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United Spirits
Strong operational performance; upgrade to BUY

United Spirits’ (UNSP’s) Q1FY11 top-line came in line with estimates, while PAT surprised us
with 13% growth owing to higher-than-expected operating profit growth. Adjusted for Andhra
Pradesh’s (largest IMFL consuming state in India, accounts for ~20% of UNSP’s volumes) fresh
licensing requirement, volume growth came in at a robust 15%.

B Ex-AP volume growth remains robust at 15%: Reported volumes grew 6% as India’s largest
IMFL consuming state, Andhra Pradesh, witnessed trade de-stocking on account of fresh
tendering process for awarding retail licenses. Excluding AP, volumes grew 15% (base
quarter volumes were up 17%). Adjusting for the changes in revenue recognition method
vis-a-vis contract manufacturers, recurring sales growth came in at 11% (reported sales
grew 18%). Price hikes and mix improvement contributed nearly 5% of the top-line growth.

Whyte & Mackay (W&M) posted EBITDA of GBP5.9m for the quarter. However, post the
conclusion of Diageo contracts, which contributed 50% of bulk scotch sales, W&M hasn’t
entered into new contracts. Management is yet to provide revised guidance for W&M
EBITDA for FY11E. We expect to gain more clarity on W&M in the proposed analyst meet on
July 2, 2010.

B 130bps operating margin expansion, more to come in H2FY11: EBITDA margins improved
130bps YoY to 19.6% (highest in last 7 quarters), led by benign input costs. We expect
further gross margin improvement in H2FY1l on account of expectations of bumper
sugarcane production which should lead to continued pressure on molasses and ENA prices.

B Interest costs up 63% YoY and declined 6% sequentially to Rs965m. This is attributed to:
a) working capital expansion to fund the higher growth and b) refinancing of Dollar
denominated overseas debt with rupee debt in Q4FY10. Outstanding loans as on June 30,
2010 stood at Rs52.1bn. UNSP still has 8.3m of treasury stock, valued at Rs10.5bn.

B Upgrade to BUY, with revised TP of Rs1,543: We remain positive on UNSP’s ability to
drive double-digit volume growth in its domestic business. Volumes in AP are back on track
in July after the completion of re-licensing process and Q2FY11 should compensate for
volume loss of current quarter, as per management. Uncertainty around W&M EBITDA
guidance is key hangover on the stock. We continue to model for GBP35m and GBP40m of
W&M EBITDA for FYlle and FY12e, respectively. However, tailwinds from domestic gross
margin expansion on account of expected benign input costs in H2FY1le should act as
cushion. Upgrade from ‘Accumulate’ to ‘BUY’, with a revised target price of Rs1,543.

Key financials (Y/e March) FY09 FY10 FY11E FY12E
Revenues (Rs m) 54,681 60,858 65,370 77,629
Growth (%) 18.2 11.3 7.4 18.8
EBITDA (Rs m) 9,853 10,750 11,865 15,247
PAT (Rs m) (4,088) 3,541 4,850 7,128
EPS (Rs) 18.7 28.2 38.6 56.8
Growth (%) 0.6 50.9 37.0 47.0
Net DPS (Rs) 2.1 2.8 3.9 5.7
Source: Company Data; PL Research
Profitability & valuation FY09 FY10 FY11E FY12E
EBITDA margin (%) 19.5 19.2 20.0 21.6
ROE (%) 8.7 10.8 10.9 14.3
RoCE (%) 10.6 11.3 12.5 15.8
EV / sales (x) 4.0 3.6 3.3 2.8
EV / EBITDA (X) 22.1 20.3 18.4 14.3
PE (x) 74.5 49.4 36.0 24.5
P/ BV (x) 6.0 4.1 3.7 3.3
Net dividend yield (%) 0.2 0.2 0.3 0.4

Source: Company Data; PL Research
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United Spirits

Q1FY11 Result Overview (Rs m)
Y/e March Q1FY11 Q1FY10 YoYgr. Q4FY10 FY10 FY09 YooY gr.
(%) (%)
Net Sales / Income from Operations 14,630 12,417 12,521 49,207 38,525
Other Operating Income 77 63 142 392 425
Net Sales / Income from Operations 14,706 12,481 17.8 12,663 49,599 38,950 27.3
Expenditure 11,818 10,198 15.9 10,708 41,142 32,268
(Increase) / Decrease in Stock in Trade (428) (430) (0.3) (974) (2,276) (2,081)
Consumption of Raw Materials 3,549 3,322 6.8 3,404 12,712 9,821
Purchase of Traded Goods 2,001 1,655 20.9 2,139 6,986 4,864
RM Cost 5,122 4,547 4,568 17,422 12,605
Gross profit 9,585 7,933 20.8 8,095 32,177 26,345 22.1
Gross profit margin (%) 65.2 63.6 63.9 64.9 67.6
Advertisement & Sales Promotion Expenses 1,390 883 1,498 4,415 3,401
Consumption of Other Materials 2,861 2,630 2,305 10,147 8,770
Employees Cost 766 681 752 2,962 2,361
Others 1,680 1,457 1,585 6,196 5,131
EBITDA 2,888 2,283 26.5 1,955 8,457 6,683 26.6
EBITDA margin (%) 19.6 18.3 15.4 17.1 69.1
Depreciation (91) (80) (114) (370) (354)
Other Income (8) 19 4 30 141
EBIT 2,788 2,221 1,845 8,116 6,469
Interest (965) (592) 63.0 (1,023) (3,112) (1,830) 70.0
PBT 1,823 2,329 822 5,704 4,639
PBT (excl. exceptional items) 1,823 1,629 822 5,004 4,639
Tax (612) (553) (254) (1,695) (1,666)
PAT (recurring) 1,212 1,076 569 3,309 2,972 11.3
PAT (reported) 1,212 1,776 (31.8) 569 4,009 2,972 34.9
As % of sales
RM cost 34.8 36.4 36.1 35.1 32.4
Advertisement & Sales Promotion Expenses 9.5 7.1 11.8 8.9 8.7
Consumption of Other Materials 19.5 21.1 18.2 20.5 22.5
Employees Cost 5.2 5.5 5.9 6.0 6.1
Others 11.4 11.7 12.5 12.5 13.2
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United Spirits

Fig 1: Volume growth ex-AP remains robust at 15%
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Fig2: Recurring sales growth suppressed due to AP re-licensing issue
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Fig3: EBITDA margins highest in last 7 quarters
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Fig4: Revised SOTP-based target price of Rs1,543

United Spirits

EV/EBITDA EBITDA EV
Domestic 15 12,210 189,133
W&M 9 3,037 28,824
Treasury 11,579
IPL 8,928
EV 238,464
Net Debt 44,651
Equity 193,812
Per share 1,543

Source: PL Research
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POWERING YOUR FINANCIAL GROWTH
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Buy Accumulate Reduce Sell

PL’s Recommendation Nomenclature

BUY : Over 15% Outperformance to Sensex over 12-months Accumulate : Outperformance to Sensex over 12-months

Reduce : Underperformance to Sensex over 12-months Sell : Over 15% underperformance to Sensex over 12-months
Trading Buy : Over 10% absolute upside in 1-month Trading Sell : Over 10% absolute decline in 1-month

Not Rated (NR) : No specific call on the stock Under Review (UR) : Rating likely to change shortly

This document has been prepared by the Research Division of Prabhudas Lilladher Pvt. Ltd. Mumbai, India (PL) and is meant for use by the recipient
only as information and is not for circulation. This document is not to be reported or copied or made available to others without prior permission of

PL. It should not be considered or taken as an offer to sell or a solicitation to buy or sell any security.

The information contained in this report has been obtained from sources that are considered to be reliable. However, PL has not independently
verified the accuracy or completeness of the same. Neither PL nor any of its affiliates, its directors or its employees accept any responsibility of

whatsoever nature for the information, statements and opinion given, made available or expressed herein or for any omission therein.

Recipients of this report should be aware that past performance is not necessarily a guide to future performance and value of investments can go
down as well. The suitability or otherwise of any investments will depend upon the recipient's particular circumstances and, in case of doubt, advice

should be sought from an independent expert/advisor.

Either PL or its affiliates or its directors or its employees or its representatives or its clients or their relatives may have position(s), make market, act
as principal or engage in transactions of securities of companies referred to in this report and they may have used the research material prior to

publication.
We may from time to time solicit or perform investment banking or other services for any company mentioned in this document.
For Clients / Recipients in United States of America:

All materials are furnished courtesy of Direct Access Partners LLC ("DAP") and produced by Prabhudas Lilladher Pvt. Ltd. ("PLI"). This material is for
informational purposes only and provided to Qualified and Accredited Investors. You are under no obligation to DAP or PLI for the information
provided herein unless agreed to by all of the parties. Additionally, you are prohibited from using the information for any reason or purpose outside

its intended use. Any questions should be directed to Gerard Visci at DAP at 212.850.8888.




