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RESULTS REVIEW

United Breweries Limited Sell

Share Data
Market Cap Rs. 43.21 bn
Price 180.00
BSE Sensex 15,212.13
Reuters UBBW.BO
Bloomberg UBBL IN
Avg. Volume (52 Week) 0.14 mn
52-Week High/Low Rs. 415.00 / 123.05
Shares Outstanding 240.05 mn
Valuation Ratios (Consolidated)
Year to 31 March 2009E 2010E
EPS (Rs.) 1.9 2.6
+/- (%) (11.7%) 37.3%
PER (x) 96.1x 70.0x
EV/ Sales (x) 2.3x 1.7x
EV/ EBITDA (x) 20.2x 16.4x
Shareholding Pattern (%)
Promoters 75
Flls 17
Institutions 1
Public & Others 7
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Aggressive capex plans to dilute earnings

United Breweries Limited’s (UBL) top line registered a strong growth of
26.5% yoy to Rs.4.7 bn; however, EBITDA margin dropped by whopping
6.3% yoy to 13.5% due to high advertisement costs. While the Company
continues to spend heavily in its distribution network and brand building, it
has aggressive capacity-expansion plans and will incur around Rs. 4.9 bn
capex for the FY09.

We downgrade our rating on the stock to Sell based on the followings:
Margins to drop: On account of a rise in raw material costs such as
barley, hops, and glass, we expect EBITDA margins to decrease to
around 11-11.5% for FY09. Other than this, the rise in selling and
distribution costs will keep the margins under pressure.

Heavy Capex plans to dilute earnings:  UBL is planning to spend around
Rs. 10 bn over the next 2-3 years to increase its production capacity from
120 mn cases to 165 mn cases, partly through right issue (raised
Rs. 4.25 bn) and partly through internal accruals and debt. We believe
that this will lead to a drop in EPS to around Rs. 1.9 for FY09. Besides,
UBL's free cash flows (FCF) will remain negative until FY10.

Stretched valuation: The stock has appreciated by 36.7% from our last
quarterly update, and at the current market price of Rs.180, it trades at a
high forward P/E of 96.1x for FYO9E. Besides, our DCF valuation gives a
fair value of Rs. 141. Therefore, we believe that the stock’s valuation is
stretched. We downgrade our rating to Sell.

Key Figures (Standalone)

Q1'08

Quarterly Data
(Figures in Rs mn, except per share data)

Q4'08 YoY% QoQ%

Net Sales 3,753 3,835 4,746 26.5% 23.8%
EBITDA 742 510 639 (13.9%) 25.3%
Net Profit 294 175 188 (36.0%) 7.5%
Margins (%)

EBITDA 19.8% 13.3% 13.5%

NPM 7.8% 4.6% 4.0%

Per Share Data (Rs.)

EPS 1.4 0.8 0.9 (36.0%) 7.5%
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Result Highlights

The Company recorded a strong growth momentum in its top line (up
26.5% yoy to Rs. 4.7 bn), led by a robust performance in the Kingfisher
strong and premium beer. However, the Company’s decision to suspend
supplies to the state-run corporation in Andhra Pradesh affected the sales
volume in the largest beer market in India. In addition, untimely torrential
rain in the northern India, coupled with the adverse changes in the excise
policy, which led to an increase in the price of beers, resulted in a decline

in sales volume in the north India.

Margins will remain under pressure EBITDA went down by 13.9% yoy to Rs. 639 mn, and EBITDA margin

on account of rising input cost declined by 6.3% yoy to 13.5% due to a substantial rise in advertisement
cost and SG&A expenses during the Indian Premium League. However,
for FY09, we expect EBITDA margins to remain under pressure around
11-11.5% on account of a rise in key raw materials such as barley, hops,
and glass.

Key Events

_ _ _ _ « UBL is planning to invest Rs. 10 bn to increase its brewing capacity
Raised capital to fund its expansion ) )
plans by 20% over the next three years. While the annual production

capacity at the Karnataka brewery will be 3 mn cases, the Andhra
Pradesh brewery will initially churn out 6 mn cases and will further
increase to 12 mn cases in a phased manner.

* ICRA Ltd (ICRA) has assigned LBBB+ rating to the long-term debt

and A2+ to the short-term debt programme of the Company.

Key Risks
e Drop in raw material costs
e Government regulations

« Higher than expected revenues growth
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Heavy capex plans will lead to
diluted earnings and negative cash
flows

Outlook

UBL raised Rs. 4.25 bn through the right issue, which it plans to use in
expanding existing capacities in the key market and set-up of two new
green field breweries. Moreover, the Company is planning to spend
around Rs. 10 bn over the next three years to increase its brewing
capacity by 20%. We believe that this will help it in improving the volume
growth during the next 2-3 years, and hence the top line will grow at a
CAGR of 35% during FYO8-10E. However, huge capex plans and the
expected drop in EBITDA margins due to a rise in raw material cost will
lead to a drop in the earnings. We expect the EPS to drop to around Rs.
1.9 for FY09. Besides, the Company’s FCF will remain negative till FY10.

The stock has appreciated by 36.7% since our last update. At the current
market price of Rs. 180, the stock is trading at a high forward P/E of 96.1x
and 70x for FYO9E and FY10E, respectively. Using DCF, we have arrived
at a fair value of Rs. 141, assuming a 9% Rf, a 5% terminal growth, and a

16.4% WACC. Therefore, we downgrade our rating to a Sell.

Key Figures (Consolidated)

Year to March FY06 FYO07 FYO8 FYO9E FY10E CAGR (%)

(Figures in Rs mn, except per share data) (FY08-10E)
Net Sales 7,991 12,058 15,608 21,070 28,445 35.0%
EBITDA 1,071 1,461 1,858 2,381 2,930 25.6%
Net Profit 113 457 458 449 617 16.0%

Margins(%)

EBITDA 13.4% 12.1% 11.9% 11.3% 10.3%
NPM 1.4% 3.8% 2.9% 2.1% 2.2%

Per Share Data (Rs.)
EPS 0.5 21 2.1 1.9 2.6 10.1%
PER (x) 284.1x  126.0x 84.9x 96.1x  70.0x
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Disclaimer

This report is not for public distribution and is only for private circulation and use. The Report should not be reproduced
or redistributed to any other person or person(s) in any form. No action is solicited on the basis of the contents of this
report.

This material is for the general information of the authorized recipient, and we are not soliciting any action based upon it.
This report is not to be considered as an offer to sell or the solicitation of an offer to buy any stock or derivative in any
jurisdiction where such an offer or solicitation would be illegal. It is for the general information of clients of Indiabulls
Securities Limited. It does not constitute a personal recommendation or take into account the particular investment
objectives, financial situations, or needs of individual clients. You are advised to independently evaluate the investments
and strategies discussed herein and also seek the advice of your financial adviser.

Past performance is not a guide for future performance. The value of, and income from investments may vary because
of changes in the macro and micro economic conditions. Past performance is not necessarily a guide to future
performance.

This report is based upon information that we consider reliable, but we do not represent that it is accurate or complete,
and it should not be relied upon as such. Any opinions expressed here in reflect judgments at this date and are subject
to change without notice. Indiabulls Securities Limited (ISL) and any/all of its group companies or directors or employees
reserves its right to suspend the publication of this Report and are not under any obligation to tell you when opinions or
information in this report change. In addition, ISL has no obligation to continue to publish reports on all the stocks
currently under its coverage or to notify you in the event it terminates its coverage. Neither Indiabulls Securities Limited
nor any of its affiliates, associates, directors or employees shall in any way be responsible for any loss or damage that
may arise to any person from any error in the information contained in this report.

The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal
views about the subject stock and no part of his or her compensation was, is or will be, directly or indirectly related to
specific recommendations or views expressed in this report. No part of this material may be duplicated in any form
and/or redistributed without Indiabulls Securities Limited prior written consent.

The information given herein should be treated as only factor, while making investment decision. The report does not
provide individually tailor-made investment advice. Indiabulls Securities Limited recommends that investors
independently evaluate particular investments and strategies, and encourages investors to seek the advice of a financial
adviser. Indiabulls Securities Limited shall not be responsible for any transaction conducted based on the information
given in this report, which is in violation of rules and regulations of National Stock Exchange or Bombay Stock
Exchange.
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