825)
Extraordinaries (Net) 2,431 (1,526) - -
Net Income (Reported) 12,925 13,197 15,769 19,105
Net Income (Adjusted) 10,494 13,512 15,769 19,105
Source Company data, I-Sec research
Balance sheet
(INR mn, year ending March)
FY23A FY24A FY25E FY26E
Total Current Assets 75,538 71,880 65,465 87,821
of which cash & cash eqv. 27,969 24,545 9,224 24,353
Total Current Liabilities & 20480 34056 40464 45663
Provisions
Net Current Assets 46,059 37,824 25,002 42,158
Investments 10,474 7,622 6,663 5,590
Net Fixed Assets 46,606 85,178 84,321 83,542
ROU Assets - - - -
Capital Work-in-Progress 6,789 1,896 1,896 1,896
Total Intangible Assets 80,254 1,03,343 1,03,343 1,03,343
Long Term Loans &
Advances ) ) ) )
Deferred Tax assets - 1,422 1,422 1,422
Total Assets 1,98,145 2,46,154 2,31,516 2,46,820
Liabilities
Borrowings 11,828 29,539 1,684 1,684
Deferred Tax Liability 8,144 17,952 17,952 17,952
Provisions 5,297 2,257 2,682 3,026
Other Liabilities 1,607 22,045 26,193 29,558
Equity Share Capital 929 953 953 953
Reserves & Surplus 161,838 159,615 1,67,523 1,78,292
Total Net Worth 1,62,767 1,60,568 1,68,476 1,79,244
Minority Interest 8,602 13,793 14,530 15,356
Total Liabilities 1,98,145 2,46,154 2,31,516 2,46,820
Source Company data, I-Sec research
Quarterly trend
(INR mn, year ending March)
Sep-23 Dec-23 Mar-24 Jun-24
Net Sales 37,882 38,039 39,269 43,521
% growth (YOY) 11.0 95 8.5 16.3
EBITDA 5,371 5,724 6,296 6,674
Margin % 14.4 15.0 16.0 15.3
Other Income 898 596 385 392
Extraordinaries (537) 871 (2,259) 73
Adjusted Net Profit 3,481 3,669 4,436 3,047

FY23A FY24A FY25E FY26E
Operating Cashflow 14,613 39,576 23,403 26,068
Working Capital Changes - 22,208 2,074 1,683
Capital Commitments (3,356) (37,450) (3,613) (4,078)
Free Cashflow 11,257 2,126 19,789 30,145
Other investing cashflow (4,922) 7,617 1,581 1,581
Cashflow from Investing
Activities (8,278) (29,833) (2,032) (2,497)
Issue of Share Capital - - - -
Interest Cost (817) (1,298) (976) (105)
Inc (Dec) in Borrowings (593) 17,710  (27,855) -
Dividend paid (5,734) (7,384) (7,861) (8,337)
Others - - - -
Cash flow from Financing
Activities (7,144) 9,028 (36,691) (8,442)
Chg. in Cash & Bank (809) 18771 (15321) 15,129
balance
Closing cash & balance 8,904 46,741 9,224 24,353

Source Company data, I-Sec research
Key ratios
(Year ending March)

FY23A FY24A FY25E FY26E
Per Share Data (INR)
Reported EPS 11.3 14.2 16.6 20.1
Adjusted EPS (Diluted) 11.3 14.2 16.6 20.1
Cash EPS 14.6 18.1 21.2 25.1
Dividend per share (DPS) 8.4 7.8 8.3 8.8
Book Value per share (BV) 175.2 168.5 176.8 188.1
Dividend Payout (%) 74.8 54.6 49.8 43.6
Growth (%)
Net Sales 10.9 10.3 18.8 12.8
EBITDA 8.0 23.0 19.6 15.6
EPS (INR) 6.3 25.5 16.7 21.2
Valuation Ratios (x)
P/E 105.5 84.1 72.0 59.4
P/CEPS 81.8 65.7 56.1 47.4
P/BV 6.8 7.1 6.7 6.3
EV/EBITDA 58.2 49.6 41.1 35.1
P/ Sales 8.0 7.5 6.3 5.6
Dividend Yield (%) 0.7 0.7 0.7 0.7
Operating Ratios
Gross Profit Margins (%) 41.9 43.7 44.2 44.6
EBITDA Margins (%) 135 15.0 15.1 15.5
Effective Tax Rate (%) 27.4 19.5 25.5 25.5
Net Profit Margins (%) 8.6 10.7 9.7 10.3
Net Debt / Equity (x) (0.2) 0.0 (0.1) (0.1)
Net Debt / EBITDA (x) (1.4) (0.1) (0.5) (0.9)
Fixed Asset Turnover (x) 2.0 1.7 1.6 1.7
Working Capital Days 51 (5) 9) (11)
Inventory Turnover Days 75 70 72 70
Receivables Days 22 23 23 23
Payables Days 15 13 14 14
Profitability Ratios
RoCE (%) 6.3 7.9 8.8 10.4
RoE (%) 6.3 7.8 8.8 10.1
RolC (%) 6.3 7.9 8.8 10.4

Source Company data, I-Sec research

Source Company data, I-Sec research
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