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Takeaways from India Investor Conference, Sept 6-7

Takeaways from India Conference — United Spirits (UNSP) presented at Citi's
India Conference on September 7. Below are key takeaways:

Parent EBITDA margins sustainable at ~20% — Volumes have seen a strong pick-
up in July & August, post the renewal of retailer licenses in AP— we see little risk
toour FY11 volume est. of 112m cases (+12% YoY growth, despite 6% YoY growth
in 1Q). Input cost pressures have likely peaked — ENA costs at ~Rs140/case
(FY10 avg. Rs152); and are likely to soften further in 2HFY11. Mgmt would invest
Rs1lbn in 3 yrsin primary distilleries, bottling units & malt spirit facilities.

Other trends in the Indian market — a) Interestingly, growth in smaller cities has
been stronger than large cities, across segments — cities with populations between
0.5-5m have 40%+ YoY growth. b) Country liquor market has shrunk —it’s now the
same size as the organized segment as consumer tastes, state policies and health
awareness is driving organized sale of alcohol.

W&M’s branded shift —Strategically, W&M focus would be on emerging markets
(Russia and China) — plans to reduce UK share of branded business from 45% to
<30% in the next three years. Further, it intends increasing share of premium
Scotch whisky through single malts and high-end blended scotch rare editions.
Mgmt guided to ~25% growth in single malts over next three years through
Dalmore & Jura. Overall, mgmt expects to attain EBITDA of £560m in the next 3-4
years. Despite the near-term earnings drop, mgmt notes that the ‘new’ business
model of W& M will still provide an accretive EPS at the consolidated level. The
company would likely consider refinancing its debt (not repayment).

W&M and India — Mgmt targets sales of 275K cases (~20% Scotch market share)
ata 35% CAGR over next two years from 150K case sales in FY10 at ~15% share.
This will be supported by introductions of both value and high vintage variants, as
well as by ramping up distribution to ~25K retail outlets from ~15K now.
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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 -49.0 115.2 6.5 6.8 0.1
2009A 3,830 37.19 180.7 41.0 6.6 17.2 0.1
2010E 3,826 31.71 -14.7 48.1 4.1 11.0 0.1
2011E 5,610 46.49 46.6 32.8 3.6 11.7 0.2
2012E 7,893 65.41 40.7 23.3 3.2 14.5 0.3

Source: Powered by dataCentral
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As a result, investors should be aware that the Firm may have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a
single factor in making their investment decision.
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Fiscal year end 31-Mar 2008 2009 2010E 2011E 2012E
Valuation Ratios
P/E adjusted (x) 115.2 41.0 48.1 32.8 233
EV/EBITDA adjusted (x) 235 25.3 19.2 15.9 12.9
P/BV (x) 6.5 6.6 41 36 3.2
Dividend yield (%) 0.1 0.1 0.1 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 13,111 117,278
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 2,190 5110 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 2,121 -4,084 3,826 5,610 1,893
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 -1,040 -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
For further data queries on Citi's full coverage universe Accounts payable 9,256 9,256 9,878 11,123 12,713
please contact CIRA Data Services Asia Pacific at Total Debt 66,041 73,605 56,486 55,238 58,452
CIRADataServicesAsiaPacifio@cit.com or +852-2301- 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
capowered by: ROIC adjusted 11.9 9.7 10.9 11.2 12.5
dataCentral 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
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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
liguor 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,
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-a-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.
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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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Appendix A-1
Analyst Certification

The research analyst(s) primarily responsible for the preparation and content of all or any identified portion of this research report hereby certifies that, with
respect to each issuer or security or any identified portion of the report with respect to an issuer or security that the research analyst covers in this research
report, all of the views expressed in this research report accurately reflect their personal views about those issuer(s) or securities. The research analyst(s) also
certify that no part of their compensation was, is, or will be, directly or indirectly, related to the specific recommendation(s) or view(s) expressed by that research
analyst in this research report.
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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 A47% 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.)
are not registered/qualified as research analysts with FINRA. Such research analysts may not be associated persons of the member organization and therefore may not be
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:

Citigroup Global Markets India Private Limited Jamshed Dadabhoy,Aditya Mathur
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the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal basis.
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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
notice. Prices and availability of financial instruments also are subject to change without notice. Notwithstanding other departments within the Firm advising the
companies discussed in this Product, information obtained in such role is not used in the preparation of the Product. Although Citi Investment Research & Analysis

(CIRA) does not set a predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of CIRA to provide research coverage of
the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity constraints. The Product is for
informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in the
Product must take into account existing public information on such security or any registered prospectus.

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the reporting
requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign companies are generally not
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Citigroup Global Markets, Inc. and Morgan Stanley that now form Morgan Stanley Smith Barney LLC, rather than to Morgan Stanley Smith Barney LLC in its entirety. For
Morgan Stanley and Citigroup Global Markets, Inc. specific disclosures, you may refer to www.morganstanley.com/researchdisclosures and
https://www.citigroupgeo.com/geopublic/Disclosures/index_a.html.

This CIRA research report has been reviewed and approved on behalf of Morgan Stanley Smith Barney LLC. This review and approval was conducted by the same person who
reviewed this research report on behalf of CIRA. This could create a conflict of interest.
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