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United Spirits (UNSP.BO) 
 Virtue – and Value – in Vice 
  

 We did a quick call with mgmt... — a) Domestic volume growth remains strong — 
volume growth was >20% in July with frontline brands growing 21%; b) cost 
pressures are reasonably contained - mgmt believes wet goods/case will be in the 
range of Rs141-43/case (vs. avg. of Rs151/case in FY10); and c) price hike cycle 
will commence, and mgmt thinks 2.5% price hike for the portfolio is achievable. 
We believe the EBITDA margin of 19.6% in 1Q should increase beyond 20%, 
buoyed by operating leverage (volumes) in 2Q and higher gross margins in 3/4Q.  

 …Consequently, increase TP to Rs1,622 — Admittedly, our consolidated EBITDA 
estimates are pared by 4-11% over FY11-12E, primarily to incorporate the revised 
W&M estimates (down by 39-44%). Our parent EBITDA estimates have been 
increased by 2-8%. Our TP increase is driven by a) a roll forward to Dec 11E from 
Mar11E (we maintain target multiples of 15x & 9x EV/EBITDA for UNSP and W&M 
respectively). Given IPL’s success, we conservatively value the Bangalore IPL 
franchise at Rs44/share (at original investment value).  

 W&M: branded shift results in near-term earnings impact — Mgmt has guided to 
EBITDA of £33m in FY11 on a revenue base of £110m. It targets attaining EBITDA 
of £60m in 5 years. Strategically, we think the shift to branded products is a 
positive. We don’t increase the multiple despite the better quality of earnings, 
given the significant execution risks embedded. From an asset perspective, 
W&M's scotch inventory is ~103m litres, valued at £430m as of Jun10.  

 Debt repayment needs to be balanced with escalating capex & working capital — 
Leverage is expected to remain high – gross debt should remain between ~Rs56-
58bn till FY12 despite strong profit growth, driven by higher working capital 
requirements & capex. Our estimates factor ~Rs12bn capex over the next 3 years.  

 Key risks — a) Elevated interest costs; b) Execution remains an imponderable in 
W&M’s new strategy; and; c) other group related risks. 

 

Statistical Abstract             
                

Year to Net Profit Diluted EPS EPS growth P/E P/B ROE Yield

31 Mar (RsM) (Rs) (%) (x) (x) (%) (%)

2008A 1,174 13.25 -49.0 102.0 5.8 6.8 0.1

2009A 3,830 37.19 180.7 36.3 5.8 17.2 0.2

2010E 3,826 31.71 -14.7 42.6 3.6 11.0 0.2

2011E 5,610 46.49 46.6 29.1 3.2 11.7 0.2

2012E 7,893 65.41 40.7 20.7 2.8 14.5 0.3

Source: Powered by dataCentral          

Buy/Medium Risk 1M
Price (25 Aug 10) Rs1,351.10
Target price Rs1,622.00

from Rs1,452.00   
Expected share price return 20.1%
Expected dividend yield 0.2%
Expected total return 20.2%
Market Cap Rs169,690M
  US$3,618M
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        Fiscal year end 31-Mar 2008 2009 2010E 2011E 2012E

        Valuation Ratios  

        P/E adjusted (x) 102.0 36.3 42.6 29.1 20.7
        EV/EBITDA adjusted (x) 21.3 23.1 17.4 14.4 11.8
        P/BV (x) 5.8 5.8 3.6 3.2 2.8
        Dividend yield (%) 0.1 0.2 0.2 0.2 0.3
        Per Share Data (Rs)  
        EPS adjusted 13.25 37.19 31.71 46.49 65.41
        EPS reported 30.72 -39.66 31.71 46.49 65.41
        BVPS 234.52 231.64 376.66 419.62 480.05
        DPS 1.50 2.09 2.06 3.02 4.25

        Profit & Loss (RsM)  

        Net sales 46,275 54,681 64,059 68,940 80,285
        Operating expenses -37,374 -45,753 -52,580 -55,224 -63,007
        EBIT 8,901 8,927 11,479 13,717 17,278
        Net interest expense -5,448 -7,176 -6,240 -5,586 -5,684
        Non-operating/exceptionals 1,063 1,038 472 500 550
        Pre-tax profit 4,516 2,790 5,710 8,630 12,143
        Tax -2,661 -916 -1,884 -3,021 -4,250
        Extraord./Min.Int./Pref.div. 865 -5,959 0 0 0
        Reported net income 2,721 -4,084 3,826 5,610 7,893
        Adjusted earnings 1,174 3,830 3,826 5,610 7,893
        Adjusted EBITDA 9,642 9,853 12,552 14,806 18,413
        Growth Rates (%)  
        Sales 58.2 18.2 17.2 7.6 16.5
        EBIT adjusted 121.4 0.3 28.6 19.5 26.0
        EBITDA adjusted 121.3 2.2 27.4 18.0 24.4
        EPS adjusted -49.0 180.7 -14.7 46.6 40.7

        Cash Flow (RsM)  

        Operating cash flow -8,361 -7,040 -5,890 4,667 4,878
        Depreciation/amortization 741 926 1,073 1,090 1,135
        Net working capital -9,990 -3,540 -10,788 -2,033 -4,150
        Investing cash flow -48,724 -5,182 6,241 -4,000 -7,000
        Capital expenditure -6,713 -6,321 -800 -4,000 -7,000
        Acquisitions/disposals -42,011 1,139 7,041 0 0
        Financing cash flow 55,588 17,233 158 -2,167 2,122
        Borrowings 51,240 7,564 -17,119 -1,248 3,214
        Dividends paid -159 -252 -291 -427 -601
        Change in cash -340 -948 510 -1,500 0

        Balance Sheet (RsM)  

        Total assets 101,986 118,418 119,428 125,047 137,686
        Cash & cash equivalent 5,438 4,490 5,000 3,500 3,500
        Accounts receivable 8,370 8,880 11,160 12,800 14,997
        Net fixed assets 11,163 16,558 16,285 19,195 25,060
        Total liabilities 79,221 94,500 73,914 74,350 79,697
        Accounts payable 9,256 9,256 9,878 11,123 12,713
        Total Debt 66,041 73,605 56,486 55,238 58,452
        Shareholders' funds 22,765 23,919 45,514 50,697 57,989

        Profitability/Solvency Ratios (%)  
        EBITDA margin adjusted 20.8 18.0 19.6 21.5 22.9
        ROE adjusted 6.8 17.2 11.0 11.7 14.5
        ROIC adjusted 11.9 9.7 10.9 11.2 12.5
        Net debt to equity 266.2 289.0 113.1 102.1 94.8
        Total debt to capital 74.4 75.5 55.4 52.1 50.2
 

       

For further data queries on Citi's full coverage universe 
please contact CIRA Data Services Asia Pacific at 
CIRADataServicesAsiaPacific@citi.com or +852-2501-
2791 
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Reiterate Buy: Target Price of Rs1,622 

We expect a) healthy revenue growth (driven by steady volumes at ~12%+ Y/Y 
+ 2-2.5% pricing benefits + mix changes), b) benign input cost environment 
and c) lower discretionary expenses to drive a strong 39% EBITDA CAGR over 
FY10-12E in the domestic business. We forecast 6ppt expansion in EBITDA 
margins to ~22% between FY10-12. 

Figure 1. United Spirits: Trends in Wet Goods Costs (Rs/case) 
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Source: Company Reports 

 

Despite near-term cuts in earnings estimates in W&M (by ~40%), we think the 
branded shift will be a positive over the long term. 

We increase our target price for UNSP to Rs1,622 from Rs1452 earlier as we: 
a) factor in our revised earnings forecasts (EBITDA cut by 4-11% over FY11-
12E driven by W&M’s new strategy), b) roll forward to Dec 11E from Mar11E, 
while maintaining our target multiples of 15x and 9x EV/EBITDA for UNSP and 
W&M, respectively. We ascribe Rs44/share to the Bangalore IPL franchise at 
the investment value. 
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Earnings Revision Summary 

Figure 2. United Spirits (Consolidated): Earnings Revision Table 

Year to  31-Mar 2011E 2012E 
 Old New % Chg Old New % Chg
Sales (Rs Mils.)     72,017     68,940 -4%     80,877      80,285 -1%
   
EBITDA (Rs Mils.)     16,696     14,806 -11%     19,187      18,413 -4%
   
EBITDA Margin (%) 23.2% 21.5%  23.7% 22.9%
   
Net Profit (Rs Mils.)       6,571       5,610 -15%       8,552        7,893 -8%
   
Diluted EPS (Rs)         54.5         46.5 -15%         70.9          65.4 -8%
   
Dividend Per Share (Rs)            3.5            3.0 -15%            4.6             4.3 -8%

Source: Citi Investment Research and Analysis estimates 

 
Our domestic business profits are increased by 2-8% over FY11-12E as we 
tweak gross margin forecasts. 

We incorporate W&M’s revised guidance in our estimates – pare W&M EBITDA 
by 39-44% over FY11-12E. Mgmt expects ~15% EBITDA CAGR for W&M over 
the next 2 years.  

Overall, consolidated EBITDA estimates are revised downwards by 4-11% over 
FY11-12E. EPS estimates are lowered by 8-15% given the operating profit cut 
and changes to the interest costs. 2010E EPS/EBITDA estimates are down 
9%/9% respectively. 

Figure 3. United Spirits: Trends in Wet Goods Costs (Rs/case) 
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Gross Debt to Remain at Elevated Levels 

Overall, gross debt is Rs56.8bn (end June), and has been driven up by higher 
requirements of working capital and investments in tie-up units. We don’t 
expect debt levels to meaningfully reduce, despite strong profit growth, against 
the backdrop of: a) elevated capex spends over the next 3 years (we factor 
Rs12bn for the next 3 years) and b) uncertainty on working capital/NCA. That 
said, from a cash flow/debt servicing perspective, UNSP is comfortably poised. 

Figure 4. United Spirits (Consolidated): Debt Profile (in Rs Mn) 

 Mar-10 Jun-10
Capex Loans/ Term Loans 6140 4410
Working Capital/ Unsecured Loans 14,080 17,260
Term Loans :  Acquisition of W & M 12,840 12,840
Sub -Total  33,060 34,510
 W & M Acquisition Loan - Without  recourse   21,860 22,310
Total Gross Debt 54,920 56,820
Cash & Bank Balance 7500 4690
Total Net  Debt  47,420 52,130

Source: Company Reports 

 

Figure 5. United Spirits (Parent): Profit and Loss Statement (Rs Mn, %) 

Year ended Mar 31 2008 2009 2010E 2011E 2012E
Total revenues 51,785 71,131 87,487 107,784 126,754
Less: Excise Duties 23,343 33,654 42,548 53,353 62,743
Net Sales 28,442 37,477 44,939 54,431 64,011
% change YoY 16.7% 31.8% 19.9% 21.1% 17.6%
Income from brand franchise 373 460 773 873 987
Sale from tie-up units 2,917 2,958 3,495 4,050 4,535
Net Operating income 31,731 40,895 49,207 59,354 69,533
% change YoY 16.6% 28.9% 20.3% 20.6% 17.2%
  
Material Costs 9,281 13,641 17,137 18,436 19,666
% of gross sales 17.9% 19.2% 19.6% 17.1% 15.5%
Packing Material 6,563 9,478 10,431 12,033 14,091
% of gross sales 12.7% 13.3% 11.9% 11.2% 11.1%
  
Gross Profit 15,887 17,777 21,638 28,884 35,775
% of gross sales 30.7% 25.0% 24.7% 26.8% 28.2%
  
Total Variable Expenses 4,807 5,453 6,317 8,246 10,043
% of gross sales 9.3% 7.7% 7.2% 7.7% 7.9%
  
Fixed Expenses  
Salaries and Wages 2,280 2,592 2,962 3,377 4,221
% of gross sales 4.4% 3.6% 3.4% 3.1% 3.3%
  
Other Expenses (SG&A) 2,827 3,455 4,294 4,988 5,950
% of gross sales 5.5% 4.9% 4.9% 4.6% 4.7%
  
EBITDA 5,974 6,276 8,065 12,273 15,561
% of gross sales 11.5% 8.8% 9.2% 11.4% 12.3%
% of net sales 18.8% 15.3% 16.4% 20.7% 22.4%

Source: Company Reports and CIRA Estimates 
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Figure 6. United Spirits (Consolidated): Profit and Loss Summary (Rs Mn, %) 

Year ended Mar 31 2008 2009 2010E 2011E 2012E
Net Operating income 46,275 54,681 64,059 68,940 80,285
% change YoY 58.2% 18.2% 17.2% 7.6% 16.5%
   
Gross Profit 25,369 27,771 30,060 35,114 42,857
% of gross sales 35.4% 31.2% 29.5% 30.1% 31.3%
   
EBITDA 9,642 9,853 12,552 14,806 18,413
% of gross sales 13.4% 11.1% 12.3% 12.7% 13.5%

Source: Company Reports and CIRA Estimates 

  

United Spirits 
 
Company description 

United Spirits is the largest player in India's branded spirits market with more 
than a 55% market share. It pursues an inorganic growth strategy, acquiring 
second-largest Indian liquor manufacturer Shaw Wallace and scotch 
manufacturer Whyte & Mackay. While the Shaw Wallace acquisition enhanced 
its competitive position, raising its market share in branded spirits market, 
Whyte & Mackay gave it access to scotch inventory to drive the next leg of its 
India growth strategy. UNSP also acquired French winemaker Bouvet Ladubay 
- the wine arm of champagne major Taittinger and plans to introduce its 
products to the Indian market. UNSP also owns the Bangalore IPL cricket team 
‘Royal Challengers' in a 100%-owned subsidiary. 
 
Investment strategy 

We rate United Spirits shares Buy/Medium Risk (1M) with a target price of 
Rs1622. The company is well positioned to benefit from India's organized 
liquor market that is growing at a rate of ~10-15% (driven by rising disposable 
incomes, favorable demographics and a shift in consumption patterns). On 
steady revenues, as input costs sequentially decline, gross margins should 
witness a sharp expansion. UNSP has demonstrated the ability to pare 
discretionary cost items that further buffer EBITDA growth. Whyte & Mackay 
acquisition remains a long-term strategic fit and should significantly enhance 
UNSP's plans to expand its presence in the Indian premium whisky segments 
and provide UNSP access to the European market. UNSP is well positioned to 
enhance the value of Whyte & Mackay's inventory of scotch whiskey, by 
providing access to a ready and fast growing market for premium whisky. 
 
Valuation 

Our target price of Rs1622 is based on a two-part EV/EBITDA methodology. We 
value the domestic operations at 15x Dec11E EV/EBITDA. The multiple is at a 
25% premium to international peers. We think this is merited, given that: a) 
volume growth in India continues at mid teen levels vs. nominal growth in 
developed markets, b) With >55% market share, UNSP's market positioning in 
a high growth market is attractive, and c) India's demographic story is also 
attractive from a longer term alcohol consumption story. We value the W&M 
EBITDA stream at 9x (which is a ~25% discount to the global majors). We think 
this discount is merited, because of W&M's status as a bulk scotch 
manufacturer. While over the longer term, we think that W&M could re-rate, 
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given management focus on building the branded business; but it is still early 
days – thus we maintain the discount given the execution risks. We also 
ascribe Rs44/share to value the Bangalore IPL cricket team franchise at 
investment. 
 
Risks 

We rate United Spirits shares Medium Risk, instead of Low Risk as suggested 
by our quantitative risk-rating system, which tracks 260-day historical share-
price volatility. We believe this is warranted as the capital structure of the 
company remains a challenge vis-à-vis peers – gross debt remains high, in the 
backdrop of: a) elevated capex spends over the next 3 years, and b) 
uncertainty on working capital / NCA. However, from a cash flow / debt 
servicing perspective, UNSP is comfortably poised.  

The key downside risks to our rating and target price include: 1) the liquor 
industry is highly regulated and thus any change in policy (like increase in 
taxes, further control on distribution or an outright ban on liquor sales in some 
states) could adversely impact growth and profitability; 2) a significant uptrend 
or delay in correction of molasses/ENA and packaging costs could adversely 
impact operating margins; 3) high interest expenses may impact earnings 
growth, if United Spirits is unable to deleverage its balance sheet over the 
medium term.  
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Citigroup Global Markets Inc. or its affiliates beneficially owns 1% or more of any class of common equity securities of United Spirits. This position reflects information 
available as of the prior business day. 

Within the past 12 months, Citigroup Global Markets Inc. or its affiliates has acted as manager or co-manager of an offering of securities of United Spirits. 

Citigroup Global Markets Inc. or its affiliates has received compensation for investment banking services provided within the past 12 months from United Spirits. 

Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from United Spirits in the past 12 
months. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as investment banking client(s): United Spirits. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-banking, securities-
related: United Spirits. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-banking, non-
securities-related: United Spirits. 

Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its affiliates ("the 
Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability which includes investment banking revenues. 

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Investment Research & Analysis product 
("the Product"), please contact Citi Investment Research & Analysis, 388 Greenwich Street, 28th Floor, New York, NY, 10013, Attention: Legal/Compliance. In addition, the 
same important disclosures, with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's disclosure website at 
www.citigroupgeo.com.   Valuation and Risk assessments can be found in the text of the most recent research note/report regarding the subject company. Historical 
disclosures (for up to the past three years) will be provided upon request. 

Citi Investment Research & Analysis Ratings Distribution    
Data current as of 30 Jun 2010 Buy Hold Sell
Citi Investment Research & Analysis Global Fundamental Coverage 54% 35% 12%

% of companies in each rating category that are investment banking clients 47% 45% 40%
Guide to Citi Investment Research & Analysis (CIRA) Fundamental Research Investment Ratings: 
CIRA's stock recommendations include a risk rating and an investment rating. 
Risk ratings, which take into account both price volatility and fundamental criteria, are: Low (L), Medium (M), High (H), and Speculative (S). 
Investment ratings are a function of CIRA's expectation of total return (forecast price appreciation and dividend yield within the next 12 months) and risk rating. 

For securities in emerging markets (Asia Pacific, Emerging Europe/Middle East/Africa, and Latin America), investment ratings are:Buy (1) (expected total return of 15% or 
more for Low-Risk stocks, 20% or more for Medium-Risk stocks, 30% or more for High-Risk stocks, and 40% or more for Speculative stocks); Hold (2) (5%-15% for Low-
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Risk stocks, 10%-20% for Medium-Risk stocks, 15%-30% for High-Risk stocks, and 20%-40% for Speculative stocks); and Sell (3) (5% or less for Low-Risk stocks, 10% 
or less for Medium-Risk stocks, 15% or less for High-Risk stocks, and 20% or less for Speculative stocks). 

Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change in target 
price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price movements and/or 
other short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to review by Research Management. 
Your decision to buy or sell a security should be based upon your personal investment objectives and should be made only after evaluating the stock's expected 
performance and risk. 
Guide to Citi Investment Research & Analysis (CIRA) Corporate Bond Research Credit Opinions and Investment Ratings: CIRA's corporate bond research issuer publications 
include a fundamental credit opinion of Improving, Stable or Deteriorating and a complementary risk rating of Low (L), Medium (M), High (H) or Speculative (S) regarding 
the credit risk of the company featured in the report. The fundamental credit opinion reflects the CIRA analyst's opinion of the direction of credit fundamentals of the issuer 
without respect to securities market vagaries. The fundamental credit opinion is not geared to, but should be viewed in the context of debt ratings issued by major public 
debt ratings companies such as Moody's Investors Service, Standard and Poor's, and Fitch Ratings. CBR risk ratings are approximately equivalent to the following matrix: 
Low Risk Triple A to Low Double A; Low to Medium Risk High Single A through High Triple B; Medium to High Risk Mid Triple B through High Double B; High to Speculative 
Risk Mid Double B and Below. The risk rating element illustrates the analyst's opinion of the relative likelihood of loss of principal when a fixed income security issued by a 
company is held to maturity, based upon both fundamental and market risk factors. Certain reports published by CIRA will also include investment ratings on specific 
issues of companies under coverage which have been assigned fundamental credit opinions and risk ratings. Investment ratings are a function of CIRA's expectations for 
total return, relative return (to publicly available Citigroup bond indices performance), and risk rating. These investment ratings are: Buy/Overweight the bond is expected 
to outperform the relevant Citigroup bond market sector index (Broad Investment Grade, High Yield Market or Emerging Market), performances of which are updated 
monthly and can be viewed at https://fidirect.citigroup.com/ using the "Indexes" tab; Hold/Neutral Weight the bond is expected to perform in line with the relevant Citigroup 
bond market sector index; or Sell/Underweight the bond is expected to underperform the relevant sector of the Citigroup indexes. 

NON-US RESEARCH ANALYST DISCLOSURES 
Non-US research analysts who have prepared this report (i.e., all research analysts listed below other than those identified as employed by Citigroup Global Markets Inc.) 
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subject to the NYSE Rule 472 and NASD Rule 2711 restrictions on communications with a subject company, public appearances and trading securities held by a research 
analyst account. The legal entities employing the authors of this report are listed below: 
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discussions with management of the subject company(ies). Firm policy prohibits research analysts from sending draft research to subject companies. However, it should be 
presumed that the author of the Product has had discussions with the subject company to ensure factual accuracy prior to publication. All opinions, projections and 
estimates constitute the judgment of the author as of the date of the Product and these, plus any other information contained in the Product, are subject to change without 
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