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IPO Note | Sector: Consumer Discretionary

Barbeque Nation Hospitality Ltd

AVOID IPO Price: Rs498-500

Leading brand in fast-growing casual restaurant dining market

Barbeque Nation (BBQN) is one of the leading casual dining restaurant chains which pioneered
the “live grill on the table” format. After starting in 2008, the company has now grown to 164
restaurants — 147 BBQ Nation stores in India, 6 international stores and 11 stores of Italian
cuisine Toscano. The company has also entered the delivery segment by introducing “UBQ”
providing a-la-carte Indian cuisine in the value segment and “Barbeque-in-a-Box” as one of
their flagship delivery products. Promoted by Sayaji Hotels and the Dhanani family, key
shareholders include CX Partners, Jubilant Foodworks, Xponentia and Alchemy.

Sales have recovered post pandemic but risks resurfacing again

The management has ensured a strong recovery post getting severely hit by the pandemic in
1HFY21 with sales recovering to 84% by November 2020. A key reason or this recovery has
been the strong growth in the delivery business which now contributes about 15% to total
revenue vs 3% in FY20. The company has updated their BBQ App to further strengthen its
digital offering and also undertaken various cost optimization initiatives. A pre-IPO placement
of Rs 1.5bn has helped in improving liquidity and ensured continuity of operations. A second
wave of the pandemic remains a near-term operational risk for the company.

Future growth strategy centered around footprint and delivery expansion

While the concept is no longer a novelty, the company is focused on menu innovation and
continuously improving guest satisfaction and experience to stay ahead of competition. A
well-integrated customer reservation system helps in quality customer data analytics. Adding
a loyalty program has increased repeat business while adding the delivery platform has helped
increase restaurant throughput without significant additional costs. Given the Italian cuisine
foray is still in its infancy (6% of revenue) and international foray (5% of revenue) has not
yielded strong results, entire expansion will be in India only in the foreseeable future in
addition to further ramping up the delivery business.

Operating leverage and debt repayment crucial for turning profitable

Despite relatively high EBITDA margins, the company has not yet turned profitable given the
high depreciation and interest costs which have ballooned on account of aggressive store
expansion. Margins have also been coming down due to losses in international stores in FY19
and COVID impact in FY20 and 8MFY21. Post the pre-IPO fund raise and IPO, debt should come
down which can take the company close to profitability if pace of expansion is controlled. In
last 3 years, store expansion CAGR has been higher than revenue CAGR indicating weak
performance of new stores. Therefore, strong SSSG rates for stores opened in last 3 years is
crucial for the company to reach its target of becoming profitable.

Some concerns on valuations in light of near-term headwinds

Company is targeting a market cap of Rs 18.8bn post-issue which equates to 12.2x FY20
EV/EBITDA and 2.2x P/S, which is significantly lesser than QSR peers like Westlife and Burger
King. But given the highly capital intensive and more volatile dine-in business model, we
believe the discount is justified. Moreover, given the recent pre-IPO allotment in December
and January was done at 50% less than IPO price and COVID concerns have again come back
which would be a near term headwind for the space, the pricing looks on the higher side with
not a lot left on the table for investors. We also note that earlier fund raises in 2018 have been
done at a much higher price, but fundamentals have deteriorated since. Despite a strong
growth outlook for the space (18% expected industry CAGR) and strong brand equity for the
company which should help market share gains, we would advise avoiding the IPO and
awaiting better entry opportunities post listing.
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Issue details

Face value (Rs) 5
Issue Size* Rs4.53bn
Offer for sale* Rs2.73bn
Fresh Issue Rs1.8bn
Post-issue M-cap* Rs18.77bn
Issue type 100% Book building

*At upper price band

Share reservation (of net offer)

QlB Not less than 75%
Non-institutional Not more than 15%
Retail Not more than 10%

Issue Manager
Ambit Private Limited, Axis
Capital Limited

BRLM IIFL Holdings Limited, SBI

Capital Markets Limited
Registrar Link Intime India Pvt. Ltd.
Listing BSE, NSE

Company management

Rahul Agrawal CEO
Amit Betala CFO
Gulshan Chawla CPO
Ahmed Raza CTO

Financial Summary — Y/E March (Rs mn)

FY18 FY19 FY20
Revenue 5,863 7,390 8,470
Gross margin 66.3% 66.5% 65.5%
EBITDA margin 23.9% 20.2% 19.8%
PAT -58 -384 -329
EPS (Rs) -2.1 -8.3 -11.8
RoE (%) -4% -27.8% -47.9%
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Barbeque Nation Hospitality Ltd

Management Team

Mr. Rahul Agrawal, CEO

Prior to joining Barbeque Nation Hospitality, Rahul Agrawal was associated with Ernst & Young Private
Limited, Beacon BVM Advisors Private Limited and CX Advisors. He holds a bachelor’s degree in
commerce (honors) from Shri Ram College of Commerce, University of Delhi and a post graduate diploma
in management from the Indian Institute of Management, Bengaluru.

Mr. Amit Betala, CFO
Mr. Amit Betala possesses more than 7 years of experience in various organization including Clix Capital
and Axis Bank. He holds a bachelor’s degree in science from the University of Madras and a post graduate

diploma in agribusiness management from the Indian Institute of Management, Lucknow. He is also a
certified FRM.

Mr. Gulshan Chawla, CPO

Mr. Gulshan Chawla is Chief People’s Officer. He worked as HR in HCL Technology Pvt Ltd across India
and USA, as General Manager in Lava Mobiles and in Oyo Rooms as VP-HR. He holds a bachelor’s degree
in commerce from the Shri Ram College of Commerce, University of Delhi and a master’s degree in
business administration from MDI, Gurgaon.

Mr. Ahmed Raza, CTO

Mr. Ahmed Raza brings with rich experience in procourse, oracle 8/8i and visual basic 6.0. He has worked
with ShawMan Software Private Limited and with SHL as Head, Corporate Human Resources /

Information Technology. He holds a bachelor’s degree in commerce from University of Mumbai.

Shareholding

Shareholding Pattern No of shares Holding (%)
SHKSL (Sayaji Housekeeping Services Ltd) 1,26,21,116 37.2
Kayum Dhanani 5,22,846 1.5
Suchitra Dhanani 6 0.0
Azhar Dhanani 4,97,890 1.5
Saba Jameel Sayed 4,97,890 1.5
Sadiya Dhanani 4,97,890 1.5
Sanya Dhanani 4,97,893 1.5
Zoya Dhanani 4,44,631 1.3
Zuber Dhanani 6,45,259 1.9
TPL (Tamara Pvt Ltd) 60,78,402 17.9
AAIVIT 1,98,392 0.6
MPL (Menu Pvt Ltd) 5,32,104 1.6
Jubilant 36,50,794 10.8
PPL 31,82,964 9.4
Xponentia 15,87,302 4.7
Alchemy India 5,75,000 1.7
Partner reinsurance 3,85,000 1.1
Source: RHP
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Exhibit 1: Aggressive footprint expansion post FY17 Exhibit 2: Still concentrated in metro and Tier 1
M Restaurants M No. of cities B Metro, Tier-1 & International cities M Tier-2 & Tier-3 cities
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Source: Company, YES Sec — Research; GLA is Gross Loan Assets Source: Company, YES Sec — Research
Exhibit 3: Expansion into Italian cuisine and outside India Exhibit 4: Have shut only 3 restaurants during COVID period
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Source: Company, YES Sec — Research Source: Company, YES Sec — Research
Exhibit 5: In-dining covers have been expanding Exhibit 6: With gradual increase in average bill size
. n-dining Covers (Mn) ~ —@— Growth % . Average per cover (Rs) —@— Average bill size (Rs)
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Source: Company, YES Sec — Research Source: Company, YES Sec — Research
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Exhibit 7: Decent traffic and revenue in weekdays as well

Exhibit 8: Well divided revenue between lunch and dinner

B Weekday ™ Weekend

M Lunch Covers

m Non-lunch Covers
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Source: Company, YES Sec — Research Source: Company, YES Sec — Research
Exhibit 9: Revenue and Revenue growth Exhibit 10: EBITDA and EBITDA growth
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Source: Company, YES Sec — Research
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Barbeque Nation Hospitality Ltd

FINANCIALS

Exhibit 11: Balance sheet

Y/E March 31 (Rs mn) FY18 FY19 FY20
Equity and Liabilities

Equity share capital 138 140 140
Other equity 1312 1176 -81
Non-controlling interest - - 52
Total equity 1450 1316 111
Borrowings 854 1093 1650
Lease liability 3013 3623 4328
Other financial liabilities - - 674
Provisions 87 114 85
Other non-current liabilities 2 @ @
Total Non-current liabilities 3957 4829 6738
Borrowings 185 157 415
Lease liability 494 578 488
Trade payables 673 768 1125
Other financial liabilities 320 389 488
Other current liabilities 67 80 116
Provisions 32 34 63
Current tax liabilities (Net) 53 40 11
Total current liabilities 1825 2046 2705
Total equity and liabilities 7232 8191 9555
Assets

Property, plant and equipment 2248 3032 3322
Right-of-use assets 2939 3546 4015
Capital work-in-progress 185 159 109
Goodwill 230 190 723
Other intangible assets 62 55 67
Financial Assets 224 248 311
Deferred tax assets (net) 262 305 278
Other non-current assets 173 33 57
Total Non-current assets 6322 7568 8881
Inventories 190 193 149
Investments - - -
Trade receivables 56 49 22
Cash and cash equivalents 436 120 147
Other financial assets 3 10 42
Other current assets 224 252 313
Total current assets 909 623 673
Total assets 7232 8191 9555

Source: Company, YES Sec — Research
Exhibit 12: Income statement

Y/e 31 Mar (Rs m) FY18 FY19 FY20
Revenue 5863 7390 8470
Operating profit 4500 5932 6828
Depreciation 703 895 1340
Interest expense 536 564 756
Profit before tax 165 35 -415
Taxes 124 144 78
Net profit -58 -384 -329

Source: Company, YES Sec — Research
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DISCLAIMER

Investments in securities market are subject to market risks, read all the related
documents carefully before investing.

The information and opinions in this report have been prepared by YSL and are
subject to change without any notice. The report and information contained
herein are strictly confidential and meant solely for the intended recipient and
may not be altered in any way, transmitted to, copied or redistributed, in part or
in whole, to any other person or to the media or reproduced in any form, without
prior written consent of YSL.

The information and opinions contained in the research report have been
compiled or arrived at from sources believed to be reliable and have not been
independently verified and no guarantee, representation of warranty, express or
implied, is made as to their accuracy, completeness, authenticity or validity. No
information or opinions expressed constitute an offer, or an invitation to make an
offer, to buy or sell any securities or any derivative instruments related to such
securities. Investments in securities are subject to market risk. The value and
return on investment may vary because of changes in interest rates, foreign
exchange rates or any other reason. Investors should note that each security's
price or value may rise or fall and, accordingly, investors may even receive
amounts which are less than originally invested. The investor is advised to take
into consideration all risk factors including their own financial condition, suitability
to risk return profile and the like, and take independent professional and/or tax
advice before investing. Opinions expressed are our current opinions as of the
date appearing on this report. Investor should understand that statements
regarding future prospects may not materialize and are of general nature which
may not be specifically suitable to any particular investor. Past performance may
not necessarily be an indicator of future performance. Actual results may differ
materially from those set forth in projections.

Technical Analysis reports focus on studying the price movement and trading
turnover charts of securities or its derivatives, as opposed to focussing on a
company’s fundamentals and opinions, as such, may not match with reports
published on a company’s fundamentals.

YSL, its research analysts, directors, officers, employees and associates accept no
liabilities for any loss or damage of any kind arising out of the use of this report.
This report is not directed or intended for distribution to, or use by, any person or
entity who is a citizen or resident of or located in any locality, state, country or
other jurisdiction, where such distribution, publication, availability or use would
be contrary to law, regulation or which would subject YSL and associates to any
registration or licensing requirement within such jurisdiction. The securities
described herein may or may not be eligible for sale in all jurisdictions or to certain
category of investors. Persons in whose possession this document may come are
required to inform themselves of and to observe such restriction.

DISCLOSURE OF INTEREST

Name of the Research Analyst Himanshu Nayyar, Ankit Mahajan

The analyst hereby certifies that opinion expressed in this research report accurately
reflect his or her personal opinion about the subject securities and no part of his or
her compensation was, is or will be directly or indirectly related to the specific
recommendation and opinion expressed in this research report.

Sr

. Particular: Yes/N
No. articulars es/No
Research Analyst or his/her relative’s or YSL's financial interest No
in the subject company(ies)
Research Analyst or his/her relative or YSL’s actual/beneficial
ownership of 1% or more securities of the subject No

company(ies) at the end of the month immediately preceding
the date of publication of the Research Report

Research Analyst or his/her relative or YSL has any other
3 material conflict of interest at the time of publication of the No
Research Report

Research Analyst has served as an officer, director or employee
of the subject company(ies)

IS

No

YSL has received any compensation from the subject company

. No
in the past twelve months

YSL has received any compensation for investment banking or
6 merchant banking or brokerage services from the subject No
company in the past twelve months

YSL has received any compensation for products or services
other than investment banking or merchant banking or

N

brokerage services from the subject company in the past °
twelve months
YSL has received any compensation or other benefits from the

8 subject company or third party in connection with the research No
report
YSL has managed or co-managed public offering of securities No
for the subject company in the past twelve months

10 Research Analyst or YSL has been engaged in market making No

activity for the subject company(ies)

Since YSL and its associates are engaged in various businesses in the financial
services industry, they may have financial interest or may have received
compensation for investment banking or merchant banking or brokerage services or
for any other product or services of whatsoever nature from the subject
company(ies) in the past twelve months or associates of YSL may have managed or
co-managed public offering of securities in the past twelve months of the subject
company(ies) whose securities are discussed herein.

Associates of YSL may have actual/beneficial ownership of 1% or more and/or other
material conflict of interest in the securities discussed herein.
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RECOMMENDATION PARAMETERS FOR FUNDAMENTAL REPORTS

Analysts assign ratings to the stocks according to the expected upside/downside relative to the current
market price and the estimated target price. Depending on the expected returns, the recommendations
are categorized as mentioned below. The performance horizon is 12 to 18 months unless specified and
the target price is defined as the analysts’ valuation for a stock. No benchmark is applicable to the ratings
mentioned in this report.

BUY: Potential return >15% over 12 months

ADD: Potential return +5% to +15% over 12 months
REDUCE: Potential return -10% to +5% over 12 months
SELL: Potential return <-10% over 12 months

NOT RATED / UNDER REVIEW

ABOUT YES SECURITIES (INDIA) LIMITED

YES Securities (India) Limited (“YSL”) is a wholly owned subsidiary of YES BANK LIMITED. YSL is a SEBI
registered stock broker holding membership of NSE, BSE, MCX & NCDEX. YSL is also a SEBI registered
Category | Merchant Banker, Investment Adviser and a Research Analyst. YSL offers, inter alia,
trading/investment in equity and other financial products along with various value-added services. We
hereby declare that there are no disciplinary actions taken against YSL by SEBI/Stock Exchanges.
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