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Financials & Valuation (INR b)
Y/E March 2013E 2014E 2015E

Sa les 92.4 106.5 123.7

EBITDA 12.7 16.2 20.1

Adj. PAT 3.7 7.2 9.9

Adj. EPS (INR) 30.0 58.6 81.2

EPS Gr.  (%) 53.6 95.3 38.7

BV/Sh.(INR) 693.7 629.0 692.2

RoE (%) 4.3 7.8 9.9

RoCE (%) 8.5 10.9 13.4

Payout (%) 13.3 7.7 6.2

Valuations

P/E (x) 61.9 31.7 22.9

P/BV (x) 2.7 3.0 2.7

EV/EBITDA (x) 23.2 17.9 14.0

Div. Yield (%) 0.2 0.2 0.3

Results largely in-line; premiumization continues to play out

 For 3QFY13, standalone sales grew 11.3% to INR21.7b (est INR21.5b). Volumes

grew 7%, aided by a low base (3QFY12 volumes were flat). Gross margin

expanded 130bp to 40.5% and EBITDA margin expanded 170bp to 11.3% (v/s

our estimate of 12.2%). Reported PAT grew 70% to INR806m (v/s our estimate

of INR853m), while recurring PAT was up 64%.

 UNSP's premiumization story continues to play out, as reflected in the strong

29% growth in the prestige plus brands. The contribution of prestige plus

brands expanded 420bp to 25% for 3QFY13 and 300bp for 9MFY13 to 23%. This

led the gross margin expansion in 3QFY13 despite 5% increase in ENA cost per

case. Glass prices declined 5-7%.Whyte and Mackay's sales for the quarter

increased 42% to GBP70m, while margins contracted 1700bp to 46.8%.

 For 9MFY13, consolidated net sales grew 18% to INR81.3b. EBITDA increased

21% to INR11.2b. Despite 29% increase in interest cost, reported PAT grew

64%, led by positive swing of ~INR1b in forex items.

 UNSP's consolidated net debt increased from INR78.4b as at September 2012

to INR79.5b as at December 2012.

Maintain Buy : The premiumization story is playing out, as reflected in the 3Q

numbers. Price benefits in Andhra Pradesh post the introduction of higher priced

brands will add further tailwind from 4Q. Notwithstanding the near-term volume

pressure in the key Tamil Nadu market, we maintain our positive stance on UNSP.

The apparent expensive valuations will be dwarfed by the attractive and

profitable long-term opportunity that IMFL offers. We remain confident of

structural margin improvement in the business, though accelerated brand

investments will restrict margin improvement in the initial years.  The stock trades

at 31.7x FY14E and 22.9x FY15E EPS. Buy with a target price of INR2,490. Spike in

input costs, regulatory overhang on the deal are key monitorables.
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Standalone results: Volume growth impacted by Tamil Nadu government's
favoritism towards local players
 Net sales grew 11.3% YoY to INR21.7b (v/s our estimate of INR21.5b), though

volumes grew just 7% YoY. Volume growth, which was aided by a low base (3QFY12

volumes flat), was below our expectation. There is continued trade pressure in

Tamil Nadu, as the government continues to favor local brands at the cost of

organized players.

 Premium brands registered strong volume growth of 29%, with ~8m cases sold in

3QFY13 v/s 6.1m cases in 3QFY12. Salience of prestige plus brands expanded 420bp

to 25% for 3Q and 310bp to 23% for 9MFY13.

 In 9MFY13, McDowell's No 1 Whisky, Royal Challenge and Black Dog Scotch posted

YoY growth of 20%, 23% and 29%, respectively.

 Gross margin expanded 130bp YoY to 40.5% due to the aforementioned mix

improvement, despite 5% YoY increase in ENA prices to INR172.4/case (up 8.4%

QoQ). The management expects ENA prices to soften in 4QFY13 due to the onset

of the crushing season.

 EBITDA margin expanded 170bp YoY (flat QoQ) to 11.3% v/s our estimate of 12.2%.

Ad spends contracted 90bp YoY while employee costs were flat.

 Interest cost increased 6.4% YoY to INR1.6b. Other income increased 92.6% YoY to

INR608m.

 Reported PAT grew 70% YoY to INR806m (v/s our estimate of INR853m) while

recurring PAT after adjusting for forex gains in both the quarters was up 64% YoY.

Key Metrics

1QFY12 2QFY12 3QFY12 4QFY12 1QFY13 2QFY13 3QFY13

Volume Growth (%) 15 8 1 5 2 -1 7

Material cost/case 376 364 390 375 387 499 397

ENA (INR/case) 147 153 164 162 151 159 172

Sales Volume (m Cases) 30.7 28.7 30.5 30.3 31.3 28.4 32.6

EBITDA/Case 108 89 61 58 107 89 75

Realisation/case (INR) 630 624 640 615 658 782 667

Realization growth (%) 15 23 -1.0 11 4 25 4.1

Ad spend (% sales) 7.8 9.4 11.1 11.2 8.3 7.7 9.4

Source: Company, MOSL

UNSP volumes v/s industry

           UNSP volumes (m cases)    Industry gr. (%)

Segment 3QFY13 3QFY12 YoY (%) 2Q13 9MFY13 9MFY12 YoY(%) 3QFY13 9MFY13

Prestige & above 7.92 6.12 29.4 7.4 21.22 17.93 18.3 11 12

Regular & below 24.66 24.39 1.1 21.1 71.05 72.01 -1.3 2 2

Total 32.58 30.51 6.8 28.5 92.27 89.94 2.6 4 4

Source: Company, MOSL
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Interest costs declined 3.8% QoQ

Spirits costs are up 5% YoY and 8% QoQ EBITDA margin expanded 170bp YoY to 11.3%

Source: Company, MOSL

Source: Company, MOSL

Consolidated results: 9MFY13 sales up 18%, PAT up 64%
 For 9MFY13, consolidated net sales grew 18% to INR81.3b. EBITDA increased 21%

to INR11.2b. Despite 29% increase in interest cost, reported PAT grew 64%, led by

positive swing of ~INR1b in forex items (gain of INR581m in 9MFY13 v/s loss of

INR415m in 9MFY12).

Low base aids 7% YoY volume growth Contribution of prestige plus brands to overall volumes rising

Source: Company, MOSL
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 Whyte and Mackay's sales for the quarter increased 42% to GBP70m, gross profit

increased 4.2% to GBP32.7m, while margins contracted 1700bp to 46.8%. Reported

PBT declined 5.8% to GBP17m. For 9MFY13, sales, EBITDA and PBT grew 37%, 37%

and 127%, respectively.

 Net debt for Whyte and Mackay (W&M) stood at GBP107.11m as at December

2012, a decline of GBP48m QoQ.

 UNSP's consolidated net debt increased from INR78.4b as at September 2012 to

INR79.5b as at December 2012.

Consolidated debt increased marginally to INR79.5b (INR m)

3QFY13 3QFY12 YoY (%) 9MFY13 9MFY12 YoY (%)

Consolidated P&L

Net Sales  28,391  25,042 13.4  81,363  69,156 17.7

EBIDTA  3,488  2,878 21.2  11,276  9,320 21.0

EBITDA margins (%) 12.3 11.5 13.9 13.5

Interest  2,124  1,461 45.4  7,275  5,652 28.7

PBT from Operations  963  1,093 -11.9  2,683  2,665 0.7

Other Income  696  1,250 -44.3  1,685  1,348 25.0

PBT  1,659  2,343 -29.2  4,368  4,013 8.8

PAT  1,167  604 93.2  2,822  2,167 30.2

Exceptional Items  (839)  (110) 662.7  222  (314) -170.7

PAT inc exceptional items  328  494 -33.6  3,044  1,853 64.3

Source: Company, MOSL

Consolidated sales up ~18% for 9MFY13 (INR m)

3QFY13 2QFY13 1QFY13 FY12 FY11

Consolidated Debt

Secured Loans  39,916  39,692  42,464  38,893  29,852

Unsecured loans  9,622  10,481  10,541  12,305  10,967

Sub -Total  49,538  50,173  53,005  51,198  40,819

W & M Acquisition Loan - W/o recourse  22,993

USL Holdings (UK) - With recourse (GBP 370m)  33,037  31,691  32,153  30,162  -

Total Gross debt ( consolidated)  82,575  81,864  85,158  81,360  63,812

Cash & Bank Balance  2,820  3,421  4,524  3,632  6,322

Total Net  Debt  79,755  78,443  80,634  77,728  57,490

Source: Company, MOSL

W&M EBITDA margin flat in 9MFY13

Whyte and Mackay (GBPm)

1QFY12 2QFY12 3QFY12 4QFY12 1QFY13 2QFY13 3QFY13 YoY Chg (%)

Sa les 37.8 41.5 49.2 58.5 33.8 72.0 70.0 42.3

Gross Profit 14.3 18.3 31.4 21.0 12.0 32.9 32.7 4.2

Gross Margin (%) 37.8 44.2 63.8 35.9 35.5 45.7 46.8

Marketing exp 7.2 8.9 10.8 8.2 7.1 8.2 12.2 13.2

Overheads 2.9 3.0 3.2 5.0 3.7 4.3 3.7 16.9

EBITDA 4.2 6.5 17.4 7.9 1.2 20.4 16.8 -3.6

EBITDA Margin (%) 11.0 15.6 35.4 13.5 3.5 28.3 24.0

Interest 2.2 4.7 3.8 -2.9 0.8 1.1 0.9 -77.4

Depreciation 1.0 1.0 1.1 2.1 1.1 1.1 1.1 0.9

Restructuring exp 0.9 1.5 -1.7 6.7 1.1 1.1 1.5 -189.7

PBT 0.1 -0.8 14.2 2.0 -1.8 17.1 13.4 -5.8

Source: Company, MOSL
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 Increase in interest cost due to (1) higher interest

rateand (2) rising working capital requirement will

impactthe company's performance.

Recent developments
 The UB group has entered into an agreement to sell

27.4% stake (including 10%preferential allotment)

in United Spirits (UNSP) to Diageo for INR57.3b.

Diageo will also make an open offer to acquire an

additional 26% at the same price. If the openoffer is

fully subscribed, Diageo will eventually own 53.4%

stake in UNSP. SEBI has given approval to the deal

subject to deletion of put option clause.

Valuation and view
 We estimate PAT CAGR of 64% overFY13-15.

 The stock trades at 31.7x FY14E and 22.9x FY15E EPS.

Buy with a target price of INR2,490.

Sector view
 Long term potential remains favorable given

demographics, high entry barriers and consolidation

of the industry in favor of MNCs.

 Companies with wide product portfolio,

premiumbrands and presence across segments will

lead thegrowth rates and marginexpansions.

Comparative valuations
United Spirits Radico Khaitan

P/E (x) FY13E 61.9 21.6

FY14E 31.7 16.3

EV/EBITDA (x) FY13E 23.2 13.1

FY14E 17.9 10.8

EV/Sales (x) FY13E 3.0 2.1

FY14E 2.6 1.8

P/BV (x) FY13E 2.7 2.5

FY14E 3.0 2.2

Shareholding pattern (%)
Dec-12 Sep-12 Dec-11

Promoter 27.5 27.8 28.0

Domestic Inst 6.2 4.9 2.5

Foreign 50.6 51.2 58.6

Others 15.7 16.1 10.9

United Spirits: an investment profile

Stock performance (1 year)

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

Forecast Forecast (%)

FY13 30.0 26.3 13.9

FY14 58.6 47.8 22.7

Target price and recommendation
Current Target  Upside Reco.

Price (INR) Price (INR)  (%)

1,856 2,490 34.2 Neutral

Company description
UNSP is the leading IMFL player, with volume sales of

122m cases, 41% market shareby volume and 22

millionaire brands. It services 64,000 outlets across India

and 98% ofthe on-and-off-premises network. It has

manufacturing and bottling presence in allstates, with

40 owned plants and 42 contract tie-ups.

Key investment arguments
 UNSP is best placed to gain from double digit

volumegrowth in the IMFL market due to (1) a

strongdemographics push, (2) high entry barriers, (3)

a wideproduct range and (4) a strong distribution

network. We expect 12-13% volume growth in the

next fewyears.

 Mix improvementpost Diageo deal is likely to enable

strongrealization growth in an environment in which

pricingpower is constrained.

Key investment risks
 Margin benefits may take longer than expected

timeframe to accrue.

 Nearly 55% of sales volumes are generated from

stateswhere governments control prices. Changes

indistribution controls and a freeze on pricing can

impactthe company's margins.
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