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BSE SENSEX S&P CNX   CMP: INR2,390 TP: INR2,300 Neutral 27,086 8,096 

Bloomberg UNSP IN 

Equity Shares (m) 145.3 
M.Cap. (INR b) / (USD 
b) 

347.4/5.7 

52-Week Range (INR) 2,941/2,254 

1, 6, 12 Rel. Per (%) -4/-27/-44 

 

Financials & Valuation (INR b) 

 Y/E MAR 2015E 2016E 2017E 

Net Sales 91.8 103.9 119.2 

EBITDA 10.8 13.2 16.1 

Adj PAT 5.4 8.5 10.6 

Adj.EPS(INR) 37.4 58.3 73.2 

   Gr. (%) -518.0 56.0 25.6 

BV/Sh.(INR) 588.9 629.6 683.6 

RoE (%) 6.3 9.3 10.7 

RoCE (%) 9.1 10.7 12.4 

P/E (x) 64.0 41.0 32.7 

P/BV (x) 4.1 3.8 3.5 
 

  UNSP results were below est. with net sales growth of 2.7% YoY. While gross sales 
were up 12.8%, higher excise duties (up 19.6% YoY) drove flattish sales. 

 Gross margins contracted 110bp due to rise in ENA costs. EBITDA margin 
contracted 660bp YoY to 4.7% (est. 4.7%).  Higher depreciation (up 59% YoY to 
INR310m), interest expenses (up 6.1% YoY) and lower other income further drove 
PBT loss of INR1.1b. At the PAT level, it reported a loss of INR 457m. 

 FY14 highlights– Sales, EBITDA and PAT posted 1.3%, -25.4% and -28.6% 
respectively. EBITDA margins contracted 330bp YoY to 9.3%. 

 Consol. highlights: FY14 consol sales and EBITDA grew 1% and (29.2%) while it 
posted loss of INR1.3b. For 4Q, sales, EBITDA grew 5.3% and 34.9% while recur 
PAT came in at INR1.44b (vs. loss of INR3.75b) led by forex gains of INR5.4b. 

 Balance sheet details: Net debt stands at INR72.1b which should subsequently 
reduce as W&M proceeds get utilized for debt repayment (as per earlier 
announcement, UNSP intends to use INR37b of proceeds for debt repayment). 
Working capital intensity has increased by 10 days to 117 days.  

 Write offs/provisions: a) UNSP has provided for INR 36.2b as provision for loans 
given to intra- group entity (net proceeds of W&M divestment being insufficient 
to pay off group loans), b) Written off entire investment made in the subsidiary – 
Palmer (INR6.9b) and Montrose International (INR133.9m), c) Provision for 
debtors of INR6.5b, for parties who have reneged on their commitment and are 
proposing to repay the dues only after receiving their own payments from other 
UB group entities, d) As regards the intra group loan of INR14.2b given to wholly 
owned sub UBHL, UNSP has provided INR3.3b towards outstanding principal as 
on 31st March 2014 and has not recognized the interest income of INR963.1m. 
Balance amount for which no provision is created stands at INR9.95b. 

Valuation and view: As the new management drives strategic change and overhauls 
governance processes at UNSP, we expect near term disruption/volatility in 
financials. Bulk of the write-offs/provisions has been done in our view. We expect 
remaining INR10bn outstanding loan from UBHL to be written off progressively as the 
entity is facing winding up petitions Operationally, while the 4Q numbers look dismal, 
we expect margin recovery efforts to gain momentum in 2HFY15 and FY16 as 
business returns to stable state. Maintain Neutral with TP of INR2,300.  

 

 

Investors are advised to refer through disclosures made at the end of the Research Report. 
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Write offs/provisions: Balance sheet clean up commences!! 
 UNSP has provided for INR36.2b as provision for loans given to intra- group 

entity (net proceeds of W&M divestment being insufficient to pay off group 
loans). 

 It has also completely written off and provided for the entire investment made 
in the subsidiary – Palmer (INR6.9b) and Montrose International (INR133.9m) – 
cumulative provisions of INR7.1b. 

 Provision for debtors: INR6.5b has been provided as provision for account 
receivables under debtors/third party manufacturers/project related parties, 
advanced in earlier years. These parties had accepted the due amount to UNSP 
earlier but have subsequently reneged on the commitment and are proposing to 
repay the dues only after receiving their own payments from other UB group 
entities. These entities have claimed that they have advanced this sum to 
certain “alleged UB group entities” and thus, the dues owed by them to UNSP 
will be repaid only after receipt of their dues form such entities. (Possibility of 
erstwhile UNSP management rerouting the sum to other group entities via 
debtors). Management has proposed to conduct detailed inquiry in these 
claims. 

 As regards the intra group loan of INR14.2b given to wholly owned sub UBHL, 
UNSP has provided INR3.3b towards outstanding principal as on 31st March 
2014 and has not recognized the interest income of INR 963.1m.  Balance 
amount for which no provision is created stand at INR9.95b. 
 

Flowchart for provisions and w/offs 

 
Source: Company, MOSL 

 
Large provisions and w/offs on transition to new management (INR b) 
Particulars Standalone Consolidated 

Exceptional items                    43.2                         32.4  

Provision for doubtful debts/advances/deposits                   10.1                         11.2  

Total provisions/w-offs                   53.3                         43.6  
 

Source: Company, MOSL 
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Other highlights 
 Credit facilities offered by a certain bank stands to be withdrawn (INR3.75bn 

funding) if the company doesn’t satisfy certain covenants by Sep’14. 
 Certain bank has refused to release the pledge on the shares of company held 

by USL Benefit Trust despite prepayment of loan (INR6.28b). Bank is disputing 
the prepayment and has charged INR 276m towards interest. Company has 
classified this amount as contingent liability and has taken legal recourse by 
filling a petition in Karnataka High Court. 

 Certain lender to Kingfisher Airlines has raised a claim of lien on certain 
investments of UNSP as part of INR 2bn loan advanced by the lender to KFA. 
However, management has referred to minutes of meetings of the then board 
of directors and denied any such arrangement. Subsequently the lender has 
withdrawn the claim and stated that the allegation made earlier did not factor in 
the modification to the loan agreement.   

 Loan to related parties at FY13 end stood at INR56.4b in standalone entity 
(including some for which provision has been made). Thus, there are loans to 
other subsidiaries of ~INR17b for which no provision has been made. The 
auditors have qualified stating that are unable to comment on the regularity of 
receipt of such amounts. The management has initiated an inquiry and 
appropriate adjustment will be made post the inquiry. 

 Interestingly, long-term debt at the standalone level is higher than the long-
term debt at the consolidated level. This should ideally imply that a subsidiary 
has given loan to a parent company. 
 

Key auditor qualifications 
In its report, auditors have qualified following items: 
 Certain entities who received advances from UNSP and had earlier accepted the 

amount due to UNSP have now reneged on their commitment in their 
confirmation for the outstanding amount for FY14. They are disputing the 
balance and claim to have advanced certain amount to “alleged UB group 
entities” and as such, shall repay UNSP, only after receiving their own dues. 

 UNSP has advanced loans of INR13.4b to UBHL at an interest rate of 9.5%. In 
auditor’s opinion, this is prejudicial to the interest of the company. 

 Auditors have stated their inability to comment on the inadequacy of the 
internal control system of UNSP at certain points in time during earlier years, 
especially pertaining to purchase of certain items of inventories and fixed assets. 

 As accumulated losses in FY14 are more than 50% of its net worth and the 
company incurred cash losses, the company will be required to file a report 
under section 23 of the Sick Industrial Companies Act. 
 

Standalone results: Weak operational performance  
 Net Sale grew 2.7% YoY to INR19.2b (est. INR21.8b). While gross sales were up 

12.8%, higher excise duties (up 19.6% YoY) drove flattish sales. Excise duties 
now constitute 63.1% of gross sales, up 360bp YoY.  

 Gross margin contracted 110bp YoY to 41.6% due to rise in ENA costs. 
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 Increase in staff cost (up 83% YoY to INR1.5b), ad spends (up 2.9% YoY to INR2b) 
and other expenses (up 15.8% YoY to INR3.6b) drove 57.2% EBITDA decline to 
INR902m.  

 EBITDA margin contracted 660bp YoY to 4.7% (est. 4.7%) 
 Increase in depreciation (up 59% YoY to INR310m), interest expenses (up 6.1% 

YoY) and lower other income further drove PBT loss of INR1.1b. At the PAT level, 
it reported a loss of INR 457m.  

 FY14 highlights– Sales, EBITDA and PAT posted 1.3%, -25.4% and -28.6% 
respectively. EBITDA margins contracted 330bp YoY to 9.3%. 

 
Excise duty up 360bp YoY 

 
Source: Company, MOSL 

Prestige brands form 28% of the portfolio as on 3Q  

 
Source: Company, MOSL 

 
Gross margins were down 110bp YoY 

 
Source: Company, MOSL  

So were EBITDA margins down 660bp YoY 

 
Source: Company, MOSL  

 
Consolidated results: FY14 EBITDA down 29% 
 Imputed 4Q Sales, EBITDA grew 5.3% and 34.9% while recurring PAT came in at 

INR 1.44b vs. loss of INR3.75b. Quarterly PAT was led by forex gains of INR5.4b. 
 Lower other expenses (down 400bp YoY to 16%) were partially offset by higher 

ad spend (up 270bp YoY to 13.3%) resulting in EBITDA margins expansion of 
80bp YoY to 5.8%. EBITDA declined 35% YoY.  

 FY14 consol sales and EBITDA grew 1% and (29.2%) while it posted loss of 
INR1.3b. 
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Consolidated quarterly performance (INR m) 
Consolidated  4QFY14 4QFY13 Chg. (%) FY14 FY13 Chg. (%) 

Net Sales          23,947          22,752               5.3          105,009          104,115               0.9  

Total Expenditure          22,550          21,716               3.8            96,298            91,803               4.9  

Consumption of raw materials          12,751          12,095               5.4            57,894            57,896             (0.0) 

Staff Cost            2,780            2,663               4.4              8,602              7,529            14.3  

Advertising & Sales Promotion            3,188            2,405            32.5            13,004            10,611            22.5  

Others            3,832            4,554           (15.9)           16,799            15,768               6.5  

EBIDTA            1,397            1,036            34.9              8,711            12,312           (29.2) 

Interest            5,136            2,574            99.5            13,226              9,849            34.3  

Depreciation                585               466            25.6              2,026              1,784            13.6  

PBT from Operations           (4,324)         (2,004)         115.7             (6,541)                 679     (1,063.7) 

Other Income            5,041          (1,511) 
 

            8,004                  174       4,492.1  

PBT                717          (3,515)       (120.4)             1,464                  853            71.6  

Provision for taxation              (727)              235  
 

            2,762              1,781  
 

PAT            1,444          (3,750)       (138.5)            (1,299)               (927)           40.0  

Exceptional Items        (48,098)                  -    
 

        (43,589)                    -    
 

PAT inc exceptional items        (46,654)         (4,094) 
 

        (44,888)            (1,050) 
 

       
% of Net Sales 

      
Raw Material               53.2              53.2  

 
               55.1                 55.6  

 
Gross Margin               46.8              46.8  

 
               44.9                 44.4  

 
Advertising costs               13.3              10.6  

 
               12.4                 10.2  

 
Staff Costs               11.6              11.7  

 
                 8.2                   7.2  

 
Other Expense               16.0              20.0  

 
               16.0                 15.1  

 
EBIDTA Margin                 5.8                 4.6  

 
                 8.3                 11.8  

  

Source: Company, MOSL 
 
Balance sheet details 
 Net debt stands at INR72.1b. This should subsequently reduce as W&M 

proceeds get utilized for debt repayment (as per earlier announcement to stock 
exchanges, UNSP intends to use INR37b of proceeds for debt repayment) 

 Standalone net worth stands reduced by INR25.8b to INR38.1b.   
 Consolidated net worth stands reduced by INR 17.6b to INR 30.3b as on Mar’14. 
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Balance Sheet (INR m) 

 
Standalone Consolidated 

 
2014 2013 2014 2013 

Equity and Liabilities 
    

Share holder’s Funds             1,453            1,308            1,453               1,259  

Reserves and Surplus          36,692          62,612          28,869            46,614  

Net Worth          38,145          63,920          30,323            47,873  

Minority Interest                    -                     -                      8                  111  

Non Current Liabilities 
    

Long term borrowings          13,589            9,964            9,967            46,755  

Other long-term liabilities                644                621            1,868               2,287  

Long term provisions                564                376            2,152               2,035  

 
         52,942          74,880          44,317            99,061  

Assets 
    

Non Current Assets 
    

Fixed Assets          12,379          11,917          29,081            27,957  

Goodwill on Consolidation                    -                     -            29,019            52,046  

Non Current Investments             8,090          14,808            1,132                  924  

Deferred tax assets (net)                546                326               967                  589  

Long term loans and advances          36,982          62,979          18,510            20,301  

Other non-current assets                     1                    1                    1               1,774  

Current Assets 
    

Current Investments             1,207            1,214            1,248               1,256  

Inventories          15,354          13,215          29,351            25,112  

Trade Receivables          17,136          17,687          22,653            24,171  

Cash and Bank balances             4,973            1,835            7,047               2,816  

Short term Loans and Advances          11,636            7,515            9,427               7,445  

Other Current Assets                     1                    1               140                  441  

Current Liabilities 
    

Short-term borrowings          32,986          23,572          70,391            24,110  

Trade payables          11,875          13,291          18,446            18,886  

Other current  liabilities             9,463          18,040          11,433            20,996  

Short term provisions             1,039            1,715            3,989               1,777  

 
         52,942          74,880          44,317            99,061  

 

Source: Company, MOSL 

 
Valuation and view  
 As the new management drives strategic change and overhauls governance 

processes at UNSP, we expect near term disruption/volatility in financials. Bulk 
of the write-offs/provisions has been done in our view. We expect UNSP to 
progressively write off remaining sum of INR 9.95b, owed by UBHL. 

 Operationally, while the 4Q numbers look dismal, we expect margin recovery 
efforts to gain momentum in 2HFY15 and FY16 as business returns to stable 
state.  

 Maintain Neutral with revised TP of INR2,300. 
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Source:  

 
 

 
 
 
 

  

United Spirits: an investment profile 
Company description 
UNSP is the leading IMFL player, with 41% market share 
by volume and 22 millionaire brands. It services 64,000 
outlets across India and 98% of the on-and-off-premises 
network. It has manufacturing and bottling presence in 
all states, with 40 owned plants and 42 contract tie-ups. 
 
Key investment arguments 
 UNSP is best placed to gain from volume growth in 

the IMFL market due to (1) strong demographics 
push, (2) high entry barriers, (3) wide product range 
and (4) a strong distribution network. We expect 
10-11% volume growth in the next few years. 

 Mix improvement post Diageo deal is likely to 
enable strong realization growth in an environment 
in which pricing power is constrained. 

 
Key investment risks 
 Margin benefits may take longer than expected 

time frame to accrue. 
 Nearly 55% of sales volumes are generated from 

states where governments control prices. Changes 
in distribution controls and a freeze on pricing can 
impact the company's margins. 

 Valuation and view 
 Maintain Neutral with revised TP of INR2,300.  
 Expensive valuations (stock trades at 41x FY16 

earnings estimates) make the risk reward 
unfavorable in the near term despite good long 
term story.  

 
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, premium 
brands and presence across segments will lead the 
growth rates and margin expansions. 

 

Comparative valuations 
  UNSP ITC HUVR 
P/E (x) FY15E  64.0   27.2 39.6  
 FY16E  41.0  23.5  35.5  
P/BV (x) FY15E  4.1 11.1  42.4  
 FY16E  3.8    10.2    38.1  
EV/Sales (x) FY15E  3.5  6.9  4.9  
 FY16E  3.1    6.0    4.4  
EV/EBITDA (x) FY15E  32.3  18.3  29.2  

 FY16E  26.0  15.7    25.6  

 

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

FY15 37.4 42.5 -12.1 

FY16 58.3 63.9 -8.8 

 
Target price and recommendation 
Current  Target   Upside Reco. 
Price (INR) Price (INR)  (%) 

     2,390 2,300                           -3.8 Neutral 

 

Shareholding pattern (%) 
 Jun-14 Mar-14 Jun-13 

Promoter 33.0 38.6 21.1 

DII 0.1 4.0 6.0 

FII 11.5 40.7 42.4 

Others 55.4 16.7 30.5 

Note: FII Includes depository receipts 

Stock performance (1-year) 
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Financials and valuations 
 
Income statement                                                        (INR Million) 
 Y/E Mar 2014 2015E 2016E 2017E 
Net Sales  105,009 91,793 103,868 119,203 
     Change (%) 0.9 -12.6 13.2 14.8 
EBITDA 8,711 10,780 13,238 16,106 
     EBITDA Margin (%) 8.3 11.0 11.9 12.7 
Depreciation 2,026 1,799 1,919 2,039 
EBIT 6,685 8,982 11,319 14,067 
Interest 13,226 4,166 2,318 2,216 
Other Income 8,004 2,500 2,750 3,025 
Extraordinary items 0 0 0 0 
PBT 1,464 7,316 11,752 14,876 
Tax 2,762 1,887 3,281 4,238 
     Tax Rate (%) 188.7 25.8 27.9 28.5 
Reported PAT -44,888 5,429 8,470 10,637 
Adjusted PAT -1,299 5,429 8,470 10,637 
     Change (%) 40.0 -518.0 56.0 25.6 
Min. Int. & Assoc. Share 0 0 0 0 
Adj Cons PAT -1,299 5,429 8,470 10,637 

 
Balance sheet                             (INR Million) 
 Y/E Mar 2014 2015E 2016E 2017E 
Share Capital 1,453 1,453 1,453 1,453 
Reserves 80,852 83,932 89,843 97,698 
Net Worth 82,505 85,585 91,497 99,351 
Debt 72,385 40,175 39,826 37,990 
Deferred Tax -7 87 251 463 
Total Capital Employed 154,883 125,847 131,574 137,804 
Gross Fixed Assets 41,972 44,972 47,972 50,972 
Less: Acc Depreciation -11,967 -13,766 -15,685 -17,724 
Net Fixed Assets 30,004 31,205 32,287 33,248 
Capital WIP 1,850 1,850 1,850 1,850 
Investments 17 17 17 17 
Current Assets 89,885 78,590 86,809 96,567 
     Inventory 29,295 25,225 27,317 30,536 
     Debtors 26,760 24,219 26,406 29,495 
     Cash & Bank 2,931 5,263 8,197 10,511 
     Loans & Adv, Others 30,900 23,883 24,889 26,025 
Curr Liabs & Provns 31,112 30,053 33,627 38,116 
     Curr. Liabilities 28,168 26,910 30,352 34,700 
     Provisions 2,944 3,143 3,275 3,416 
Net Current  Assets 58,773 48,536 53,182 58,451 
Total Assets 154,883 125,847 131,574 137,804 

 E: MOSL Estimates 

 

Ratios  
  Y/E Mar 2014 2015E 2016E 2017E 
Basic (INR)                         
EPS -8.9 37.4 58.3 73.2 
Cash EPS 5.0 49.7 71.5 87.2 
Book Value 567.7 588.9 629.6 683.6 
DPS 4.5 5.0 5.0 5.0 
Payout (incl. Div. Tax.) -50.4 13.4 8.6 6.8 
Valuation(x)                         
P/E NA 64.0 41.0 32.7 
Cash P/E NA 48.1 33.4 27.4 
Price / Book Value 4.2 4.1 3.8 3.5 
EV/Sales 3.6 3.5 3.1 2.7 
EV/EBITDA 43.9 32.3 26.0 21.1 
Dividend Yield (%) 0.2 0.2 0.2 0.2 
Profitability Ratios (%)                         
RoE -1.6 6.3 9.3 10.7 
RoCE 9.5 9.1 10.7 12.4 
Turnover Ratios (%)                         
Asset Turnover (x) 0.7 0.8 0.8 0.9 
Debtors (No. of Days) 93.0 90.0 87.0 85.0 
Inventory (No. of Days) 101.8 93.7 90.0 88.0 
Creditors (No. of Days) 80.1 84.2 85.2 85.9 
Leverage Ratios (%)                         
Net Debt/Equity (x) 0.9 0.5 0.4 0.4 

 
Cash flow statement                                                   (INR Million) 
 Y/E Mar 2014 2015E 2016E 2017E 
OP/(Loss) before Tax 8,711 10,780 13,238 16,106 
Depreciation 0 0 0 0 
Others 8,004 2,500 2,750 3,025 
Interest -13,226 -4,166 -2,318 -2,216 
Direct Taxes Paid -2,762 -1,887 -3,281 -4,238 
(Inc)/Dec in Wkg Cap -10,962 12,569 -1,712 -2,954 
CF from Op. Activity -53,824 19,797 8,678 9,722 
(Inc)/Dec in FA & CWIP -15,140 17,000 -3,000 -3,000 
(Pur)/Sale of Invt 0 0 0 0 
Others 0 0 0 0 
CF from Inv. Activity -15,140 17,000 -3,000 -3,000 
Inc/(Dec) in Net Worth 79,488 -1,587 -1,796 -2,020 
Inc / (Dec) in Debt -10,167 -32,210 -349 -1,837 
Interest Paid 0 0 0 0 
Divd Paid (incl Tax) -686 -763 -763 -763 
CF from Fin. Activity 68,349 -34,465 -2,743 -4,408 
Inc/(Dec) in Cash -615 2,331 2,934 2,314 
Add: Opening Balance 3,545 2,931 5,263 8,197 
Closing Balance 2,930 5,262 8,197 10,511 
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Disclosures 
This research report has been prepared by MOSt to provide information about the company(ies) and sector(s), if any, covered in the report and may be distributed by it and/or its affiliated company(ies). This 
report is for personal information of the select 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 general information and should not be reproduced or redistributed to any other person in any form. This report does not constitute a personal recommendation or take into 
account the particular investment objectives, financial situations, or needs of individual clients. Before acting on any advice or recommendation in this material, investors should consider whether it is suitable 
for their particular circumstances and, if necessary, seek professional advice. The price and value of the investments referred to in this material and the income from them may go down as well as up, and 
investors may realize losses on any investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. 
 

MOSt and its affiliates are a full-service, integrated investment banking, investment management, brokerage and financing group. We and our affiliates have investment banking and other business 
relationships with a significant percentage of the companies covered by our Research Department Our research professionals provide important input into our investment banking and other business selection 
processes. Investors should assume that MOSt and/or its affiliates are seeking or will seek investment banking or other business from the company or companies that are the subject of this material and that 
the research professionals who were involved in preparing this material may participate in the solicitation of such business. The research professionals responsible for the preparation of this document may 
interact with trading desk personnel, sales personnel and other parties for the purpose of gathering, applying and interpreting market information. Our research professionals are paid in part based on the 
profitability of MOSt which include earnings from investment banking and other business. MOSt generally prohibits its analysts, persons reporting to analysts, and members of their households from 
maintaining a financial interest in the securities or derivatives of any companies that the analysts cover. Additionally, MOSt generally prohibits its analysts and persons reporting to analysts from serving as an 
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